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S.F. H.F. 

Section l. Sec~.ion 423.<!, se~bsection lG, Code ;997, 15 

2 amended by adding the following new unnumbe~ed paragraph: 

1 N2/i UNNUMBERSD PARAGRAPH. A lessor may m<:intain the 

4 exemptio~ from use tax under this s~bsection for a qua:ify_nq 

5 lease that terminates at the conclusion or prior tu the 

6 con~ractcd expiration date, if the :.essor dcJes not ~se the 

I vel-":icle for 

8 vehicle is 

9 lease, t'"le 

any purpose other 

used by the lessor 

exernpt1on from lJse 

than for lease. One~ the 

for a purpose oth~r than for 

~ax unde~ this subsection no 

:.a 1o!"'ger app: ies and, unJess there _i.s an exemptio:1 f!:"om ~.:ie use 

tax, ~se tax is due on the fair inarket val-~e oE the vehicle 

)7. deter;nined at the tirre the lessor uses the vehic1.e for a 

l3 purpose other than for lease, payable to the department. 

14 the lessor holds the vehicle exclusive:y for sale, use tax is 

!~ due and payable 011 the purchase price of the vehicle at the 

16 t1me of purchase pursuant to this chapter. 

l7 Sec. 7.. Sec~ion 423.7A, subsections 1, 2, a~d 4, Code 

18 1997, are amended to read as follows: 

19 l. The tax imposed upon the use of leased ve~icles sub.Ject 

70 to registra~ion under chapter 321, with gross ve~icle we~ght 

2l ratings of less tha~ sixteen thousand pour1ds, excl11ding 

72 motorcycles and motorized bicycles, which are leased by a 

21 lessor licensed pursuant to chapter 321F for a per:od of 

24 twelve months or more shall be paid by the owner of the 

25 vehicle to the county treasurer or state department of 

26 tran~portatinn trom ...... hon the registraLion receipt o~· 

77 cercificate of title is obta~ned. A registratiO!l rec~ipr tor 

2H d vehic:e subject to registrat~o11 or issua:1ce o~ a certificate 

79 of :it:c shall r1o~ be ~ssued until the tax ls pa1d 1~ the 

JO lni-ta. instance. Tax o~ the :ease :ransac~~r>n tha: does 110t 

3~ require ~ltl!r.g or regi_~~-~.9-~_i_~~: _ _E_~-~~e vehi.c:i.c s::a.:.~ be 

.12 rerr:i_~~ted to t!':e depa!:"t:ne~~. Tax an_~ _ _;_~~-r-~e?r~-~~ o: :ax C::...:.e 

shall be rerritted ~n 0' 'oe~r...-r:o F'; •~-r.r-,,, c::;; .. -·,~ '-= '-".. .. ~ -·---= ·-· ~ - .. - . - 0:: <:'" ••• ~ 
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l 1-1hen due shall result in a penalty a:-td interest being imposed 

2 on the tax due pursuant to sections 423.18 and 423.23. 

3 2. The amou,t subject to tax shall be computed on each 

4 separate lease tra:-tsaction by ffltl~tip±ying-tne-ntlmbe~-ef-month~ 

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

6 payments, p:us the down payment, iess-any-mantlfacttlrer~s 

7 rebate and excludin.9._all of the following: 

8 a. Title fee. 

9 b. Registratio_n_ f_'"es. 

10 c. V~0~~~e lease tax pursuant to this section. 

ll d. Federal excise taxes attributable to the sale of the 

12 vehicle to the owner or to the leas~ __ ()_f ___ the vehicle by the 

13 ovmer. 

14 e. Optional serv1ce or 1oarranty co~tracts subject t_~. ta_><: 

15 E.llrsuant to secti(JI1_ 422.43, subsection 6. 

16 f. Insurance. 

17 

18 

~ Manufacturer's rebate. 

h. Refundable depo:o;_i: _ _._ 

19 1. Finan~e ~~arges, if any, on items listed in oara~raohs 

20 ~-~-~.rough "h''. 

