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An Act relating to the standard deduction for state individual
income tax purposes, limiting the deduction for net capital
gain to the transfer of certain capital assets, providing an
earned income tax credit, and providing retroactive
apoiicability and effective dates.

BE 1T ENACTED BY THE GENERAL ASSEMBLY COF THE STATE OF IOWA:
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S.F. ‘532 H.F.

Section 1. Secticn 422.4, subsection 17, paragraph &, Code
1885, is amended to read as follows:

a. "annual inflation factor" means an index, expressed as
a percentage, determined by the department by October 15 of
the calendar year preceding the calendar year for which the
factor is determined, which reflects the purchasing power of
the dollar as a result of inflation during the fiscal vyear
ending in the calendar year preceding the calendar year for
which the Factor is determined. In determinirg the annual
inflation factor, the department shall use the annual percent
change, but not less than zero percent, in the implicit price
deflator for the gross naticnal product computed for the
second quarter of the calendar year by the bureau of economic
analysis of the United States department of commerce and shall
adé ene-hatrf one-fourth of that percent change to one hundred
percent. The annual inflation factor and the cumulative
infiation factor shall each be expressed as a percentage
rounded to the nearest one-tenth of one percent. The annual
inflation factor shall not be less than one hundred percent.

Sec. 2. Section 422.4, subsection 17, paragraph ¢, Code
1989, is amended to read as follows:

c. The annual inflation factor for the 1988 calendar year

is one hundred percent. The annual inflation factor for the

1990 calendar year i1s one hundred percent, notwithstanding the

computation under paragraph "a".
Sec. 3. Section 422.4, Code 1989, is amended by adding the

following new subsection:
NEW SUBSECTION. 18. a. "Annual standard deduction

factor” means an index, expressed as a percentage, determined
by the department by October 15 of the calendar year preceding
the calendar year for which the factor is determined, which
reflects the purchasing power of the dollar as a result of
inflation during the fiscal year ending in the calendar year
preceding the calendar year for which the factor 1is
determined. In determining the annual standard deduction

_.l_




W~ D s W N

5.F. 3,532 H.P.

factor, the department shall use the annual percent change,
but not less than zero percent, in the implicit price deflator
for the gross national product computed for the second guarter
of the calendar year by the bureau of economic analysis of the
United States department of commerce and shalil add the total
percent change to one hundred percent. The annual standard
deduction factor and the cumulative standard deducticn factor
shall each be expressed as a percentage rounded to the nearest
one-tenth of one percent. The annual standard deduction
factor shall not be less than one hundred percent.

b. "Cumulative standard deduction factor" means the
procduct of the annual standard deduction factor for the 1989
calendar year and all annual standard deduction factors for
subsequent calendar years as determined pursuant to this
subsection. The cumulative standard deduction factor applies
to all tax years beginning on or after January 1 of the
calendar year for which the latest annual standard deduction
factor has been determined.

c. The annual standard deduction factor for the 13989
calendar year is one hundred percent.

d. Notwithstanding the computation of the annual standard
deduction factor under paragrapnh "a", the annual standard
deduction factor 1s one hundred percent for any calendar year
beginning after December 31, 1990, in which the unobligated
state general fund balance on June 30, a&as certified by the
director of revenue and firance by October 10, is less than
sixty miilion doilars,

Sec. 4. Section 422.9, subsection 6, unnumbered paragraph
1, Code 198%, is amended by striking the unnumbered paragraph
and iaserting in Lieu thereof the following:
caxpayei’'s 1lncome tax

a frcm the taxsayer's
inceme . as computzd without regard to Lhis subsectlon,

e
percent 0f the net capital gain from the sale ¢f the
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a. Net capital gain from the sale of real property used in
a business. in which the taxpayer materially participated, as
defined in section 459{h) of the Internal Revenue Code, and
which has been held for a minimum of ten years, or from the
cale of a business in which the taxpayer was employed or in
which the taxpayer materially participated, as defined in
section 469(h}) of the Internal Revenue Code, and which has
been held for a minimum of ten years. The sale of & business
means the sale of all or substantially all of the tangible
personal property or services of the business.

b. Net capital gain from the sale of cattle c¢r horses held
by the taxpayer for breeding, draft, dairy, or sporting
purposes for a period of twenty-four months or more from the
date of acquisition; but only if the taxpayer received more
than one-half of the taxpayer's gross income from f{farming or
ranching operations in this state during the tax year.

c. Net capital gain from the sale of breeding livestock,
other than cattle or horses, if the ilivestcocck is neld by the
taxpaver for a period of twelve months or more from the date
of acquisition; but only if the taxpayer received more than
one-half of the taxpayer's gross income from farming or
ranching operations in this state during the tax year.

The net long-term capital gain of paragraphs "a", "b", and
"c" together shall not exceed seventeen thousand five hundred
dollars for the tax year. Married taxpayers who elect
separate filing on a combined return for state tax purposes
are treated as one taxpayer and the amount of net capital gain
to be used to determine the tctal amount to be subtracted by
them shall not exceed seventeen thousand five hundred dollars
in the aggregate. Married taxpayers who file jointly or
separately on a combined return shall prorate the seventeen
thousand five hundred dollar limitation between them based on
the ratio of each spouse's net capital gain to the total net
caplital gain of both spouses. In the case cof married

taxpayers filing separate returns, the amount of net capital

~3-
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foiiowing the Cctober 31 Geadline, if thg total amcunt of

claims for refund exceeds eight million dollars for the tax

year. Notwithstanding any other provision, interest shal: not
be due on any refund claims that are paid by rebruary 28

foliowing the Octoper 31 deadline. Taxpayers whose tax years

begin on a date other than January 1 must file their refund

claims by the end of the sixth month following the end of

their tax years. If the claim is not payable on February 28

following the Octooer 31 deadline ¢f calendar year taxpayers,

beceause the taxpayer is a lisgcal year filer, then the amount

of the ciaim a:iowed shail be the same ratio as refund ciaims

available February 1 following the October 31 deadline. These

claims shall be funded by moneys appropriated for payment of
Yy [oney PRILOp . _BPay oL

refunds of individual income tax.

Sec. 6. NEW SECTION. 422.12B EARNED INCOME TARX CREDIT.

1. The taxes imposed under this division, less credits
allowed under sections 422.10 through 422.12, shall be reduced
by an earned income credit equal to ten percent of the federal
earned income credit received by the taxpayer under section
32(b)} of the Internal Revenue Code. Any credit in excess of
the tax liability is nonrefundable.

2. Married taxpayers electing to file separate returns or
filing separately on a combined return may avail themselves of
the earned income credit by allocating the earned income
credit to each spouse in the proportion that each spouse’'s
respective earned income bears to the total combined earned
income. Taxpayers affected by the allocation provisions of
section 422.8 shall be permitted a deduction for the credit
only in the amount £fairly and equitably allocable to Iowa
under ruies prescribed by the director,

Sec. 7. Section 422,21, Code 1989%, is amended by adding
the following new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. The director shall determine for

the 1990 and each subsequent calendar year the annual and

cumylative standard deduction factors for each calendar year
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to be applied to tax years beginning on or after January 1 of
that calendar year. The director shall compute the new
standard deduction dollar amounts as specified in section
422.9, subsection 1, by the latest cumulative standard
deduction factor and round off the result to the nearest ten
dolliars. The annual and cumulative standard deduction factors
determined by the director are nct rules as defined in section
174.2, subsection 7.

Sec. 8. Section 1 of this Act takes effect January 1.
1821, for tax years beginning on or after that date.

Sec. 9. Sections 2 and 3 of this Act take effect January
I, 1990, for tax years beginning on or after that date.

Sec. 10. Sections 4, 5, and 6 of Lhis Act apply
retroactively to January 1, 1989, for tax years beginning on
or after that date.

EX2LANATICON

The bill requires the director of revenue and finance to
annually index the standard deduction for individual income
tax purposes beginning with the 1990 tax years. Current law
only indexes the income tax brackets and certain federal
pension deductions.

The bill also limits the present capital galn deductiocn
refund claim to individuals whose net capital gains are from
cer-2i1n business assets.

The bill also provides a state earned income tex credit for
individuals. The credit is equal to ten percent of the

federal earned income credit. The credi: is nonrefundable.
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SENATE FILE 537

$-3933

1 Amend Senate File 537 as follows:

2 1, Page 2, by inserting after line 27, the

3 following:
4 "Sec. 100. Section 422.5, subsection 1, paragraph
S k, subparagraph (1), Code 1989, is amended to read as
6 !
7
8
9

follows:

(1) Add items of tax preference included in
federal alternative minimum taxable income under
section 57, except subsections (a)(l), (a)(2), and

10 (a)(5), of the Internal Revenue Code, make the
11 adjustments included in federal alternative minimum
12 taxable income under section 56, except subsections
i3 (a)Y{4), {(bYy(L){cYtiiiy, and {d)., of the Internal
14 Revenue Code, anmd add losses as required by section 58
15 of the Internal Revenue Code, and add the capital gain
16 deduction subtracted from net income in subsection 19
17 of section 422.7. In the case of an estate or trust,
18 the items of tax preference, adjustments, and losses
19 shall be apportioned between the estate or trust and
20 the beneficiaries in accordance with rules prescribed
21 by the director.”
22 2. Page 2, by inserting after line 27, the
23 following:
24 "Sec. 101. gection 422.7, Code 1989, is amended by
25 adding the following new subsection:

4 26 NEW SUBSECTION. 19. Subtract sixty percent of the

. 27 net capital gain as computed in section 1202 of the

- 28 Internal Revenue Code in effect for tax years

29 beginning in the 1986 calendar year. For purposes of
30 determining the amount to be subtracted, the net
31 capital gain shall not exceed one thousand eight
32 hundred dollars. Marrlied taxpayers who elect separate
33 filing on a combined return for state tax purposes are
34 treated as one taxpayer and the amount of net capital
35 gain to be used to determine the total amount to be
36 subtracted by them shall not exceed one thousand eight
37 hundred dollars in the aggregate. Married taxpayers
38 who file jointly or separately on a combined return
39 shall prorate the one thousand eight hundred dollar
40 limitation between them based on the ratio of each
41 spouse's net capital gain to the total net capital
42 gain of both spouses. In the case of married
43 taxpayers filing separate returns, the amount of net
44 capital gain to be used to determine the amount to be
45 subtracted by each spouse shall not exceed nine
46 hundred dollars. Any income or loss resulting from
47 the forfeiture, transfer, or sale or exchange
48 described in section 422.7, subsection 17, shall not
49 be used in computing net capital gain for purposes of
50 this subsection."

