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The combined report of our Tax Study Committee consists 
of two separate parts. One part is the basic tax study 
conducted by our consultant, Coopers & Lybrand, hereafter 
referred to as the Consultant's Report, together with the 
appendix which accompanies it. The other part is the set of 
tax recommendations developed by our Committee, including 
the impact on tax revenues. 

The Coopers & Lybrand Report will stand on its own feet. 
It provided the raw material for our Committee's work and 
will serve as valuable resource material for future tax 
studies. The study was competently done under policies set 
down by our Committee and suffers only from the fact that, 
for practical reasons, it is 100% based on usage of existing 
tax data. In certain areas this data proved inadequate to 
draw meaningful conclusions. Of particular value to our 
Committee was the comparison of Iowa's tax laws with the tax 
laws of our eight neighboring states: Illinois, Kansas, 
Minnesota, Missouri, NebraSka, North Dakota, South Dakota 
and Wisconsin. 

The Committee did not begin its work with any 
preconceived ideas as to where we would end up. Our only 
objective was to make an independent and thorough study of 
the Iowa tax structure and then to recommend specific 
changes in this structure. The two basic goals for our 
study were to search out ways to make the tax laws more fair 
and equitable and to improve the tax laws by removing 
impediments to economic development. We believe the 
Committee's recommendations meet these two basic goals and 
also deal with the severe problems now affecting the 
agricultural portions of our economy. 

One overall conclusion of the study was that our present 
tax system is reasonably fair and equitable. We did not 
discover the need for any major overhaul of the system. 
Thus, our recommendations are more in the nature of fine 
tuning. Another conclusion we came to was the need to 
improve the tax climate for economic development. The 
problem does not lie in anyone business tax which is 
inordinately high. However, we do have several specific 
taxes which are somewhat out of line with competing states 
and can be considered to be disincentives to economic 
development. Furthermore, except for the single factor 
corporate income tax, the state has no list of tax 
incentives to offset these disincentives to economic 
development. 
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Two taxes which are often cited as major disincentives to 
business development are unemployment compensation and 
workers' compensation, particularly the former. These were 
not studied by our Committee, despite their importance to 
economic development, because we were led to understand that 
they did not come within the purview of our Tax Study 
committee. 

I commend the recommendations of our Tax Study Committee 
to you for consideration and for possible enactment into 
law. They represent a consensus of the best ideas of our 
Committee after months of study. Although our Committee is 
not in any sense a group of tax experts, we do feel that 
these recommendations are worthy of your consideration. 
They are not in any sense politically motivated and in fact 
may, in certain cases, be politically unpopular. 

In arriving at these recommendations we did not feel it 
was appropriate for our Committee to recommend overall 
levels of spending and taxation. This is a matter for the 
state legislature. ThUS, we set ourselves a goal of 
remaining tax revenue neutral. To the extent our 
recommendations would reduce tax revenues, we felt the need 
to recommend offsetting tax increases. As a practical 
matter, the need for any overall tax increase could, of 
course, be deferred by phasing in any major tax decreases 
over a period of time. 

I want to express my thanks as chairman for all who had a 
part in this tax study. This includes Sylvia Dennen, who 
headed up the tax study for Coopers & Lybrand, and Bernie 
Koebernick, Mike Goedert, and Thane Johnson of the 
Legislative Service Bureau who did yeomen's work in the 
multitude of details of the study. Most importantly, it 
includes the members of our Committee who worked so well 
together over the many months of our effort and who made my 
job as chairman an enjoyable one. A special thanks to our 
four legislative members, Senator Edgar Holden, Senator 
Norman Rodgers, Representative Lowell Norland, and 
Representative Hugo Schnekloth, who made such valuable 
contributions to the work of our Committee as nonvoting 
members. 
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FIN A L REP 0 R T 

TAX STUDY COMMITTEE 

December, 1984 

The Tax Study Committee was created by Senate File 461 
which appears as Chapter 211, Laws of the 70th General 
Assembly, 1983 Session. Section 2 provided for the creation 
of a tax study committee consisting of nine members. The 
majority and minority leaders of the House of 
Representatives were each authorized to appoint one member. 
Similarly, the majority and minority leaders of the Senate 
were each granted authority to appoint one member. The 
Governor was empowered to appoint four members of the Tax 
Study Committee, two of whom were registered Democrats and 
two of whom were registered Republicans. The four members 
appointed by the Governor were subject to confirmation by 
the Senate. One additional member was to be appointed and 
approved unanimously by the Governor and the majority and 
minority leaders of the Senate and the House of 
Representatives and this member would chair the Tax Study 
Committee. Subsequently two additional members were 
appointed to the Tax Study Committee. The members of the 
Tax Study Committee are as follows: 

Mr. Robert N. Houser, Chairman 
Mr. Gregory M. Brown 
Ms. Mary E. Chalupsky 
Mr. Jack Larson 
Mr. Thomas A. Louden 
Mr. Joe Lundsgaard 
Mr. Stephen W. Roberts 
Mr. Marvin Selden 
Mr. Roger J. Shaff 
Mr. Paul Stanfield 
Ms. Connie Wimer 

Senate File 461, section 1, stated the purpose of the 
study. By law, the General Assembly determined that the 
state is currently facing a fiscal and economic crisis and 
there is a need to study the tax system of the state to 
examine who pays state and local taxes in Iowa, to examine 
the impact of state and local taxes on the state economy, 
employment, the state treasury, and the citizens of the 
state. The study committee was further directed to examine 
changes which could be instituted to raise revenues more 
equitably and to improve the performance of the state's 
economy, to determine the enforceability of the state's tax 
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laws, to examine the state's entire tax structure and 
compare that structure with the tax structure of other 
states, and to examine tax preference items. The law also 
provided that the list of revenue raising methods and taxes 
to be studied shall include, but not be limited to, the 
sales and use tax, the personal and corporate income tax, 
the property tax, inheritance and estate taxes, and road use 
taxes. 

The law also provided that the Tax Study Committee submit 
copies of its final report to the Governor and the members 
of the General Assembly on December 1, 1984. The final 
report shall include findings of facts and its 
recommendations and relevant data gathered by and for the 
Study Committee. 

Prior to the initial organization of the Tax Study 
Committee, the Legislative Council decided that the Tax 
Study Committee should have four ex officio nonvoting 
members of the General Assembly attending the Study 
Committee meetings. This would be helpful in providing some 
insight to members of the Tax Study Committee of particular 
tax issues which the General Assembly had discussed and 
debated. The ex officio nonvoting members appointed by the 
Legislative council included: 

Senator Edgar H. Holden 
Senator Norman G. Rodgers 
Representative Lowell E. Norland 
Representative Hugo Schnekloth 

The law also provided that the Tax Study Committee may 
request that the Legislative Council provide staff for the 
Tax Study Committee from the staff of the Legislative 
Service Bureau and the Legislative Fiscal Bureau. Staff 
members from these two agencies have provided staff 
assistance to the Tax Study Committee throughout the course 
of the study. 

The first meeting of the Tax Study Committee was held on 
August 24, 1983. The Tax Study Committee organized at this 
meeting and staff provided information to the members of the 
Study Committee relating to practices and Procedures to be 
followed for public bodies. It was necessary to review the 
open records law and the open meetings law for the members 
of the Tax Study Committee. 

In its subsequent meetings, the Tax Study Committee 
decided to proceed with the letting of bids for the initial 
study for the Tax Study Committee. A subcommittee was 
appointed to put together a bid proposal for the Study 
Committee. The subcommittee consisted of Mr. Gregory Brown, 
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Chair, Mr. Joe Lundsgaard, Ms. Connie Wimer, and 
Representative Lowell E. Norland. The Study Committee also 
concluded that one of the staff members of the consultant 
employed would be designated as the Tax Study Director 
rather than seeking to hire an additional person to complete 
that task. A subcommittee was appointed to develop a 
proposal for bid and distribute the proposal for bid 
following the proposal by the Tax Study Committee. The 
request for proposal to bid was submitted to a number of 
prospective bidders following an advertisement for bids and 
a pre-bid conference at which prospective bidders were 
invited to attend and ask or seek clarifications on 
particular items included within the request for proposal. 

Initially, Mr. William A. Stauffer was appointed to chair 
the Tax Study Committee. However, during the month of 
November, 1983, Mr. Stauffer resigned as Chairman of the Tax 
Study Committee. The reason for the resignation was the 
transfer of Mr. Stauffer from the Northwestern Bell 
Telephone Company office in Des Moines, Iowa to the 
Northwestern Bell Telephone Company office in Omaha, 
Nebraska. Following Mr. Stauffer's resignation, Mr. Robert 
N. Houser, President and Chief Executive Officer of the 
Bankers Life, was appointed as Chairman of the Tax Study 
Committee. 

Following a review of all bids submitted for the tax 
study, the Tax Study Committee selected Coopers & Lybrand to 
do a tax analysis of the state and local tax structure for 
the Study Committee. The Tax Study Committee held meetings 
regularly from March through November to review the progress 
of the consultant in conducting the study and, giving the 
consultant particular issues or areas of tax law to be 
reviewed and data provided for. 

Senate File 2045, enacted by the 70th General Assembly, 
1984 Session, amended Senate File 461 to add two new members 
to the Tax Study Committee. One member was to be appointed 
by the House and Senate minority leaders and one member was 
to be appointed by the House and Senate majority leaders. 
The two new members appointed to the Tax Study Committee 
were Mr. Marvin Selden and Mr. Paul Stanfield. 

The Tax 
September 
Iowa City. 

Study Committee conducted public hearings in 
and October at sites in Des Moines, Carroll, and 

In its meetings conducted during the months of November 
and December, 1984, the Tax Study Committee reviewed 
recommendations provided in the Final Report from its 
conSUltant, Coopers & Lybrand and recommendations submitted 
by persons appearing at public hearings conducted by the Tax 
Study Committee. 
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The following represents positions taken by the Tax Study 
Committee on particular issues which came before the Study 
Committee. 

INDIVIDUAL INCOME TAX 

1. OPPOSES ELIMINATION OR PLACING A CAP ON THE 
DEDUCTIBILITY OF FEDERAL INCOME TAX PAID. 

The Committee opposes any limitation of the deductibility 
of federal income taxes on state income tax returns. 

Present law provides an individual taxpayer with a 
deduction for all of that person's federal income taxes paid 
or accrued. The tax consultant pointed out that the higher 
income brackets receive a greater benefit from this 
deduction. This negatively affects the progressivity. The 
Tax Study Committee expressed its concern for the decrease 
in progressivity but decided that a change in the 
deductibility could adversely affect economic development 
and would in effect result in a tax upon a tax. (See 
Consultant's Report, pp. 56-58 and Stanfield Minority 
Report) 

2. OPPOSES SUBSTITUTION OF A FLAT OR MODIFIED FLAT RATE 
FOR THE PRESENT GRADUATED RATE. 

The Tax Study Committee opposes at this time replacing 
the present income tax system with either a flat rate or a 
modified flat rate tax system which involves elimination of 
many of the existing deductions. The Committee feels that 
there is real merit to such a system but that unilateral 
action by the state is inappropriate. The Committee also 
agrees that the issue should be re-examined when and if the 
federal law is ·changed. The final reason for the 
Committee's recommendation opposing a flat rate or modified 
flat rate individual income tax is that the Committee feels 
a very thorough study is needed to determine the impact of 
such a tax structure on various income groups. (See 
Consultant's Report, pp. 59-62) 

3. 
STATUS 
FILING 

RECOMMENDS RETENTION OF THE MARRIED SEPARATE FILING 
AND INCREASING THE TAX BRACKETS FOR MARRIED JOINT 

STATUS BY FIFTY PERCENT. 

The tax 
separately 

consultant said that married persons file 
in Iowa to avoid the higher tax rate applicable 
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when spous~s file an Iowa jOint return. Some feel that it 
is unfair to offer a tax advantage to married couples only 
in those cases where both members have separate incomes, 
providing no tax benefit when income is earned by only one 
spouse. The Tax Study opposes elimination of the married 
separate filing category but favors a new optional married 
joint tax return sChedule in which tax brackets are widened 
by fifty percent in order to reduce the disparity. (See 
Consultant's Report, pp. 62-67) 

4. SUPPORTS REVISION OF THE IOWA MINIMUM TAX LAW. 

The Tax Study Committee favors a change in the present 
Iowa minimum tax which is a percent of the federal minimum 
tax and is in addition to the regular Iowa tax. The Tax 
Study Committee recommends that capital gains from 
"hardship" sales such as bankruptcy sales and foreclosure 
sales be excluded from the calculation and that a one-time 
exclusion of capital gains from the sale of the taxpayer's 
residence or business also be allowed. The Tax Study 
committee further recommends that the minimum tax remain at 
seventy percent of the federal minimum tax computed with the 
above exclusions but that a cap on the total amount of 
mlnlmum tax plus the regular tax be set at thirteen percent 
of the taxpayer's taxable income. 

The Tax Study Committee opposes reducing the 
twenty-five percent of the federal minimum 
Consultant's Report, pp. 67-70) 

Iowa rate to 
tax. (See 

5. RECOMMENDS RAISING THE MINIMUM LEVEL AT WHICH NET 
INCOME BECOMES SUBJECT TO TAXATION. 

The Committee recommends that the minimum net income is 
subject to taxation for an individual or a married couple be 
increased from $5,000 to $8,000. 

The Committee concluded that individuals or couples who 
have a net income of $8,000 or less should not be required 
to file or pay an income tax to the state. 

6. OPPOSES CHANGE IN TAXATION OF SOCIAL SECURITY AND 
RAILROAD RETIREMENT BENEFITS. 

The Committee opposes the complete exemption of all 
Social security benefits from state taxation. However, it 
recommends that tax exempt income be removed from the 
current formula for determining the state income tax on 
Social Security benefits. 

The American 
the exemption 

Association of Retired Persons recommends 
of all Social Security benefits from state 
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income taxation. Beginning in 1984, a portion of a person's 
Social Security benefits will be included in the taxable 
income iE the person's adjusted gross income plus nontaxable 
interest income and one half of the person's Social Security 
benefits is more than the base amount of $25,000 for an 
individual and $32,000 for a married couple. Eighteen 
states have taken administrative or legislative action to 
exempt Social Security benefits from state income taxation 
while twelve states will tax the benefits. The Association 
believes that taxing Social Security benefits is unfair 
because the public has been led to believe since 1935 that 
Sociai Security benefits would not be subject to taxation. 
The tax formula also indirectly involves tax exempt earnings 
whiCh are not otherwise subject to taxation. 

The committee concluded that the taxation of Social 
Security benefits based on a formula excluding tax exempt 
income will not create a hardship for those recipients who 
have the amount of outside income necessary to be taxed. 
The one halE of the person's Social security benefits which 
are included in the formula, in most cases, represents the 
employer's contribution to Social Security. This, of 
course, would not be true in the case oE former self
employed persons. 

CORPORATE INCOME TAX 

1. RECOMMENDS RETAINING THE STATE'S SINGLE-FACTOR 
APPORTIONMENT FORMULA. 

Present lowa corporate tax law provides that a 
corporation doing business within and without the state 
apportion its income based only upon the sales factor. The 
sales factor is the fraction of the total corporate sales 
that are made in the state. This factor is applied to the 
business's total income to determine the amount subject to 
state tax. The great majority of other states provide 
apportionment on the three factors of sales, property and 
payrOll. The Tax Study Committee opposes changing Iowa's 
single-factor apportionment formula to the three-factor 
a~portionment ~ormula. The main reason for retaining the 
s~ngle-Eactor ~s the belief that the current formula is a 
deEinite attraction for business in regards to locating or 
remaining in the state. It is about the only tax incentive 
the state has to offer and, in view of Iowa's relatively 
small consumer base, is attractive to businesses whose sales 
also cover a mUltistate area. (See Consultant's Report, pp. 
88-91 and Stanfield Minority Repcrt) 
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2. RECOMMENDS RETAINING THE CURRENT DEDUCTION fOR 
FEDERAL INCOME TAXES PAID. 

Presently corporate taxpayers may deduct fifty percent of 
their federal income taxes paid or accrued in arriving at 
the net income for state tax purposes. A number of 
neighboring states do not permit any such deduction. The 
Tax Study Committee opposes the elimination of the current 
deduction. It is felt that such a change would impact 
negatively on economic development within the state. This 
is particularly true since Iowa's tax corporate income tax 
bracket of twelve percent is higher than that of most of our 
neighboring states. (See Consultant's Report, pp. 9l-94) 

3. OPPOSES SUBSTITUTION OF A FLAT RATE TAX FOR THE 
PRESENT SYSTEM. 

Presently the corporate income tax has four graduated 
rates that apply. The range of rates begins at six percent 
and increases up to twelve percent. A substitution of a 
flat rate at a rate that would not affect revenues would 
result in an increase in tax for the small corporations. 
The Tax Study Committee felt that this effect would harm 
more in-state corporations and would not be beneficial or 
fair. Thus the Tax Study Committee opposes changing to a 
flat rate corporate income tax system. (See Consultant's 
Report, pp. 92-94) 

4. OPPOSES COMBINED APPORTIONMENT ON UNITARY BUSINESS. 

Presently, Iowa treats each corporate entity as a single 
taxpayer. Each corporation doing business in Iowa 
calculates its own income in a ratio of Iowa receipts to 
total receipts of the corporation. Under the combined 
apportionment method, a group of corporations which are 
related through common ownership, centralization of 
management, functional integration and a flow of value are 
considered to be conducting a unitary business. Any member 
of the unitary group which is doing business in Iowa would 
calculate its income on the combined income of the group and 
apportion its income to Iowa based on the ratio of receipts 
in Iowa to total receipts of all members of the group. The 
Tax Study Committee favors keeping the current 
apportionment. It feels that a change would have a negative 
impact on businesses which could impact economic development 
in the state. It is also the concern of the Tax Study 
Committee that there could be a loss of revenues because 
those related corporations that have one or more of their 
group with losses would combine because of the losses but 
those groups that do not might not use combined 
apportionment, claiming they are not related. (See 
Consultant's Report, pp. 94-96) 
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5. SUPPORTS RETAINING THE FRANCHISE TAX AT FIVE PERCENT 
FOR FINANCIAL INSTITUTIONS WITH THE STIPULATION THAT FURTHER 
STUDY BE GIVEN TO A GRADUATED TAX RATE. 

The current franchise tax on financial institutions is a 
five percent flat rate on a net income base which does not 
allow the federal tax deduction nor the deduction for income 
from federal securities. The Committee considered a 
proposal by the consultant to tax fiAancial institutions as 
corporations. The Committee heard conflicting testimony on 
the effect of taxing financial institutions under the 
corporate income tax law. Testimony received from a 
representative of Peat Marwick Mitchell & Co. indicated that 
the current franchise tax produces substantially higher 
revenue than the 'corporate income tax would, while the 
Consultant's Report suggested that revenue would be 
increased by changing to the corporation income tax. The 
Study Committee concluded that the discrepancy resulted from 
the use of data from different years. (See Consultant's 
Report, pp. 96-100) 

During its discussion of the issue, the Tax Study 
Committee recognized that there is a discrepancy between the 
treatment of financial institutions and other corporations 
which are subject to the Iowa corporation income tax with 
graduated rates. The Study Committee recommends retention 
of the flat rate franchise tax. It could not determine the 
impact of a graduated franchise tax or the corporation 
income tax. Further study of this issue, including 
franchise tax rates, is recommended. (See Consultant's 
Report, pp. 97-101) 

6. OPPOSES 
INCOME TAX 
CROSS-BLUE SHIELD 

TAXING INSURANCE COMPANIES UNDER CORPORATE 
FAVORS IMPOSING GROSS PREMIUMS TAX ON BLUE 

The Tax Study Committee considered a proposal by the 
consultant to subject insurance companies to the regular 
corporate income tax. Insurance companies, with the 
exception of fraternal beneficiary associations and non
profit hospital and medical service corporations are subject 
to a gross insurance premiums tax at the rate of two percent 
of gross premiums in this state. This tax is in lieu of a 
regular corporate income tax. The gross premiums tax 
imposed in the state of Iowa is similar to a gross premiums 
tax Which is imposed by all of the other states. (See 
Consultant's Report, pp. 101-109) 

The Tax Study Committee spent considerable time 
disc~ssing this issue and also whether the rate of the gross 
premlums tax on all forms of insurance should be increased. 
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One of the problems that exists in this area is that each 
state has the ability to impose a retaliatory tax. Thus, if 
Iowa imposes higher aggregate taxes, fees, fines, penalties, 
licenses, deposit requirements or other obligations on out
of-state companies doing business in Iowa, then each of 
these states will impose higher tax rates on Iowa companies 
doing business in their state. This means that an Iowa tax 
increase on out-oi-state companies would result in a fifty
state tax increase for Iowa companies operating on a 
nationwide basis. 