21 !_! __ any or all of th_e_items in paragraphs _:'a" through "i" _are 

22 excluded from the taxable lease price_,_ the ovmer shaq 

23 maintain adequate records of the amounts of those items. If 

24 the parties __ t:_o a lease enter into __ _9n agreement pro_vjding that 

25 !__he _ _!:_ax imposed under_ thi;; ___ ~1:_,3_tute is to be _paid by the lessee 

26 or included in the mc~thly lease payments ~c be paid by the 

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

28 COfS2:.It:il_t:icn of lease pr ic~o-~- t_!:le purpose of ta_J(il_t.ion c:nder 

?9 this section. The county treasurer orL the state de?art~en: 

30 of transpor~aticn, or the d~.£_art:nent of revenue and Lnance 

Ji s~al~ require every applican: :o~ a re~istratian ~eceipt :or a 

32 vehicle subJect :o tax cnder this sect1on :o s~pplj 

33 info:-~.a::_o:-1 as t-.::e ccu:~ty :~easu~er or dir~c'":~'>::- 8ee::1s 

3~ !lecessary as to ::-:e da:.e -Jf ::--.e :.eas~ :-,:d:~:-;;i.IL:.;.:.:.;:;, :..he .:.ease 

JS ~r~ce, a~d other :tlf8~Ia~~.on !:"e:a~~ve to t~e lea~e cf ~~e 
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l vehicle. 

2 ·1 • Tf the lease is termir1ated prior to the terminati.on 

1 date contained in the lease agreement, no ref11~d shall be 

4 allowed for tax previously paid o~-the-~ont~~J· ren~al-peyments 

s ~Ind::r this ~.ec_t,_i_?_n, excepi: as __ i:'!:_~v_ided in sectio~}~__?c;_~i· 

6 EXPLANATION 

7 Section 423.4, subsection 16, was enacted in 1996 to 

8 provide an ~xempticJn from ~se tax ~or vehi.c:les pu~chased for 

9 }ease q;!alifyirtg ur1der sec~io~ 423.7A. The c~.rrent lang~age 

10 o~ Lhat exemptiotl indicates that once a lessor has met the 

li qudlifications for exemption under the statute, the exereptLo~ 

12 is maintaitled regardless of how the vehi•:le is subsequently 

13 1:sed by the lessor. In addition, the statute also provides 

14 that if a vehicle subject to lease does not meet the 

15 qualificatior1s under the statute, the11 use tax is due o~ the 

16 vehic~e. 'i'hf> sr.atllte does not provide a period of time to 

17 allow the vehicle tel be released. Accordingly, sf>ction 423.4, 

18 subsec~ion 16, is amended to assist in the adt,~nistration of 

19 the tax by providing that the 115e tax exemption may be 

20 retained as long as the lessor does not use the vehicle for 

21 any purpose other than for lease. 

22 Section 423.7A is amended to allow for the department of 

23 revenue and finance to receive tax under section 423.7A 1n 

?4 instances where tax 1s due on the lease, but the transaction 

25 creat~ng the tax does not require registration or titiing of 

26 the vehicle subject to the lease. 

77 Section 423.7A is also amended to provide that certa1n 

28 items shall not be ir:cluded in the com;_x:tatio:; of the lease 

29 pr<ce. These items include title and regiscra:ion fees, 

30 federai excise taxes, inst1rance, rnanufac:~rer's rebates, and 

~1 reftJ:~dable depos1ts. The affiei~d~ent of this sect~o:1 also sets 

32 f~r~h :nat when ~he part~es :c a :ease agree ~c ~nc:~de the 

3 j tux . " :-. :-u=:• Pase pay::tents tc 8e pa ri by ~he lpssee • ~:-te :.o-::a -
J<i of r:. ·~ (:' .. SP. :dx _-;f:a net. be nc - . r. r. P. c .):";1 p~: !:".at c( - - . _,.icea - :1 ,;_ :..) :! 
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l reflected as part of the monthly lease payments. Providing an 

2 exclusion of the tax in the computation of total lease price 
3 1n this situation will assist 1n the computation of the tax 
4 and auditing of lessor records. 