-1-
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5-3933
Page 2 .
A 1 3. By striking page 2, line 28 through page 5,
line 14 and inserting the following:

“Sec. 102. Section 422.9, subsection 6, Code 1989,
is amended by striking tne subsection."

4. Page 5, by lnserting before line 15 the
following:

"Sec. 103. Section 422.12, subsection 2,
unnumbered paragraph 1, Code 1989, is amended to read
as follows:

A child and dependent care credit equal to ferty-
f+tve fifty-five percent of the federal child and
dependent care credit provided in section 21 of the
Internal Revenue Code."

5. Page S5, by striking lines 15 through 30.

6. Page 6, Lllne 13, by striking the figures and
word "4, 5, and 6" and inserting the following: "100,
101, 102, and 103".

7. Title page, lines 3 and 4, by striking the
words "providing an earned income" and inserting the
following: "increasing the child and dependenc care’.

8. BY renumbering as necessary.

CALVIN O. HULTMAN JACK W, HESTER
RICHARD F. DRAKE JOHN W. JENSEN
LINN FUHRMAN JULTIA GENTLEMAN
NORM GOODWIN WILMER RENSINK
JIM LIND MARK R. HAGERLA
PAUL PATE DALE L. TIEDEN
JACK RIFE RAY TAYLOR
RICHARD VANDE HOEF MAGGIE TINSMAN
JOEN SQORHOLTZ

S$-3%933 FILED APRIL 26, 1989

DIVISION A-LOST, DIVISION B-LOST l;_f) ‘Eﬁ(p}ﬂ&)
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SENATE FILE 537
S5-3931

Amend Senate File 537 as follows:

1. Page 2, by inserting after line 27 the
following: e

"Sec. 30. Section 422.5, Code 1989, is amended by
adding the following new subsection:

NEW SUBSECTION. 10. In the case of income derived
from the sale or exchange of livestock in excess of
the number the taxpayer would sell if the taxpayer
followed the taxpayer's usual business practices, a
taxpayer may elect to spread the income equally over
the four tax years following the tax year in which
such sale or exchange occurs if the taxpayer
establishes that, under the taxpayer's usual business
practices, the sale or exchange would not have
occurred in the taxable year in which it occurred if
it were not for drought conditions cor other act of
God. This subsection shall apply only to a taxpayer
whose principal trade or business is farming, within
the meaning of section 6420(c¢)(3), of the Internal
Revenue Code."

2. Page 3, by inserting after line 22 the
following:

"d. The gain indicated in income for the tax year
from the sale or exchange of livestock as described in
section 422.5, subsection 10."

3. Page 3, lines 23 and 24, by striking the words
"and "c¢"" and inserting the following: ""c¢", and
lldll " .

4. Page 6, line 13, by inserting after the word
"Sections" the following: "30,".

BERL E. PRIEBE JACK RIFE

KEN SCOTT LEONARD BOSWELL
EMIL J. HUSAK DALE L. TIEDEN
JOHN A, PETERSON ’ H. KAY HEDGE

EUGENE FRAISE JOHN JENSEN
JOHN SOORHOLTZ RICHARD VANDEHOEF

S$~3931 FILED APRIL 26, 1989 ~

ADOPTED L{"&(a ng {ple

-
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SENATE FILE 537

Amend Senate File 537 as follows: x
1. Page 1, by striking lines 1 through 19.

2. Page 1, by inserting before line 26, the

$-392S

1
2
3
4 following:

5 "Sec. 100. Section 422.4, subsection 17, paragraph
6 d, Code 1989, is amended by striking the paragraph.”

7 3. Page 2, by striking lines 21 through 27,

8 4. Page 6, by striking lines 9 and 10.

3 S. Page 6, line 13, by striking the words "and 6"

10 and inserting tre following: "6, and 100",

11 6. By renumbering as recessary.

By CALVIN O. HULTMAN JOHN JENSEN
RICHARD F. DRAKE JULIA GENTLEMAN
JACK W. HESTER WILMER RENSINK
LINN FUHERMAN MARK R. HAGERLA
JACK RIFE DALE L. TIEDEN
RICHARD VANDE HOEF RAY TAYLOR
JOHN SOQORHOLTZ MAGGIE TINSMAN
JIM LIND

5-3929 FILED APRIL ?€ﬁ4 989
LOST &i— - 3 .
SENATE FILE 537
S$-3930
1 amend Senate File 537 as follows:
2 1. Page 1, line 15, by striking the word "one- .

3 fourth" and inserting the word "one-third".
By CHARLES BRUNER

$-3930 FILED APRIL 26, 1989

ADOPTED ,3(_5{" %(p !Lﬂlf}
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SENATE FILE 537
FISCAL NOTE

A fiscal note for SENATE FILE S37 AS AMENDED AND PASSED BY THE SENATE is heceby
submitted pursuant to Joint Rule 17. Data used in developing this fiscal note
1s available from the Legislative fiscal Bureau to members of the Legislature
upon request.

Senate File 537 as amended and passed by the Senate requires the Director of
Revenue and Finance to annually index the standard deduction for individual
income ctax purposes beginning with the 1990 tax years. Current law only
indexes che income tax brackers and certain federal pension deductions.
Additionally, the annual inflation factor (AIF) applied to income brackets and
federal pensions is 33% of the AIF instead of S0%Z. The annual standard
deduction factor is not subject to reduction.

The bill also Llimits the present capital gain deduction refund claim to
individuals whose net capital gains are from certain business assets. The bili
also provides a state earned income tax credit for individuals. The credit is
equal to 10% of the federal earned lncome credit. The credit is nonrefundable.

Standard deduction indexation: For tax vyear 1990, cthe currvent scandard
deduction amounts of $3,030 for married joint filers and §1,230 for individuals
would be indexed by whatever the annual standard deduction factor is determined
to be.

For tax vear 1991 and subsequent years, standard deduction and income bracket
indexation would occur 1f the ending fund balance of the General Fund was at
Least $60.0 million.

Tax Year 1990 Assumptions

l. For compavison purposes, estimates for two scenarios are provided: the
first scenario assumes current law indexation will not be triggered for
Tax Year 1990, the second scenario assumes current Law indexation will be
triggered for Tax Year 1990.

2. The annual inflation factor and annual standard deduction factor
applicable to tax year 1990 1is 4.5%, based on information from Data
Resources Incorporated.

3. Under current law, if the FY 1989 Ceneval Fund ending baliance was $60.0
million, the income brackets in 422.5, Code of Iowa, would be indexed by
the oroduct of 50% of the annual inflation factor multipiied by the
cumulative inflation factor,

4, Under the proposal, regardless of the General Fund ending balance, income
brackets would not be indexed, and the standard deductions would be
indexed by the product of the entire amount of the annual standard
deduction factor multiplied by the cumulative standard deduction factor.

5. Assuming withholding ctables are not changed, these effects would firsc
occur in FY 1991. _

., Civil service annuity exclusions were held constant in this simuiation,
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s1nce stare tax treatment of government pensions must change.

Fiscal Etfecr, Tax Year 1990, Standard Deduction ladexation
L. Current  law basts [or comparison assumes bracker indoxation Eii}_nut be
triggered for tax year 1990.

The tax model indigates indexing the standard deduction amounts would reduce
taxpayer llability by $3.3 million.

2. Current law basis for comparison assumes indexation will be triggered for
tax year 1990

Est. Reduction due to indexation under current law: ($9.9 miliion)
Est. Reduction due to indexation under proposal: {$3.3 million)

Tax Year 1991 Assumptions

1. For comparison purposes, estimates for two scenarics are provided: the
" first scenarioc assumes current law indexation was not triggered for Tax
Yratr 19903 the second scenario assumes current law indexation was
triggered for Tax Year 1990.

2. Indexation will he triggered tor Tax Year 1991,

3. The annuai inflation facter and annual standard decuctxu" factor
applicable to tax year 1991 is 4.2%, based OGFDRL sapril, 1989 report.

4. Under current law, the income brackets in 427, é, Code of [owa would be
indexed by the product of 50% of the annual inflavion factor multiplied by
the cumulative inflatton factor.

2. Under the proposal, income brackets would be increased by the product of
33% of the annual inflation facror muitiplied by the cumulative inflation
facror, and standard deductions would be increased by the product of the
entire amount of the annual staandard deduction Yactor muitiplied by the
cumulative standard deduction factor.

6. Assuming withholding tables are not changed, this effect would first occur
in FY 1992,

7. Civii service annuity exciusions were held constant in this simulation,
since state tax Ireatment of government pensions must change.

Fiscal Effect, Tax Year 1991, Bracket and Standard Deduction Indexation

l. Current law basis for comparison assumes bracket indexation was not
triggered for tax year 1990.

Est. Reduction due to indexation under current law: (39.3 million)
fst. Reduction due to indexation under proposal: ($9.2 miilien)
2. Current law basis for comparison assumes bracket indexation was triggered

for tax year 1990.

Fst, Reduction due ro indexation under curren
T 5

law: (32.6 miilion)
Est. Reduct:ion due teo indexsction under p :

($9 2 'P__.LLIOD)

Cepizal Cailns Refund Chanpges: Beginning nax year 19389, snly carzaln types cof




’ SENATE CLIP SHEET MAY 1, 19889 Page 49
PAGE 3 , FISCAL NOTE, SENATE FILZ 537

-3~

‘ assets would be elizible tor the 60%Z capital gains deduction refund.
Ceneraily, the eligible assets must be (a) real property used in a business, or
trom the sale of a business, in which the taxpaver materiaily participated, or
was employed, and which was held for a minimum of 10 years, or (b} from the
sale ot livestock by taxpayers deriviag more than half ot their income from
tarming or ranching. The $8.0 million cap on the total amount refunded wculd
continue.