The Iowa Life Insurance Association proposed that, for 
Iowa-based companies, the regular corporate income tax be 
substituted for the gross premiums tax on Iowa based 
companies. This approach is used by several states and 
results in a lower tax burden for domestic companies. The 
Tax Study Committee feels there is some merit to this 
approach but that a change should not be made which would 
impact negatively on tax revenues. This is particularly 
true for property and casualty companies which are currently 
going through a period of very high losses. The Committee 
also feels that now would be an inappropriate time to 
consider a major change in the way insurance companies are 
taxed. The federal government has recently enacted 
legislation which materially changes the way life insurance 
companies are taxed at the federal level. Until the effect 
of this new legislation is thoroughly evaluated, the 
Committee feels it is inappropriate to recommend major 
changes in the taxation formula at the state level. 

Representatives of the Iowa Life Insurance Association 
testified before the Tax Study Committee at a public hearing 
and proposed that the two percent gross premiums tax for 
health insurance either be eliminated or reduced to one 
percent and applied to all insurance companies in the state, 
including Blue Cross-Blue Shield. On the basis of that 
testimony, the proposal by the Iowa Life Insurance 
Association would be revenue material. 

The Tax Study Committee recommends that the insurance 
gross premiums tax of two percent be imposed on insurance 
premiums collected by Blue Cross-Blue Shield, health 
maintenance organizations, and similar nonprofit 
associations. It was the consensus of the Tax Study 
Committee that these organizations provide significant 
competition for private carriers in this state and should 
not be provided a competitive advantage by an exemption from 
the gross premiums tax. 

The Tax Study Committee noted that self-insuring entities 
would still not be subject to a premiums tax under this 
recommendation, but the Committee was unable to determine a 
satisfactory solution on this issue. 

11 



For similar reasons, the Tax Study Committee considered 
extension of the two percent gross premiums tax to insurance 
policies sold by fraternal beneficiary associations. The 
Tax Study Committee recognized that, because of retaliatory 
law, this would impose a significant tax burden on one 
fraternal beneficiary association headquartered in this 
state. The Study Committee also took cognizance of the fact 
that no other state applies the gross premiums tax to 
insurance policies issued by fraternal beneficiary 
associations. The Tax Study Committee, after considerable 
discussion, voted to recommend the continued exemption of 
fraternal beneficiary associations from the gross premiums 
tax. (See Consultant's Report, pp. 101-109) 

7. OPPOSES ELIMINATING THE USE OF THE ACCELERATED COST 
RECOVERY SYSTEM FOR INCOME TAX PURPOSES. 

The Tax Study 
the accelerated 
tax liability in 

Committee opposes the elimination of use of 
cost recovery system in determining income 

Iowa. 

The Iowa state Education Association, as a part of an 
increase in state aid to the K-12 education system, 
recommends the elimination of the use of the accelerated 
cost recovery system in determining income tax liability. 
The recommendation would raise approximately $50 million in 
additional revenue. 

The Committee opposes the recommendation as harmful to a 
favorable business climate for Iowa and the need to retain 
conformity with the current federal law. 

SALES AND USE TAXES 

1. OPPOSES BROADER BASED TAXABLE SERVICES. 

The Tax Study Committee first looked at the base of the 
tax on services. Presently Iowa taxes a wide range of 
personal services and certain business services. 
Professional services, such as those provided by doctors and 
lawyers, are not included in the listing of taxable 
services. The consultant recommended consideration of 
broadening of the list of services subject to the sales and 
use tax. Only Hawaii, New Mexico, and South Dakota impose a 
tax on services generally. The Tax Study Committee feels 
that the service tax is already broader than most states and 
thus should not be broadened to include professional or 
other services not now covered. (See Consultant's Report, 
pp. 122-125) 
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2. FAVORS EXEMPTION OF AGRICULTURAL AND MANUFACTURING 
MACHINERY AND EQUIPMENT FROM THE SALES AND USE TAX 

Currently Iowa exempts from the sales and use tax any 
tangible personal property which becomes a part of the 
ultimate product, or which is consumed, dissipated, or 
depleted ~n processing tangible personal property. There is 
no exemption, however for the machinery and equipment which 
is used directly and primarily for processing, fabricating 
or compounding, either in manufacturing or in agriculture. 

The Tax Study Committee noted that agricultural and 
manufacturing machinery and equipment is exempt from the 
sales and use tax in all states surrounding Iowa and that 
this exemption in the neighboring states places Iowa at a 
competitive disadvantage in bringing new businesses into the 
state and in retaining existing businesses. For purposes 
of encouraging economic development, the Tax Study Committee 
recommends that a sales and use tax exemption be provided 
for all agricultural and manufacturing machinery and 
equipment, including replacement parts. (See Consultant's 
Report, pp. 125-129) 

3. . FAVORS EXEMPTION OF WAREHOOSING OF RAW AGRICULTURAL 
PRODUCTS FROM THE SALES AND USE TAX. 

Prior to 1978, warehousing of any tangible personal 
property was considered a taxable service under the Iowa 
sales and use tax. Effective July 1, 1978 the law was 
changed to exempt all tangible personal property warehousing 
except raw agricultural products from the sales and use tax. 
The Tax Study Committee members agreed that there is no 
reasonable basis for taxing the warehousing of raw 
agricultural products and exempting all other warehousing 
activities. 

The Tax Study Committee recommends that the warehousing 
of raw agricultural products be exempted from the sales and 
use tax. (See Consultant's Report, pp. 130-131) 

4. OPPOSES SUBSTITUTION OF A GRADUATED INCOME TAX CREDIT 
FOR THE FOOD AND DRUG SALES AND OSE TAX EXEMPTION. 

The Tax Study committee discussed the proposal to 
substitute a graduated income tax credit for the existing 
sa~es and use tax exemption on food and prescription drugs. 
Wh1le there was some agreement that more equity might be 
acco~plished with such a recommendation, the Tax Study 
Comm1ttee felt that the administrative costs would be 
prohibitive and that the current system is working well. 
(See Consultant's Report, pp. 135-137) 
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5. RECOMMENDS SUBJECTING NEWSPAPERS TO THE SALES AND USE 
TAX. 

The Tax Study Committee discussed the issue of subjecting 
advertising to the sales and us~ tax. The general history 
of the problem of taxing advertising was discussed and the 
problems which arose in this state when we attempted to tax 
advertising in the early 1970's. It is recommended that the 
extension oE the sales and use tax to advertising be 
rejected. 

The Tax Study Committee also discussed the taxation of 
the sale of newspapers. Under the current sales and use tax 
law, the sale oE periodicals is subject to the sales and use 
tax. The Tax Study Committee agrees that there is no reason 
to treat newspapers and periodicals differently and 
recommends that the sale of newspapers be subject to the 
sales and use tax. (See Consultant's Report, pp. 137-139) 

6. OPPOSES SALES AND USE TAX PAYMENTS ON A RECEIVABLE 
BASIS ON CREDIT SALES. 

The Iowa Retail Federation requested that retailers be 
allowed to remit sales and use taxes on a receivable basis 
to reduce the amount of repayment of sales and use taxes 
and, in some cases, the borrowing of money to remit the 
taxes due on credit sales. Large retailers are required to 
make semimonthly tax deposits which, in a normal month, 
means the first deposit is due on the twenty-fifth day of 
the first month. This would cover the sales of the first 
fifteen days of the month. The retailer usually doesn't 
bill the customer until the end of the month and is not paid 
for at least two weeks if not several months later. This 
results in the retailer remitting the sales or use tax 
before rece1v1ng payment from the customer. The 
acceleration of sales and use tax collections in recent 
years has increased the costs to retailers. Nineteen states 
provide the option for retailers to remit sales taxes on a 
receivable basis. 

The Tax Study Committee feels there is some merit to this 
request but rejects it, primarily because it has an 
immediate and severe negative impact on the state's tax 
receipts. The Department of Revenue pointed out that retail 
sales and use tax is actually a transaction tax.payable at 
the time of the sales transaction, not when the goods or 
services are paid in full. 

7. OPPOSES VENDOR DISCOUNTS ON SALES AND USE TAX 
COLLECTION. 
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The Iowa Retail Federation requested a vendor discount 
for sales and use taxes collected because of the substantial 
costs associated with collecting, reporting, paying, 
auditing and otherwise complying with state sales tax laws. 
Studies in other states have shown costs ranging from two 
percent to ten percent of the collections. In addition, 
Iowa's laws are somewhat more complex because some items are 
not taxable which requires of the retailer the additional 
step of identifying taxable and nontaxable items. Also, 
retailers in Iowa are required to remit the tax receipts 
more rapidly than in most other states. Twenty-four states 
have established vendor discounts. 

The Tax Study Committee acknowledges that costs are 
associated with the collection of the sales tax, but feels 
that it is not a severe enough problem to warrant a change. 
The Committee also feels that a flat percentage allowance to 
cover collection costs would favor the large retailer over 
the small retailer. On balance, the Committee feels that 
the phaseout of the personal property tax will be more 
beneficial to retailers than would a sales tax collection 
discount. 

INHERITANCE TAX 

The Tax Study Committee recommends future consideration 
of inheritance tax law changes. There are indications that 
the present law is at least one factor in causing certain 
people to leave our state. However, the Tax Study Committee 
considers the cost to the state general fund too high to 
recommend repeal or higher exemption levelS to the tax at 
this time. (See Consultant's Report, pp. 140-154) 

MOTOR FUEL TAXES 

The Tax Study Committee considered a proposal to change 
the motor fuel tax from a fixed rate per gallon to a 
variable rate basis such as a percentage of the cost of 
motor fuel and highway maintenance. The Tax Study Committee 
recommends retention of the existing motor fuel tax 
structure. (See Consultant's Report, pp. 155-166) 

PROPERTY TAXATION 
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1. OPPOSES IMPOSITION OF LEVY LIMITATIONS IN LIEU OF 
ASSESSMENT AND RATE LIMITS. 

The Tax Study Committee rejects the imposition of a 
direct levy limitation in lieu of the existing rather 
complicated system of limits on assessments and tax rates. 
(See Consultant's Report, pp. 184-188) 

2. OPPOSES REDUCTION OF THE ASSESSMENT RATIO IN LIEU OF 
ROLLBACKS. 

Under this alternative, all property would be subject to 
the property tax on its assessed value which would be a 
percentage of the market value of the property. The 
assessed value for all classes of property would be the same 
percentage of the market value. The Tax Study Committee 
considered and rejected the proposal which would have 
eliminated the present complicated system of variable 
rollbacks and substitute for this a system which would base 
all property taxes on a fixed percentage of market value or 
productivity value for agricultural property. (See 
Consultant's Report, pp. 189-191) 

3. SUPPORTS EXEMPTION OF ALL PERSONAL PROPE~TY FROM 
TAXATION. 

The Tax Study Committee recommends an immediate and 
complete phase out of the personal property tax with state 
replacement of revenue losses to continue from the state. 
(See Consultant's Report, pp. 191-194) 

4. OPPOSES IMPOSITION OF PAYMENT IN-LIEU-OF TAXES ON 
NONGOVERNMENTAL EXEMPT PROPERTY. 

The Tax Study Committee recommends against the imposition 
of payment in-lieu-of taxes on nongovernmental exempt 
property. 

The consultant noted that the federal government and some 
states provide payments in-lieu-of taxes payments on federal 
or state owned property. The federal government makes 
payments in-lieu-of taxes on federally owned parks, 
wilderness areas and other open land, based on a formula 
allocating a flat sum per acre. The state of New Jersey 
makes payments to local governments based on the assessed 
value of state owned property and the local tax rate. 

The Committee noted that provision is already made for 
taxing property of tax-exempt institutions which is rented 
or used for profit making purposes. Also, the consultant 
noted that the imposition of payments in-lieu-of taxes would 
be difficult to administer. An equitable method of 
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calculating the payment as well 
exempt property would need 
Consultant's Report. pp. 196-198) 

as a complete inventory of 
to be developed. (See 

5. RECOMMENDS CHANGE IN ASSESSMENT OF UTILITY PROPERTY. 

Since 1979. the method of assessing utility property has 
been inconsistent with standard appraisal practices employed 
in surrounding states. Since then, this new methodo~ogy has 
created substantial controversy and is currently the subject 
of costly litigation. The Committee is concerned that this 
method is different from the methods employed in other 
states. For that reason. the Committee urges the Department 
of Revenue to review and amend its utility assessment 
methodology within the confines of the existing assessment 
statute with the view to eliminating the sources of 
controversy and increasing the efficiency of the central 
assessment process. 

The Committee specifically objects to the use of the 
stock equity-debt ratio formula as the primary basis for 
determining utility assessed valuations. Iowa gives this 
formula a seventy percent weighting when a~sessing the 
utility property. Before 1979, the assessIng formula 
primarily used in assessing property of utilities was the 
cost approach. The income approach is also a method used to 
estimate market value. The Committee noted that only five 
other states use the stock equity-debt ratio assessment 
method and each of these states give this method a weighting 
of twenty percent or less. 

The Department of Revenue argued that this method was 
recommended by a consultant and the procedures have been 
upheld by the State Board of Tax Review and the Polk County 
District Court. An appeal is pending before the Iowa 
Supreme Court and this result should conclude the litigation 
and related costs. Assessing the ability of a company to 
provide a return on investment is considered a more accurate 
method of determining assessed valuation compared to the 
cost approach. 

6. REJECTS PROPOSAL TO TAX PROPERTY ONLY FOR THE COST OF 
SERVICES AND PROTECTION PROVIDED. 

The Tax Study Committee opposes taxing all classes of 
real property only for the costs of services provided to 
serve and protect real property. 

The Iowa Association of Realtors requested that all 
classes of real property should only be taxed for the cost 
of services provided to serve and protect that real 
property. The costs would include the costs of police and 
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fire protection. Other costs such as those associated with 
education and social programs should be shifted to other 
forms of taxation such as user, sales, excise, payroll, 
moneys and credit, and income taxes. 

The Committee recognizes that some reduced reliance on 
property taxation may be desirable, but shifting even K-12 
school district costs amounts to approximately $608 million. 
This would be a significant amount of tax dollars to be 
Shifted to other forms of taxation which could cause 
undesirable effects in comparison to the overall tax 
structures of surrounding states. The proposal also raises 
the definitional questions. What are services directly 
related to real property? What police and fire protection 
costs Should be attributed to property and what costs to 
human safety and protection? Do not educational programs 
and basic social welfare programs add to social stability 
and proper respect for other persons and property? 

7. OPPOSES ASSESSMENT AND TAXATION OF LAND VALUATION 
ONLY. 

The Tax Study Committee opposes a proposal that all 
property taxes should be levied against land values only and 
not on improvements to land. The proposal is designed to 
encourage the development of land to its highest and best 
use and to discourage land speculation. 

The Committee conCluded that shifting taxable values of 
land from any improvements on the land would have a severe 
negative impact on farmers and agricultural production at a 
time when the agricultural economy is already depressed and 
upon property held for development. 

8. OPPOSES INCREASING THE RATE FOR THE SCHOOL FOUNDATION 
LEVY. 

The Tax Study Committee opposes an increase in the school 
foundation levy from $5.40 per thousand dollars of assessed 
value to $6.20 per thousand dollars. 

The Iowa State Education Association recommended, as a 
part of an increase in state aid to the K-12 educational 
system, an increase in the property tax levy for the school 
foundation from $5.40 per thousand dollars of assessed 
valuation to $6.20 per thousand dollars. The recommendation 
will generate approximately $54 million of increased local 
effort. 

The Committee 
in the already 
purposes. The 

opposes the recommendation as 
heavy burden on property for 

Committee also was concerned 
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schools would not have to levy the entire school foundation 
levy to raise the necessary revenue and such an increase 
might also deny state foundation aid to some school 
districts. 

9. OPPOSES RECLASSIFICATION OF APARTMENT BUILDINGS AS 
RESIDENTIAL PROPERTY. 

The Tax Study Committee opposes the reclassification of 
apartment buildings as residential property. 

Representative Janet Carl proposed that apartment 
buildings should be classified as residential rather than 
commercial property for consistency of treatment with houses 
which contain apartments for rental purposes. Residential 
property as a class is assessed at a lower percentage of 
actual value than is commercial property. 

The Committee opposed Representative Carl's proposal 
because apartment buildings are a commercial investment and 
enterprise similar to other business properties. The 
reduction in assessed valuations for apartment buildings 
should result in lower rents, but there are no guarantees. 
The resulting shift in the property tax burden in many 
communities would not be welcome. 

10. RECOMMENDS CHANGE IN LIMIT ON THE AGRICULTURAL LAND 
TAX CREDIT. 

The Tax Study Committee recommends that the agricultural 
land tax credit be limited to the first $1,000,000 for a 
family farm corporation, and the first $500,000 of taxable 
valuation of an individual farmer or other business entity. 
The Committee also recommends that the value of farm 
buildings be included in the taxable valuations eligible for 
the tax credit. 

The Committee made the recommendation to limit the 
eligibility for the agricultural land tax credit to give 
some assistance to family farm operations and to family farm 
corporations. The Committee agreed to include farm 
buildings in the assessed valuations eligible for the credit 
as a method to encourage cattle feeding operations which 
need buildings to protect cattle from inclement weather. 
Retaining the agricultural land tax credit in light of 
recommendations to eliminate the homestead tax credit and 
military service tax credit is supported by the need to 
support the economically-depressed agricultural economy. 

The Iowa State Education Association recommended, as a 
part of an increase in state aid to K-12 educational system, 
to limit the agricultural land tax credit to agriCUltural 
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land which is farmed by an owner-operator only. The purpose 
of the recommendation, in addition to saving state revenue 
to be used for educational purposes, is to encourage the 
family farm concept. 

The Committee opposes the recommendation because it would 
have little impact on encouraging family farms and would 
probably lead to abuse. It would be difficult to define the 
term "owner-operator" and administrative costs would have to 
be increased to make enforcement effective. 

11. RECOMMENDS CHANGE IN CLASSIFICATION OF MACHINERY 
USED IN MANUFACTURING FACILITIES AND COMPUTERS FOR PROPERTY 
TAXATION. 

The Tax Study Committee recommends striking sections 
427A.l(1)e and 427A.l(1)j to remove machinery used in 
manufacturing establishments and computers from being 
automatically classified as real property. The Committee 
also recommends that the broad exemption specified in 
section 427A.l, subsection 3, be tightened so that it only 
applies to property which is frequently moved within its 
location. 

The Committee concluded that machinery used in 
manufacturing facilities and computers should not be 
specifically defined as real property for property tax 
purposes. The consultant noted that this proposal would 
increase horizontal equity by removing the present inequity 
between manufacturing machinery and other types of 
machinery. With the elimination of the Code provisions 
specifically defining manufacturing machinery and equipment 
and computers as real property, the property would be 
assessed as real property only if it met other provisions in 
Chapter 427A. The Committee feels that current 
classification of manufacturing machinery and equipment and 
computers as real property provides an undesirable business 
climate in Iowa. The Committee also feels that, as an 
exception to the regular rule, manufacturing machinery which 
is attached when used but which is frequently moved within 
the manufacturing facility should be eligible for 
classification as personal property. The Committee feels 
that consistency of tax treatment for machinery and 
equipment and computers, wherever used, is important. It 
should make no difference for tax purposes, whether used in 
the home, on the farm, in the office, or in a manufacturing 
operation. (See Shaff Minority Report) 

12. RECOMMENDS ELIMINATION OF MILITARY SERVICE TAX 
CREDIT. 
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The Tax Study Committee recommends elimination of the 
military service tax credit. 

The military service property exemption reduces the 
taxable value of real or personal property of eligible 
Iowans who served in the armed forces during specified war 
time periods. The Committee recommends elimination of the 
exemption because it applies unfairly to veterans serving 
during certain periods of armed conflict regardless of their 
individual roles in the armed forces, applies only to 
homeowners among eligible veterans, and is generally an 
inappropriate method of recogni~ing military service. See 
Consultant's Report, pp. 200-201) 

13. RECOMMENDS ELIMINATION OF THE HOMESTEAD TAX CREDIT 
AND THE EXTENSION OF THE ELDERLY AND HANDICAPPED TAX CREDIT 
TO ALL LOW-INCOME PERSONS. 

The Tax Study Committee recommends elimination of the 
Homestead Tax Credit and extension of the Elderly and 
Handicapped Tax Credit to all low-income persons. 

This recommendation would provide a property tax credit 
to all low-income owners and renters based on a graduated 
rate by income class. This modification would improve the 
progressivity of the property tax. The expanded credit 
would be administered by the Department of Revenue in the 
same manner as the current Elderly and Disabled Credit. See 
pages 198 through 200 of the final report for the 
consultant's analysis of the recommendation. 