5 The bill also provides that if a lease is terminated prior 

6 to the termination date, no use tax paid is refundable except 

7 in the case the lease is terminated under the defective motor 

8 vehicle (lemon law) statute. 
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SENATE CLIP SHEET MARCH 5, 1997 

SENATE FILE 222 
FISCAL NOTE 

Page 5 

A fiscal note for Senate File 222 is hereby submitted pursuant to Joint Rule 
17. D3ta 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 le3sed cars are taxed. L~gislation 

approved during the 1996 Legislative Session replaced the motor vehicle use tax 
imposed on leased vehicles with a lease tax. The le3se tax under current law 
lS equal to 5.07. of the sum of the lease payment• plus the down payment. 

Since the sum of the tease payment$ includes items such as warranties, federal 
exc1se tax, registration and title fee5, and the lease tax itself, the 5.0% 
lease Lax lS applied to these items as well. Senate File 222 would remove 
these items from the tax base used to determine the amount of tax owed, 
effect>ve for teases undertaken on or after July l, 1997. 

ASSUMPTIONS 

This estimate 1s based on the assumptions provided in the Barents Group report 
cited in the sources section of this fiscal note. There is an additional 
assumption that the cost of fees, warranties, ~nd the other non-lease tax item" 
average $300 per automobile. The average lease tax lS assumed to b~ 

approximately $500 per automobile. 

FISCAL IMPACT 

Senate File 222 
Tax Fund of 

SOURCES 

The Eff~ct 

s. 

is expected to result in a 
approximately $550,000 1n 

FILED MARCH 4, 1997 

decrease in revenues to the Road Use 
FY 1998 ar.d subsequent fiscal years. 

les on Iova 
, January 

(LSB 2411SV, JAM) 

BY DENNIS PROUTY, FISCAL DIRECTOR 
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S.F. H.F. 

1 Section 1. Section 423.4, subsection 16, Code 1997, is 

2 amended by adding the following new unnumbered paragraph: 

3 NEW UNNUMBERED PARAGRAPH. A lessor may maintain the 

4 exemption from use tax under this subsection for a qualifying 

5 lease that terminates at the conclusion or prior to the 

6 contracted expiration date, if the lessor does not use the 

7 vehicle for any purpose other than for lease. Once the 

8 vehicle is used by the lessor for a purpose other than for 

9 lease, the exemption from use tax under this subsection no 

10 longer applies and, unless there is an exemption from the use 

11 tax, use tax is due on the fair market value of the vehicle 

12 determined at the time the lessor uses the vehicle for a 

13 purpose other than for lease, payable to the department. If 

14 the lessor holds the vehicle exclusively for sale, use tax is 

15 due and payable on the purchase price of the vehicle at the 

16 time of purchase pursuant to this chapter. 

17 Sec. 2. Section 423.7A, subsections 1, 2, and 4, Code 

18 1997, are amended to read as follows: 

19 1. The tax imposed upon the use of leased vehicles subject 

20 to registration under chapter 321, with gross vehicle weight 

21 ratings of less than sixteen thousand pounds, excluding 

22 motorcycles and motorized bicycles, which are leased by a 

23 lessor licensed pursuant to chapter 321F for a period of 

24 twelve months or more shall be paid by the owner of the 

25 vehicle to the county treasurer or state department of 

26 transportation from whom the registration receipt or 

27 certificate of title is obtained. A registration receipt for 

28 a vehicle subject to registration or issuance of a certificate 

29 of title shall not be issued until the tax is paid in the 

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

31 require titling or registration of the vehicle shall be 

32 remitted to the deoartment. Tax and the reporting of tax due 

33 to the department shall be remitted on or before fifteen days 

34 fron the last day of the month that the vehicle lease tax 

35 becomes due. Failure to timely report or remit any of the tax 
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3 
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6 
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9 

10 

S.F. H.F. 

