A A-57 lpd . Croondar
2. 12.97 Lo EDW

SENATE PILE 322

BY COMMITTEE ON WAYS AND
MEANS

(SUCCESSOR TO SSB 54.1)

Passed Senate, Date 5/4/97 (‘P-*qg)Passed House, Date ‘//?/?_7’ (:p ,044)
Vote: Ayes 44 Nays O Vote: Ayes C?f_ Nays @O

Approved g; fé.s P 8. 1997

A BILL FOR

1 An Act relating to the use tax on motor vehicle leasing.
2 BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:
3
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Section 1. Section 423.4, subsection i6, Code 1987, is
amendad by adding the following new unnumbered paragraph:
NEW UNNUMBERZID PARAGRAPH. A lessor may ina intain tn

xemaption from use tax under this subsection for a qualify.ng
lease that terminates at the conclusion or prior to the
contracied expiration date, 1f the lessor does not use the
vehicle for any purpose other than for lease. Once Lhe
vehicle 15 used by tne lesscr [or a purpose cther than for
lease, the exemptlon from use tax under this subksection no
longer appiies and, unless there is an exemption from th2 use
ax, use tax is due on the failr market value of ithe vehiclie
termined at the time the lessor uses the vehicle for &

purpcse otner than for lease, payabkle to the department. If
the lessor holds the wvehicle exclusively for sale, use tax 1is
due and payable on the purchase price of the vehicle at the
time of purchase pursuant to this chapter.

Sec. 2. Section 423.7A, subsections 1, 2, and 4, Code
1967, are amended to read as follows:

1. The tax mposed upon the use of leased vericles subject
to registration under chapter 321, with gross vericle weight
ratings of less than sixteen thousand pounds, excluding
motorcycles and motorized bicyecles, which are leased by a
lessor licensed pursuant to chapter 321F for a period of
twelve months or more shall be paid by the owner of the
vehicle to the county treasurer or state department of
transportation from whom the registration receipt or
cercificate of title is obtained. A registration receipt tor
4 vehicie subject to registratlon or issuahce 0f a certificate

cf vitle shall not be Issued until the tax is paid 1n the

ini~ia® instance. Tax on the lease transaction Yhat does not

require titling or registration of the veniclie shall

the department. Tax aggrggg_rerrtinc

artmrent shall pe remitted on or

wontn chat
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when due shall result in a penalty and interest being imposed

on the tax due pursuant to sections 423.18 and 423.23.
2. The amount subject to tax shall be computed on each
separate lease transaction by muottipiying-tne-number-ecf-months

of-the-itease-by-the-monthly taking the total of the lease

payments, pius the down payment, tess-any-manufactureris

rebate and excluding all of the following:

a. Title fee.

b. Registration fees.

c. Vehicle lease tax pursuant to this section.

d. Federal excise taxes attributable to the sale of the

vehicle to the owner or to the lease of the vehicle by the

owner.

e. Optional service or warranty contracts subject to tax

pursuant to section 422.43, subsection 6.

m

*

Insurance.

. Manufacturer's rebate.

oy

. Refundable deposit.

Pt

. Finance charges, if any, on items listed in paragraphs

"an_t_hrough "h.‘-

" 1"t

If any or all of the items in paragraphs "a" through "i" are

excluded from the taxable lease price, the owner shall

maintain adequate records of the amounts of those items. If

the parties to a lease enter into an_agreement providing that

the tax imposed under this statute is to be paid by the lessee

or_included in the meonthly lease payments to be paid by the

lessee, the total cost of the tax shall not be included in_the

computation of lease price for the purpose of taxation under

this section. The courty treasurer er, the state department

snall require every applican:t for a reg¢istration receipt Ifor a
veh:cle subject to tax under thig sectlon o supply

informatisn as the ccunty treasurer or direchor deen

L2

ne 1ease

-

necessary as to tne date of the Lease transaction,
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vrice, and other nformation relative to the lease
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vehicle.

4, Tf the lease is terminated prior to the termination
data contained in the lease agreement, no refund shall ope
zllowed for tax previously paid en-the-memthizy rental-peyments
under this seciion, except as preovided in section 322C.4.