The Committee conCluded that the original purpose of the 
Homestead Tax Credit which was basically to encourage home 
ownership is not being fulfilled by the credit. The 
Committee concluded that the amount of the credit is not a 
significant factor contributing to increased home ownership, 
amounting to only $136 in the 1983-84 fiscal year for the 
average homeowner. The credit discriminates against renters 
who, due to lack of funding or need for mobility in modern 
society, do not own their homes. Furthermore, the value of 
the homestead credit is uneven in its application, varying 
with each taxing district. It is an increasingly 
significant liability against the state general fund. The 
Committee believes that a credit against property taxation 
should apply only to those low income persons who cannot 
afford the property tax burden. (See Consultant's Report, 
pp. 198-200 and Shaff Minority Report) 

14. RECOMMENDS REVISION OF THE ASSESSMENT FORMULA FOR 
AGRICULTURAL LAND. 

21 



The Tax Study Committee recommends that the agricultural 
land productivity formula capitalization rate be defined as 
eighty percent of the Federal Land Bank Mortgage interest 
rate averaged over three years with a limit of one percent 
increase or decrease in the rate per year. It also 
recommends that the period over which income is averaged be 
changed from five years to three years. The Committee also 
recommends that additional modifications be made in the 
agricultural land productivity formula as it applies to 
production and other factors within individual counties. 

The present farmland productivity formula involves 
average production and county grain prices less expenses 
averaged over five years and a capitalization rate of seven 
percent. The consultant noted that using a shorter time 
period for income averaging in the formula would help 
counties which have had recent difficult climatic and 
economic problems such as flooding, drought, and low 
commodity prices by reflecting the lowered income more 
rapidly. Forty percent of the states tie their 
capitalization rates to the Federal Land Bank interest 
rates, but most of them use the five-year average rather 
than a three-year average. The three-year average for 
income is more responsive to actual income production, but 
it also tends to be more volatile. (See Consultant's 
Report, pp. 202-203) 

The Committee believes that the current seven percent 
capitalization rate fixed by statute does not reflect 
changing interest rates in the market and that a five-year 
average on income holds assessed valuations too high when 
actual income is low. The five-year income average provides 
more stability to governmental units which rely on property 
taxes but it does not accurately reflect current income 
levels of taxpayers. The productivity formula should use 
actual county production figures rather than crop 
suitability rating based on statewide averages and use 
climatic conditions reflective of more recent conditions 
rather than longer term conditions of ten to twenty years. 
The Committee also recommends that the agricultural land 
productivity formula include consideration of fuel costs, 
machinery costs, and interest costs. 

15. FAVORS CONTINUED COUPLING OF INCREASES IN 
AGRICULTURAL AND RESIDENTIAL PROPERTY ASSESSMENTS. 

The Tax Study Committee 
increases or decreases in 
agricultural property and 
coupled as provided in section 
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The Committee concluded that the current methods of 
determining the assessed values of tax property is very 
complex and that uncoupling the tie between agricultural and 
residential property assessments would further complicate 
the system. The Committee considered a proposal to allow 
local option on whether the assessed values of the two 
classes of properties should remain tied but were advised 
that serious legal questions would arise if all changes were 
to be made on a local option basis. 

16. RECOMMENDS RETAINING CURRENT SYSTEM IN K-12 SCHOOL 
SYSTEM FUNDING. 

The Tax Study Committee opposes a proposal to fund all 
per pupil costs of K-12 school districts by eliminating 
state-funded property tax credits and increasing income and 
sales and use taxes. The Committee felt that this proposal 
might impact upon local control. 

Under this proposal, the state would assume all per pupil 
costs, based on actual head count, for K-12 school 
districts. Local school districts would continue to be 
responsible for most special school taxes. A state tax 
commission would be created to conduct an annual review of 
the need for additional revenues. If necessary, the 
commission would temporarily increase income and sales taxes 
sufficient to generate the funds required. property tax 
credits currently paid by the state would be eliminated with 
the exception of the property tax credit for low-income 
elderly and handicapped. This credit would be retained for 
homes assessed at less than $30,000 and whose net worth is 
less than $50,000. See pages 203 through 211 of the final 
report for the consultant's analysis of the proposal. 

To fund the projected budget needs for the fiscal year 
1985-86, a one percent sales tax increase and an 18.7 
percent surtax on individual and corporate incomes taxes, 
insurance premiums tax, and the franchise tax would be 
needed. The Committee felt that the proposal would have a 
significant impact on the taxpayers because of the tax shift 
and would have a negative impact on economic development in 
the state. The proposal would also raise the top individual 
income tax rate to over fifteen percent. In addition, the 
corporate income surtax would raise the top corporate income 
tax rate to over fourteen percent, a rate which is 
considerably higher than surrounding states. 

The proposal would probably be detrimental to the 
insurance industry because the surtax on the insurance 
premiums tax would trigger retaliatory taxes against Iowa 
companies doing business in other states. 
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The Tax Study Committee supports continuation of the 
current funding structure. 

OTHER COMMITTEE RECOMMENDATIONS 

1. RECOMMENDS PROMPT PAYMENT OF STATE SCHOOL AID. 

The Tax Study Committee recommends the timely and regular 
payment of state school aid to the school districts. 

The Committee recognizes the economic problems which have 
occurred affecting cash flow in the state general fund but 
recommends that the state make necessary changes to return 
to timely and regular payments of state school aid to the 
school districts. Late payments in recent years have caused 
school districts to borrow funds for operating expenses, the 
cost of which reduces funds available for essential 
educational programs. 

2. RECOMMENDS LOCAL OPTION TAXES BE PERMITTED. 

The Tax Study Committee recommends that local governments 
be authorized to impose local option taxes after a 
referendum. The recommendation does not include 
authorization for a payroll tax borne by the employer. 

The Committee had serious reservations about opening the 
door to local option taxes. However, after lengthy 
consideration it concluded that local governments should be 
allowed other sources of revenue in addition to property 
taxes. If maintaining local services without increasing 
property tax burdens is desirable, local sales, income, 
wheel or other user taxes may be necessary. The Committee 
makes no specific recommendations as to rates or 
administrative details except that the tax should be imposed 
by referendum and that a payroll tax should not be 
permitted. The Committee considers a payroll tax borne by a 
business as a tax which should be avoided since it could 
inhibit economic development. 

3. RECOMMENDS ADDITIONAL REVENUE SOURCE. 

The Tax Study Committee recommends that as additional tax 
revenues are needed to carry out the particular 
recommendations which are enacted into law, the best source 
of increased revenue would be an increase in the sales and 
use tax. 
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If all Committee recommendations were to be adopted 
immediately and not phased in over a period of years, an 
increase from four percent to five percent in the sales and 
use tax would be needed to offset the resulting loss in 
revenues. The Committee recognizes the regressivity of the 
sales tax. One of the principal objectives of the Tax Study 
Committee was to present a package of tax recommendations 
which is revenue neutral. 

After considering other possibilities such as a surtax on 
individual and corporate income taxes, the Tax Study 
Committee concluded that the most desirable alternative is 
an increase of one percent in the sales and use tax. The 
additional one percent sales and use tax would not seriously 
disadvantage Iowa in comparison to most other surrounding or 
comparable states. On the other hand, a surtax on 
individual and corporate income taxes would put Iowa well 
above our competition and could seriously damage economic 
development in this state. 
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MINORITY REPORT 

I supported the Committee's vote to discontinue the 
homestead credit as it has outgrown its original purpose of 
promoting home ownership. The federal income tax provides 
an incentive for home ownership. However, the money saved 
should have been allocated to lower property taxes to all 
property owners. Lowering property taxes could be done by 
increasing the school foundation from 79-80 to 84-85 percent 
funding. This would cost about seventy million and the 
savings to be shared by all property taxpayers, including 
apartment owners in the commercial class now being 
discriminated against. 

It is not acceptable to use an increase in property tax 
to fund loss in sales and income tax. 

While the joint married filers of the state income tax 
unfairly discriminated against the wife who works on the 
farm, in the business, and in the home, the cost corrections 
should be borne by all income taxpayers and might be delayed 
until the federal government changes to a modified flat 
rate, if they do. 

Removing from the Code the section that defines all 
industrial machinery and equipment as real property does 
away with a class inequity and should be done. I do not 
believe this should include computers. This does not single 
out one class of taxpayers as industrial equipment does. 
Computers do require the services of police and fire 
protection more than most other classes of property and 
there is a definite need for educational services growing 
from the use of computers. 

The seventy million used to increase the school 
foundation could be replaced by the ten million not lost by 
eliminating computers and by delaying and ultimately funding 
the 10s5 of money from helping joint filers to a 
corresponding increase in the income tax. 

ROGER J. SHAFF 
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MINORITY REPORT 

I am concerned that so many recommendations of the Tax 
lStudy Committee tend to gloss over the issue of tax equity 
and put too much emphasis on reducing an already light 
business tax burden in the name of "economic development". 

A number of studies, which use varied indices, show 
Iowa's business taxes to be among the nation's lowest. The 
most recent tabulation available shows that only three 
states have a lighter business tax burden as a percentage of 
total personal income. A more recent analysis indicates 
that tax changes in Iowa since 1980 have probably dropped 
this (see below) rank even lower. 

With business taxes so low, substantial further reduction 
at the expense of individual taxpayers should be out of the 
question. 

I also believe the data provide strong evidence to show 
that fairness of the Iowa individual income tax would be 
improved by limiting the deductibility of federal income 
taxes in computing state tax liability. 

The percentage of income Iowans pay as taxes almost 
levels off above the $100,000 income level; and the 
percentage of income paid as additional tax (using an 
adjustment which takes into account the savings on federal 
income taxes reSUlting from state deductibility on federal 
returns) actually declines above the $100,000 level. 
(Figure 1, Page 41 of Consultant's Report) 

Since this results form allowing full deduction of 
federal income taxes, the simplest way of dealing with it 
appears to me to be for Iowa to join the vast majority of 
states which either limit federal income tax deductibility 
or do not allow it. But if this step is unacceptable to 
some as a "tax on a tax," then the same end could be 
achieved by raising rates. 

A corollary of the light Iowa business tax burden is this 
the proportion of state and local taxes paid by Iowa 

individuals in comparison to the proportion paid directly by 
businesses is one of the nation's highest. 
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A recent evaluation by Dr. Peter Fisher, "An Evaluation 
of Selected State Tax Credits and Property Tax Credits in 
Iowa," points out that actions since 1980 have further 
reduced the proportion of Iowa taxes paid by businesses 
while increasing that paid by individuals. 

Further 
machinery 
justified. 

business tax 
and equipment 

reduction, 
from the 

such 
sales 

as exempting 
tax are not 

If there is a problem with Iowa business tax, it is with 
the nature of the tax, not the total burden. 

For that reason, I believe, the decision not 
that Iowa join most other states in using 
three-factor process for taxing corporation 
wrong. With three-factor apportionment, the 
income tax could provide a fair replacement for 
sales taxes on machinery and equipment. 

to recommend 
the standard 
profits was 
corporation 
the loss of 

Single-factor apportionment greatly reduces Iowa state 
income taxes of some companies and may be a great 
attraction for them -- but it offers little attraction to 
others, and the high rates which single-factor apportionment 
makes necessary may actually keep other companies out of 
Iowa. 

This expensive but somewhat spotty inducement should be 
dropped in favor of tax structures which will be attractive 
to all companies. This would be a way of making Iowa taxes 
more attractive without shifting taxes to individuals. 

PAUL STANFIELD 
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TAX STUDY COMMITTEE: IMMEDIATE RECOMMENDATIONS. FISCAL EFFECTS 

INDIVIDUAL INCOME TAX: 

Ad'ust Income Brackets for Married Joint Filin s. The committee 
recommends that income brackets for marrle taxpayers filing 
joint returns be increased by 50 percent. Married taxpayers 
filing separately will still be allowed that option. 

Fiscal Effect: Decreases tax burden on those taxpayers cUr
rently filing joint returns. The recommen
dation would result in a decrease of $32-36 
in state income tax collections. 

Changes In the Exemption Amount. The committee suggests that all 
earners of less than $8,000 be exempt from the state income 
tax. Currently. the exemption level is set at $5,000. 

Fiscal Effect: Increasing the minimum income level would 
decrease state income tax collections by $5-
7 million. 

Revise Calculation of Taxable Social Security Benefits. Current
ly, state income tax is imposed on the portion of social 
security benefits and railroad retirement benefits received 
by certain taxpayers that are subject to federal income tax 
in the tax years beginning on or after January 1, 1984. A 
taxpayer adds together his or her adjusted gross income, 
half of social security benefits received, and the amount of 
tax-free interest (for example, interest on municipal bonds) 
received. This sum is reduced by a base amount of $32,000 
for a married couple filing a joint return or $25,000 for a 
single individual. The remainder is divided by two. The por
tion of social security benefits equal to this amount (but 
not more than half the benefits) is then counted as income. 
The committee recommends that income earned from federal tax 
exempt securities be eliminated from the calculation of tax
able social security benefits. 

Fiscal Effect: State income tax collections would decrease 
by an unknown amount. 

Changes in the Minimum Tax. The committee recommends that the 
add-on federal alternative minimum tax be changed. This tax 
would maintain the current rate of 70% of the federal tax 
but would provide a cap equal to the 13% individual income 
tax rate. Also, the base would be altered to exclude 
hardship sales and a one-time exclusion of the sale of a 
home or business would be allowed. 
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Fiscal Effect: Current m~n~mum tax revenues represent $8-10 
million in collections to the state general 
fund. As capital gains account for the 
majority of that amount, by allowing the 
one-time exemption most of the dollars would 
be lost. Restricting the marginal rate to 
13 percent will lower revenues from those 
who are investing rather than making one
time sales. The recommendations would result 
in an approximate $7-8 million decrease in 
minimum tax collections. 

CORPORATE INCOME TAX: 

Gross Premiums Tax. The committee recommends that non-profit 
service organizations (Blue Cross/Blue Shield) be subject to 
the two percent gross premiums tax. 

Fiscal Effect: Current law exempts fraternal beneficiary 
associations, whose premium rates are not 
flexible and health maintenance organiza
tions for the first five years from the two 
percent gross premiums tax. While non-profit 
service organizations (including Blue Cross/ 
Blue Shield) are also currently exempt, 
these corporations pay a tax of $0.15 per 
subscriber contract issued in the calendar 
year. Imposing such a tax on Blue Cross/ 
Blue Shield would result in an increase to 
the general fund of roughly 8.5 million. 

Note: Calculations assume an elimination of 
the $0.15 per subscriber contract tax. Addi
tionally, those accounts with no contract or 
certificate issued by Blue Cross/Blue Shield 
or which do not evidence acceptance of risk 
(including national accounts, federal em
ployee programs, and administrative service/ 
cost plus accounts, all currently not under 
the $0.15 tax) are not included in the cost 
estimates. The current payment of taxes to 
the state requires one-half of the previous 
year's tax due June 1 and the balance of the 
tax due March 1. This schedule effectively 
precludes any additional collections during 
the first year of a law's enactment. This 
loss would be recovered the following fiscal 
year; collections would balance out after 
the first two years. 
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SALES AND USE TAX: 

Exempt Agricultural and Industrial Machinery and Equipment. 

Fiscal Effect: If enacted, exempting agricultural machinery 
and equipment would result in a decrease in 
collections of $28-36 million and exempting 
industrial equipment would result in a 
decrease of $16-28 million. Taken together, 
this represents a loss to the state general 
fund of $44-64 million. An evaluation of 
the agricultural economy may reveal that the 
ag M&E figure is somewhat higher than 
present investment patterns may indicate. A 
more specific estimate depends on how the 
legislation is drafted. 

Exempt All Warehousing. All tangible personal property except 
raw agricultural products are exempt from sales and use tax. 
The committee recommends that warehousing of raw agricul
tural products also be exempted from the sales and use tax 
base. 

Fiscal Effect: with this exemption, sales and use tax col
lections to the state general fund would de
crease by slightly less than $2.0 million-.--

Subject the Sales of Newspapers to Sales and Use Tax. 

Fiscal Effect: With this exemption, sales and use tax col
lections to the state general fund would 
increase by $3.0-4.0 million annually. 

~I~n~c~r~e~a~s~e~~s~a~l~e~s~a~n~d~~u~s~e~t~a~x~. Since the suggestions of the commit
tee represent a revenue shortfall to both state and local 
governments, the committee recommends increasing the state 
sales and use tax from 4 percent to 5 percent to replace the 
shortfalls. 

Fiscal Effect: Increasing the state sales and use tax will 
result in an increase to the state general 
fund of approximately $175 million for fis-
1986 if there were no changes in the base. 
However, if agricultural and industrial M&E 
and agricultural warehousing are exempted 
from the sales and use tax base, as per the 
committee recommendations, roughly $160 mil
lion additional revenue would be generated 
to the state. Also, an increase to the sales 
state general fund. Also, an increase to 
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PROPERTY TAX: 

and use tax rate would generate an addition
al $18-20 million for the Road Use Tax Fund 
for use taxes collections on motor vehicle 
sales. 

Personal property. Currently, personal property is being phased 
out of the property tax base in a ten-phase approach. This 
phase-out involves a credit reimbursing local taxing author
ities for a rollbacked aggregate assessed valuation loss. 
The state has reached the 5th phase with a credit to proper
ty owners up to $175,000. The committee recommends that the 
tax balance on personal property be eliminated immediately. 
The credit to local authorities remains in place. 

Fiscal Effect: The effect of this recommendation is a re
duced tax burden on those taxpayers with 
larger amounts of personal property (over 
$175,000). Local taxing authorities, still 
receiving their credit payment should be 
minimally affected. 

Since the state pays the property tax credit 
and the payment schedule would be acceler
ated to the final year's credit amount 
rather than the 5th phase amount, a change 
in the law would result in additional credit 
payment. This amount represents a $3.8 
million decrease to the state general fund 
for each year the payment is accelerated, 
totalling $21.8 million ($68.0 credit cap 
less $46.2 current credit). 

Affects To School Aid Formula. Without 
explaining the school aid formula, it 
property tax assessments are linked 
schools; the level of a district's 
amount of available state aid. 

going into detail 
should be known that 
to spending for R-12 
tax base affects the 

Fiscal Effect: Assuming that local levies remain constant, 
a one percent decrease in the statewide tax 
base (assessed valuation) results in an 
effect to the K-12 formula which will shift 
$3.67 million in funding liabilities. Of 
this amount, the state will bear $3.0 
million in increased state aid and local 
school districts will have to pick up the 
$0.67 balance. The current statewide tax 
base (for FY 1985 budgets) is approximately 
$68.0 billion. A one percent decrease would 
equal about $680.0 million. 
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Machinery and Equipment. Currently all machinery and equipment 
used by business and industry is defined as real property 
and excluded from treatment as personal property. The com
tee recommmends that the exclusion for computers and other 
machinery and equipment used by business and industry be re
moved. These items would be eligible for classification as 
as personal property subject to the limitations cited in the 
Code. Further, the committee recommends that the definition 
o-r--personal property pertaining to "attached" property be 
amended from that cited in Chapter 427A.l(3) to that proper
ty which is moveable within the plant. 

Fiscal Effect: By making machinery and equipment eligible 
for classification as personal property, a 
shift from the real property tax base would 
occur. This shift represents a loss to 
local taxing authorities since any real 
property shifting to personal property would 
fall under the personal property tax exemp
tion and the state credit reimbursing this 
is capped at $68.0 million. 

Unless local authorities can increase their 
levies, shifting the real property assess
ment loss to other assessed properties, 
total assessed valuations would decline. For 
FY 1985, the numbers of local taxing author
ities and their levies are as follows: 

Cities: 
At $8.10 limit ..•... 360 
$7.83 - 8.10 ...... 191 
7.56 - 7.83 •••••. 47 
7.29 - 7.56 •..•.. 42 
0.10 - 7.29 ••••.. 308 
No levy............ 8 

Use emergency levy .. 102 

Counties: 
At $3.50 limit...... 57 

(Counties must be at their 
general fund limit before 
they can use the supple
mental levy.) 

An exact fiscal estimate of this recommen
dation is difficult to provide due to con
templated changes in assessment practices. 
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However, a loss to the assessment base also 
represents an additional loss to local tax
ing authorities and to the state due to the 
school foundation aid formula. (See above 
explanation). Also, if new equipment and 
machinery shifted to the personal property 
class, the estimates of the state's share 
of credit payment for machinery put in place 
after fiscal 1981 (the "70/30" credit) would 
decline from its current initial year esti
mate of $7.0 million. It is important to 
note that the cost to the state is only $6 
million even if all M&E became personal 
property. This $6 million is a net figure 
based on savings from the 70/30 credit and 
costs of increased K-12 state aid. The loss 
to local governments would be $70 million 
(70/30 plus all other industrial M&E) if 100 
percent became personalty. The amount shift
ed to personalty is likely to be closer to 
70 percent, in whiCh case the state costs 
would be $4.2 million and the local revenue 
$49 million. 

Productivity Formula. The committee recommends that the cap
italization rate currently set at 7.0 percent be changed to 
80 percent of the Federal Land Bank mortgage interest rate 
averaged over three years with no more than an increase of 
one percentage point per year. Further, the period over 
which income is averaged would change from five years to 
three years. 

Fiscal Effect: The recommendation would result in a cost to 
the state reflecting an increase in school 
aid payments of $14 million for the first 
year in place and $39 million the second. 
The local loss, assuming no shifting, is 
estimated at $52 million for the first year 
and $144 million for the second year. 