Earned {ncome rax Credit: A nonrefundable tax credit equivalent to 10%Z of the
taxpayer's federal earned income tax credit is allowed for rax years beginning
on or after January 1, 198%. This is estimated by the tax model to reduce
taxpayer liability by $3.2 million. Assuming withholding changes are not made,
this effect would first occur in FY 1960,

Spources: Legislative tax model
Data Resources Incorporated
Department of Revenue ané Finance (LsB 2721sv, PDD)

FILED APRIL 28, 1989 BY DENNIS PROUTY, FISCAL DIRECTOR

,‘
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1 An Act relating to the standard deduction for state individual

2 income tax purnoses, limiting the deduciion for net capital
3 gain to the transfer of certain capital assetfs, providing an
4 earned income tax credit, and providing recroactive
S applicability and effective dates. %ﬁ
& BE IT ENACTED BY THE CENERAL ASSEMBLY OF THE STATE OF IOWA: c‘
gy
7 i
e
*‘545"“
8 w)
[
i
11
L7
d i3
1 4
Y
16
17
P
o
AR
i .
L PR
| 22




1
2
3
4

e
& RO W~ N

[ N
[ WY T Y

LRSI VA " IR ¥'S R PV S VO B L R oV I S I A% T I S T S R S A I S e
U ds M) OO 0 S O s W R OO

Section 1. Section 422.&4,. subsection 17, paragraph a, Code
1689, is cmended to read as follows:

2. "“Annual inflation factor" means an index, expressed as
a percentage, determined by the department by Octcber 15 cf
the calendar year preceding the calendar year Zor which the
factor is determined, which reflects the purchasing power of
the dollar as a resul: of infiation during the fiscal year
ending in the calendar year preceding the calendar year for
which the factor is determined. In determining the annual
inflation factor, the department shall use the annual percent
change. but not less than zero percent, In the implicit price

the

!

deflator for the gross national product computed o
second quarter of the calendar year by the bureau of economic
analysis of the United States department of commerce and shall

add ene-nhnaitf one-third of that percent change to one hundred

percent. The annual inflation factor and the cumulative
inflation factor shall each be expressed as a percentage
rounded to the nearest one-tenth of one percent. The annual
inflation facter shall not be iess than one hundred percent.
Sec. 2. Section 422.4, subsection 17, paragraph ¢, Ccde
1989, s amended to read as foliows:
¢. The annual inflation factor for the 1388 calendar year

is one hundred percent. The annual inflation factor for the

1990 calendar vear is one hundred percent, notwithstanding the

computation under paragraph "a".
Sec. 3. Section 422.4, Code 1983, is amended Dy adding the

following new subsection:
NEW SUBSECTION, 18. a. "Annual standard deduction

factor” means an index, expressed as a percentage, ce:zermined
by the department by October 15 of the calendar year preceding
the calendar year for which the factor is determined, which
reflects the purchasing power of the dollar as a result of
inflation during the fiscal vear ending in the calendar year
preceding the calendar year for which the factor is

determined. In determining the annual standaré deduction




factor, the department shall use the annual percent change,
but not less than zero percent, in the 1lmplicit price deflator
fcr the gross national prcduct computed for tne second gquarcter
of the calendar year by the bureau of econom:ic analysis of th
1

.

United States depariment of commerce and shall add the to
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percent change to one hundred percent. The annual standard
deduction factor and the cumulative standard deduction factor
shall each be expressed as a percentage rounded to the nearest

one-tenth of one percent. The annual standard deduction
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factor shall not be less than cne hundred percent.

. "Cumulatrive standard deduction facktor™ means the
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product of zhe annual standard deduction factor £or the
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calendar year aad all annual standard deduction factors
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subseguent calendar years as determined pursuant to this

‘

subsection. The cumuliative standard deducticn factcor appiles

to ali tax years beginning on or after January 1 of the

o
- o

calendar year for which the latest annual stancard deduction

.

factor has been determined.
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c. The annual standard deduction factor for the 1589

[YC I .
o W

calendar year 1S one nhundred percent.

b

d. Notwithsianding the computation of the annual standard

deduction factor under paragrapn "a", the annual standard
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W

deduction factor is one hundred percent for any calendar year

beginning aftcer Decemper 31, 1990, 1in which the unobligated
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state general fund baiance or June 30, as certified by th
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director of revenue and finance by October 10, is less than
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sixty miliion dollars.
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Internal Revenue Code.

Sec. 5. Section 422.9, subsection 6, unnumpered paragrapi
1, Code 188%, is amended by strixing the unnumpered paragraph
and inserting in lieu thereof the following:

The taxpayer may recompute -he taxpayer's income tax

liability for the tax year by subtracting from %he taxpayer's

-

o
taxable income, as computed without regarc¢ t0O this subsection,

e cf tre

]

sixty percent of the net capital gain from the s
following:

a. Net capital gain from the sale of real property used in
a business, in which the taxpayer materially participated, as
defined in section 469(h) cf tne internal Revenue Code, and
which has been neld for a minimum of ten years, or from the
sale of a business in which the raxpaver was employed or in
which the taxpayer materialily participated, as defined in
section 46%{h) of tne Internal Revenue Code, and which has
peen nheld for a minimum of ten years. The sale of a business
means the sale <f all or substantially all ¢f the tangible
personal property or services of the business.

b. Net capital gain from the sale of cattie ©or horses neld
by the taxpayer for breeding, draft, dairy, or sporting
purposes £or a period of twenty~-four months cr more from the
date of acguisition; but only 1f the taxpayer received mcre
than cne-half of the taxpayer's gross income from farming or
ranching opverations in this state during -he tax vear.

c. Net capital gain from the sale of pbreeding Livestock,
cther than cattle or horses, if the livestock is held by tae
taxpayer {or a periocd of twelve months or more Zrom the date

of acquisition; put only if the taxpaver race.ved more tnan
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zaxpavyer's gress income from farming or

ranching operaticns in this scane <urine the tax vedr.

C. Tpe gain indicated ia income for the zax year Icom =n
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supsection 10.

TR T Wt oy M2

Tne net long-term capital gain ¢f paragraphs "a', "L, "o,
T
and "d&" together snail not axceed seventeen thousanc flve
T TN
nundrec doliars £or tne tax year. Married taxpayerz «who elecct

separate fillrng on a combined return for stacte tax purposes
are treated as one taxpayer and the amount cf net capitai gain
0 be used to determine the total amount to e subtracted by
them shall not exceed seventeen thousand five hundre

d
in the aggregate. Married haxpayers who file jcintly or

l_)

separately on a ccocmbinec return shall prorate the seventeen
thousand five nundred doilar limitation between them based on
the ratio of each spouse’'s net capital gain Tc the total net

capital gain of both spouses. In the case of married

taxpayers filing separate returns, the amount of net capital
gain to be used to determine the amount Lo be subtracted by
each spouse shal. not exceed eight tncusand seven nundred
£ifzy deilars,

Sec. 6. Section 422.9, subsection 6§, unnumbered paragrapn
4, Code 1989, is amended to read as follow
e

5:
tor the tax year the total amount of refund ims that
shall be paid shall not exceed eight million dgllar If the

tctal amount of the claims for refund dees exceed that amount,
each claim for refund shall pe paid on a pro rata bas:is so
tnat the total amcunt paid £or the tax vear does not exceed

eight miilion dollars. n the case where refund claims are

not paid in full, the amcunt of the refund o which the

taxpayer s entitled uncder this subDs2ction ls the pro rata
amount that was pa:d and the taxpayer i1s not entitled to a
refund for the unpaid portionn and 1s not entitlied to carry

that amount forward or backward to ancther tax year.

r
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Taxpayers shail not use reZunds as estimated payments for
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ptRer~previziony-inecere shati-nee-be-dua-cn-any-refund
craime—char-are-satd-by-February-267-1989--~ff-che-erarm-t3

nos-payabie-on~February-287;-+389%7-becanse-the-taxpaysr-r2-a
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mp-rpbto-gy-refund-crarpg-avatiapie-cn-Febr

3

taime-angil-ne-Sunded-by-meneys-anpropriated-fe

e
payrent-of-cefurnds-cf-individuai-sacome~-raxr Tne deadline fof

filing a claim for a refund for calendar vyear taxpayers whose

tax years begin on January 1 is Octeoper 31 foilowing the

calendar vear. The department shail determine on February 1

following zhe Qctober 31 deadline, if the total amount of

claims for refund exceeds eight million dellars

year. Notwithstanding any other provisicon, intere

=
be due on any refund claims that are paid by Februar
e

following the October 31 deadline. Taxpayers whos

begin on a date other than January 1 must file thelir rafu

claims by the end of the sixth month following the end of

thelr tax years. If the claim is nct payable on Februarv 28

following the October 31 deadline of calendar yvear Laxpayers,

because the taxpayer is a fisgcal vear filer, then the amount

0f the claim alliowed snhall be the same ratic as refund claims

s
avaiiable February 1 foilowing the October 3. deadiine. These
ed f

claims shall be funded by monevs appropriat

refunds of individual. income =-ax.
Sec. 7. NEw SECTION. 322.22B EARNED INCOME TAX CREDIT.

l. The taxes imposed under tnis division, less credits
a

allowed under sections 422,..0 through 422.12, sh
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a me credlt received by the taxpayer under se
32{b) of the Internal Revenue Code. Any credii in excess of
b

1iity 13 nonrefundabie.

rn

flling separateiy on a comsined return may avall themselves ¢
1 he earnad 1nconme

ca
credl: to each spcuse in the Droporticn that each spouse

! n 8 3
respecrive 2arned lncome bears to the total cembined esarnad
income. Taxpayers z2ffecied by the allocaticn provisions of

,q
9]
a1
D
Q.
-
T

a

section 422.8 shall be permitted a deduction for the
e
s

cnly -n the amount fairiy and equitably allocable ©o icwa
under rules prescribed by the director.

e
Sec., 8. Section 422.21, Code 198%, is amended by adding
the following new unnumperec¢ paragraph:
NEW UNNUMRERED PARAGRAPH. The director shall determine for
e

the 1990 and each subsequeni calendar year th
cumulative standard deduction Zactors for ea
to be applied -o tax vears beginning on 9r a
that calendar year. The director shall ccmpute the n
standard deduction dollar amounts as specified in section
422.9, subsection 1, by the lates: cumila:zive standard
deduction factor and round off the resuit to the nearest ten
deilars. The annuai and cumulative standard deduction factors
determined by the director are not rules as defined in section
17A.2, subsection 7.