EXPLANATION
Section 423.4, subsection 16, was enacted 1a 1986 to
e

mption from use tax for vehicles purchas
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izase quali ng under sectlor 423.7A. The current lan
of ithat exempticn incdlcates that once a lessor nas met the
quaiifications for exemption under the statute, the sxemption
is maintained regardless of how the vehicle 13 subsSeguentiy
used by the leggor. In additlon, the statute also provides
cthat if a vehicle subject to lease does rot meet the
qualifications under the statute, then use tax 13 Gue on the
vehicle. The statute does not provide a periaod of time to
allow the vehicle to be released. Accordingly, section 423.4,
subsection 16, ls amended to assist in the administration of
the tax by providing that the use tax exemption may be
retained as long as the lessor does not use the vehicle for
any purpose other than for lease.

Section 423.7A 1s amended to allow for the department of
revenue and flnance to receive tax under section 423.7A 1n
instances where tax 1is due on the lease, but the transaction
creating the tax does not require registration or titiing of
the vehicie subject to the lease.

Section 423.7A 1s also amended to provide that certain
1items shali not be ircluded in the cemputation of the lease
price. These items include title and registration fees,
federal excise taxes, 1nsurance, manufac:surer's repates, and
refurdable deposits. The amendmen:z of this section also sets
forrh tnat when Lhe parties o< a .ease agiee =2 inclide th=
ax in Tne lease paynents to be paid by the lessee, the tetal
of rne lse tax shall not be incliuced I rhe computarnion of

. ot = Do T oen 3 3 - S E e - M 3 N
torval lease price. Instead, the cost of tne zax shall only be
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reflected as part of the monthly lease payments. Providing an
exclusion of the tax in the computation of total lease price
in this situation will assist in the computation of the tax
and auditing of lessor records.

The bill also provides that if a lease is terminated prior
to the termination date, no use tax paid is refundable except

in the case the lease is terminated under the defective motor

W~ ™ e WD R

vehicle {lemon law) statute.
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SENATE FILE 222
FISCAL NOTE

A fiscal note for Senate File 222 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.

Senate File 222 relates to the way in which leased cars are taxed. Legislation
approved during the 1996 Legislative Session replaced the motor vehicle use tax
imposed on leased vehicles with a lease tax. The lease tax under current law
is equal te 5.0Z of the sum of the lease payments plus the down payment.

Since the sum of the lease payments includes items such as warranties, federal
excise tax, reglstration and title fees, and the lease rax 1itself, the 5.0%
lease Lax 1s applied to these items as well. Senate File 222 would remove
these items from the tax base used o determine the amount of tax owed,
effective for leases undertaken on or after July 1, 1997.

ASSUMPTIONS

This estimate is based on the assumptions provided in the Barents Group report
cited in the sources section . of this fiscal note. There is an additional
assumprtion that the cost of fees, warranties, 2nd the other non-lease tax items
average $300 per automobile. The average lease tax 1is assumed to be
approximately $500 per automobile,

FISCAL IMPACT

Senate File 222 1s expected to result in a decrease 1n revenues to the Road Use
Tax Fund of approximately §550,000 in FY 1998 and subsequent fiscal years.

SOURCES

The Effect of Alternate Methods of Taxation of Leased Vehicles on Iowa Use Tax
Revenues, Barents Group LLC of KPMG Peat Marwick LLP, January 31, 199S.

(LSB 24118V, JAM)

FILED MARCH 4, 1997 BY DENNIS PROUTY, FISCAL DIRECTOR




SENATE FILE |

BY (PROPOSED COMMITTEE ON
WAYS AND MEANS BILL
REQUESTED BY DRAKE)

Passed Senate, Date Passed House, Date
Vote: Ayes Nays Vote: Ayes Nays

Approved

A BILL FOR

1 An Act relating to the use tax on motor vehicle leasing.
2 BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:
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Section 1. Section 423.4, subsection 16, Code 1997, is .
amended by adding the following new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. A lessor may maintain the
exemption from use tax under this subsection for a qualifying

lease that terminates at the conclusion or prior to the
contracted expiration date, if the lessor does not use the
vehicle for any purpose other than for lease. Once the
vehicle is used by the lessor for a purpese other than for
lease, the exemption from use tax under this subsection no
longer applies and, unless there is an exemption from the use
tax, use tax is due on the fair market value of the vehicle
determined at the time the lessor uses the vehicle for a
purpose other than for lease, payable to the department. 1If
the lessor holds the vehicle exclusively for sale, use tax 1is
due and payable on the purchase price of the vehicle at the
time of purchase pursuant to this chapter.