Military Credit. The committee recommends that the Military Tax 
Credit, currently paid to local taxing authorities for a re
duction in the taxable value of real or personal property of 
eligible Iowans who served specified years in the military 
forces, be abolished. 

Fiscal Effect: On the average, the repeal of the credit 
represents a $60 annual increase in property 
tax to qualified individuals. The state 
would save roughly $3.3 million annually. 
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Chan and Disabled Tax ,. Credi ts .<;.~The com-
mittee recommends that the Homestea Property Tax Credit be 
abolished and the Elderly and Dis.abled Tax Credit be expand
ed to all low income owners and renters~ith incomes less 
than $12,000. ' .. 

c' 

Fiscal Effect: The homestead credit is paid to local taxing 
authorities in lieu of collections made on 
the the first $4,850 of assessed valuation 
for homeowners. The' repeal of ,this credi t 
would increase individual homeowner's prop-' 
erty taxes by approxima~ely $125-150.00 per 
year. However, to some exterttthis effect is 
offset by the expansion of the elderly cred
it to a "circuit,breaker 8

. eligibilities. 
'- .- .-..... ~ ~,·t$;.l- '~~'. 'i' y~. 

While there is a savings to 'the state with 
the repeal of the homestead: credit'/ there .is 

. a cost related ,to, the new low income. owners 
and renters credit., .. ;;'l'be net .. effect of the 

,change is difficult to p'rc,jectdue.,toc,a lack 
'of housing cost and ~z:i!lated income'data. 
Roughly, the circuit breaker represents an 
increase to the state general"fund of $44-64 
million. ~,". , •. ',' 

< .... , ":,i-~"-'~~:: - ~.-O '.> -
!; ; .' -..,,: ~, , . ' 

.,,' -.. '. -:' ,""'--.... ", '.'" :';1 :;, ,,,,~ .. " .• 
Local Options Tax. The committee recommerids that,·the 'state'allow 

local governments the choice to levy a lcicalQptions tax. 
The tax could come from a broad base' {~heel;"sales, and so 
on} with a payroll tax not allowed. ,Such a tax would be be 
subject to a local referendum. In the 'event' that two taxing 
overlapping taxing authorities (such as a 'city and its re
spective county) both ~ave the same local options, that part 
of the revenues collected within the city goes to the city 
and the collections in the unincorporated areas of the coun
ty and for any non-levying cities go to the'county. ":" 

~ :. ;- ' - ~ 
~ ~'-,. , 

Fiscal Effect: The fiscal effectofthis""recommendation, 
while positive, is not known. ,The effect 

'~will vary depending on the number of local 
governments applying a tax and the selected 
tax base and rate. . 
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FISCAL EFFECTS: TAX STUDY COMMITTEE - FUTURE RECOMMENDATIONS 

Inheritance Tax: 

Repeal Inheritance Tax. Currently, the state imposes an inherit
ance tax and an estate tax. The committee recommends that at 
some point in the future inheritance tax be repealed and only 
estate tax be imposed. 

Fiscal Effect: Repealing the inheritance tax will decrease 
collections by removing a revenue source and 
by affecting the base of the rema1n1ng 
estate tax. Current revenues for the estate 
and inheritance tax are roughly $58.0-60.0 
lion annually. These revenues will remain 
fairly constant over the next few years, 
with inflation increasing the base and the 
phase-in of the spousal exemption decreasing 
the base in proportionate amounts. Of this 
income, $12-15 million comes from the estate 
tax. By repealing the inheritance tax, col
lections would decrease to this $12-15 mil
lion amount, decreasing state general fund 
collections by approximately $45 million. 

36 

· [ 



TAX STUDY IMMEDIATE RECOMMENDATIONS: SUMMARY OF FISCAL EFFECTS 

AREAS OF STATE IMPACT: Fiscal Effect* 

INCOME TAX 
Married/Joint Tax Returns 
Minimum Income - $8,000 
Social Security Changes 
Minimum Tax Changes 

GROSS PREMIUMS TAX 
Blue Cross/Blue Shield 

SALES & USE TAX 
Exempt Machinery & Equip. 

- Agricultural M&E 
- Industrial M&E 

Exempt Warehousing 

Newspaper Sales Tax 

Increase Sales Tax 
(assumes exemptions) 
(RUTF incr. $18-20 M) 

PROPERTY TAX 
Exempt Personal Property

(1st five years) 

M&E Redefined 

AG Productivity 
(1st two years) 

Military Credit Repeal 

New Circuit Breaker 
(Hmdstd/Elderly Credit) 

AREAS OF LOCAL IMPACT: 

PROPERTY TAX 
M&E Redefined 

AG Productivity 
(1st two years) 

LOCAL OPTIONS TAX 

$ 

$ 
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32-36 million decrease 
5-7 million decrease 

unknown decrease 
7-8 million decrease 

8.5 million increase 

28-36 million decrease 
16-28 million decrease 

2 million decrease 

3-4 million increase 

160 million increase 

21.8 million decrease 

4-6 million decrease 

14-39 million decrease 

3.3 million increase 

44-64 million increase 

Fiscal Effect* 

49-70 million decrease 

52-144 million decrease 

unknown increase 
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EXECUTIVE SUMMARY 

Part I. Introduction 

A. Background and Methodology 

The Iowa Tax Study Committee was created by Senate file 461 

in June, 1983 to examine Iowa's state and 

Committee was charged with presenting 

local tax system. The 

findings of fact and 
recommendations for change to the Governor and State Legislature 

in December of 1984. Coopers & Lybrand was engaged to perform an 
in-depth analysiS of the present structure and of possible 

modifications to the present structure. 

The Coopers &. Lybrand Study focuses on six major taxes; the 

i nd i v id ual income tax, the corporate income tax, the sales and 

use taxes, the inheritance and estate taxes, the motor vehicle 

fue 1 tax, and the property tax. Data were gathered from s ta te 

sources, interviews were conducted with state personnel, a 

literature search was undertaken, analytiC computer models were 
developed, and policy analYSis was accomplished. Throughout this 

period Progress Reports were sent monthly and nine meetings were 

held ;.lith the Tax Study Committee. A business survey instrument 

was developed and the survey conducted in order to determine the 

impact of state and local taxes on location and investment 

decisions in Iowa. The results of these activities are contained 

in the final Report (Volume Il and the data used to arrive at the 

findings are contained in the Appendix (Volume II). 

8. Glossary 

A Glossary was developed in order to fully explain the policy 
and analytic terms as used in this Study. The policy terms are 

equity, neutrality, yield and simplicity. The analytiC terms 
include tax effort, tax capacity, tax 

rates, inCidence, federal deduction, 
elasticity. 

i 
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tax 

and 



Part II. Iowa Tax Structure Overview 

A. Policy Overview 

According to tax policy theorists, a reasonable tax structure 
should be equitable, neutral with respect to economic decisions, 

adequate in yield, 

ture, in general, 
and simple 

meets the 
to administer. 

criteria of a 

The Iowa tax struc
reasonable system. 

While equity considerations tend to be judgmental rather than 
factual, equity, or fairness, is most often considered to be 

present when a tax does not fall more heavily on those with lower 
incomes than it does on those with higher incomes. The measure 

of burden is not only absolute dollars paid in tax, but the 
percentage of income those dollars represent. On this basis the 

individual income tax, corporate income tax, and inheritance 
taxes are progressive, Le., the relative burden increases as 

income increases up to certain income categories; the sales and 
use taxes are regressive since they are based on consumption, 

although the food and drug exemptions and taxation of services 
lessen the regressivity; the motor fuel tax is proportional based 

on its nature as a user fee; and the property tax is regressive 
since housing costs (including the tax) are such a large portion 

of income at the lower and lower-middle categories of income. 

The system has no major distortions which would make it 

seriously non-neutral. The top rates of both the indiVidual and 
corporate income taxes are high but the deductions in the case of 

the individual income tax and the single-factor formula used for 

apportionment of the corporate income tax bring down effective 

rates, making the tax less likely to cause economic decisions to 

be made on the basis of the tax. The major non-competitive 

feature of the sales and use tax is the full taxability of 

machinery and equipment used directly in processing. The 

treatment of inventories and industrial machinery under the 

property tax is also non-competitive but personal property roll

backs and partial exemptions of industrial machinery serve to 
lower the overall burden on these items. The fact that spouses 
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are still subject to the inheritance tax is a non-competitive 

feature of that tax but only until the proposed full exemption is 

phased ir.. The property rollbacks lower the tax burden for all 
taxpayers and the increase in taxes has been less than the 

increase in personal income state-wide. 

Revenue growth in general has not been as great as the growth 
in personal income. This is most likely due to several factors, 

among which are changes in federal liability upon which the 

income tax is based and lowered expectations of better times, 

leading to decreased spending and investment. Recent rate 

increases in the corporate tax, the sales and use taxes and the 

motor fuel tax will bring in increased revenues while the changes 

in the inheritance tax and the rollback provisions of the 

property tax will lead to decreased rates of growth. Iowa is at 
the approximate average in its reliance on the major taxes when 

compared with the surrounding states; the tax system capacity and 

effort made to reach that capacity are close to the national 

average for all states. 

The Iowa system is not overly complex nor is it difficult to 

comply with or to administer. The most complex tax is the 

property tax. The complexity is attributable partly to the 

nature of property taxes in all states and partly to the presence 
of three kinds of limitations and many partial exemptions and 

credits which may be repaid to the local governments or lost to 

them completely. 

The overall state and local tax burden for all Iowa taxes 

when compared to the U. S. as a whole is almost at the average 

(U.S. average : 12.07~: Iowa:: 12.14~). When compared to the 

eight comparable states (Illinois, Kansas, Minnesota, Missouri, 

Nebraska, North Dakota, South Dakota, and Wisconsin) it is higher 
than four and lower than four. 
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B. Economic Development Overview 

It is difficult to quantify the effect of taxes on location 
and investment decisions and on purchase decisions. National and 

local economic cycles, the demand for Iowa products, the size of 

the market, the cost and availability of labor and the cost of 

capi tal are all more important determinants of economic grololth 
than state and local taxes. 

A number of studies indicate that once a broad geographic 
region is selected, taxes play an important role in chOOSing 

among competing sites. The Iowa survey, slightly biased because 

it was conducted for the Tax Study Committee, also showed state 
and local taxes to play a more important role in site selection 

within a region. 

The Iowa system does not contain a large number of so-called 

busi ness i ncent i ves such as state inves tment tax credits, but 

neither does 

disallowance 

imposition 

businesses. 

it contain the major 

of the Accelerated Cost 

of worldwide combined 

The major tax incent i ve 

disincentives such as a 

Recovery System or the 

reporting for unitary 

for attracting multistate 

businesses is the single-factor apportionment formula. The major 

disincentive, according to testimony presented to the Tax Study 

Committee is the full taxation of inventories and machinery and 

equipment used directly in processing. 

When compared to the neighboring states, Iowa's tax burden is 

not high. Other factors relating to labor costs which include 

unemployment insurance and workers' compensation as well as 

salary ranges may play a larger part in location deCisions than 

do the major state taxes. 
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Part III. Tax Analysis 

A. Individual Income Tax 

1. Description 

The tax is based on federal adjusted gross income w~th 

certain modifications to create Iowa net income. A deduction is 

allowed for federal taxes paid and standard or itemized 
deductions are also allowed. The rates are graduated and range 

from 0.5 percent to 13 percent. 

2. Policy Considerations 

The 

levels. 

tax 

The 

is progressive, particularly 

federal deduction and federal 

at lower income 

offset narrow the 

progresslvity. The tax exhibits general horizontal equity 

although variations in burden exist between taxpayers with larger 

families and smaller families and between married couples filing 

joint returns and those filing separate returns. 

The top rate of the tax is high when compared to neighboring 

states, but at the lower and middle ranges of income the rate is 

comparable. The federal tax deduction tends to lower the burden, 

while the alternative minimum tax add-on increases it both for 

high income taxpayers and those who realize a large capital gain. 

The growth of the tax from the 1978 liability year (fiscal 

year 1979) through 1982-83 was 25.7 percent, a growth percentage 

below that of personal ,income. Iowa is reliant on the tax at 

about the average of the neighboring states and has a below 

average capacity but makes an above average effort. 

The tax is quite Simple due to its close tie to the federal 
income tax. 
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3. Possible Modifications 

a) Cap or Eliminate the Federal Deduction 

The modification would increase vertical equity and increase 

~he effective tax rate and, thereby increasing the tax burden. 

Individual income tax revenues could increase by approximately 41 

percent. If revenues were to be held constant, nominal rates 

could be decreased. Simplicity would not be affected by the 

modification. 

b) Substitute a Flat Rate for Graduated Rates 

The modification could increase neutrality by lowering the 

effective rate for taxpayers with income over $20,000, would 

lessen the progressive nature of the tax and would have to be 

applied at a rate of 3.7 percent to produce like revenues. 

c) Substitute a Modified Flat Rate 

At either a SS - 7S - 9S or a SS - 7.SS - lOS rate structure 
the tax would become less progressive and more neutral, could 

increase individual income tax revenues from 1.S percent to 2.2 

percent (all from those earning $20,000 or less) and would be 

somewhat simpler to administer. 

d) Eliminate Married Separate Filing 

This modification could decrease neutrality and could 

increase individual income tax revenues by 14.4 percent, all from 

those presently filing as married separates. 

e) Revise the Rate Structure for Joint and Married 

Separate Filers 
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This modification could decrease individual income tax 

revenues by 12 percent and would benefit present joint filers 

while increasing effective tax rates for present married separate 

filers. 

f) Change the Add-On Federal Alternative Min~mum 
Tax to an Iowa Tax 

This modification would make the tax more neutral and could 

decrease revenues $2,000,000 to $4,000,000. 

B. Corporate Income Tax 

1. Description 

The base is federal taxable income with certain modifications 
to arrive at Iowa net income. Multistate corporations are 

subject to apportionment on the receipts (sales) factor only. 
The graduated rates range from 6 percent to 12 percent. 

2. Policy Considerations 

The tax is progressive. The top rate is high compared to 

other states but the 50 percent federal deduction and the close 
tie to the federal tax base lower the effective tax rate. For 
resident apportioners the single-factor formula is an advantage 
and decreases the amount of income taxable by Iowa. For non

resident apportioners it serves to increase the apportionable 

base. Re cently the revenues from the tax have grown at a rate 

exceeding the rate of growth of corporate income due to an 

increase in the rates. Iowa relies on the tax at the average for 

the comparable states and has a capacity approximately 10 percent 

less than the national average; its effort is approximately 6 
percent less than the average. The tax is easy to administer and 
comply with. 
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3. Possible Modifications 

a) Employ a Three-Factor Formula 

Under this modification the tax would remain progressive, 

would be more horizontally equitable than it is currently, would 

provide a lesser incentive for locating or expanding in Iowa, and 

(based on a study completed ten years agol could increase 

corporate income tax revenues approximately 32 percent. 

b) Eliminate the Federal Deduction 

Under this modification the tax would be slightly more 

progressi ve, the effect i ve tax rates would increase to a small 

degree, and corporate tax revenues could increase by approxi
mately 18 percent. 

c) Substitute a Flat Rate 

Under this modification the tax would become proportional, 

ra ther than progress i ve, effective rates 

income over $100,000 would decrease and, 

chosen, corporate tax 
reduced by 24.8 percent 

revenues could 
to 37.8 percent. 

for corporations with 

depending on the rate 

remain constant or be 

d) Impose Combined Apportionment on Unitary Businesses 

Under this modification the tax would remain progressive, 

horizontal equity would increase, the economic climate would be 

negatively affected, and administrative costs would increase. 

e) Tax Financial Institutions under the Corporate 

Income Tax 

Presently these taxpayers are subject to a 5 percent flat 

rate franchise tax on a net income base which does not allow the 
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federal tax deduction nor the deduction for income from federal 

securities. Under this modification the tax would be 

progressive, banks would be subject to a higher rate in Iowa than 

in most of the surrounding states and revenues from financial 

institutions could decrease. 

f) Tax Insurance Companies under the Corporate Income 

Tax 

Insurance companies are presently taxed under the Gross 
Premiums Tax at 2 percent on the amount of premiums written with 

certain allowable deductions or exemptions. Under this 

modification the tax would be progressive but questions of 

neutrality and yield cannot be addressed due to recent federal 

tax changes which will seriously alter taxable income for 

insurance companies. 

C. Sales and Use Taxes 

1. Description 

The tax is imposed on retail sales of tangible personal 
property, utility services, selected personal and business 

services, room rentals, and amusement activities at 4 percent. A 

complementary use tax at 4 percent is applied to taxable sales of 

property or services used 
paid. The motor vehicle 

in Iowa, on which tax has not been 
use tax is imposed at 4 percent on 

vehicles subject to registration. 

2. Policy Considerations 

Sales and use taxes are regressive when measured by income, 
al though exemption of food and drugs lowers the effective tax 

rates and increases equity. The major business location 
disincentive relates to ~he taxation of machinery and equipment 

used directly in proceSSing, but the low rate and absence of 
local sales taxes puts Iowa in a good competitive position 
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relative to surrounding states. Growth in revenues lagged behind 
growth in personal income and cost of goods during the study 

period, but the newly imposed rate increase should increase 

revenues in the future. Iowa relies less on this source of 

revenue than most of the comparable states. Capacity is above 

average although, prior to the rate change, effort was very 

low. The tax, while fairly complex, is less complex than many 

states' taxes. Enforcement efforts are more than adequate. 

3. Possible Modifications 

a) Broaden the Base of Taxed Services 

Under this modification regressivity would be lessened, 

businesses may experience an increase in burden, revenues from 

sales and use taxes could increase by 14.6 percent and 

administrative efforts would need to be increased. 

b) Exempt Agricultural and Manufacturing Machinery and 

Equipment 

Under this modification no equity effects would occur, Iowa 

would be more competitive with comparable states, and revenues 

from sales and use taxes could decrease by 7.6 percent. 

c) Exempt Warehousing of Raw Agricultural Products 

This modification would lead to greater horizontal equity and 

would cause sales and use tax revenues to decrease by less than 

one percent. 

d) Allow Local Governments to Impose Sa les and Use 
Taxes 

This modification would increase effective tax rates, could 

cause inequities related to the distribution of revenues, wo;.!ld 
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raise total state and local rates to a level at or below those in 
most neighboring states, and could yield approximately 

$176,000,000 if all local governments imposed the tax. 

e) Substitute a Graduated Income Tax Credit for the 

Food and Drug Exemption 

The effects of this modification could be an increase in 

regressivity in the sales tax, an increa:se in progressivity in 
the income tax, a net increase in sales tax revenues of approxi

mately 12 percent (mainly from those earning over $20,000), and 

an increase in the administrative burden. 

f) Tax Newspapers and Advertising Supplements 

This modification would increase regressivity, would lead to 
problems of neutrality in relation to other news media or 

advertising instruments, could increase the sales and use tax 
revenue base by less than one percent and could lead to legal 

difficulties. 

D. Inheritance and Estate Taxes 

1. Description 

The inheritance tax is imposed on the value of the estate 

received by the beneficiary with exemptions and rates varying by 

the class of beneficiary. Spouses receive a $180,000 exemption 

and, beginning in 1986, will be allowed credits which will 

totally exempt them from the tax by 1988. The Estate Tax is a 

pick-up of the federal state credit. 

2. Po licy Considerat ions 

Assuming the size of the estate is an income measure, the 
inheritance tax is progre:ssive. Horizontal inequities are built 
in through the system of classification based on the relationship 
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Q f the beneficiary to the decedent. Iowa's rate structure is 

about average for those states which impose an inheritance tax, 

but Iowa is the only state in the region which imposes a tax on 

spouses. The tax revenues have grown at a greater rate than 

personal income, but recent leg islat i ve changes will decrease 

revenues within the next few years. Iowa relies on the tax to a 

greater extent than surrounding states, has a capacity above the 

national average and is collecting revenues at a higher rate than 

most states. The tax is fairly complex. 

3. Possible Modification 

a) Eliminate the Inheritance Tax 

Under this modification Iowa would tax only the federal pick

up credit and, therefore, taxpayers would pay no tax over and 

above their federal estate liability. Revenues could decrease 

approximately 63 percent after the spousal exemption is fully 

phased in. 

E. Motor Fuel Tax 

1. Description 

The tax is imposed on the sale of motor fuel at a rate of 13 

cents per gallon for 

gasohol and 15.5 cents 

regular fuel, 11 cents per gallon for 

per gallon for diesel fuel. 

2. Policy Considerations 

On an ability-to-pay measure, the motor fuel tax is regres

Sive, but when looked at as a user fee and measured by benefits 

received, the tax is proportional. The rates are somewhat higher 

than rates in the neighboring states as of January 1984, but some 

of those states also apply local taxes. Growth in revenues was 

less than growth in income; however, recent rate increases kept 

revenues fairly constant even though consumption decreased. Iowa 
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is reliant upon this source of revenue somewhat more than the 

national average, although the level is comparable to neighboring 

states. The tax is neither difficult to adm~nister nor to comply 
with. 