Sec, 9. Section i1 of this Act takes eifect January I,

[

£ that date.
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1991, for tax years peginning on o

Sec. 10. Sections 2 and 3 of tni wake effect January
1, 1990, for tax years beginning on or after that date.
Sec. 1l. Secricns 4, 5, 5, and 7 cf this Act apply
. . s . - “
rerroactively to January 1, 1986, for tax years beginning on

or atter that date.
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SENATE FILE 537

H~4387

®
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Amend amendment, H-4349, to Senate File 537, as
amended, passed, and reprinted by the Senate, as
follows:

1. Page 1, by inserting before line 44, the
following:

“e. Net capital gain from the sale of stock or
securities as defined in section 1083(f) of the
Interral Revenue Code.”

2. Page 1, line 45, by striking the wards "and
"g"" and inserting the following: ""d4", and et

By METCALF Of Polk

§-4387 FILED MAY 2, 1989

Lusk 5 3-5%( > 2204)



HOUSE CL1P SHEET MAY 3, 1989 Page 14

SENATE FILE 537

H-4359

(Yo lie <L BN WS NNV N

amend amendment, H-4349, to Senate File 537, as
amended, passed, and reprinted by the Senate, as
follows:

1. By striking page 1, line 5, through page 2,
line 25, and inserting the following:

""Section 1. Section 422.5, subsection 1,
paragraph k, unnumbered paragraph 2, Code 1989, is
amended to read as follows:

The state alternative minimum taxable income of a

taxpayer is equal to the taxpayer's state taxable
income, as computed with the deductions in section
422.9, except-fer-the-net-eapitat-gain-deduetions with

the following adjustments:
Sec. 2. Section 422.9, subsection 6, Code 1989, is

amended by striking the subsection.

Sec. 3. Section 422.21, unnumbered paragraph &,
Code 1989, is amended by strlklng the unnumbered
paragraph.”

2. Page 2, line 30, by striking the word "giving"
and inserting the following: “eliminating the”

3. Page 2, line 31, by striking the words

"treatment to limited amounts of capital gain,".
By CONNOLLY of Dubuque
DODERER of Johnson

H- 433? FILED Y 2, l989>

Lk 25 S p1saz

SENATE FILE 537

H-4368
1 amend the amendment, H-4349, to Senate File 537, as
2 amended, passed, and reprinted by the Senate, as
3 follows:
4 1. Page 1, line 18, by striking the word "ten”
5 and inserting the following: "five”
6 2. Page 1, line 23, by striking the word "ten"
7 and inserting the following: "Eive"

By STROMER of Hancock

B-4368 FPFILED MAY 2, 1989 )

FEIREEVARECTIAN 3-8 (pL A




SENATE FILE 537

H-4345

34)

Amend Senate File 537, as amended, passed, and
reprinted by the Senate, as follows:

1. By striking everything after the enaciing
ciause and inserting the foilowing:

"Section 1. Section 422.9, subsection 6,

unnumber ed paragraph 1, Code 1985, 1s amended by
strik:ing the paragraoh and inserting in lieu therecf
the Zollowing:

The taxpayer may recompute the taxpaver's income
tax liaoxllty for the tax vear by subtracting from the
taxpayer's taxable income, as computed wichout regard

this subsection, sixty percent of the net capiteil
in from the sale of the following:

a. Net capital gain from the sale of real property
used in a business, in which the taxpayver materially
participated for ten years, as defined in section
469(nh) of the Internal Revenue Cocde, and wnhich nas
peen held for a minimum of ten years, or from the sale
of a business, as defined in section 422.42, in which
the taxpayer wes employed or in which the taxpayer
materially participated for ten years. as defined in
section 469(h) of the Internal Revenue Code, and which
2as been held for a minimum of ten years. The sale of
a business means the sale of all or substantiaily all
of the tangible personal property or service of the
business.

b. Net capital gain from the sale of cattle or
horses held by the taxpayer for breeding, draft,
dairy, or sporting purposes for a period of twenty-
Lour months or more from the date of acquis:iticon; but
onliy if the taxpaver received more than one-naif of
the taxpayer's gross income from farming or ranching
operations during the tax year.

c. Net capital gain from the sale of breading
livestock, other than cattle or horses, if the
iivestock is held by the taxpayer for a period of
twelve months or more from the date of acquisition;
but only if the taxpayer received more than one-half
of the taxpayer's gross income from farming or
ranching operations during the tax year.

d. Net capital gain from the sale of timber as
defined in section 631(a) of the Internal Revenue
Code.

The net capital gain of paragraphs "a", "b", "c¢",
and "d" together shall not exceed seventeen thcusand
five hundred dollars for the tax year. Marr:ied
taxpayers who elect separate filing on a cvmoAned
return for state tax purposes are treated as one
taxpaver and the amount c¢f net capital galn *c be used
o derermine the total amount to be subtracted by them

-1-
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shall not exceed seventeen thousand five hundred
dollars in the aggregate. Married taxpayers whe file
Jointly or separately on 2 combined return cghall
prorats the seventeen thousand five hundred dollar
iimitatlon beiween them based on the ratio of each
spouse ‘s nat capital gain to the total net capital
gain of both spcouses, 1In the case ¢f married
taxpayers fiiing separate returns, the amount of net
capital gain to be used toc determine the amount to be
suibtracted by each spous2 shall not excesd eight
tnousand seven hundred fifty dollars.

Sec. 2. Section 422.71, unnumbered paragraph 6,
Code 1689, isg amended to read as follows:

The uepartment snall prepare and make avail
speciai return for filiﬂg a tex refundéd claim r
from the ret capital cain deduction authorized 1
section 422.%, suocsection 6. Pre-specrar-zecurias
shait-se-designed-so-phar-tha-desarement-—witi-se-
zo- Eﬁxptl“—dtta—*hdt rdexcifies- “tig-2onree-and-ty
the-sapitei-gaiag-and-iosses- -the-geographieca

3
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sxe-avaziabie-te—tHe-generat-assembiv-tne-28ca
g-from-the-speeiat-retorps—£ited- cu-hﬂg—the
s-catendar-years
3. This Act 1s retroactively applicable for
rs beginning on or &fter January 1, 19838."

Title page, by striking lines 1 thrcugh 5 and
-ing the following: MAn Act relating to state
lual i1ncome tax by giving capital gain deductior
t to limited amounts cf capital gain, and
ng a retroactive applicability date.”
By COMMITTLE ON WAYS AND MEANS
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SENATE FILE 537

B~4349

Amend Senate rile 537, as amended, passed, and
reprinted by the Senate, as follows:

1. By striking everything after the enacting
clause and inserting the following:

"Section 1. Section 422.9, subsecticn 6,
unnumbered paragraph 1, Code 1989, 1is amended by
striking the paragraph and inserting in lieu thereof
the following:

The taxpayer may recompute the taxpayer's .ncone
tax liability for the tax year by subtract:iig f£rom the
taxpaver's taxapble income, as computed without regard
tc this subsection, sixty percent of the net capiltai
gain from the sale of the following:

a. Net capital gain from the sale of rea:
used in a business, in which the taxpayer materi
participated for ten years, as defined in section
469(h) of the Internal Revenue (ode, and which has
peen held for a minimum of ten years, or from the sale
of a business, as defined in section 4§22.42, in which
the taxpayer was employed or in which the taxpayer
materially participated for ten years, as defined in
section 469(h) of the Internai Revenue Code, and which
has been held for a minimum of ten years. The sale of
a bus:iness means the sale of all or substantially all
0f the tangible persconal property or service of the
business.

b. Net capital gain from the sale of catt
horses held by the taxpayer for bre901qg, draf
dairy, or sporting purposes for a period cof ;wenty—
four months or more from the date of acguisition; but
only if the taxpayer received more than cne-half of
the taxpayer's gross income from farming cr ranching
operations during the tax year.

c. Net capital gain from the sale of bree
livestock, other than cattle or horses, if t
livestock 1s held by the taxpayer for a pericd of
twelve months or more from the date of acqu¢31t;on;
but cnly if the taxpayer received more than one-half
of the taxpayer's gross income from farming or
ranching operations during the tax year.

d. Net capital gain from the sale of timber as
defined in section 631(a) of the Internal Revenue
Code.

The net capital gain of paragraphs
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and "d" together shall not exceed seventeen thousand
five hundred dollars for the tax year. Married
taxpayers who elect separate filing on a combined
return for state tax purposes are treated as one
tavpay r and the amount of net capital gain :to be used
z etermine the tota: amount to be subtracted by them

-1
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shall not exceea seventesn tnousand five hundred

dollars 1a the aggregate. Marrvied taxpayers who ifi:e
iointly or separateiy on a combined return snail
prorate the seventzen thousand [ive hundre=d dollar

imita L-on petwesn them based on tne ratio of each

spo use's net capital gain to the total net capital
gain of both spougses. In the case of married
taxpayers filing separate returns, the amount of nec
capital g -in te bz usad to determine the amount Lo be
sabtracted by each spcouse shall not exceed eight
thousandé ssven hundred Tifty dolliars.

Sec. 2. Section 422,21, unnumbered paragraph 6,
Tode 155%, is amended to read as follows:

The cCepartment shall prepare and make available &
special re:turn for filing & tax refunc claim resulting
from the net capital gain Zdeduction suthorized in
secticn 422.%; subsecticn 6. Pne- speciai—~eburr¢
Shaii—be—‘ srgned-so-trat-the—dspartment-wili-se-abie
c@«c@mg ~da ;—tﬂat-vde*tzéz@_—-hﬁ savnrce-gud-type-uf
rhe-ty as-gna-iosygas- aﬁd the-geograpnicat
toealrt —trpRzaeRiong-invatving-tke-canitaed

; -By-cenruary-i57- i98~-—rnu-dep&*t 3
sha%* “&me—*vaiiable—tv—Lhe cenergai-gssenbrv-che-gate
sompried-frer-the-spectai-returns-£ited-dering-the
previous—-catendar-years

Sec. 3. Tnis Act is retreocactively applicable for
tax years beginning on or after Janvary 1, 1689."7

2. Title page, by striking lines 1 through % ard
inserting the following: "An Aci relating to state
individual income tax by giving capital gain decduct:ion
treatment te limited amounts of capital gain, and
providing a retroactive applicability date.”

