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CHAPTER 1232

NET INCOME COMPUTATION ON CERTAIN GAINS OR LOSSES
H.F. 2491

AN ACT relating to limiting the amount of taxes owed and excluding under certain conditions
income or loss from certain transactions for purposes of determining the state individual in-
come tax and providing a retroactive effective date.

Be It Enacted by the General Assembly of the State of Iowa:

Section 1. Section 422.5, Code Supplement 1985, is amended by adding the following new
subsection:

NEW SUBSECTION. The state income tax of a taxpayer whose net income includes the
gain or loss from the forfeiture of an installment real estate contract, the transfer of real or
personal property securing a debt to a creditor in cancellation of that debt, or from the sale or
exchange of property as a result of actual notice of foreclosure where the fair market value of
the taxpayer’s assets exceeds the taxpayer’s liabilities immediately before such forfeiture,
transfer, or sale or exchange shall not be greater than such excess, including any asset
transferred within one hundred twenty days prior to such forfeiture, transfer, or sale or ex-
change. For purposes of this subsection, in the case of married taxpayers, except in the case of
a husband and wife who live apart at all times during the tax year, the assets and liabilities of
both spouses shall be considered in determining if the fair market value of the taxpayer’s
assets exceed the taxpayer's liabilities.

Sec. 2. Section 422.7, Code Supplement 1985, is amended by adding the following new
subsection:

NEW SUBSECTION. Subtract the income or loss resulting from the forfeiture of an install-
ment real estate contract, the transfer of real or personal property securing a debt to a
creditor in cancellation of that debt, or from the sale or exchange of property as a result of
actual notice of foreclosure if all of the following conditions are met:

a. The forfeiture, transfer, or sale or exchange was done for the purpose of establishing a
positive cash flow.

b. Immediately before the forfeiture, transfer, or sale or exchange, the taxpayer’s debt to
asset ratio exceeded ninety percent as computed under generally accepted accounting
practices.

c. The taxpayer’'s net worth at the end of the tax year is less than seventy-five thousand
dollars. In determining a taxpayer’s net worth at the end of the tax year a taxpayer shall in-
clude any asset transferred within one hundred twenty days prior to the end of the tax year
without adequate and full consideration in money or money’s worth. In determining the tax-
payer’s debt to asset ratio, the taxpayer shall include any asset transferred within one hun-
dred twenty days prior to such forfeiture, transfer, or sale or exchange without adequate and
full consideration in money or money’s worth. For purposes of this subsection, actual notice of
foreclosure includes, but is not limited to, bankruptcy or written notice from a creditor of the
creditor’s intent to foreclose where there is a reasonable belief that the creditor can force a
sale of the asset. For purposes of this subsection, in the case of married taxpayers, except in
the case of a husband and wife who live apart at all times during the tax year, the assets and
liabilities of both spouses shall be considered for purposes of determining the taxpayer’s net
worth or the taxpayer’s debt to asset ratio.

Sec. 3. This Act is retroactive to January 1, 1986 for tax years beginning or after that date.

Approved May 28, 1986