3. Possible Modification 

a) Tax Motor Fuel at a Variable Rate. 

This modification would increase the equity on a benefits 

received basis and could lead to great variations in revenues 

received unless the rate were changed frequently. 

F. Property Tax 

1. Description 

The tax is imposed on real and tangible personal prope:-ty 

with certain exemptions. All property, except agricultural land, 

is assessed at full market value. Agricultural land is assesed 

on productivity and net earning capacity. Property is classified 

on the basis of use and locally assessed property is subject to 

biennial state equalization. The growth in assessments is 

limited by statutory "rollback" rates varying by class. Various 

modifications are made to the assessed base to reach the taxable 

base against which local governments may levy taxes. Collections 

are limited by various maximum rates or spending levels. 

2. Policy Considerations 

Property taxes are considered to be regressive when measured 

by income. The elderly and disabled credit serves to mitigate 

the regressivity for those with incomes below $12,000. Hori
zontal inequities are built into the system through exemptions, 

credits. different rollback rates. and different methods of 
assessment for different classes of property. The total burden 

or effective tax rate is very similar to that in the neighboring 

states although higher than the national average. The rollbacks. 
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!loth for real property and personal property, have kept taxes 

:'rom growing as rapidly as the growth in market value. The 

taxation of machinery and equipment is often cited as a location 
disincentive but this property is subject to rollbacks or part~al 

exemptions. Revenues have grown at a rate less than the rate of 

growth in personal income since the rollbacks were instituted. 

Iowa is reliant on this revenue source at about the average for 

the surrounding states, 

making a greater effort 

has an above average capacity, and is 

in relation to it than the national 

extremely difficult for taxpayers to average. The tax is 

understand, but there are few compliance problems. 

3. Possible Modifications 

a) Impose Levy (Collection) Limitations in Lieu of 

Rollbacks 

The modification would retain the regressivity, increase 

horizontal equity, and hold down tax bills (since the rates would 

decrease as the taxable base increased) it would probably shift 

the burden to residential property owners since they have 

received the greatest benefit from the rollbacks, It would 

result in some immediate administrative problems, while greatly 

simplifying the property tax system in the future. 

b) Reduce the Assessment Ratio in Lieu of Rollbacks. 

The modification would have the same equity effects and 

burden shifting effects as in (a) above, but could, in addition, 

result in higher tax bills in the future if market values again 

rise rapidly. 

c) Exempt All Personal Property 
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This modification would increase horizontal equity and 

enhance Iowa's more competitive position. Revenues could 

decrease by $14,100,000, assuming the livestock credit was dis
continued, it would simplify the system. 

d) Treat Industrial Machinery and Computers as other 

Machinery and Equipment 

The modification would increase horizontal equity and Iowa's 

competitive position, could increase state revenues by $7,100,000 

and could decrease local revenues by approximately $10,000,000. 

e) Impose Payment-in-Lieu of Taxes on Non-Governmental 

Tax Exempt Property 

The modification would increase horizontal equity and could 

increase local revenues. 

f) Expand the Elderly and Disabled Credit and Abolish 

the Homestead Credit 

The modification would lessen the regressivity of the tax, 

increase the effective tax rate for all homeowners above $12,000 

of income, and slightly increase state revenues. 

g) Eliminate the Military Service Credit 

The modification would increase vertical equity and could 

increase state revenues by $3,300,000. 

h) Change the Farmland Productivity FOrmula 

This modification would decrease the assessed value of 
farmland, make the Iowa formula more comparable to other states, 

and could either decrease local revenues Or shift the tax burden 

to owners of other classes of property. 
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il Eliminate State-Funded credits and Increase State 

Income and Sales Taxes to Fund School Per-Pupil 

Costs. 

This modification could have horizontal equity effects 

related to renters versus owners, would increase equity in 

relation to education, would increase the burden for non-resident 

apportioning corporations with no property in Iowa, could lead to 

frequent rate changes in the income and sales taxes, and would 

simplify the property tax through the elimination of most state

funded credits and state equalization. 
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PART I 

INTRODUCTION 



I. INTRODUCTION 

On June 1 t 1983 Senate Fi le 461 was approved and by this 

instrument t the state of Iowa created a Tax Study Commi ttee to 
examine the tax system of the state in order to: 

1. Examine who pays state and local taxes in Iowa. 

2. Examine the impact of state and local taxes on the 
state's economy t employment, treasury, and 
citizens. 

3. Examine changes which could be instituted to raise 
revenues more equitably and to improve the pe r
formance of the state's economy. 

4. Determine the enforceability of the state's tax 
laws. 

5. Examine how the state's entire tax structure 
compares with the tax structures of other states. 

6. Examine tax preference items. 

File 461 further directed the Committee to conduct the 
comprehensive stUdy through hired research personnel and on 

October 23, 1983, the Committee issued a Request for Proposal in 

order to secure the services of a Consultant to serve as Tax 
Study Director to carry out the duties enumerated in the Senate 
'iie. The Request for Proposal specified that the services to be 

provided encompass a determination of the relative tax burden on 

different classes of persons and businesses in Iowa; an assess
ment of the enforceability of the state's tax laws; a determina

tion of the impact of tax expenditures (credits, exemptions, 

preferences); a comparison of Iowa's tax capacity and tax burden 

with those of other states; an examination of the effect of the 

tax burden on the state's economic development and revenue needs; 

and an examination of possible changes in the tax laws and their 

impact on equity, revenues, and economiC development. 
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Coopers & Lybrand was awarded the contract to perform these 

services on January 18, 1984 and the first meeting with the Tax 

Study Committee was held on February 1, 1984. In order to 

fulfill the requirements of Senate File 461, the study was 

conducted in three distinct phases: 

Phase I: Organization and Data Collection 

Phase II: Data Analysis 

Phase III: Policy Analysis and Report Preparation 

The methodology used in conducting each of these phases is 

described below. 

Phase 1: Organization and Data Collection 

The purposes of this phase were to establish the formal goals 

and objectives of the study, to develop an analytical framework 

for conducting the study, and to collect data to be used in the 

study ~n an appropriate format. 

seven tasks. 

This phase was organized into 

Task l' Project Initiation Meeting. During this meeting on 

February 1, the Tax Study Committee established the method of 

communication between the Committee and Coopers & Lybrand and 

agreed to the policy determinants, burden study categories, and 

study work plan whiCh were set forth in the proposal. 

Task 2: Meetings with Representatives of Key State 

Agencies. During Phase I, the Coopers & Lybrand study team 

members met with members of the following state agencies: 

Comptrollers Office 

Department of Revenue 

Legislative Fiscal Bureau 

Legislative Service Bureau 

Department of Job Services 

2 



Office for Planning and Programming 

Iowa Development Commission 

During these meetings we assessed the availability of data 
both on tax revenues and on economic parameters within Iowa, 

gained information on the specific components of the tax struc

ture, and discussed the impact of the tax structure on the 

economy. 

Task 3: Literature Search. A literature search was 
conducted during the initial stages of Phase I to gain a thorough 

understanding of issues pertinent to the study. Major topics 
covered by the literature search were: 

Theoretical issues relating to tax incidence and 
tax capacity, 

Changes in state taxes over the past five years, 
including an assessment of unitary taxation, 

Relationships between tax structure and incentives 
on economic growth and development, 

Significance of the underground economy, and 

U.S. and state court decisions on the constitu
tionality of various state and local taxes. 

The result of the literature search provided us with a 
framework for analyzing key issues in the current Iowa tax 

structure and with guidelines for developing areas evaluated 

during the policy analysis. 

Task 4: Collect Data Regarding Iowa's Economic Growth and 
Development. Data on Iowa's growth and development were 

collected at the state level from the Office for Planning and 

Programming, the Department of Job Services, and the Development 

Commission. These data were augmented on the national level by 

statistics collected from the Bureau of Labor Statistics, the 
Department of Commerce, and the Internal Revenue Service. 
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Task 5: Aggregate Data for Tax Burden Study 

Task 6: Aggregate Data for Tax Expenditures Impact 
Analysis. (Because the work in each of these tasks was quite 

similar, they will be described together.) The initial work in 

this task was to determine for each tax (individual income, 

corporate income, sales and use, motor fue l, estate and 

inheritance, and property) and each tax expenditure item the 

categories for analysis and the definitions of terms. Matrices 

for both the tax burden analysiS and the tax expenditure analysiS 

were compiled providing, by tax, a list of types of analysis and 

a description of each analysis. The matrices were distributed 

and discussed with the Tax Study Committee at the progress 

meetings held on April 26 and June 20. 

Categories for analYSis were chosen to provide measures of 

both horizontal and vertical equity for each tax and tax 

expenditure item and to show the total impact of each tax 

expenditure item. Data were collected for the period 1978 to 

1982 in order to gain information on historical changes in the 

tax impact and to assess the effect of these taxes on the 

economy. 

Data were provided to us by the Department of Revenue 

according to the specifications detailed in the matrices. The 

Comptrollers Office provided us with data, by county, detailing 

taxable value and levy value by urban and rural property class. 

As part of this task, data on property tax were input into a 

computer model for further analySiS. 

Task 7: Obtain Information Regarding Auditing and Collection 
Activities. To conduct this task, interviews were held with of

ficials representing the Department of Revenue in Iowa and other 

states to obtain information on the administration of each tax. 

This information was presented during Phase III, Policy Analysis. 

Phase II: Data Analysis. 

The purpose of this phase was to evaluate the data collected 
during Phase I to provide a quantitative description of the 

impact of the current tax structure. 
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Task 8: Analysis of Tax Burden Data. Each tax was evaluated 

to determine the impact on vertical and horizontal equity and the 
relationship between tax revenues received and the performance of 
the state economy. 

Each tax was evaluated as follows: 

Personal income tax: Vertical equity was measured 
by dividing net taxes paid by Iowa Net Income by 
income bracket. Horizontal equity was measured by 
determining the impact of the tax structure by 
filing status, family size, urban and rural coun
ties, and geographical area. 

Corporate income tax: Vertical equity was measured 
by dividing net taxes paid by Iowa Taxable Income 
by income bracket. The impact 0 f apportioning or 
non-apportioning status, type of business, and 
geographical area on tax revenues was evaluated. 

Sales and use tax: Sales and use taxes were 
evaluated by type of business and by geographical 
area. 

Motor fuel tax: 
were measured. 

Revenues received by type of fuel 

Inheritance and estate tax: Taxes paid by type of 
beneficiary were measured. 

Property tax. We evaluated taxes paid by urbani 
rural classification, by county and by property 
classifications. Revenues received before credits 
were compared to assessment values after equaliza
tion and rollbacks for all categories. 

Specific analytic issues relating to the calculations of tax 

incidence for each tax are discussed in the chapters of Part III 

of this report. 

Task 9: Analysis of Tax Expenditure Data. The following tax 
expenditure items were evaluated: 

Personal Income Tax: Personal Credits 
Dependent Credits 
Federal Tax Deduction 
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Corporate Income Tax: 

Sales and Use Taxes: 

Motor Fuel Tax: 

Estate and Inheri
tance Taxes; 

Property Tax: 

Federal Tax Deduction 
Venture Capital Credit 
R&D Credit 

Food Exemption 
Prescription Drug Exemption 
Fuel Subject to Motor Fuel Tax 

Exemption 

Gasohol 

Individual Exemptions 
Surviving Spouse Credits 

Limitations (Rollbacks) 
Personal Property Exemption 
Urban Revitalization Tax 

Exemption 
Agricultural Land Credit 
Elderly and Disabled Credit 
Homestead Tax Credit 
Machinery and Computer Credit 
Military Service Exemption 

For each tax expenditure item, we measured the total dollar 
amount of "lost" revenues, or the revenues that would result if 
the expenditure item were not allowed. In addition, for the 

personal income tax expenditure items, we estimated the impact of 

each expenditure on horizontal equity. These data can be found 

in the Appendix. Also, when a possible modification was analyzed 

involving elimination of any expenditure item, the specific 

amounts attributable to the expenditure are shown. 

Task 10: Comparison of Iowa Tax Capacity and Tax Burdens 
With Those of Other States. Data on the tax structures of otner 
states were collected during this task and added to tax capacity 

data collected during Phase 1. Comparative data were gathered 
from Annual Reports produced by the Revenue Departments of the 

surrounding states for each of the last five years; from Commerce 
Clearing House and Prentice Hall State and Local Tax publica

cions; from various papers published by the National Association 
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of Tax Administrators, the International Association of AssesSlng 

orticials, and the Institute of Property Taxation; from the 

Journal of State Taxation; and from telephone interviews wich 

state tax officials. These data were arrayed to compare Iowa's 

tax structure with that of competing states. 

Task 1 1 : Examination of the Relatio nshi l2 Between Tax 

Structure and Burden and the State's Economic Performances. As 

part of this task we evaluated the changes in tax revenues 

received from specific taxes compared to changes in measures of 

economic performance such as growth in personal income or gross 

state product. 

In addition, we surveyed companies located in Iowa to gain an 

understanding of the impact of specific taxes on business loca

tion and expansion decisions. The survey results were compiled 

and presented at the progress meeting held on September 27. 

Phase II: Policy Analysis and Report Prel2aration 

This phase drew upon the results of the previous phases to 

provide the Tax Study Committee with an assessment of the current 

tax structure and a framework for evaluation of possible 

modifications to the tax structure. 

Task 12: Conduct of Policy Analysis. This task was 

conducted in two steps: an analysis of the existing tax 

structure and an evaluation of possible modifications to the 

system. 

To assess the current structure, we drew upon the work 

accomplished during Phase I and Phase II to provide a description 

of each tax and an evaluation of each tax in relation to four 

policy criteria factors: equity (both horizontal and vertical), 

neutrality, yield, and simplicity. In addition, the impact of 

tax expenditure items on the appropriate tax was discussed. The 

analysis of the current structure was presented to the committee 

during progress meetings on September 12 and September 27. 

To evaluate the impact of possible modifications to the 

system, a list of modifications Which would require further 
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analysis were developed. The list was based on discuss~ons held 

at progress meetings throughout the course of the study and on an 

evaluation of current trends in state taxes. It was presented to 

the Committee at progress meetings held on August 8, September 

12, and September 27. After discussion with the Committee, we 

arrived at a final list of modifications for further evaluation. 

Each modification was assessed for the probable impact it 

would have on the policy criteria factors. 

Where possible, the impact of the modification on equity and 

yield was quantified. To quantify the impacts we relied upon 

analyses performed during Phase II, previous reports prepared by 

the Iowa Department of Revenue and the Legislative Fiscal Bureau, 

and special analyses performed for specific modifications by the 

Department of Revenue and by Coopers & Lybrand. 

~n conducting the analysis, Coopers & Lybrand developed com

puter models to evaluate the impact of changes in the corporate 

income tax structure on total revenues and on hypothetical firms, 

representative of Iowa's industry, and to estimate the impact of 

modifications to the property tax. 

The evaluation of the impact of possible mod~fications was 

presented to the Committee at progress meetings held on October 

18 and November 5. 

Task 13: Draft Final Report 

Task 14: Final Report The annotated outline for this final 

report was presented to and agreed upon by the Committee at the 

progress meeting held on September 27. As the policy analysis 

was conducted, the results were compiled as sections of the draft 

report and were submitted to the Committee on an on-going basis 

on September 27, October 18, and November 5. The final report 

was submitted on November 16. 
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Task 15: Assistance in Presentation of Final Report Members 

of the Coopers & Lybrand study team met with the Tax Study 

Committee to provide assistance in preparation of their final 

report to the Governor and members of the General Assembly 

through December 17. In addition, the appropriate officials 

within the state government were prOVided with computer models 

developed during the study and with instructions on their use. 
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Glossary 

A. Policy Criteria 

1. Equity 

At its simplest, equity means fairness and fairness does not 

have a quantifiably acceptable measure. A tax may be considered 

more or less equitable based on one of two theoretical concepts: 

ability-to-pay 01" benefits-received. The ability-to-pay approach 

assumes that taxes should bear a reasonable relationship to an 

individual's economic capacity. That capacity itself is not 

precisely defined; it may include assets (accumulated wealth) as 

well as present income. The benefits-received approach is based 

on the relationship between taxes paid and the benefits which the 

individual receives from government. Benefits are also not 

precisely defined. It is clear that a gasoline tax which is used 

to finance highway improvements is a benefits-received tax. It 
is less clear that a tax used for education purposes may benefit 

the businessman in need of a Skilled labor pool even though he, 

as an individual, is not going to the schools so financed. 

Equity may be further refined into vertical and horizontal 

categories. Vertical equity assumes unequal circumstances and 

appropriate unequal treatment. It relates to the proportion of 

income paid as wealth varies. A regressive tax is one in which 

the tax burden, expressed as taxes paid as a percentage of 

income, decreases as income increases. A progressive tax has the 

opposite effect; the percentage increases as wealth increases. A 

proportional tax is one in which the percentage remains constant 

at all income levels. 

Horizontal equity refers to the tax treatment of those in 
like circumstances. It is related to equality of tax treatment 
among bose with the same income or those who receive the same 

governmental benefits. 

10 



2. Neutrality 

It is assumed by most economists that taxes should be neu
tral, i.e., they should have little, if any, effect on economic 
decisions and should not unintentionally reward or punish certain 

economic activities. If they are not neutral, choices regarding 

decisions such as consumption versus investment or location ~n 

one geographic area or another may be made on the basis of the 

tax, rather than on other economic or personal factors. 

The neutrality of state and local taxes is very difficult to 
measure for two reasons: (1) taxes may intentionally be designed 

as non-neutral in order to foster specific goals; and (2) 

determination as to what effect taxes really have in economic 

decisions are often based on incomplete information or are 

overshadowed by federal tax considerations. 

3. Yield 

Revenues should be adequate to meet state and local govern
mental needs. Since economic cycles affect collections, each tax 
should be examined :n relation to its elasticity, i.e., the 

percent change in revenues resulting from a change in community 

income. Furthermore, the impact of economic cycles on revenues 

can effect the stability of state's finances. ThuS, the mix of 

taxes is important to ensure that revenue remains stable during 

economic cycles. While elastic taxes, Le. those in which 

revenues increase by a greater percentage amount than does 

income, may produce increased revenues automatically, they have 

negative effects relating to governmental growth which may be 

unsupportable during downturns in the economy. Inelastic taxes 
may result in the need for rate changes or surtaxes. Too great a 

reliance on either kind leads to a lack of stability in revenue 
generation over time. 
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4. Simplicity 

Both the government and the tax paying public bear the burden 
of complex, difficult taxes. A tax which is hard to understand 

and hard to comply with will lead to tax avoidance and will 

increase audit and collection activities. Features of a tax 

which may have been imposed to improve equity or to foster 

behavioral changes, e.g., credits, deductions or exemptions, 

often create greater complexity but such a trade-off may be 

desirable if no other means can be found to achieve those goals. 

B. Data Analysis 

1. Tax Effort and Capacity 

The study of tax capacity involves an attempt to answer the 

basic question: what level of resources are available to draw 

tal( reve~ues from? In 

overall income or wealth 
answering this question 
(called the "tax base") 

a measure of 
is developed. 

Comparison of tax revenues to the tax base indicates 'tax 

effort'; that is, the percentage of resources in the tax base 

actually Claimed by taxing authorities. 

A major difficulty in assessing tax capacity and tax effort 

stems from the need to establish a measure of wealth or income 

that clearly reflects the resources from whiCh either the sum of 

all taxes are drawn or an indiVidual tax is drawn. A common 
measure is per capita income; however, t'1e components of per 

capita income have been variously defined and disagreement 

remains on how it should be specified. 

In recent years the Advisory Commission On Intergovernmental 
Relations (ACIR) has attempted to develop a standardized 

measurement of tax capacity and tax effort for all states. The 

basis for this measure is called the Representative Tax Structure 

(RTS) and is computed in the following manner: 
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sum all state tax revenues by type of tax (total for 
U.S.). 

calculate the U.S. average tax rate for each type of 
tax. 

apply the average rate for each type of tax to the 
relevant tax base for each individual state. 

for each state, sum the results to determine total 
tax revenue for that state based on RTS. 

Other things being equal, the result is claimed to represent 

the potential tax revenue that a state would generate by adopting 

RTS. Thus, tax capacity is defined as "the amount of revenue 

that each state would raise if it applied a nationally uniform 

set of rates." The RTS method defines a state's "tax capacity 

index" as its per capita tax capacity divided by the average for 

all states, with the index for the average set at 100. Finally, 

tax effort is the ratio of a state's actual tax collections to 

its tax capacity. 

However, it should be noted that the RTS system assumes that 

current decisions by the individual states regarding sources of 

tax revenue would be added into the general system proposed by 

ACIR and spread across all states. This means that a state that 

relies heavily on a sales tax rather than a personal income tax 
would contribute disproportionately in the sales tax category for 

the sum of all state taxes and dilute the importance of the 

personal income tax. In effect, ACIR assumes either that these 

significant variations would balance or that the variations have 

no economic substance. 