By COMMITTEE ON WAYS AND MIANS
TABOR of Jackson, Chairperson
E-4343 FILED MAY 1, 1989

Gdophtde s-3-¢lp 2#12)
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SENATE FILE 537

H-4404

Amend amendment, H-4349, to Senate file 537, as
amended, passed, and reprinted by the Senate, as
follows:

1. Page 1, by inserting before line S, the
following:

"Sec. 100. Section 422.4, subsection 17, paragraph
c, Code 1989, is amended to read as follows:

c. The annual inflation factor for the 1988
alendar vear is one huadreé percent. The annual
nflation factor for the 1990 calendar year 1s one
undred percent, notwithstanding the computation under
paragraph "a",

Sec. 101. Section 422.4, subsection 17, Code 1989,
15 amended by adding the following new paragraph:

NEW PARAGRAPH. e, 1f for a calendar vyear,
paragraph "d" does not reguire the annual Inflation
factor to be equal to one hundred perceni then the
annual inflaticn factor is as computed uncder paragrapn
"a" unless the most recent increase in adjustment for
inflaticn was to the tax brackets rather than the
standard cdeduction in which case the annual inflation
factor is one hundred percent. For purposes of this
paragraph, the increase in the stancdard deduction
amounts for tax years beginning in the 1990 calendar
year is deemed to be an increase in adjustment for
inflation.

Sec. 102. Sectiocn 422.5, subsection 7, Code 1989,
is amended to read as follows:

7. a. Upon determination of the latest cumulative
inflation factor, the director shall multiply each
dollar amount of the tax brackets set forth in
subsection 1, paragraphs "a" and through "i" of this
section, ané each dollar amount specified in this
section as the maximum amount of annuities recelved
which may be excluded in determining final taxable
income, by this cumulative inflation factor, shall
round off the resulting product to the nearest one
dollar, and shall incorporate the result into the
lncome tax forms and instructions for each tax year.

b. If the tax brackets for a tax year would have
been adjusted except for the operation of section
422.4, subsection 17, paragraoh "e", the director
shall adjust for inflation the standard cdeduction
amounts specified in sectlon 422.9, subsecticn 1, as
may have been previously adjusted under this
paragraph. In determining the amount of adjustment 1in
each dollar amount of the standard deductions, the
director shall estimate by October 15 the fiscal
impact on state revenues :f the tax brackets would
have been adjusted, except for the operation of
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H-4404
Page 2

1 section 422.4, subsection 17, paragraph "e". The
director shall then determine the amount of adjustment
in each dollar amount of the standard deductions which
will result in the same fiscal 1mpact on state
revenues for the tax year as if the tax brackets had
been adjusted. The same percentage amount of
adjustment shall be made in each dollar amount of the
standard deductions. Any adjustment in the standard
deductions as a result of this paragraph shall
continue for subseguent tax years until otherwise
adjusted as 9rov1oed in this paragraph or other
provision of law.

Sec. 103. Section 422.9, subsection 1, Code 1889,
1s amended to read as follows:

1. An optional standard deduction, after deduction
of federal income tax, equal to one thousand ewe four
hundred thirty dollars for a married perscn who files
separately or a single person or equal to three
thousand echtrty four hundred fifty dollars for a
husband and wife who file a jolnt return, a surviving
spouse, or an unmarried head of household. The
optional stendard deduction shall not exceed the
amount remalning after deduction of the federal income
tax."”

2. Page 2, by inserting before line 12 the
following:

"Sec. 104, Section 422.21, unnumbered paragraph 4,
Code 1389, is amended to read as follows: .
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The director shall determine for the 1989 and each
subsequent calendar year the annual and cumulative
inflation factors for each calendar year to be applied
to tax years beginning on cr after January 1 of that
calendar year. The director shall compute the new
dollar amounts ac specified to be adjusted in section
422.5 by the latest cumulative inflation factor and
round off the result to the nearest one dollar. The
annual and cumulative inflation factors determined by
the director are nct rules as defined in section
17A.2, subsection 7. The director shall determine for
the 1992 and each subsequent calendar year if an
adlustment in the standard deductions, as provided in
section 422.5, subsection 7, paragraph "b", are
required for tax years beginning in that calendar
year. The amount of any adjustment in the standard
deductions determined by the director are not rules as
defined in section 17A.2, subsection 7."
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3. Page 2, by striking lines 26 and 27 and in-
serting the following:
"Sec. . Secticons 1 and Z of this Act retro-
actively apply to tax years beginning on or after
_2_
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B-4404
Page 3
Januyary 1, 1989. )
Sec. _ . Sections 100 and 103 of this Act apply
to tax years beginning on or after January 1, 1990.
Sec. . Sections 101 and 102 of this Act apply
to tax years beginning on or after January 1, 1991."
4. Page 2, line 29, by inserting after the word
"Act" the following: "relating to the indexing of tax
brackets and the standard deduction for income tax
purposes, increasing the amount of the standard
deduction,".
5. Page 2, by striking lire 32 and inserting the
following: "providing certain applicability dates.”
6. Renumber as necessary.
By TABOR of Jackson

WO~ St

H-4404 FILED MAY 3, 1989

ADOPTED 5/ 586{ (P qu D




HOUSE CLIP SHEET MAY 4, 1989

SENATE FILE 537
B-4404 TC B-4369 TO SENATE FILE 537

FISCAL NOTE .

A fisczl note for H-4404 TO H-4349 TO SENATE FILE 537 is hereby submitted
pursuant to Joint Rule 17. Data used in developing this available from the
Legislative Fiscal Bureau to members of the Legisltature upon request.

H-4404 to H-4349 to Senate File 537 does the following: (a) increases current
standard deduction amounts by 14%, $1,230 is raised to $1,400 and $3,030 1s
raised to $3,450 effective for tax years 1990 and beyond; (b} except for tax
year 1990, retains the crigger for indexation based on the size of the General
Fund ending balance; {c¢) for subsequent tax years, if indexation is triggered,
brackets will be indexed as they are currently indexed, unless brackets were
indexzd previously, 1in which case the department is to determine the [iscal
effect of indexing brackets and then instead standard deduction amounts will be
increased by sufficient amounts to reduce taxzpayer liability by the same amount
that would have occurred under bracket indexation,

Fi3ca{_5ffect

The effect of increasing the standard deduction amounts for tax year 1990, is
estimated to be a $9.7 million reduction in taxpayer liability. Under current
law, if indexation of brackets were triggered for rax year 1990, the reduction
in taxpayer liability is estimated to be $9.9 million.

For subsequent years, when indexation is triggered, this amendment will not
have a different effect on the General Fund in terms of the total amount of
reduction to the General Fund, since further standard deduction increases would
be designed to have the same fiscal impact of bracket indexation.

Source: Legislative Tax Model
(LSB 2721sv.2, PDD)

FILED MAY 3, 1989 BY DENNIS PROUTY, FISCAL DIRECTOR
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v MAY 5, 1589 raye
S$-4196
Page 3
1 operations during the tax vyear.
2 c, Net capital gain from the sale of breeding
"3 livestock, other than cattle or horses, if the
1 livestock 1s held by the taxpayer for a per:od af
S tweive months or more from the daze of acquisition;
6 but only 1f the taxpaver received more than one~haif
7 ¢ tne taxpaver's gross income from farming of
8 ranching operaticns during the tax vear,
9 d. Net capital gein frow the sale of Limber as
G defined in sectinn 631(a) of =he iaterpal Revenuye
1. Code.
12 The ne:r capital gain of para prs tar, "bY, e,
L3 anad "d" together shaii not exce sevente2en Lnousand
14 five nundred <oilars for the rax vear. Married
15 taxpayers wne glach separate Siling o0 @ conbined
5 return for state tax Durposes are treated as one
17 tawxpaver and the amount of ner capital gaia to be used
18 o getermine the sctal amount o se subtrached by them
1% snall not exceed sevenceen vhousand five hundred
20 cdoilars in the acgregate Marp:rod taxpavers who fil
Z. Ciatiy Or separately on a comb.red return shatil
22 prorarte the sevenneen thousand Tive nundred dollar
23 limiraticn betweesr them based ~rn ~he ratis of eaeh
Z5 Spouse’s neg Capiid. Jain o the total netr fapiltea.
25 gain of both spouses inothe case of nerr.o=2d
26 taxpayers filing separate rezurns. the amcunt of ne:
27 capital gaina ro be used o determnine the amount tc be
28 subtracted by 2ach spouse shall not exceed 2:iche
73 thousandé seven hundred fiftv doliars.
3G Sec. 104. Secuion 422.21, unnumbered paracgrapt &,
37 Ccde 1%8Y, is amanded 1o read as follows:
12 The d.rec L feterming fov the 1483 & oener
3> subseguent sar tns owcaloand TLLEn L e
i . 2ACN Foirr vELT L DE l
DA G oaler fanust SN
kyd PTECTOr z Lne e
3 moun a3 aJeCilles -« .0 ;
38 422.5 oy the ilatest Cumuiative . L lon crnor and
39 round off tne result to the neares:t one aciiar TTne
49 annua¢ and cunularive Inflaticn facuors desermined Dy
4l the director are nct rules as cdefined 1n secilon
42 17A.2, subsecticn ' r T shail ceterm;
43 i§§_1992 and eacs 3 il
Y = \: i
<3
-0
57
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Page ¢

MAY

D,

LBy

S-3106

1 Code 1989, is amended to read as follows:

2 The department shall preparte and make avallable a
~% 3 gpecial return for filing a rax refund claim zesulting
4 fram the net capital gatn deduction authorized in
S zection 422.9, subsection 5. Phe-speciat-returns