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 m~~~±~~y±ftg-~he-ft~reber-of-mon~hs 

ef-~he-~eese-by-~he-moft~h±y taking the total of the lease 

payments, plus the down payment, ±ess-eny-men~:aet~rerLs 

~ebate and excluding all of the following: 

a. Title fee. 

b. Registration fees. 

c. Vehicle lease tax pursuant to this section. 

11 d. Federal excise taxes attributable to the sale of the 

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

13 owner. 

14 

15 

16 

17 

18 

19 

20 

21 

22 

e. Optional service or warranty contracts subject to tax 

pursuant to section 422.43, subsection 6. 

f. Insurance. 

g. Manufacturer's rebate. 

h. Refundable deposit. 

1. finance charges, if any, on items listed in paragraphs 

''a'' through ''h''. 

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

excluded from the taxable lease price, the owner shall 

23 maintain adequate records of the amounts of those items. If 

24 the parties to a lease enter into an agreement providing that 

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

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

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

28 computation of lease price for the puroose of taxation under 

29 this section. The county treasurer e~~ the state department 

30 of transportation, or the department of revenue and finance 

31 shall require every applicant for a registration receipt for a 

32 vehicle subject to tax under this section to supply 

33 information as the county treasurer or director deems 

34 necessary as to the date of the lease transaction, the lease 

35 price, and other information relative to the lease of the 

-2-
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l vehicle. 

2 4. If the lease is terminated prior to the termination 

3 date contained in the lease agreement, no refund shall be 

4 allowed for tax previously paid on-the-monthly-~ental-payments 

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

6 EXPLANATION 

7 Section 423.4, subsection 16, was enacted in 1996 to 

8 provide an exemption from use tax for vehicles purchased for 

9 lease qualifying under section 423.7A. The current language 

10 of that exemption .indicates that once a lessor has met the 

ll qualifications for exemption under the statute, the exemption 

12 is mai~tained regardless of how the vehicle is subsequently 

13 used by the lessor. In addition, the statute also provides 

14 that if a vehicle s~bject to lease does not meet the 

15 qualifications under the statute, then use tax is due on the 

16 vehicle. The statute does not provide a period of time to 

17 allow the vehicle to be released. Accordingly, section 423.4, 

18 subsection 16, is amended to assist in the admi~istration of 

19 the tax by providing that the use tax exemption may be 

20 retained as long as the lessor does not use the vehicle for 

21 any purpose other than for lease. 

22 Section 423.7A is amended to allow for the department of 

23 revenue and finance to receive tax under section 423.7A in 

24 instances where tax is due on the lease, but the transaction 

25 creating the tax does not require registration or titling of 

26 the vehicle subject to the lease. 

27 Section 423.7A is also amended to provide that certain 

28 items shall not be included in the computation of the lease 

29 price. These items include title and registration fees, 

30 federal excise taxes, insurance, manufacturer's rebates, and 

31 refundable deposits. ~he amendment of this section also sets 

32 forth ~hat when the parties to a lease agree to ir.c~~de the 

33 tax in the lease payments to be paid by the lessee, the total 

34 of the use tax shall not be ir.cl~ded in the computatio~ of 

35 total lease pr~ce. Instead, the cost of the tax shall only be 

-3-
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1 reflected as part of the monthly lease payments. Providing an 

2 exclusion of the tax in the computation of total lease price 

3 in this situation will assist in the computation of the tax 

4 and auditing of lessor records. 

5 The bill also provides that if a lease is terminated prior 

6 to the termination date, no use tax paid is refundable except 

7 ~n the case the lease is terminated under the defective motor 

8 vehicle (lemon law) statute. 
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AN AC"r 

RF:l.A1'WG '1'0 1'H~ US!: TAX ON :~O'I<)R VEHICLE I.l:ASIKG. 