2. Tax Burden 

Tax burden is measured by the portion of taxes paid to the 

ability to pay, usually measured as income. The numerator, taxes 

paid, is not necessarily equivalent to the statutory amount owed 
by taxpayers. To the extent that taxes can be shifted to others 

through price increases or wage reductions, the statutory tax 

payer does not bear the tax burden. For example, sales taxes are 

1 3 



pa~d by 
shifted 

income, 

reta i iers and others, but the burden 0 f the tax is 
to consumers at the point of sale. The denominator, 

measures individuals' ability to pay and thus should be 

broadly defined to include non-wage income. For the purposes of 

th~s report, individuals' adjusted gross income as def~ned by and 

reported to the Iowa Department of Revenue is used as the measure 

of income. 

3. Effective Tax Rates 

Effective tax rates are the ratio of taxes paid to income and 

thus directly measure tax burden. Effective tax rates are 

generally not equal to statutory rates due to the shifting of tax 

burden and the allowance of standardized and itemized 

exemptions, and credits, which reduce taxes paid 

statutory rates. 

4. Incidence 

deductions, 

below the 

Incidence refers to the pattern of effective tax rates across 
income classes. Under a regressive tax, effective tax rates fall 

as income rises. A proportional tax affects all income brackets 

in a similar fashion. Under a progress i ve tax I effect i ve tax 

rates increase as income increases. 

5. Federal Deduction 

The Federal deduction refers to provisions of the Iowa tax 

code which allow tax payers to deduct a portion of their federal 

taxes paid from their Iowa taxable income. 
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6. Fede~al Tax Offset 

The Federal tax offset reflects federal tax law which allows 

che deduction of state and local taxes paid from federal taxable 
income.-

7. Elasticity 

Elasticity is a measure of the change in one variable brought 
about by a one percent change in some other variable. The 

elasticity of taxes ~efers to the change in tax revenue prod~ced 
by a change in community income. If a one percent increase in 

community income produces a greater than one percent increase in 

revenues, the tax is elastic. If the increase in tax revenues is 

less than one percent, the tax is inelastic. 

* See Donald Phares, Who PelS State and Local Taxes? 
Oelgeschalger, Gunn & Ra~ne, Cambridge MA, 1980, for a 
complete discussion of the federal tax offset. 
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I. IOWA TAX STRUCTURE OVERVIEW 

A. Tax Structure Policy Overview 

This section provides an overview of the tax system as a 

whole when evaluated under the general tax policy criteria. The 

Iowa Tax system does not require a great deal of change. Overa:l 

it is generally equitable, free from major distortions affecting 

econonomic decision-making, adequate in its revenue producing 

capacity, and fairly simple to comply with and administer. All 

of the taxes available to states are present in the system and 

the disadvantages of each tax are more related to the inherent 

nature of the tax than to Iowa's specific statutory treatment. 

For example, the federal offset reduces the progressivity of all 

state income tax systems whether graduated rates or flat rates 

are imposed; sales taxes are regressive in all states due to the 

fact that lower-income people expend a greater proportion of 

their income on consumable goods and services than do higher 

income individuals; property taxes are complex in all states 

because of the number of taxing districts involved, the imprecise 

nature of assessments, and the continual variation in the rates 

needed to produce adequate local revenues. 

Equity Considerations 

The individual income tax, due to the graduated rate struc

ture, is basically progressive, although the federal deduction 

somewhat reduces progressivity. The only discernable horizontal 

inequities relate to size of family and method of filing. 

The corporate income tax is also imposed at a graduated rate 

and is, therefore, also progressive. The major horizontal 

inequity is the differential effect of the single-factor appor

tionment formula on resident and non-resident apportioners. 

The sales tax is generally regressive but the low rate, the 

exemption of food and drugs, and the inclusion of a fairly broad 

range of services make the Iowa sales tax less regressive than 

the norm. 
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The motor fuel tax, while regressive when measured by ~ncome, 

is proportional when considered as a benefits rece~ved tax. 

The inheritance tax is progressive if size of estate is 

considered a measure of wealth. The tax contains inherent 

horizontal inequities since both the amount of the exemption and 

the rates are varied by the relationship of the taxpayer to the 

decedent. 

Property taxes are generally considered to be regressive when 
meas ured by income. The relat ionshi p of the tax to benef i t s

received has become more tenuous as non-general purpose govern

ments have proliferated and been given taxing authority. Mecha

nisms such as the elderly and disabled credit, the homestead 
credit, the agricultural land credit, and the real and personal 

property rollbacks have been instituted to provide relief. Of 

these, only the elderly and disabled credit is based on income. 

The other programs, while lowering the absolute burden, do not 

affect vertical equity. Horizontal inequities are present in the 

system due to the differences in rollback percentages, the dif

ferent method of assessing farmland and the different treatment 

accorded manufacturing machinery. 

Neutrality Considerations 

The Iowa ind~vidual income tax has a high tax rate when 
compared to other states but the ability to deduct the federal 

income tax and the allowance for standard or itemized deductions 

lowers the effective tax rate for all income categories. 

The corporate income tax rate is also high when compared to 

other states but the 50 percent federal income tax deduction, the 

allowance of the Accelerated COst Recovery System prOVisions, the 

separate entity (as opposed to combined apportionment) pro

visions. and the single-factor apportionment formula make the 

effective rate more comparable with those in effect ~n other 
states. 



The sales and use taxes rates are low in comparison to tota: 

state and local sales and use taxes rates in comparaCle states. 

The major disincentive to business location or investment ~n Iowa 

is the lack of preferential treatment for machinery and equipment 

used directly in processing. 

The motor fuel tax rate is comparable with rates in effect in 
neighboring states and is a neutral tax. 

The classification and graduated rate system of the inherit

ance tax is comparable to states which impose this tax but the 

taxation of spouses is a non-neutral element and comparable 

states either fully exempt spouses or impose a tax on the federal 

credit only. 

The property tax consolidated rate is not particularly high 

when compared with other states and the rollbacks have served to 

keep assessed values from translating into high taxable values. 

The taxation of personal property, particularly inventories, and 

the treatment· of manufacturing equipment as realty, produce a 

disincentive for business taxpayers relative to other states. 

The personal property rollback and the partial exemption for 

manufacturing machinery help mitigate this effect. The farmland 

productivity formula affords some relief to this class of 

taxpayers, bu t the use 0 f a fixed capi tal i za tion rate causes 
variations which may result in higher assessed values in Iowa 

than in comparable states. 

Yield Considerations 

The individual income tax is the single largest source of 
state revenues, has grown less than personal income during the 

last five years and is relied upon somewhat above the average. 

The corporate income tax has grown at a higher percentage 

than has corporate income, probably due to the increase in the 
top rate which occurred in 1982. Iowa relies less heavily on 

this tax than the national average but at about the average of 
the comparable states. 
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Sales and use tax revenues have grown less than has Iowa 

personal income and less than the cost of goods, but the 

increases in the rate which became effective in 1983 will lead to 

an increase in collections. Iowa's reliance on this revenue 

source is lower than the national average and lower than roost of 

the surrounding states. 

Motor fuel tax revenues have grown at a rate greater than the 

rate of consumption due to the changes in the rate instituted 

between 1978 and the present. Iowa relies on the tax at about 

the average of comparable states. 

Revenues from the inheritance tax have grown considerably 

over the last five years but the figures, when adjusted for a 

management collection change in 1982, Show a consistent increase 

comparable to growth in income and property value. Iowa's 

reliance is approximately at the average for comparable states 

which impose the inheritance tax. 

The growth in property tax COllections exceeded the growth in 

community income but only as a result of including years prior to 

the rollback provisions. Since the rollbaCk has been in effect, 

collections have grown less than income. Iowa's reliance on 

property taxes is greater than the national average but about 

average for the surrounding states. 

On the basis of capacity to raise revenues as measured by the 
Advisory Commission on Intergovermental Relations in 1983 (based 

on 1981 data), Iowa's tax system as a whole ranked slightly above 

= 102). In terms of the national average (average = 
the tax effort measured as the 

capaci ty, Iowa ranked slightly 

(average 100; Iowa = 98). 

Simplicity Considerations 

100; Iowa 

ratio of actual collections to 

below the national average 

Both the Iowa individual income tax and the corporate income 

Tax are quite simple to comply with and administer because of 
their close tie to the federal income tax and the ability to 

exchange information with the Internal Revenue Service. 
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Sales and use taxes are more difficult to administer because 

they contain a large number and diverse kinds of exemptions. 

Iowa's taxes are simpler than those of many states because Iowa 

has no local sales tax and also because the state rate of 4 

percent is applied to all taxable sales. The use tax is often 

not complied with by individuals making out of state purchases 

but the motor vehicle use tax, which is tied to registration, is 

easily enforceable. 

The motor fuel tax is fairly simple to administer and comply 

with because it is collected at the distributor level, but 

frequent rate changes complicate the system due to the presence 

of inventory on hand purchased at a rate different from that 

applied to new product. 

The inheritance tax is not difficult to collect but the 

system of classification and phased-in exemptions and credits 

serve to make it complex. 

Property taxes, as stated above, are always 

system is further complicated by the unusually 

complex. Iowa's 

large number of 

credits and partial exemptions; the fact that some credits are 

paid for by the state and others merely. lost to local govern

ments; and the presence of three kinds of limitations (rate 

limits, spending limits and assessment growth limits). 

Burden 

The most recent comprehensive tax 

in 1980 and is contained in Who Pays 

Donald Phares. Professor Phares has 

burden study was published 

State and Local Taxes, by 

compiled data from all 50 

states in order to show "patterns of incidence and levels of 

burden". 

Although his results are based on 1977 data and changes in 

personal income tax rates and tax bases have occured, the results 

might prove useful since many of the changes made in Iowa have 

been made in the comparable states. For example, all farm states 

have had economic downturns; all of the surrounding states have 
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increased income ,andlor sales tax rates or imposed surcharges; 

all have instituted preferential treatment for farmland or 

increased the existing preferences and all have instituted or 

increased property tax relief programs such as homestead exemp

tions, circuit breakers and rate or assessment limitS. 

The following table shows total state and local burden ex

pressed as percent of income devoted to taxes. 

State ~ of Income 

Iowa 

Illinois 

Kansas 

Minnesota 

Missouri 

Nebraska 

North Dakota 

South Dakota 

Wisconsin 

Summary 

12. 14 

1 1.97 
1 1 • 1 9 

14.21 

10.21 

1 1 .55 

12.86 

12.64 

13.4'5 

Iowa's major taxes are generally progressive or their in

herent regressivity is somewhat mitigated through exemptions, 

deductions, credits and limitations. The federal deduction makes 
could be and the $12,000 

credit is probably not 
the income tax less progressive than it 

cut-off on the elderly and disabled 
reflective of the present economic situation. The non-neutral 

elements are, for the most part, intended to produce social or 

economic benefi ts and the rates and bases of the various taxes 

are not markedly dissimilar from those in effect in neighboring 

states. The taxation of inventories and of machinery and 

equipment produce a higher burden in Iowa than in comparable 

states. The present taxation of spousal inheritance also 

produces a higher burden. 
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The economic down-turn has seriously affected Iowa and the 

slower recovery in revenue collections is more a reflection of a 

depressed economy than of the structure or rates of the major 
taxes. 

The tax system is, as a whole, no more complex than the 

system of other states and the administration of the tax, 

including enforcement activities such as auditing, is above 

average. 

Changes can be made which would lead to improvements in any 
or all of the above areas, but in general, the Iowa tax system is 

conceptually sound and functioning well. 

B. Economic Development Overview 

Assessing the impact of taxes on economic activity is crucial 

to the evaluation of a tax system or a particular tax policy 
change. The ideal tax would not affect the economic decisions of 

individuals or businesses; the tax would therefore not cause 

resources to be inefficiently allocated. In reality, almost all 

taxes do affect the full range of economic activity from business 

investment and production decisions to personal investment, 

saving, and work-leisure tradeoffs. 

Th is sect ion reviews the performance of the Iowa economy 
between 1978 and 1982 and assesses the key determinants of 

economic activity in Iowa. In addition, a conceptual framework 

for understanding how taxes affect economic behavior is described 

and research findings from recent literature are discussed. In 

evaluating the Iowa tax system, the deciSion-maker should be 

aware of the kinds of decisions that could be affected by the tax 

and the possi ble impact of the tax change on those decisions. 

For example: 

Do taxes prevent Iowa from growing as fas t as i '.; 
would with lower taxes? 

Are firms' decisions to locate or expand in-state 
affected by taxes? 
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Do individuals work shorter hours due to tax 
incentives and thus reduce total output? 

Do individuals and business forego purchases that 
otherwise would be made in Iowa? 

It is difficult to provide quantitative answers to these 

questions, yet without such information, the relative importance 

of these considerations is difficult. to weigh. The effect of 

taxes is difficult t.o quantify because so many factors affect 

economic decisions. The interactions of these factors are very 

difficult to sort. out and and distinguish from each other. In 

addition, other factors have stronger effects on economic deci
sions and overall levels of economic actiVity than tax policy. 

Thus the impact of taxes is often overwhelmed by these factors. 

These other factors include national and international 

economic cycles as well as local demographic and economic trends 

which affect the demand for Iowa products, the size of the market 

in Iowa, the labor supply, and the availability of capital. 
These powerful trends dominate year-to-year changes in the Iowa 

economy; in general, state economic activity can best be 

forecasted based on national trends.* 

A brief historical overview of the Iowa economy illustrates 

the importance of national and international trends to the 

state's economy. Figure 1 portrays Iowa total employment, gross 

state produce, and personal income from 1977 to 1982.** While 

gross state product and personal income grew during the period, 

* 

** 

For example, a recently developed model of the Massachusetts 
economy found that the national trend in real value added was 
the most important factor in forecasting ~he growth of 
personal income in Massachusetts. State and local tax 
revenues were generally statistically insignificant. Andrew 
Reschovsky, et. al., State Tax Policy: Evaluating the 
Issues, Joint Center for Urban Studles of MIT and Harvard, 
1983, p. 181. 

Employment and gross state product figures were taken from 
the 1984 Statistical Profile of Iowa, Iowa Development 
Commission. Employment shown in Figure 1 is in mill~ons of 
workers. Personal income figures from the Survey of Current 
Business, U.S. Dept. of Commerce, April 1983 and 1984. 
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total employment peaked in 1979 and has since declined. Figure 2 

shows percent changes from year to year for each factor. The 

slowing of economic growth in the late 1979's and 1980's is clear 
from this figure; with the exception of 1981, growth rates of all 
three economic indicators have declined each year since 1978. 

Did state tax policy lead to this decline? While Iowa taxes 
may have contributed to the weak economic performance * the 

national recession and the weakening financial condition of the 

farming industry played the most important roles. Figure 3 shows 

percent changes in national employment, gross national product, 

personal income, and the parity ratios *. for 1978-1982. The 
national recession strongly affected Iowa's manufacturing in

dustries and the combination of declining international demand 

for U.S agricultural products in conjunction with increasing 

costs of capital and production led to declining farm income.t 

The weakened financial condition of the farming industry in turn 

affected sales of farming equipment and other agriculture related 

products. In summary, the recent history of the Iowa economy 

demonstrates the overriding importance of national and interna

tional trends. The effects of state and local talC policy are 

difficult to discern and, in general, do not account for changes 

in the performance of the Iowa economy. 

If state and local taxes seem to have such little impact, Why 

should policy-makers be concerned with the effect of taxes on 

economic activity? While the effect of taxes on overall economic 

activity is hard to detect, many taxes do reduce economic output 

* 

•• 

t 

Because there were no major tax increases during the period, 
it is unlikely that the decline in economic performance could 
be attributed to the Iowa talC system . 

The parity ratio is the ratio of prices received by farmers 
to prices paid. Source: U.S. Department of Agriculture, 
Statistical Reporting Service. Other data from the 
statistical Abstract of the United States 1984, U.S. 
Department of Commerce, Bureau of the Census. 

U.S. Department of Commerce, Bureau of the Census, 
Statistical Abstract of the United States 1984, p. 663-666. 
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be low wha t it would have been wi thcut the tax. This nwelfare 

loss" results from the misallocation of resources that results 

from the imposition of the tax. The misallocation occurs because 

the tax drives a wedge between prices paid by purchasers and 

those received by suppliers. Producers may manufacture a smaller 

amount than consumers would be willing to purchase because the 

price they r'eceive is lowered by the tax. The tax reduces the 

amount produced (and therefore consumed) below the optimum 

amount; thus pr'oducers receive lower profits and consumers are 

able to purchase fewer goods. Therefore, holding all else equal, 
tax pOlicy changes should aim at reducing tax related distortions 

in the allocation of the economy's resources.-

A second important r'eason to consider' tax effects is the 

impact of tax considerations on particular decisions. While 

these effects are difficult to discern in state economic data-, 

they can affect specific towns, industries, or groups of 

individuals. State and local taxes have the greatest impact on 

economiC decisions where alternatives exist which are similar in 
most respects except in the tax liability 

Taxes may impact decisions on the margin, 

between a limited number of options. The 

local taxes has been carefully studied 

incurred under each. 

influencing choices 

impact of state and 

for' two types of 

decisions: 1) retail purchases and 2) business location and 

investment deCisions. While other decisions or tradeoffs may be 

affected by state and local taxes, these two decisions are of 

particular importance to policy-makers because of their impact on 

state finances and local economies. The following sections 

examine the impact of taxes on each decision and summarize 

resear'ch findings. 

it Por example, if two tax policies under consideration have 
very similar effects on equity, yield and administration, but 
different effects on the efficiency of resource allocation, 
the more neutral tax would be preferred. 
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Retail Purchases 

Sales and use taxes impose price increases on consumers, 

creating incentives to avoid the price increases, if possible. 

Consumers can avoid paying sales taxes if neighboring states do 

not impose sales taxes, Or tax retail sales at a lower rate. In 

this case, consumers can purchase goods across the state border 

to avoid the tax. A quantitative analysis of 173 cities found 

that an increase of one percent in the local sales tax would 

reduce local sales by six to seven percent.. This finding 

applies to cities imposing local sales taxes; state sales taxes 

are harder to avoid and thus are likely to have a smaller 

effect. For example, a recent study of the Massachusetts tax 

system estimated the cross border tax loss to be less than one 

percent of total sales tax revenues··. 

In Iowa cross border losses are unlikely to be as high as 

even one percent. Unlike Massachusetts which has a neighboring 

state close to major population centers imposing no sales tax 

(New Hampshire), Iowa's neighbors impose rates either higher than 

or very similar to 

Iowa's neighbors tax 

Iowa's four percent 

sales at roughly the 

rate. Thus, because 

same percent as Iowa, 

there is little financial incentive for Iowans to make purchases 

out of state. In addition, Iowa's use tax is designed to 

capture revenues due on purchases made out of state for use in 

state. However, as sales tax rates change relatively frequently, 

policy-makers should consider relative rate structures in 

analyzing future tax changes. 

Business Location and Investment 

The impact of state and local taxes and public financial 

incentives (e.g. industrial revenue bonds, tax increment finan

cing, and tax exemptions) on business location decisions has long 

been a subject of academic and public policy research. The state 

• 
... 

John Mikesell, "Sales Taxation and the Cross Border Problem" 
Quarterly Review of Economics and Business, XI (Spring 19711 . 

Reschovsky et a1, Op. Cit., p. 26. 
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and local taxes that potentially affect location decisions are 
many: property taxes, sales taxes, and corporate income taxes. 

Each tax can potentially impact different industries in varying 

ways. A warehousing operation may be affected most by property 

taxes while a large textile manufacturer may face high corporate 

income and sales and use taxes. Most of the literature examines 

the effect of total taxes on location decisions. Fewer studies 

research the effect of tax conceSSions or incentives on 

Iocational behaVior. The fundamental question addressed is the 

role or ability of state or local governments to affect business 

location deCisions. Most of the literature has found that 
neither total state and local taxes nor tax incentives play a 

significant role in location deCiSions. This finding has been 

consistent over time. As ear ly as the mi d-1950' s researchers 

found that "taxes are at best a relatively unimportant secondary 

factor of location.". A more recent survey finds that "There is 

no evidence that these [tax) concessions have had any significant 

effect on local growth. [They] are ineffective precisely because 

state and local taxes are, themselves, relatively unimportant 

determinants."·· 

Taxes, which vary so much from City to city, and financial 

incentives seem to have relatively little impact on the location 

of bUSiness. At least two reasons have been discussed regarding 

the role of taxes and incentives: 'first, other factors are much 

more important to th~ firm's profitability than taxes or finan

cial incentives. These other factors, such as the availability 

of skilled labor, the cost of land, and proximity to other 

operations, vary more from jurisdiction to jurisdiction than do 

taxes. The firm's location decision-making process becomes 

• 

•• 

Kenneth Small: "Geographically Differentiated Taxes and the 
Location of firm", Princeton Urban and Regional Research 
Center, 1982, p.5 . 