6 nhnii—be-desfqned—g@—ﬁha:—:he—d:pa:tment~wiéi—be—abic
7 ts—csmpr%e—dafa—~~~~—iéentéEies-the—somrce—and—ty;e-3r
8 the-capstat-garns &A&-10 spu-and-the-geographisas
9 ioc&tf%ﬂ*of—rnr—P'“"écetzbﬂs':ﬁ?CiVéﬁc-the—Ceﬁétai
0 ;a:n:—ﬁrd-:os°r:-—-Qy—E:nc&ryv:57—}98§7—c“e—dép shmene
11 gmpii-male-aver pmip-ka-rne-geascgi-assembiy-che-daus
12 zempiieg-Ecom-tae ~pee:a:-reéwrﬁs—itied—dcrrﬁg—*ﬁe
13 prevtosa~calencar-yesss
greo® L4 Sec. Secrions L oana 2 2f this Act eiro-
1S zcciveiy @pply t¢ Tax years beglniing OA O 4iter
16 Jannary 1, 1983
17 Sec. Secticns 100 and 103 of unls ACT 2DRLY
18 to tax veéars 5eg: G sr afrer Januacy L, :3990
Y Sec. . Sew ng 1 oand 102 of tnis ACU appey
20 to tax years Doq: e afregr Jangary i, 996
2L 7. Title pace, oy strtising lines o throuegn 3 oanc
27 inserting tne SoL% g:  "An Act relating o the
478823 indexing of tax brackels &7< tnA srandard neducthion
we?2d for incOme fAX BirE38es, (NCT2ASIAE ~ne anount DL Lne
1g srapndard deduauion, TE2Ian.Ng T STALR individua:
54 ilncome tay by Siving caplrrél galn deduction treatmaent
27 to limirecd amounns of capital gain, and providing
28 cerrvatin appiicaniliitly Cates.
2t

DILED May i, 198%
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armend the amendment, $-31106, tc Senzte Tlle 537, as
ended, passed, anc¢ reprinted by the Senate, as
liows:

1. Page I, by irserrning before lLine 26, the

|_.a

lowing:
"Section 210. Section 422.5, subsection 1, Code
1989, is amended by adding the folliowing new
paragraph:

NEW TARAGRAP . The tax 1lmposed upon che
taxable income vf a res:cdent sharenholder 1 a
corparatlion which has 1 effect Zor zthe tax year an
election under subchapte' S ¢if the Internal Revenue
Ccde and carries on nusiness within and without the

state shall be computed by reducing the amounc
derermined pursuant to paragrapnhs "a" througn "LY oy
the amounts of nonrefundable credits under tnis
O‘}‘S-?ﬁ and multiplying this resulting amount oy &
4 ' : psident’'s net income allocated
in pEC‘"iOf‘. 4&2.8, subsection 5,
ihe esident’'s total ner income
422.7 s tne denominator. Thi

prov‘sion also gpplles ts individuais who are
resicdents of Icwa for iess than the entire tax vyear.

Sec. 211. Section 422.5, subsection 1, paragraph
k, subparagraph (3), unnumbered paragrapn 3, Code
1989, is amended to read as fcllows:

in the case of a resident, including a residernt
estate or trust, the state's apoort oned share of the
state aiternative minimum tax is one hundred percent
cf the state alternative minimum %tax ccmputed in this
subsectlion. In the case of a resident Or part-vear
residernt shareholder in & &orporaticn which nas 1n
effect for the tax vear an election under subchapter S
of the Internal Revenue Code and carfies on business
within and without the s:tate, & nonresident, inciuding
a nonresident estate or trust, or an 1individual,
estate, or trust that is domiciled in the state fo
less than the entire tax vear, the state's apportioned
share 0of the stare alternative minimum tax is the
amount of tax computed under this subsection, reduced
by the applicable credits in sections 422.10, 422.1%,
422.11a, and 422.12 and this result multiplied by a
fraction with a numerator of the sum of state net
inceme allocated to Iowa as determined in section
422.8, subsectlcn 2 or subsecticon S5, whichever 1is
applicable, plus tax preference :tems, adjustments,
and Losses under subparagraph (1) attributablie to Iowa
and with a denominator of the sum oL total net income
computed under section 422.7 plus all tax preference
ltems, adjustments, and lcsses under subparagraph (1).

- -
- b
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Page 2
i In computing this fracrion, these ltems excludable
2 under subparagraph (1) snali nct be used in computing
1 fthe tax prelerence items., Marrlied taxpayers electing
4 to file separate returns or separately on z combined
3> return must a@ilioccace the minimum tax compuied in thils
& subgection 1n the properticon that 2ach spouse’ s
T respectlive oreference items, adluistmenis. and losses
§ under subparvagraph {1) bear %2 the combined prefcrence
S lrems, adiusimencs, and 1osses under subparagraph {1}
10 of both spouses.”
11 2. Page Z, by inserting before line 12, the
12 folliowing:
13 "Sec. 212. Secticn 2422.7, Code 1989, is amended oy
L4 adding the follewing new subsechtlion:
L3 NEW SUBSECWION. 189, Resident ghareholders oI a
16 corporation wnich has zan elechion in effect under
17 subchapter § of the Internzl Revenue {ode shai: acd
1€ trelr proporticnate share of @ deemed discributicn of
W9 current year ianceme to the extent that the sa.arias,
20 wages, or ociher compensation for services performed of
21 all sharenoiders does nct equal ten percent of n=t
22 income of the corporation computed in accordance wiid
23 sectlcn 422.35 and considering irtems of income 2angd
24 expens2 wnich pass directly 1o the shareholders under
25 oprovisicns Of the Internal Revenue (Code nefore
26 deductivun cf sharehciders' salaries, wages, or cther
27 compensaticon for sarvices performed., In addition
23 there shall be added any cash or the wvalue ¢f any
29 property distributions made fo the extent they are
20 made frem income upen which Iowa lnceme tax has not
31 been peid as determined under ruleg of the director.
37 Sec. 213. Secition 422.8, CoGe 19385, :s amenced by
33 adding the IZoilowing new subsect.on:
34 HEW SQULEZCTICN 5. A resigent’
35 to Tows L@ cae lneome defermined un
L vadulten Dy oche net income of 2 Cornoe
7 Zailviv and eguitably atiripunables withe
I8 under sa2cetion 422,337, Tor the curpeses of o
3% subsscevicn, "corporation” means a CcoroDoranion whion
40 nas in effect for tne tax year an eiectlon under
41 gupchapter S of the Inzternal Revenue Code and carr:ies
42 on business partly within and parcly withouc the
43 state., This provision also applles {2 Individuais who
44 are residents of Iowa fcr lLess tnan the entire tax
«S vear."
o 3. Page 4, lins 14, oy strixirg tihe words “and 27
£7 and inserting cthe following: ", 2, 210, 211, 21i2. and
48 213",
45 4, Page 4, line 24, o ngerzing afiter “ne worgd
50 "purposas,” tne following: ‘rroviding for inconme

Page 3

1 taxation for certain shareh
2 corporations,”.

3 S. By renumbering as ne

TR G- 4109 mr,so MAY 4, 1989

clders of subchapter S

cessary.
By CALVIN O. HULTMAN
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SERATE FILE 537

§-4183
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Amend the House amendment, S$-4106 to Senate File
537, as amenaed, passed, and reprinted by the Senate,
as follows:

1. By striking page 1, line 5, through page 2,
line 31, and inserting the following:

"Sec. 300. Section 422.4, Code 1989, is amended by
adding the following new subsection:

NEW SUBSECTION. 18. a. "Annual standard
deduction factor" means an index, expressed as a
percentage, determined by the department by October 15
of the calendar year preceding the calendar year for
which the factor 1s determined, which reflects the
purchasing power of the dollar as a result of
inflation during the fiscal year ending in the
calendar year preceding the calendar year for which
the factor is determined. In determining the annual
standard deduction factor, the department shall use
the annual percent change, but not less than zero
percent, in the implicit price deflator for the gross
national product computed for the second quarter of
the calendar year by the bureau of economic analysis
of the United States department of commerce and shall
add one-half of that percent change to one hundred
percent. The annual standard deduction factor and the
cumulative standard deduction factor shall each be
expressed as & percentage rounded to the nearest one-
tenth of one percent. The annual standard deduction
factor shall not be less than one hundred percent.

b. "Cumulative standard deduction factor® means
the product of the annual standard deduction factor
for the 1982 calendar year and all annual standard
deduction factors for subsequent calendar years as
determined pursuant to this subsection. The
cumulative standard deduction factor applies to all
tax years beginning on or after January 1 of the
calendar year for which the latest annual standard
deduction factor has been determined.

c. The annual standard deduction factor for the
1989 calendar year :s one hundred percent.

Sec. 400. Section 422.5, subsection 1, paragraph
k, unnumbered paragraph 2, Code 1989, is amended to
read as follows:

The state alternative minimum taxable income of a
taxpayer 1s equal to the taxpayer's state taxable
income, as computed with the deductions in section
422.9, except-for-the-net-capteat-garn-deduetton; with
the following adjustments:

Sec. 401. Section 422.5, Code 1989, is amended by
adding the following new subsection:

NEW SUBSECTION. 10. In the case of income derived

-
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tom the sale or PxCﬂange cf livestock which gqualiflies
uﬁder section 451(e) of the internal Revenue Ccde
because of drcugh:, the taxpayer may elect to include
the lncome in the taxpayer's net income in the tax
year following the year of the sale or exchange in
accordance with rules prescrived by the director.
Sec. 402. Section 422.7, Ccde 1989, is amendec by
adding the follewing new subsection:
"NEW SUBSECTION. 19. Subtract forty-five percent
cf the net capitel 3ain from the following:".
2., Page 3, by Insecrting before line 30 the
following:
"Sec. 403, Section 422.3, subsection 6, Code 1989,
is amended by striking the subsection,
Sec. 301. NEW SEZCTION., 422.128B EARNED INCOME TaX¥

L. The taxes 1imposed under this d'u‘sion, less
credivs allcwed under sectiors 4§2Z.10 cthrough §22.12,
snall be reduced bv an earned .ncome c_ec;l equal Lo
Zive percent of the federal zarned income credit
recelved by the :caxpayer uacer secticn 32(b) of zhe
internal Revenue Cxde. Any credin In egxcess i the
tax liznilizy is nonrefundao.e.