Sec. 2. Section 422.7A, subsections 1, 2, and 4, Code
1997, are amended to read as follows: .

1. The tax imposed upon the use of leased vehicles subject
to registration under chapter 321, with gross vehicle weight
ratings of less than sixteen thousand pounds, excluding
motorcycles and motorized bicycles, which are leased by a
lessor licensed pursuant to chapter 321F for a period of
twelve months or more shall be paid by the owner of the
vehicle to the county treasurer or state department of
transportation from whom the registration receipt or
certificate of title is obtained. A zegistrafion receipt for
a vehicle subject to registration or issuance of a certificate
of title shall nct be issued until the tax is paid in the

initial instance. Tax on the lease transaction that does not
1

require titling or registration of the vehicle shall be

renitted to the department. Tax and the reporting of tax due

to the department shall be remitted on or before fifteen days

from the last day of the month that the vehicle lease tax .

pecomes due. Failure to timely reporf or remit any of the tax

-1-
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when due shall result in a penalty and interest being imposed

on the tax due pursuant to sections 423.18 and 423.23.

2., The amount subject to tax shall be computed on each
separate lease transaction by muttipiying-the-number-of-montns
ef-the-tease-by-the-monthty taking the total of the lease

payments, plus the down payment, %tess-any-manufactureris
rebate and excluding all of the following:

a. Title fee,

b. Registration fees.

¢. Vehicle lease tax pursuant to-this section.

d. Federal excise taxes attributable to the sale of the

vehlcle to the owner or to the lease of the vehicle by the

owner.

e. Optional service or warranty contracts subject to tax

pursuant to section 422.43, subsection 6.

. - Insurance.

Manufacturer's rebate.

Refundable deposit.

Finance charges, if any, on items listed in paragraphs
"a" through "h".

If any or all of the items in paragraphs "a" through "1" are

excluded from the taxable lease price, the owner shall

maintain adequate records of the amounts of those items. If

the parties to a lease enter into an agreement providing that

the tax imposed under this statute is to be paid by the lessee

or included in the monthly lease payments to be paid by the

lessee, the total cost of the tax shall not be included in the

computation of lease price for the purpose of taxation under

this section. The county treasurer er, the state department

of transportaticn, or the department of revenue and finance

shall require every applicant for a registration receipt for
vehicle subject to tax under this section to supply
information as the county treasurer or director deems
necessary as to the date ¢of the lease transaction, the iease

price, and other information relative to the lease of the

_2_
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vehicle. .

4. If the lease is terminated prior to the termination
date contained in the lease agreement, no refund shall be
allowed for tax previously paid on-the-monthiy-rentat-payrnents
under this section, except as provided in section 322G.4.

EXPLANATION
Section 423.4, subsection 16, was enacted in 1986 to

provide an exemption from use tax for vehicles purchased for
lease gqualifying under section 423.7A. The current language
of that exemption indicates that once a lessor has met the
qualifications for exemption under the statute, the exemption
is maintained regardless of how the vehicle is subsequently
used by the lessor. In addition, the statute also provides
that if a vehicle subject to lease does not meet the
qualifications under the statute, then use tax is due on the
vehicle. The statute does not provide a period of time to
allow the vehicle to be released. Accordingly, secticn 423.4,
subsection 16, is amended to assist in the administration of .
the tax by providing that the use tax exemption may be
retained as long as the lessor does not use the vehicle for
any purpose other than for lease.

Section 423.7A is amended to allow for the department of
revenue and finance to receive tax under section 423.7A in
instances where tax is due on the lease, but the transaction
creating the tax does not require registration or titling of
the vehicle subject to the lease. N

Section 423.7A is also amended to provide that certain
items shall not be inciuded in the computation of the lease
price. These items include title and registration fees,
federal exclise taxes, insurarce, manufacturer's rebhates, and
refundaple deposits. The amendment of this section also sets
forth that when the parties to a lease agree to irclude the
tax in the lease payments to be paid by the lessee, the total

of the use tax shail not be included in the computation of .

total lease price. Instead, the cost of the tax shall only be

-3-




reflected as part of the monthly lease payments. Providing an
exclusion of the tax in the computation of total lease price
in this situation will assist in the computation of the tax
and auditing of lessor records.