Roger Vaughn, "State Taxation and Economic Development, 
Washington, D.C.": Council of State Planning Agencies. '979, 
p. 99. 
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dominated by these most important factors, and thus taxes have 

less effect on the site decision.-

Another reason for the relatively small impact of taxes is 

revealed by economists' work on tax incidence.-- In this 

analysis, the taxpayer may not bear the full burden of the tax; 

part of the cost may be shifted to consumers, suppliers, or the 

federal government (through corporate income tax deductions). 

The extent to which a firm can ~ncrease prices to consumers to 

receive price concessions from suppliers depends on how many 

customers or suppliers the firm will lose if it follows such a 

pricing policy. The losses, in turn, depend upon the firm's 

market area and competition. 

A small ~umber of researchers have challenged the view that 

taxes and financial incentives have little effect on location 

decisions. Kenneth Small and others argue that "Business taxes 

of business profits, and local variations in are a large fraction 

them are substantial enough to imply an important impact on 

iocational decisions, especially for firms choosing among sites 

within a metropolitan area,"·.. Small argues that when firms 

compare four 

of suitable 

to five sites that are roughly equivalent in terms 

available labor supply, proximity to markets, low 

etc., variation in state and local taxes is large Land costs, 

enough to influence final site selection. This stage in the 

compar'ison of sites usually comes when a fir-m has seleoted a 

region in whioh to locate and is evaluating a small number of 

sites. Thus, nearby jurisdictions compete through the use of tax 

• 

. -
Advisory Commission on Intergovernmental Affairs, "Regional 
Growth: Interstate Tax Competition", Washington, D.C., 1981, 
p. 32-34 . 

John F. Due, "Studies of State-Local Tax Influences on 
Location of Industry" National Tax Journal, Vol. 14 (1961), 
p. 163-173 . 

•• " Kenneth Small, 2:£ . .£.u:.., p. 23. 
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concessions and financial incentives to influence a firm's 

marginal decision between sites. 

These findings are supported by the results of a survey sent 

to 55 Iowa businesses as part of this study. (Complete results 

are presented in the Appendix,) While the results of the survey 
are likely to be somewhat biased,lI the 28 respondents ranked 

state and local taxes of significant but lesser importance than 

proximity to markets and suppliers, labor availability and costs, 

and transportation costs in selecting a broad market area in 

which to expand or locate. However, when choosing among compet

ing sites, relative state and local tax burdens assume greater 

importance. Taxes were ranked roughly equivalent to the proxi

mity to markets and the relative costs of expansion at the 

existing site versus relocating. These results are consist.ent 

with the arguments of Kenneth Small. 

Summary 

The impact of taxes 
quantify. Even for the 

on economic behavior is difficult to 
two economic decisions reviewed the 

evidence is not clear; economists disagree about the importance 

of taxes in influenCing business location decisions and cross 

border sales. Economists do agree that the larger the differ

ences in neighboring jurisdictions' tax rates, the greater the 

potential impact of taxes on economic behavior. ThUS, in 

Massachusetts the presence of a neighboring state with no sales 

tax creates a cross border sales revenue loss, while in Iowa such 

a loss is unlikely to occur due to the similar tax rates of its 

neighboring states. It is relative differences in state and 

II Respondents may have overstressed the importance of state and 
local taxes because the survey was explicitly conducted for 
the State Tax Committee which would consider the survey 
results in recommending tax policy changes. 
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local tax burden bet~een jurisdictions tha: create the most 

important financial incentives affecting economic behavior.' 

Recognizing that the impact of state and local taxes on 

economic behavior can have important effects on a broad range of 
economic decisions, but that it. is very difficult. to quantify 

those effects, ~e have compared the tax rates, and ~here 

~elevant, bases, of those states neighboring Iowa for each tax 

analyzed. The relative tax rates help to determine the potential 

impact of each tax on economic 

makers in considering the 

modifications . 

behavior and thereby aid policy

neutrality of partiC'-llar tax 

• Differing tax treatment of particular types of investment or 
income within a single jurisdiction can also effect economic 
behavior. However, these differences are most important on 
the federal level; lower state and.local tax burdens limit 
the impact of differing tax treatments. 
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PART III 

TAX ANALYSIS 



INTRODUCTION 

This section of the report separately exam~nes the most 

important Iowa taxes. The four criteria described in Par-t I, 

eql\ity, neutrality, yield, and simplicity form the basis of the 

analysis of each tax. In addition, a number- of modifications ~n 

the cur-r-ent tax system are analyzed in light of the four 
criteria. The following taxes are analyzed in separate chapter-s: 

1 • Individual Income Tax 

2. Corporate Income TalC 

3. Sales and Use Taxes 

4. Inheritance and Estate Taxes 

5. Motor Fuel Tax 

6. Property Tax 

This section has been organized to facilitate its use as a 
reference document in the evaluation of specific taxes so that 

each tax and tax modification can be reviewed separately. There

fore, each chapter follows a similar format. First the current 

system is described, the data used is explained, and the tax is 

assessed under each criterion. Possible modifications to the 

present system are then described and analyzed under each 

criterion. The report contains summary tables and findings only; 
detailed calculations and analyses can be found in the Appenaix 

volume. 
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I. INDIVIDUAL INCOME TAX 



INDIVIDUAL INCOME TAX 

A. Description 

1. Overview 

A. The base for taxation is federal adjusted gross 
income with certain modifications which create Iowa 
net income. Adjustments to arrive at Iowa taxable 
income include the federal deduction, standard or 
itemized deductions, and charitable contributions 
for nonitemizers. 

B. Rates are graduated with married taxpayers allowed 
to file as separate individuals. In contrast ~o 
the federal tax, only one rate schedule is 
provided. 

C. The statute provides for "indexation" of taxable 
income brackets and Civil Service Annui ty exemp
tions. Annual adjustments are to reflect one-half 
of the annual change in inflation measured by the 
price deflator for the Gross National ?roduct. 
Additional adjustment occurs only when the General 
Fund Balance exceeds $60 million. As a result, the 
only adjustment was for the 1979 tax year and this 
adjustment is still in effect. 

2. Modifications to Federal Adjusted Gross Income 

A. Add: 

1. Deduction for married couples when both spouses 
work 

2. Interest and dividends from state, municipal 
and foreign securities exempt from federal 
income tax, except certain bonds issued by the 
Iowa Board of Regents. 

3. Federal net operating loss carryforward (See 
item 10 under subtractions to AGI) 

4. Iowa modifications to partnership income 
(Threatened as a subtraction if the 
modification is negative) 
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, . Certai~ deduce ions associated ~ith 

leaseback arrangement qualifying as 
harbor lease. 

a 3ale
a safe 

B. Subtract: 

i. Interest a~d dividends from federai secu~it~es 

2. Iowa income tax refun~s if included in Pederac 
AGI 

3 • U.S. Civil Service Annuitv Exclusion 
disabled individuals, :ndivid'uals 62 years 
older or survivors of disabled or 62 years 
older anm .. itants; maximum Exclusion $5,627 
$8,184 :f filing joint return. 

for 
or 
Or 
or 

6. Alcohol Fuel Credit to the extent the Credit 
increased federal Adjusted Gross Income 

7. Small busi~ess deduction for 50% of wages paid 
to disabled individual or convicted felon 

o. State legislators' tra.vel expenses and living 
expenses on a per die~ basis unless itemized 

9. Income a~d certain deductions a~sociated with a 
sale-leaseback arrangeoent qualifying as a safe 
harbor lease 

1 (), Net oper2ting ';'033 carryfort-lc:rd from a prior 
tax year 

1~. Gains and losses determined by using a basis iG 
property prior to ,January 1,193 11. 

12~ Insta.:.lment. paYal6nl..S ('ece~ve( by 3_ benefi~':'ary 
tInder an annuity when the value ~as been 
inCluded in decedent~s estate for Iowa 
inheritance tax purposes 

13. Disability rncome E~clusicn computed ~llder 

provisions in effect as of December 3','982. 
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3. Adjustment to Iowa Net Income 

A.. Add: 

1 • 

2. 

federal tax 
income taxes 
prior year 

refunds attributable to federal 
deducted on an Iowa return for a 

Self-employment tax to the 
federal income tax deduction 
year includes self-employment 

extent that the 
for the current 

tax 

B. Subtract: 

1. E'ederal income taxes paid during the tax year 
which include: 

a. federal income tax withheld 

b. E'ederal estimated payments 

c. Other federal tax payments in the current 
year 

2. Standard or itemized deductions 

a. Standard deduction of 15% of net 
after federal tax deduction (maximum 
for single, married separate filers, 
all others) or 

income 
$1,200 
$ 3,000 

b. Itemized deductions allowable 
income tax purposes with 
adjustments: 

1 ) Add: 

for federal 
following 

a) Adoption expense which exceeds 3 
percent of net income 

b) Expenses incurred for taking care 
of a disabled relative in the 
taxpayer's home ($5,000 ~aximum) 

c) Mileage incurred in 
work for a charitable 
tion 

voluntary 
organiza-

3. Standard deduction filers may claim additional 
deduction for charitable contributions. 
Effective for tax years 1984 through 1986, 
taxpayer may claim deduction 
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for 25 percent of up to $300 of charitable 
contributions or a maximum deduction of $75. 

4. Compute Tax on Iowa Taxable Income - Rates range from 
.5% on first $1,000 of income to 13~ on income in 
excess of $75,000 (see attached rate schedule) 

5. Additions to Computed Tax 

A. Minimum Tax - 70% of Federal Alternative Minimum 
Tax on preference items 

B. Lump Sum Distribution Tax - 25~ of the federal tax 
imposed on such distributions 

6. Credits From Computed Tax 

A. Nonrefundable Credits 

1. Personal Exemption Credits (includes spouse and 
head of household $20) 

2. Credit for age (65 years of age or older, $20) 

3. Credi t for blindness ($20) 

4. Credit for dependents ($15) 

5. Child and dependent care Credit of 10J of 

employment related expenses 

6. Political contributions Credit of 5% of first 
$100 ($200 for married joint filers) 

7. Iowa Venture Capital Fund Credit 
investment) 

(5J of 

8. Credit for state income taxes paid to other 
states by a resident 

9. Nonresidents and part year residents receive a 
tax Credit equal to percentage of income which 
is from non-Iowa sources. 

B. Refundable Credits 

1. Research Expenditure Credit (6.5J of qualifying 
research expenses, effective January 1, 1985) 

2. Motor Vehicle Fuel Tax Credit (in lieu of fuel 
tax refund) 
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Table 1 

Iowa Individual Income Tax Rates 

But 
Over Not Over Rate 

° 1 ,023 . 50~ 
$1,023 2,046 1. 25% 

2,046 3,069 2.75% 
3,069 4,092 3.50% 
4,092 7, 16 1 5.00% 
7, , 6 1 9,207 6.00~ 
9,207 15,345 7.00~ 

15,345 20,460 8.00% 
20,460 25,575 9.00% 
25,575 30,690 10.00% 
30,690 40,920 1 1. 00 ~ 
40,920 76,725 12.00% 

$76,725 Over 13.00$ 

• Brackets indexed by 2.3 percent. 

The Iowa Individual Income Tax is based on the ability-Co-pay 
concept. The tax is imposed on and large ly borne by ind i v idua 1 

t:iXpayers. Since state income taxes are deductible from 'che 

federal income tax by those who itemize deductions, some of the 

burden of this tax is exported, borne by the federal taxpaying 

public in general. 

B. Explanation of the Data 

The measure of income used to determine the tax burden for 

the Individual Income Tax is Iowa net income; federal ad jus ted 

gross income after Iowa addition and subtraction modifications 

but before deductions and credits. 

Against this income measure, actual taxes paid are computed 
for each income bracket and an average effective tax rate (AETR) 

is calculated. Actual taxes paid reflect the deductibili~y of 

state income tax paid from the federal income tax for those 

taxpayers who itemized deductions on their federal retclrn. For 
each dollar paid in state income tax, these taxpayers are ab~e 'co 

reduce their total federal tax paid by some portion of 'chat 
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dollar, depending on their talC bracket and the applicable mar

ginal tax rate. Thus, if $2,000 were itemized on a single 

individual return for income tax payments on a taxable income of 

$20,000, the applicable marginal rate would be 26 percent and the 

federal liability would be reduced by $520. This federal tax 

offset, in effect, reflects a shift of $520 in state and local 

taxes to the federal revenue structure. 

The federal tax offset was calculated as a percentage of 

adjusted gross income using estimates developed by Donald 

Phares.* Estimates for Iowa by income bracket were adjusted to 

match the income brackets used in this study and then were 

multiplied by adjusted gross income for each income class. 

The following graph examines tax incidence for the Iowa 

Individual Income Tax. The graph summarizes tax incidence across 

the following income classes for taxes paid in 1981: 

Less than $ 3,000 

$3,000 to 4,999 

$ 5,000 to 9,999 

$10,000 to 15,999 

$16,000 to i 9 ,000 

$20,000 to 24,999 

$25,000 to 49,999 

$50,000 to 74,999 

$75,000 to 99,000 

$100,000 to 124,999 

$125,000 to 149,999 

$150,000 to 249,999 

$250,000 to 499,999 

More than $500,000 

* Donald Phares, Op. Cit., p. 68-70. 
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The graph portrays incidence both before and after the fed
"':-Be tax offset. is ded~cted from taxes paid. Table 1.82 in the 

~~pendix provides the supperting data fer the graph and describes 

the federal tax offset ealculation. 

c. Equity 

1 ) Vertical. The differences in the effective tax r'ate 

determine the progressive, 

the income tax. Figure 1 

proportional, o~ regressive nature of 

shows that the income tax is progres-

sive in nature; as income rises, so does the tax burden. Due to 

the federal tax offset and the federal tax deduction the income 

tax is most progressive at lower income levels. The federal tax 

offset and deduction have the greatest impact on t.axpayer's in 

upper income brackets, and thus reduce the tax incidence for 

these taxpayers. 

2) Horizontal. Filing Status. Iowa allows married 
taxpayers to file either separate returns or joint returns. 

Unmarried single people. unmarried heads of households, widows, 

and widowers file single returns. For comparative purposes the 

category of "married separate combined" is calculated. This 

category represents a hypothetical joining of the married separ

ates in order to find the actual effective tax rate for a couple 

using the separate married method of filing. One can compare the 

separate combined figures with the mar'r'ied joint figures in an 

income category in order to check on the horizontal equity 

between married couples. 

each member of the couple 

the same income category. 

Mr. A earns $40,000. 

The separate effective tax rate for 

can be compared to the single filer in 

An example may clarify the situation. 

In 1982 the effect i ve tax rate fa r 

s~ngle filers in his income category was 3.91 percent. 

Mr. and Mrs. B. earn a t.otal of $63,000. Mr-. B. earns 
$40,000 and Ml's. B. earns $23,000. They file as married separate 
taxo~yers~ :n Mr-. 8.'3 category the effect.ive tax rate is 3.93 
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percent. Mrs. B.·s is 3.41 percent. Mr B. and Mr. A have the 

same income and almost the same burden. 

Mr. and Mrs. C. have the same income as Mr. and Mrs. B., 

$40,000 and $23,000 respectively, but Mr. and Mrs. C. choose to 

file a joi nt return. On their combined ~ncome category 0 f 

$63,000, the effective tax rate is 4.56 percent. When Mr. B.'s 

effective tax rate is applied to his $40,000 and Mrs. B.·s 

effective tax rate is applied to her $23,000, the resulting 

combined effective tax rate is 

3.99 percent. The burden for 

lower for their income category, 

the two couples in this income 

category is not the same. The couple filing jointly are paying 

approximately .6 percent more in taxes than the couple filing as 

married separates. 

In the lower income categories the joint return results in a 

lower effective tax rate. Due to the graduated rate system, 

above $5,000 the reverse is true; couples pay more filing joint 

than they would filing separately. The combined income of the 

higher income couples places them into a bracket to which higher 

rates are applied. 

Single filers in the $50,000 and over categories have lower 

effective tax rates than married separate filers but this is 

probably a result of the effect of increased federal taxes and 

the ability to deduct them from Iowa Net Income. It may only 

mean that their income is at the higher end within a category. 

In summary, there is some statistical variation in burden 

based on filing status but the variations are narrow and the tax 

is basically equitable across income classes on the basis of 

filing status. 

Family Size. As is to be expected, family size has an effect 

on effective tax rates within a given income category. Up to the 

$100,000 and over income category, effective tax rates decrease 

as fami ly size increases. Dependent exempt ions. ded ucti ons anc 

credits account for this variation. (See pages 9-11 of the 

Appendix for the supporting data). 
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Urban/Ru~al. Because the data on occupation, including 

~'a~~er a~d non"·far~er is not considered rel~able for statistical 

)urposes, we ~ave assumed that the urban/rural figures will high

::g~t hOl"izont31 '.'ar:ations between farming and nor.-f'a!"ming 

activit:~s. 

In the lower income ~rackets (up to $10,000) r~ra! filers had 

lower effective tax ratc3 than urban filers. ~ the $10,000 to 

$5C,OOO category~ rural filey's beai' a heavier bl:rden! but by 

sma:: amounts. The lergest difference (approximately one-half a 

percentage point !n the last two data years) i3 in the $50,000 to 
t~OO,QOQ ~at€gory. Qve~ $iOO,OOO of ~n~ome the differe~ce again 

n2rrows. (See page3 1).-16 of the Appe~dix). 

G:vt'?n 'c.he di.:-:-e!"~nccs i.n t:·oa:p:.-1t.:ing feder2l adjusted grass 

:!1come ~etween farmers and non-~armer3~ ~he variety of 
occupa~ions _,n district.s des:'gnated eit.her r'l}ra1. or urba~, tr:.e 

G~ :-'ference :::~r.not oe CCnSic.B;--"2d. sig!1ific3:1t ar.(~ t.~,e :2.X can be 

2ons:dered fa~rly equ~ta~le on the b~5is or this designation. 

3 ', E .• S m . gu:,.¥ urn. arv. 

:'he TO\-Ja I~dividual Incom~ Tax is desig~ed~ through ~ts 

~!'aduated structure, to be a progressive tax based on ability-to-

I~ general, the int.ent is fui filled. The t~o areas which 

:;ar; be highlighted aa leading to either a r.ar-rowing of the 

~j~ogre3si ve :1a t~re of the tax or to ~or~zor.tal i;-lequ~tiest are 
.. ;...,:;. .... ~ .... fed eral deduction and the standard 0(' :'t~(7L~Z~d de::1uct..icns. 

"he federal tax deduction :3 genBrally cons':"dered a "relief,t 

provision and will be discussed under neutral~ty. The dlfferent

!al effect on family SiZE is generally seen as an equity provi

sion which was imposed to respond to the fact. that at low and 

middle incomes, larger families wi~l have less :'r.come availahle 

for tax purposes than small faroil ies and should, therefore, be 
given preferential treatment~ 
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D. Neutrality 

The income tax can affect a numoer of economic decisions 

~ncluding individuals' wor-k vs. leisur-e decisions, inves:men: 

choices, and possibly location decisions, The ~actors which 
should be analyzed in relation to this tax include the rate and 

t~e modif~cations to taxable income or tax liability intended to 

either offer r-elief or influence behavior-. 

1. Tax rate 

Iowa has a high top rate of 13 percent. Only Minnesota, 

top rates. The New York, Delaware and Oklahoma have higher 

states chosen for comparison have the following rates: 

Table 2 

State 

Comparison of Tax Rates 

Rates 

Iowa 

A.rizona 

Illinois 

Kansas 

Minnesota 

Missour-i 

Nebraska 

North Dakota 

South Dakota 

Wisconsin 
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O.5~ to 13~ 

2~ to 8~ 

2.5~ 

2% to 9~ 

1.6~ to 16~ 

1.5~ to 6~ 

20~ of Federal Tax as 
computed on Nebraska 
adjusted federal income. 

2~ to 9~ (option to use 
10.5~ of Federal tax 
liability) 

None 

3. 4~ to 10% 



The speci~ic brac~et and rate breakdown for these states are 

as follows: 

Iowa --
0.5~ 1st $1,023; 1.25~ 2nd 
$1,023; 2.75~ 3rd $1,023; 3.5% 4th 
$1,023; 5% next $3,069; 6S next 
$2,046; 7~ next $6,138; 8% next $5,115; 
9% next $5,115; 10% next 
$5,115; 11% next $10,230; 12% next 
$35,805; 13~ over $76,725 

Arizona 

2% 1st $1,017; 3~ 2nd $1,017; 
4% 3rd $1,017; 5% 4th $1,017; 
6% 5th $1,017; 7S 6th $1,017; 
8% over $6,102 

Kansas 

2% 1st $2,000; 3.5% next 
$1,000; 4.0 next $2,000; 5% next 
$2,000; 6.5% next $3,000; 7.5S next 
$10,000; 8.5% next $5,000; 9% over 
$25,000. 