2. Marr:i:ed taxpayers eiecping o file separate
rergrns or flilng separate.y on a cembined recurn may
avaii themselves oI the earned lncome credit oy
aliocat.ing the garned income credit 0 each spouse in
the proportion thai e@ach spouse’'s respective 2arned
inccme bears to the toral cormbined earned income.
Taxpevers affected by the ail:iccation provisions sk
sect:on 422.8 shall be permitted a deduction for tne
credit only in the amount [airly and eguitably
a.locable o Iowa under rules prescribed by the
director.”

3. By striking gage 3, Line 43 through page 4,
Line 2¢, and inser“_ng tne following: "the 1430
calendar year dﬂj;fg‘ subsequent cajencag vear uhe
annual and cumul a"iqngt?”dard deduction {acters to be
applied TC tax vezars peginning on of after Januaryv .
oE that ca.endar year. The director shall compute the
new deollar amounts o: the standard ceductions
specified in sechtion 422.95, z.bsection 1, by the
latest cumulative standard deduction_factor and_cound
off the resuit Lo tne nearest ten dollars. Thne annual
and cunulative standard deduction factors de-ermined
by the d;.ector are not ruies a§ defired ir sect:ion

17A.2, subsection 7.

Sec. 404. Section 4£22.2:, unnumbered paragraph &,
Code 1989, 1is amended by striking the unnumbered
paragraph.

-2-
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Page 3

b Sec. . Secticas 300, 30t, -and 104 of this Act
apply to tax years beginning on or after January 1,
129¢G.

Sec. _ . Sections 400, 401, 402, 403, and 404 of
this Act apply retroactively to January 1, 1989, for
tax years beginning on or after that date.”

4. Page 4, line 23, by striking the words "tax
brackets and”.

5. Page 4, lines 24 and 25, by striking the words
", increasing the amount of the standard deduction”
and inserting the fcllowing: ‘"providing an earned
inceome tax credit™.

NHOKDG?-JO’\U)A(,_)M}

[y’

By CHARLES BRUNER
BILL HUTCHINS
BILL DIELEMAN

$-4188 FILED MAY &, 1989
LOST, ?ECONSIDERED & ADOPTED (p.<c£3)
Ci-xe 70, -
’ SENATE FILE 537
S-4189
1 Amend amendment S$-4188 to the House amendment, S~4106,
2 to Senate File 537, as amended, passed, and reprinted by the

3 Senate as follows:
4 ) Page 3, by striking lines 5 and 6 and inserting in

"

5 lieu thereof the following: "this Act apply to tax years
1

6 beginning on or after January 1, 1990."
By CHARLES BRUNER

S-4189 FILED MAY 6, 1989
ADOPTED (. #>7/)



<WNATE FILE 537
Ficonr, NOTE

A ‘fiscal note for S-4106 TO SENATE FILE 537 is hereby submitted pursuant t.
Joint Rule 17. Data used in developing this fiscal note is available from zh.
Legislative Fiscal Bureau to members of the Legislature upom reguest.

$-4106 to Senate File 537 strikes everything after the emacting clause ther
adds provisions relating to the standard deduction amounts, indexation and the
caprtal gains refund program.

Standard deduction increases: The amendment increases current standarc
deduction amounts by 14%; $1,230 is raised to $1,400 and $3,030 is raised rte
$3,450 effective for tax years 1990 and beyond.

[ndexation: For tax year 1990, the trigger for indexation based on the size of
the General Fund ending balance will not operate. For tax years 1991 anc
beyond the trigger mechanism will again be operational. If indexation i:
triggered for tax years 1991 and beyoend, brackets will be indexed as they are
currently 1indexed, unless brackets were indexed previously, in which case the
department 13 to determine the fiscal effect of indexing brackets and the:
instead standard deduction amounts will be increased by sufficient amounts ¢
reduce taxpayer liability by the same amount that would have occurred under
bracket indexation.

Capital Gains Refund Program: Beginning tax year 1989, only certain ty.af
assets would be eligible for cthe 60X capital gains deduction refund. Gencrally
the eligible assets must be (a) real property used in a business, in which the
taxpayer materially participated, or was employed, and which was held for ;
minimum of 10 vyears, or (b) from the sale of livestock by taxpayers deriving
more than half of their income from farming ovr vanching, or (c) from the sale
of timber meeting certain I.R.S. guidelines, The $8.0 million cap on the total
amount refunded would continue.

Fiscal Effect

The effect of increasing the standard deduction amounts for tax year 1990, is
estimated to be a $9.7 million reduction in taxpayer liability. Assuming the
Department does not change withholding tables for tax year 1990, this effect
would occur in FY 1991, Under current law, if indexation of brackets weré
triggered for tax year 1990, the reduction in taxpayer liability is estimated
to be $9.9 million.

For subsequent vears, when indexation is triggered, this amendment will not
have a different effect on the Ceneral Fund in terms of the total amount of
reduction to the General Fund, since further standard deduction increases would
be designed to have the same fiscal impact of bracket indexation,

-

(LSB 2721lsv.3, PD

Source: Legislative Tax Model

FILED MAY 4, 1989 BY DENNIS PROUTY, FISCAL DIRE
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SENATE FILE 537 REQ. BY SENATOR BRUNER
FISCAI, NOTE

A fiscal note for S$-4188 is hereby submitted pursuant to Joint Rule 17. Data
used in developing this fiscal note is available from the Legislative Fiscal
Bureau to members of the Legislature upon request.

$-4188 o Senate Fiie 537 changes the capital gains refund program to an
exemption targeted to specific types of gains, creates a nonrefundable carned
income .tax credit equivalent to 5% of the federat earned income credit,
provides for year! indexation of standard deduct:ions, and provides for a
four-year carryover of income derived from the sale or exchange of livestock
sold in excess of the taxpayer's usual business practices.

Capital Gains Exemption: The program is changed from a refund gragram to an
exemption for tax years beginning on or after January 1, 1989. 4S% of nect
capital gains may be exempted for specific types of assels generaliy described
as (a) real property wused in a business, or from the sale of 3 business, in
which the taxpsyer materially participated, or was employed, and which was held
tor a wminimum of iU vears, or (b) from the sale of livestock by Iaxpavers
deriving more than nalf of their income from farming or ranching, sr (c) from
the sale of timber meeting certaln [.R.S. guldelines.

Assumptions--Capttal Gains

. 1987 capital gains activity is assumed to be predictive for future years.
2. The Department was not able to specifically estimate the efiects for
eligible real estate and intangibles capital gains without makinpg several
relatively arbitrary assumptions which follow:
A. tor real estate capital gains, 1t was assumed that 50% of reai estate
gains would be eligible.
B. For intangibles (stocks, bonds), it was assumed that 10% of
intangibies would gqualify.

Fiscal Effect--Capital Cains

Using the above assumptions, Departmental estimates indicate that a 457 capital
gains exemption for gains for eligible real property, 1inatangihbles, and
livestcck would resuls in roughly $6.2 to $8.1 million in Zax benefit. This
impact will be increased by an unknown amount for eligible timber asssets. This
provision s effective for tax year 1989. The reduction to the General Fund
would first ocecur in FY 1990,

Standard Deductior {ndexation: This amendment would index standard deductions
yearly effective for tax years beginning on cr after January 1, 1990. Standard
deductions would be indexed by 50% of the gross national product implicit price
deflator but would not be subject to a trigger based on the size of rhe General
Fund ending balance.

Assumptions--Standard Deduction Indexation, Tax Year 1990
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l. Based on infermation from Data Resources, Incorporated, the standard .
deduction 1inflation factor for rax year 1990 is estimated to be 2.3%.

2. fncreasing the current amounts of $1,230 for individuals and $3,030 for
joint filers by 2.3%Z raises standard deduction amounts to $1,280 for
individuals and $3,100 for joint filers.

Fiscal Effect~--Standard Deducrion Indexation, Tax Year 1990

The tax model indicates these amounts would reduce taxpayer liability by about
$§1.6 million. Assuming the Department does not change withholding tables for
tax year 1990, the reduction in the Ceneral Fund shouid first ocecur in FY 1991.

Earned Income Credir: A nonrefundable tax credit equivalent to 5% of the
taxpayer's federal earned income tax credit is allowed for tax years beginning
on or after January 1, 1990. This is estimated by the Department to reduce
taxpayer lilability by $1.5 million. Assuming the Department does not change
for rtax year 1990, the reduction to the General Fund should first occur in FY
1991. (LSB 2721sv.4, PDD)

FILED MAY 6, 1989 BY DENNIS PROUTY, FISCAL DIRECTOR




SENATE AMENDMENT TO HOUSE AMENDMENT TO SENATE FILE 537
H-4497

Amend the House amendment, S~4106, to Senate riie
537, as amended, passed, and reprinted by the Senate,
as feliows:

L. By striking page 1, line 5, through page 2,
line 31, and inserting the following:

"Sec. 300. Section 422.4, Code 1989, is amended by
adding the following new subsection:

NEW SUBSECTION. 18. a. "Annual snan
deduction factor" means an iIndex, express
percentage, determined by the departmens
&£ the calendar year preceding the caie
which the factor is determined, which r
purchasing power of the dollar as a res:
inflation during the fiscal year ending
calendar vear prececding the calendar vea
the factor is determined. In determinin
standard deduction factor, Ithe departmen
annuai percent change, but
the implicit price
duct computed for
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tentt one percent. The annual snan
factor shall not be less than one huna
“Cumylative standard deduction
of the 2nnual standard desu
1369 calendar year and ai. an:
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minec pursuant tce this sugsect:
'Latlve standard deduction
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The annual standard deduction facia
198% calendar year is one hundred percent.
Sec. 400. Secticn 422.5, subsection L, paragrtaph
k¥, unnumbered paragraph 2, Cocde 198%, :s camended Lo
read as follows:
The state alternative minimum taxaob-.e
xpayer is equal to the taxpayer's state
ome, as computed with the ‘eductiOF“ :
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Sec. 40i. Section 422.5, Code 1989, is amended by
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from the sale or exchange of livestock which qualifies
under section 451(e)} of the Internal Revenue Code
because of drought, the taxpayer may elect to include
the income in the taxpayer's net income in the tax
year following the year of the sale or exchange in
accordance with rules prescribed by the director.