BE IT ~~!ACTf:D B'i 'fflE Gi:ULRAL I\SS£p.!BL'i Of 'i'i!E S'I'A'I'E Of IOWA: 

Section 1. Section 423.~. subsectiun 16, Code 1997, is 

amended by adding the follo·,..inq new unm.Jrnheced paragraph: 

!lEW u~:~~~J~~nu;n ~~R~~-~~..!!- ;., lP.ssor ma;· n•aintain the 

exer.option from usc tax under this subsection for a quallf:z·inq 

lease that ter:ninatcs at the conclusion or prior to the 

contrdct.~d expiration date, if the lP.ssor does not use the 

vehicle for any purpose other than for lease. Once the 

vehicle ia uf'P.d by the lessor for a purpose other than for 

lease, the exerr.ption from use tax under this subsl!t:ti.on no 

lonqer applies and, unless there is an exemption fron the use 

tax, use tax is due on the fair market value of tho vehicle 

d~tor~in~d at the time the lessor uses the vehicle foe a 

purpose othN than for lease, payable to the dcparU'".cnt. If 

the lessor holds tho vehicle e:-:clusively ~or sale, use tax is 

duP. .1.nd payable on the purcha'!lP. p[ ice of Lhe vehicle .at the 

time of purchasP. pursuant: to this chapter. 

Sec. 2. section 423.7A, subsections 1, 2, and 4, Code 

1997, .ue a~neno..l<:d to read ll.& follows1 

1, The tax imposed ltpon th•) unc ot' leaned vehicle& subj~cl 

to re9istration under chapter J2l, with qros~ vehicle weight 

r,lt1ngs or lc~n than nixteen thousand JH)unds, excluding 

rnot<Hcycles and motorized bicycles, which are leased by a 

lessor licensed pursu<.1nt to chapter 321F for a pcricd of 

t~o,~elvP. rr:onths or more sh.lll be paid by the mmcr or tlw 

vehlcJ.e to the county t.rea~;urer or state depart:-:~~nt of 

transportatlon frc~ who~ the reqistration rec:eipt or 

certificate of ti~le is obtalned. A registration rece~pt for 

~ vehicle Gubject t(J rcqistration or isnu~nce of a certificate 

of titl~ shall not be issued until the tax is paid 111 the 

initial instance. T~x o_!} tt}_~--~easc ~.!.~l}_&a~~-..!...2.~'- t!J•!..!:_.1o~~...i}?.t 

• • 
Senate 2ile 22?, p. 2 

!...~9..\!~ ~-~~i!Ji.~.9. ~! _ ~~~.!_~!_ion . .'~.!tH~. ·=~~ i~:l~. s~<lll_ ~~ 
ten i_.~~_gd to _t~!~f . c!~pa r tm_r.:...l!.~· ... 'l'~.!......!!._ ~d _t~~~-...!..f..E~l-~- t !.!!S....~l-~ t~x. ':_!!..!._!?. 

to the s!P.partme~-~ _ .!l:~·wll bP. _ __!_~i-~ ted __ Ofl_~!..__!lP.fQ_~~ fi fteP.n ~:"Y.~ 

f a·orn_ ~~~--last. 4~Y. of ~1'!:-~c;.'l~-~at- -~!....._2P.h ic~_e --~ea!';P. . ~~?t 
bcc~·-~~~-~-~-n~_!_.!..!..!.£.._':_?. _.!:_imely_!~p_ort or r-:mi_~ .fl!21_gf. _t~~·~- t:...~-~ 

~!'.~n du~--~-hal_!_ resu!.._!<_in a pe-!!_~~---i_t~!··~EP.~~t. be!!!~ imposed 

~~-~-a~ ... !~pursu~.!1-~ __ !.? se~;!sms 421=-.!l~_and 423._3}.:. 

2. The amount .!\ubjcct t.o tax shall he cornpuLPd on each 

separate lease t:ransc'lction by lllt~H;rd:,.tl\1]-t:he-nnlllb~t"-of-J'I'Ionth~ 

~f-t:h~-i-eea!'l~-by-the-rrH">nt:i"lly ~-~~~ l~t.;ll of t-~~ le.1se 

pay~~nts, pltts the do~n payment, ~~~s-any-~~naf~eta~e~~~ 

rebl!lt~ and excludinq all_ c.?:f th~.-~o_t!_QwiJ2S.:. 