The bill also provides that if a lease is terminated prior
to the termination date, no use tax paid is refundable except
in the case the lease is terminated under the defective motor

1
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vehicle (lemon law) statute.
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SEWATE FILE 222

AN ACT
RELATING TO THE USE TAX ON MOTOR VEHICLE LEASING.

BE IT EMACTED BY THE GERERAL ASSEMBLY OF THE STATE OF IOWA:

Section 1. Section 423.4, subsection 16, Code 1937, is
amended by adding the following new unnumbered patageaph:

NEW UNKOMBERED PARAGRAPH. A lessor may raintain the
exenption Erom usce tax under this subsection for a quallifying

lease that terminates at the conclusion or ptior to the
contracted expiration date, if the lessor Jdoes not vuse the
vehicle for any putpose other than for lease. Once the
vehicle is used by the lessor for a purpose other than for
lease, the exerption from use tax under this subsection no
longer applies and, unless there is an exemption from the use
tax, use tax is due on the faitr market value of the vehicle
determined at the time the lessor uses the vehicle for a
purpose other than for lease, payable to the departrent. If
the lessor holds the vehicle exclusively for sale, use tax is
due and payable on the purchase price of Lhe vehicle at the
time of purchase pursuant to this chaptec.

Sec. 2. Section 423.7A, subsections 1, 2, and 4, Code
1997, are amended to read as follows:

1. The tax lmposed upon the usc of leased vehicles subject
to registration under chapter 32}, with gross vehicle welght
tatings of less than sixteen thousand pounds, excluding
mototcycles and motorized bicycles, which are leased by a
lessor licensed pursuant to chapter 321F for a pericd of
twelve months ot more shall be paid by the owner of the
vehicie to the county treasurer or state department of
transportation frem whom the reglstration recelpt oc
cettificate of title is obtaimed. A registration receipt for
a vehicle subject to registration or issuance of a certificate
of title shall not be issued until the tax is paid 1n the
initial instance. Tax on the lease transaction that does_not

Senate FTile 2272, p. 2

requite titling or iegistration of the vehicle shall be
renitted to the depactment. ‘1ax and the reporting of tax Jue
to the depactment shall be temitted on_or bhefore fifteen days

fiom the last day of _the month that the wehicle lease tax
bec

s _due.

uhen due shall result in a penalty and interest being imposed

on the tax due pursuant to sections 423.18 and 423.23.

2. The amount subject to tax shall be computed on each
sepatate lease tcansaction by mudtipiying-the-nomber-of-months

of-the-tease-by-the-monknly taking the tetal of the lease

payments, plus the down payment, less-any-manafacturerts
rebate and excluding all of the following:

2, Title few.
Registration fees.

. Vehicle lease tax pursvant to this section,

Fedrral excise taxes attributable to the sale of the

vehicle to the ownet ot to_the lease of Lhe vehicle by the

ownet .

e. Optional service Ot warranty contracts subject to tax

f. Inswrance.

g._ Manufacturecr's rebate.
h..
i.

"a"_thcough "h",

Finance charges, if any, on_itens

If any or all of the items in pacragraphs "o through

it

excluded from the taxable lease price, the owner shall

the parties to_a_lease enter inko an agreement providing that

the tax imposed under this statute is to be paid by the lessce

or included in the monthly lease payments to be paid by the

lessee, Lthe total cost of the tux shall not be included in the

cotiputatlon of lease price for the purpbse of taxaticn under

this section., The counvy treasurer or, the state department

of transpottation, ot the depattment of revenue and finance
shall require every applicant for a registration receipt for a
vehicle subject to tax under thig section %o supply




Senate File 222, p. 3

information as the county treasurer or director deems
necessary as to the date of the lease transaction, the lease
price, and other information reiative to the lease of the
vehicle.

4. If the lease is terminated prior to the termination
date contained in the lease agreement, no refund shall be
allowed for tax previously paid en-the-moaechity-rentaz-payments

under this section, except as provided in section 322G.4.

MARY E. KRAMER
President of the Senate

RON J. CORBETT
Speaker of the House

I hereby certify that this bill originated in the Senate and

1s known as Senrate File 222, Seventy-ceventh General Assembly.

MARY PAT GUNDERSON
Secretary of the Senate

Approved //57 , 1997

TERRY E. BRANSTAD

Governor