Sec., 402. Section 422.7, Code 1%8¢%, ic amended by
adding the following new subsection:

*NEW SUBSECTION. 19. Subtract forty-five percent
of the net capital gain from the following:".

2. Page 3, by inserting before line 30 the
following:

"Sec. 403. Section 422.9, subsection 6, Code 1989,
is amended by striking the subsection.

Sec. 301. NEW SECTION. 422.,12B EARNED INCOME TAX
CREDIT.

1. The taxes imposed under this division, less
credits allowed under sections 422.10 through 422.12,
shall be reduced by an earned income credit equal to
five percent of the federal earned income credit
received by the taxpayer under section 32{b) of the
Internal Revenue Code. Any credit in excess of the
tax liability 1s nonrefundable.

2. Married taxpayers electing to file separate
returns or filing separately on a combined return may
avail themselves of the earned income credit by
allocating the earned income credlt to each spouse 1n
the proportion that eacn spouse's respective earned
income bears tc the total combined earned income.
Taxpayers affected by the allocation provisions of
section 422.8 shall be permitted a deduction for the
credit only 1in the amount fairly and equitably
allocable to Iowa under rules prescribed by the
direccor.”

3. By striking page 3, line 43 through page 4.
iine 20, and inserting the following: "the 1950
caiendar year and each subsequent calendar year the
annua: and cumulative standard deduction factors to be
applied to tax years beginning on or after January 1
of that calendar year. The director snall compute the
new dollar amounts of the standard deductions
specified in section 422.9, subsection 1, by the
latest cumulative standard deduction factor and round
off the result to the nearest ten doliars. The annual
and cumulative standard deduction factors determined
by the cdirector are not rules as defined in seccicn

178.2, subsection 7.

Sec. 404, Section 422.21, unnumbered paracraph §,
Code 1985, is amended by striking the unnumberad
paragraph.

-7
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H-44237
Page 3
b Sec. . Sections 300, 301, and 104 of this Act
o 2ppbly to tax years beginning on or after January 1,
: 1990.
. Sec. . Sections 400, 401, 402, 433, and 404 of

> this Act apply to tax years beginning on or after

5 January 1, 15990.

7 4. Page 4, line 23, by striking the words

3 brackets and".

3 5. Page 4, lines 24 and 25, by striking the words
i3 ", increasing the amount of the standard deduction®
11 and inserting the following: ‘“providing an earned
12 income tax credit".

"tax

RECEIVED FROM THE SENATE

E-4497 FILED MAY 7, 1989
CONCURRED (. 27%e )




SENATL TILE S31

AM ACT
RECATING TO THE I[NOFXING OF THE STAHOARD DEQUCYTION POR IHCOME
TAX PURFOSES, PROVINDING AR EARNED IMCOME TAX CREDIT, RELAT-
IdG I0 STATE LNCIVIDUAL [MCCME ThAX BY GIVING CAPITAL GRIN
DEDUCTION TREATMENT TO LIMITED AMOUNTS OF CAPLTAL GAIN,
AND PROVIDIYG CERTAIN APPLICABILITY OATES.

BT IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF ICWA:

Section 1. Soction 422.4, Ccde 1989, 1s amended by adding
the following new Subsection:

EW SOUBSECTION. 8. a., “Anpual standard deduction
neans an andex, expressed as a percentage, determined
by the department by October 1% of the calendar year preceding
the calendar year for which the factor is determined. which
reflects the purchasing power of the dollar as a resalt of
inflation during the fiscal year ending in the calendar year
preceding the calendar year for which the factor is
determined. In determining the annual standard deduction

facror, the department shall use the annual percent change,
but not less than zero percent, in the implicit price deflator
for the gross nraticonal preduct computed for the second guarter
cf the calendar year by the bureau of econamic analysis of rhe
United States department of cormerce and sholi add one-half of
that percent change to one hundred percent. The annual
standayd deduction taccor and the cumylative standard
deduction factor shall ecach be expressed as a porcentage
rcunded 1o the nearest one-tenth ¢f one percent. ‘The annual
standard deduction factor shall not be less than cne hundred
percent.

b. “"Cumulative standard deduction factor” neans the
product ot the asneal standard deduction factor tor the (989
cailendar year and ali annual standard deduction fackors for

Senate File 537, p. 2

subseguent caiendar years as determined pursuvant o this
subsection. The cumulative standard deduction factor applies
to all tax years beginning on or after January i of the
calendar year for which the latest annual standard deduction
factor has been determined.

©. The annuat standard deduction facter for the 1989
calenday year is one hundred percent,

Se¢. 2. Section 422.5, subsection 1, paragraph k,
unnumbered pacagraph 2, Code 1989, is ameaded to read as
follows:

The stace alternative mipimur taxable incone of a taxpayer
is equal to the taxpayer's state taxable income, as computed
with the deductions in section 422.9, except-fnc-the-net
capttat-gatn-dednetiony with the fcllowing adjustments:

Sec., J. Section 422.%, Code 1989, is amended oy adding cthe
tollowing new subsection:

NE'W SUBSECTION. 10, 1In the case of income derived frcm
the sale or exchange of livestock which qualifies undex
section 45l{e)} of the I[nternal Revenue Code because of
drought, the taxpayer may elect to include the income in the
taxpayer's anct income in Lthe tax year following the year of
the sale or exchange in accordance with rules prescribed by
the director.

Sec. 4. Sectiop 4922.7, Code 1989, is amended by adding Lhe
following new subsection:

HEW SUBSECTICN. 19%. Suntract torty-five peicent wf the
net capital qain frcm the following:

3. Het capital gain from the sale of teal vroperty used in
a buginess., in which tae rarpayer materially partacipated for
ten years, as Jdefined in section 463(h) of the Internai
Revenue Code, and which has been held for a miniman of ten
years, or trom the gale of a busiress, as defined in section
422,42, 1n «hich the taxpayer was etpleyed or in which the
taxpayer Matersially participated for ten years, as defined in

sect fon 469¢h} of the ipternal Revenue Code, and which has
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been held for a minirur: of ten years. The gale of a busiress
reans the sale of all or substantially all of the tangible
personal propecty or service af tne business. .

b. MNet capital gain from the sale of cattle or horses neld
oy the taxpayer for breeding, draft, daicy, or sporting
purposes for a perieg of twenty-four menths o1 mote from the
date of acquisition; but only if the taxpayer received more
than one-half 2f the tazpayer's gross income trom farming ot
ranching operations duting the tax year.

. Ket rapital gain from the sale of breeding livestock,
other than cattle ot hatses, i€ the jivestock is held by the
taxpayet for a pericd of twelve months or more from the date
of acquisition: but only if the taxpayer received more than
gne-palf of rthe taxpayer's gross income from farming or
ranching operations during the tax vyear,

d. MNet capital gain from the sale of timner as defined in
section 6ll{a) of the Internal Revenue Code.

The onet capital ga:n of paragraphs "a™, "b", "c¢", and "ad"
together shall not exceed seventeen thousand five hundeed
dollars for the tax year. Married taxpayers who elact
separate filing on a combined return for state tax purposes
ace treated as one taxpayer and the amount of net capital gain
to be used to determine the rotal amount to be subtracted by
them shall not exceed seventeen thousand five hundred dellars
in the aggreqgate. Marrzied taxpayers who tile jointly or
separately on a combined retucn shall prorate the sevontecn
thousand rfive hundeed dellar limitation between them based on
the ratio of each spouse’'s ne: capital gain %o the total net
capital gain of both spouses. In the case of marraied
taxpayers filing gscparate retwrns., the amount of net capital
gain Lo be used to determine the amount to be zubtracted by
each spousce shall not exceed eilght thouszand seven hundred
fifty dollars.

sec. H. Section 422.9, subsection 6, Code 198Y, is arended
by striking the subsection,

Sec. 6. NEN SLCTION. 422.178 EARNED I[NCOME TAX CREDIT.

Senate File %37, p. 1

1. The taxes imposed under this division, less credits
allowed under sections &22.10 rthrcugh 422.12, shall be reduced
by an earned income credit egual to five percent of the
federal esrned income credit received by the taxpayer under
section 12(h} of the Internal Revenue Code. Any ccedit in
excess of the tax liability is noncefundable.

2., Married taxpavers electing to file separate retucns or
tiling separately on a compined return nay avail themselves of
the earned inccme credit by allccating the earned income
credit Lo each spouse in the proportion that each spouse's
respective earned ancome bears to the total combined warned
1ncome.  Taxpayers affected by the allocation provisions of
section 422.8 shall be permitted a deduction foc the credit
only in the amount faivly and eguitably allccable to lowa
undet rules prescribed by the director.,

Sec. 7. Section 422.21, uvanurshered paragraph 4, Code 1989,
is amended to read as follows:

The director shall determine for the 1989 and each
subsequent calendar year the annuval and cuymulative inflation
factors for eacn calendar year to be applied to tax years
beginning on or after Januwary 1 of that calendar yeac. The
director shall compute the new dellar amounts as gpecified ko
be adjusted in section 422.5 by the latesk cumulative
inflation factar and round off the result to> the nearest one
dollar. The annual and cumulative i1nflation factors
determined oy tae directoer ate not rules as defined in section
L7A.2, subsection 7. The director shail determine for the

bo tax years beginning on or aftey January 1 of that calendac
£

year. The director shall compute tne new dellar amounts
the standard deductions specitiec in section 2.9, subsection

L, by the latest cumulative standard deduction factor and

and cumulative standard deductior factors detecmined by the
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. director are not rules as defined in section 17A.2, subsection
7.

Sec. 8, Section 422,21, unnumbered paragraph 6, Code 1989,

is amended by striking the unpumbered paragraph.

Sec. 3. Sections 1, 6, and 7 of this Act apply to tax
years beginning on or after January 1, 1990.

Sec. 10. Sections 2, 3, 4, 5, and 8 of this Act apply to
tax years beginning on or after January 1, 1990.

JO ANN ZIMMERMAN
Presidant of the Senate

. DONALD D. AVENSON

Speaker of the House

I hereby certify that this bill originated in the Senate and
is known as Senate File 537, Seventy~third General Assembly.

JOHN F. DWYER
Secretary of the Senate

Approved ‘VZ}“/U”L 3// , 1989

TERRY E. BRANSTAD
Governor
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