~-~. !itle fe~. 

~Reqis!·!.~-~on fees_._ 

.£.:..._ _ _'!ehiclP. lea::;t:>. t.lx P~_I.-~Jtant t~ .. t~i.~ SCl~t ~-~~·. 

L .. Fedf!ral ex~_i __ s~_.taxe~ __ ?!:.~ ribut-!t?l~--~~~th~ ~M!~. of the_ 

v~~!l_i_~lP. t.o the .. ~1· • .-npr or t.•~-~he lf~~:~~- ,,_f __ U!!~~!!.~'-ic)_'!~~e: 

~~-. 
~-· ... .9£!..!.~~-a.l ___ ~t·•;ic~ .. <::r w.urant_y ~'?~~!~.~!~1.:ta ~'J.~)P.ct t.9. t:;Jx 

p~1rsua~~-- t.o ~!£!i.e.?_'] 42?:..~~-sul~s-~~:.~.i:..Q~-~: 

f.. __ l!!.:':'~ra!L.££...:. 

g_~- Man\_tf~~~~-e~:~bale. 

!::!: ... R~(u':l_~~b-~e J'-:~o:;.~~..:. 
!....:..___ ! .!. n<lnt.·e __ cha 1· qes, i ~ -~Y..!......£!1--~-~~~~'!.~ . ...!.i a tt.·~- .~.!1 __ 2.!!._~'3.!:..~Pl.~~ 

~~~__!hcoug~ ':!:!..:.:...:. 
!~. any_~~ 1 ... 2.!_~~e ! ~emf; in .l~·'.c:ag~~.P~~~~~~~.': .. ~h~~~!~ ~.' ~" .. -~~ 
~-~~luded __ f_r_'?~~-~i\-~!?.!.!......!..~.~-St?. pr i.ce, ____ the. _owner $-~~.::~}~ 

~~ ;_!!ta in ~~-~cr!~te r c~·0:c d_~!_~-~.!...~. ~_r-· ou.!}_!_~---~~--- thos•J J....t.!..~!!.~- _ !f. 
Ulc ..P.~~.ti(!!;_ t<? ..... !L.!.e,l!H~ ... t!nter in~o an <tqree~~I).Lprovi<~_£1_9_~hat: 

tho tax ~ ~_F.OS~<:l ... ~C:51.~ :~~ ~~- .. ~~ 11 t u te is -~~.J)c pa id __ ~y _ _!~.!!......!.!.~'!..£.£ 

2...!....J..nclude_~ .. in the cronth~y_le"il~~ P'~i'!~~'..!.~!.<? _b~ _ _Paid b.i'_.~~-~ 
!.~sscc!. ~-~e tot~_l_..£_~_t __ '!f the t<tx :_.;!!_~.! 1 not be i 1_\C.~!_l.d~d~ tho 

col·,pu_t~~~~.2.!l...9~ _l'}~l.SI! P.l." ice ~~--t::_~~ ... P.urp(.Hioe .?-~ . ....!~Xcl.tl<:?:~.~~!:'!. 
~!lis secti<?!!.: 'l'he cotmty treasurer O~".!. the sta'::e departmer.t 

of tram;portationJ. __ £!..._~_r:.e -:l.':!:P<trtrnc_r:t .. 9_f rcv£._ry_~--~'ln<!. financ£_ 
shall require every appl1cant for a registration receipt for a 

vehicle subjQct to tax under this section ~o supply 

(J) .., 
N 
N 
N 
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information as the county treasurer or director deems 

necessary as to the date of the lease transaction, the lease 

price, and other information relative to the lease of the 

vehicle. 

4. If the lease is terminated pr1or to the tecrnination 

date contained in the lease agreement, no refund shall be 

allowed for tax previously paid e~-~~e-me~~~~y-~e~tai-payme~~~ 

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

MARY E. K~~ER 

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 Senate File 222, Seventy-seventh General Assembly. 

Approved 

TERRY E. BRANSTAO 

Governor 

MARY PAT GUNDERSON 

Secretary of the Senate 
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