Illinois 

Flat - 2.5% 

Minnesota 

1st $672, 1.6%; next $672, 
2.2%; next $1,343, 3.5%; next 
$1,343,5.8%; next $1,343,7.3%; 
next $1,343, 8.8S; next $2,685, 10.2S; 
next $2,685, 11.5%; next $4,999, 
12.8%; next $10,070, 14%; next $10,070 
15%; over $36,925, 15% 

Missouri 

1.5% 1st $1,000; 2% next 
$1,000; 2.5% next $1,000; 3% next 
$1,000; 3.5% next $1,000; 4S next 
$1,000: 4.5% next $1,000; 5~ next 
$1,000; 5.5~ next $1,000; 6% over 
$9,000. 



Nebraska 

Flat 20% of federal tax. 

North Dakota 

2% on 1st $3,000; 3%, $3 001 - $5,000; 
4%, $5,000-$8,000; 5%, $8,001 - $15,000; 
6%, $15,001-$25,000; 7%, $25,001 - $35,000; 
8%, $35,001-$50,000; over $50,000, 9%. 

Wisconsin 

$0 to $3,900, 3.4%; $3,901 
to $7,700,5.2%; $7,701 to $11,700,7%; 
$11,701 to $15,500, 8.2%: $15,501 to 
$19,400, 8.7%; $19,401 to $25,000, 
9. 1%; $ 25,801 to $ 51 , 600, 
9.5% and over $51,600, 10% 

In terms of neutrality, 

Iowa's top rate is high, it 

For taxpayer making $25,000, 

modifications such as the 

it is well to remember that while 

is applied to income over $76,725. 

the marginal rate (not considering 

federal deduction or personal and 

dependent exemptions) would be as follows: 

Iowa 9.0% 

Arizona 8.0% 

Kansas 9.0% 

Illinois 2.5% 

!'1innesota 14.0% 

Missouri 6.0% 

Nebraska 20.0% of federal tax = (6.0%) 

North Carolina 6.0% 

Wisconsin 9.1% 

While tax rates are easily compared, the comparatlve tax 

burden is also a factor in spending and location deCisions. The 

~ollowing table shows relative tax burdens using a slightly 

different measure of income and earlier data. 
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State 

U.S. Average 

Iowa 

Illinois 

Kansas 

Minnesota 

Missouri 

Nebraska 

North Dakota 

South Dakota 

Wisconsin 

Source: 

Table 3 

Comparison of Tax Burden 

Tax Burder! 

1 .66 

2.34 

1. 68 

1 .44 

3.70 

1. 27 

1. 19 

1. 76 

-0-

3.54 

Donald Phares, Who Pays State and Local Taxes, 
Dlegeschlager, Gunn and Hain, (Cambridge, MAJ, 
1980, p. 11-12. 

2. Modifications to Adjusted Gross Income 

The sections below describe t.he principle modifica~ior.s :0 
adjusted gross income allowed in Iowa and contras~s tnese 

provisions with those of other states. 

a. Federal Tax Deduction 

The ability ';.0 deduct federal :axes has a large influence on 
actual state talC Lability. As shown in Figure 2, the feaera l. 

tax deduction reduces the progressivlty of the income tax be:ow 

what , . would be wi';.hout the deduction. !he s~a':es exami:1ed 

above offer the following treatment: 
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Table 4 

Comparison of Federal Tax Treatment 

State Deductibility of Federal Taxes 

Iowa •••...•.. Yes 

Illinois ....• No 

Kansas ....•.. Yes - $5,000 ($10,000 on a joint return) 
or 50% of Federal tax prora ted ina 
ratio of Kansas income to Federal 
adjusted gross, if higher. 

Minnesota .... Yes - on income taxed by the state 
Missouri ..... Yes - on income taxed by the state 
Nebraska ..... No 

North Dakota Yes - on income taxed by the state 
Sou th Dakota No tax 

Wisconsin .... No 

b. Credits 

:he Research and Venture Capital Fund credits are designed to 

promote business. It is too early to tell if they are effective 

in increasing these activities. Experience in other states Shows 
that individual income tax credits in these areas of activity has 

much less relevance than proximity to educational institutions, 
skilled labor, and the local interest rates on loans .• 

c. Alternative Minimum Tax 

This addition to the Individual Income Tax has recently been 
increased and at its present rate (70 percent of the Federal 

Joint Economic Committee of the ~.S. Congress, "Location of 
High TeChnology Firms and Regional Economic Development .. 
GPO: Washington, D.C., 1982. ' 

so 



Alternative Minimum Tax) it can be expected to influence de'2i

sion-making. The Alternative Minimum Tax is designed to re

capture some of the tax dollars lost because of tax preference 
items. Those states previously examined ~hich have special 

treatment for tax preference items are as follows: 

Minnesota 

Nebraska 

Losses from tax preference items arising 

from out-of-state businesses or property are 

added back to federal adjusted gross income. 

The Federal Alternative 
included in the base of 

which the 20~ is imposed. 

Min~mum 

the tax 

Ta x is 

against 

Wisconsin •..•. The state has its o~n minimum tax based on 
seven speci fied preference i terns at a r3te 
of 5.5% of the total tax preference items 

that exceed $10,000. 

While it is unclear that individuals make location decisions 

based on tax items alone, a tax item ~hich causes an unexpected 
or excessive increase in the effective tax rate can affect eco

nomic behavior. A taxpayer COUld, for example, reduce his tax 

liability by Changing investment decisions to take advantage of 

non-preference items, or may increase federal regular tax in 

order to reduce or eliminate the difference between the minimum 

tax amount and the regular tax amount lIpon which the tax is 

based. While this does not change what is due to t.he federal 

government, 
deduction 

addition. 

it 
and 

gives 
reduces 

an 
or 

Iowa taxpayer an 
eliminates the 

increased federal 

Iowa minimum tax 

Taxpayers ~ho invest in preference items to maximize income 
expect to pay something on items ~hich are given preferential 
treatment. The situation is different for one who makes a sa:e 
on a non-VOluntary basis. 
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An alternative minimum tax is non-neutral intentionally since 

It is imposed to redress other non-neutral tax treatment. I': 1 S 

necessary, however, to tailor the tax to the circumstances whicn 

the state rather than the federal government intends to address. 

3. Neutra:ity Summary. 

Iowa's individual income tax rates are high in comparison 

wi th those in effect in other states but the :'edera 1 deduct ion 

reduces actual tax iiability, particularly for incomes over 

$20,000. The Alte!"'native Minimum Tax, as present ly struct.;;red, 

does lead to some distortion but in general, this tax is :'airly 

neutral. It should be noted that the close conformity to the 

federal tax base automatically carries over the distortions 

inherent in the federal income tax to Iowa's income tax. 

E. Yield 

1. Growth/Elasticity 

In fiscal years beginning 1978 and through 1982, revenue from 

the Iowa Individual Income Tax increased from $545 million to 

$0'84 ·11· ml lon, or by 25 percent and the tax continues to be the 

most important source of state revenue. Figure 3 shOWS that mar

ried separate returns have accounted for the largest percent of 

taxes paid over a four year period.* The share of taxes paid by 

those filing joint returns has fallen relatl.ve to separate and 

single returns, reflecting in part the growing numbers of two 

income and single households. The growth in ~owa personal income 

during those years was 33.5 percent. The rates have not been 

changed since 1975 but indexed tax brackets have been in place 

since the 1979 tax year in order to prevent "bracket creep," the 

unintended revenue increase which results from inflation in a 

graduated tax system. 

*1932 figures are not consistent with earlier years, see 
Appendix, Table 1.02. 
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2. Reliance 

In 1982 revenues from state individual income taxes for the 

United States as a whole represented 22.4 percent of total state 

and local taxes.· Using the most recent year available from the 

selected states for comparison purposes, the states in this area 

placed the following reliance on this revenue source: 

State 

Iowa 

Ii lin01s 

Kansas 

~ir:nesota 

Mlssouri 

Nebraska 

North Dakota 

South Dakota 

W:sconsin 

Table 5 

Comparison of States' 
Re[~ance on Income Taxes 

% of Major State 

24.50 

17.40 

20.06 

27.43 

22.70 

17.50 

6.07 

-0-

28.99 

& Local Taxes 

Source; Computed from the most recent annual reports for 

each state . 

ACIR, Si nificant Features of Fiscal Federalism, 1982-83 
Editio~n~,~W~a~sih~i~n~g~t~o~n~,~D~.7C~.~,-T1~9~4~.~'~P~.~3~.~~~~L-~~~~ 
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Because of di~ferent methods of reporting and differences :n 

use by the states of gross and net revenues, these figures are 

not exact. They do show, however, that Iowa does not rely on 
this tax to a greater extent than other states. 

3. Ca pacity. 

latest. data available from the Ad v ~sory Co rom ~ssion 
Intergover:1mental Relations· shows Iowa to have a capacity to 

raise revenues from this source at less than the r.a~ional average 

(National average = 100; Iowa = 88.1) and its effort is above 

average (National Average = 100; Iowa = 133.4). 

4. Yield Summary. 

The Iowa Individual Income Tax has been relatively inelastic 
over the past five years and is relied on at about the average 

when compared to the surrounding states. The tax effort, relative 

to the tax capacity, is high. 

F. Simplicity 

While the Iowa Individual Income Tax contains a fair number 
of additions, subtractions, deductions and credits, the number is 

by no means unusually high. The tie-in of the tax to federa: 
adjusted gross income makes it relatively easy for the Departmen" 

of Revenue to administer. Even with this advantage, aud:~ 

efforts by the state are necessary. Again, this effort is he:~ea 

by !;~e federal tie-in since the information process results in 

federal audit information being supplied to the state. Collection 

activities are enhanced by the withholding system. In 1983, ever 

70 percent of the revenue from th:s source came from withholding 

agents. 

• ACIR, 1981 Tax Caoacity of the Fifty States, Washington, D.C . 
Sept. 1983 
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Simplicity Summary. The Iowa Individual Income Tax is cost
effective for both taxpayers and state administrators because of 

~ts tie-in to the federal tax and the withholding provision. 

G. Possible Modifications 

1. Sliminate or Cap the Federal Deduction 

A. Description 

Presently individual income tax filers may deduct federal in

come taxes paid during the tax year from their Iowa Net Income. 

Under this modification taxpayers would either loose the deduc

tion, or deduct 50 percent of federal income taxes paid. A third 

variation is to eliminate the deduction and reduce the tax 

rates. The rates analyzed are as follows: 

Table 6 
Modified Tax Rate Structure 

Taxable Income 

° - $ 1,999 
$ 2,000 - $ 2,999 
$ 3,000 - $ 3,999 
$ 4,000 - $ 6,999 
$ 7,000 - $ 8,000 
$ 9,000 - $14,999 
$15,000 - 19,999 
$20,000 - $39,000 

Over $40,000 
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Tax Rate 

.5$ 
1. 0% 

2.5% 

3.0% 

4.0% 

5.0% 
6.0$ 

7.0% 
8.0% 



8. EXolanation of the Data 

The analysis of this and all other indiv~dual income tax 

mod i fica tions was performed using the Iowa Departmen t 0 f 

Revenue's Individual Income Tax Model. This model :"s based on 

1981 returns and 1981 tax law and, therefore, the revenue ar.d 

incidence effects for 1984 would be different due to: 

1. federal tax reductions, 

2. changes in income, deductions and credits occurring 
naturally over time, and 

3. change in the method of taxing non-residents. 

The impact of this proposal was calculated in two ways: 1) 

all married separate returns were treated as separate filers and 
2) all married separate returns were combined. The second calcu

lation results in a smaller number of tax returns, but in a 

slightly larger total liability than under the first calcula
tion. This results from a larger number of the combined returns 

falling into the highest income bracket. The second calculation 

appears in the Appendix. 

C. Equity 

1) Vertical. The individual income tax is basically pro-

gressive but taxpayers in the higher inc·ome brackets rece~ve a 

greater benefit from the federal tax deduction than do those in 

the lower brackets. Eliminating the deduction would ~ncrease the 

effective tax rate for all filers: the percentage increase would 

be greater for each income bracket ranging from 23.5 percent for 

income of $10,000 and less, to over B 1 percent for those wi th 

income greater than $75,000. Capping the Federal deduction at 50 

percent would increase effective tax rates from 10.9 percent to 

39 percent for a 50 percent deduction. 

Progressivity would increase if the rates were changed :'n 
conjunction with the elimination of the federal deduction, as 
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shown in Table 10. Under $40,000 of income, all fi lers would 

nave a lower effective tax rate. The percentage decrease would 

be greatest for those in the lower income brackets ranging from 

an almost 40 percent drop for income under $10,000 to 2.3 percent 

CLlt for taxpayers with income between $30,000 and $40,000. From 

$40,000 to $75,000 of income the effective tax rate would 

increase approximately 1.5 percent and for income over $75,000 

tne effective rate would increase 14.6 percent. 

2 ) Horizonta 1. If the deduction is eliminated or capped on 

a percentage basis, this modification wi 11 do nothing to change 

the existing horizontal eqLlities or inequities in the individual 

income tax. 

D. Neutrality 

Assuming the rates and brackets remain unchanged, the Iowa 

i:1dividual income tax burden and effective rates would increase 

considerably which could affect economic decisions. 

E. Yield 

In 1981, elimination of the federal tax deduction would have 

increased state revenues by 41.3 percent or $273,400,000. The 50 

percent cap would have resulted in a 20 percent increase, or 

$132,300,000. Reliance on this revenue source would increase 

proportlonately and tax effort, relative to tax capacity, which 

is presently high, would rise. 

If the rates were revised and the deduction eliminated, 

revenues would have been reduced by 5.3 percent or $40,200,000 in 

1981. 

F. Simplicity 

The modification would slightly affect tax forms by removing 

one computation if the deduction were totally eliminated or by 

adding one calculation if a percentage cap were imposed. 
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2. Substitute a Flat Rate for the Present Graduated Rate 

System 

A. Description 

Under this modification a single rate would be applied to a:1 

income; standard or itemized deductions and the federal tax 

deduction would be eliminated and all taxpayers would be allowed 

a $1,000 personal exemption and a $1,000 exemption for each 

dependent. The purpose of the modification ~s to reduce ohe 

impact of taxes on economic decisions. 

3. Explanation of the Data 

The analysis was based on 1981 data and a tax rate of 1 per

cent was utilized to demonstrate the effects on effective tax 

rates and revenue generation. 

C. Equity 

1 ) Vertical. Under this modification the tax retains its 

progressive nature but the percentage difference between each 

step is lessened, and the range of difference is less. The 

elimination of the federal deduction and the imposition of the 

$1,000 personal and dependent credits account for the progress~ve 

features of what would otherwise be a proportional tax. 

2) Horizontal. The flat rate tax removes horizontal ir.-

equities which are related to filing status. The depenae"t 

exemption would lower the effective tax rates for those with 

larger families. 

D. Neutrality 

A proportional tax or flat tax tends to make the tax more 

neutral since increases in income do not lead to a greater 

proportion of the income being paid in taxes. 

59 



E. Yield 

In order to provide approximately the same revenues in 1981 

under this modification the tax rate would have had to be 3.7 
percent. This nominal rate would have resulted in an increased 
effective tax rate for those taxpayers having income of $20,000 

and under and a decreased effective rate for all others. 

F. Simplicity 

This modification would greatly simplify the current tax 
system for taxpayers. 

3. Substitute a MOdified Flat for the Present Graduated Tax 
Rates 

A. Description 

Two different rate structures were analyzed to replace the 
present thirteen rate structure. 
follows: 

Table 7 

The two structures were as 

Revised Rate Structures 

Taxable Income 

$ o - $25,000 

$25,001 - $50,000 

$50,001 and over 

Structure 

5J 

H 

9J 

Rates 

Structure 2 

5.0J 

7.5J 

10.0 J 

The purpose of the modification is to simplify the current 
tax system. 
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B. Explanation of Data 

The modifications were analyzed using 1981 data and assuming 
no changes in the present additions, subtractions, deductions and 
credi ts. In addition, married taxpayers filing separately on 

combined returns were assumed to file as separate indiViduals. 

C. Equity 

Vertical. Under this modification the tax becomes less 

progressi ve. At the middle range of income, it would actua II y 

become regressive with those in the $10,000 to $20,000 lncome 

range having a higher effective tax rate than taxpayers with 

income from $20,000 to $40,000. This is true for both rate 

structures, although the 5J, 7.5J, 10J structure results in a 

higher effective rate for taxpayers with income over $40,000. 

2) Horizontal. Because there is no bracket adjustment for 

joint filers, the present system tends to impose a higher effec

tive rate on this class of filers. This modification would tend 

to lower the effective tax rate for this class of filers and re

verse the present horizontal inequity. 

D. Neutrality 

Reducing the top rates to 9 percent or 10 percent would re

move some of the perceived incentive for high income earners to 

move to lower taxing states but the 9 percent marginal rate for 

those earning over $50,000 would still be higher than the rate in 

Arizona, Illinois, Missouri and Nebraska, and the 10 percent rate 

higher than Kansas, and North Dakota. 

Under this revised rate structure, Iowa would have the second 
lowest tax rate applicable to taxpayers earning $25,000. 

61 



E. Yield 

The revenues would have increased under this modification in 

1981 by 1.5 percent for the 5~, 7~, 9~ structure and 2.2 percent 

for the 5~, 7.5~, 10~ structure. All of the increase would be 

the result of increased liability from those earning $20,000 and 

less. Under the first revised rate structure, those earning 

$10,000 or less would pay (as a whole) 118.5 percent more, and 

those earning from $10,000 to $20,000 would pay 16.8 percent 

more. All other brackets would pay less. 

F' • Simplicity 

A system with 3 rates instead of 13 is less complex. The tax 

is easier to calculate, tax tables are simpler and those in the 

higher income brackets have less reason to avoid compliance. 

4. Eliminate Married Separate Filing 

A. Description 

Presently, Iowa permits married couples to file a joint re

turn, a combined return as separate taxpayers, and completely 

separate 

are made 

income, 

returns. No adjustments for rates or income brackets 

for joint filers; as a result, when both spouses have 

they are generally benefited by filing a combined or 

separate return rather than a Joint return. Under this modifi

cation, couples could no longer file married separate returns. 

The modification would be imposed to reduce the horizontal in

equity present in the eXisting system. A second method of 

reducing this horizontal inequity would be to broaden tax 

brackets for joint filers which would reduce the difference 

between separate and jOint tax liability. 
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3. Explanation of the Data 

The analysis is based on 1981 returns and reflects use of the 

$ 3,000 maximum standard deduction rather than two $1,200 de

ductions. EXisting tax rates were applied to joint or c01'!lt>i~ed 

taxable income. We also analyze the effects of doubling the tax 

brackets for joint filers based on 1981 tax returns. 

c. Eguity 

1) Vertical. The tax remains progressive and the effective 

tax rate for each income category increases. ,he percentage 

increase is greatest for those in the $30,000 to $40,000 income 

bracket. Revising the tax brackets for joint filers would 

slightly reduce the progressivity of the income tax. 

2) Horizontal. While the effective tax for those presently 
filing joint returns does not change under this modification, the 

increase for those presently filing combined separate returns 1S 

26.8% and results in a larger difference in effective tax rates 

between the two groups than is present under the existing sys

tem. Revising the tax braCkets for joint filers would also 

create a larger difference in effective tax rates than currently 

exists. 

D. Neutrality 

The perceived "marriage penalty" present in the federal sys

tem led to a change in the federal tax law which permits the 

spouse earning the lesser amount of income to deduct 10 percenc 

of that income up to $3,000. Iowa did not adopt that provision 

because of Iowa taxpayers' ability to file separately. 
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Filing treatment in the comparable states is as follows: 

Arizona: 

Married couples may file separately but since Arizona is a 
joint property state, each spouse shows income which totals 

one-half of their own and one-half of their spouse. 
Joint return the income brackets are doubled. 

Illinois: 

On a 

Married 

federal 

couples must file 

purposes. Since 

for 

the 
the state as they file for 
rate is flat, there is no 

"marriage penalty" and no modifications are necessary. 

Kansas: 

Married filers must follow federal filing but the income 
brackets are doubled for joint returns. 

Minnesota: 

Married filers may file any of three ways - joint returns, 
combined returns (separate liability on one return) or 

separate returns. The differences between combined and 
separate are: 

1. on a combined return itemized deductions may be divided 

in any manner the taxpayers' wish; and, 

2. each spOuse is responsible for the total tax if the other 
spouse fails to pay. 
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Missouri: 

Married filers must file a joint or combined return if they 

file a joint federal return. The combined return al:ows each 

spouse to compute his or her own income and the tax .l.S 

determined on that income only. 

Nebraska: 

Married filers must follow their federal filing. Since the 
tax is a flat percentage of federal income, no modifications 

are necessary. 

North Dakota: 

If each spouse has income, they can file separate returns 

even if they filed a joint federal return. 

Wisconsin: 

There is no prOVision for a joint return. Married taxpayers 

compute separate liability on a combined form. 

E. Yield 

Eliminating the married separate filing status would have 

increased revenues by 14.4 percent or $95,400,000 in 1981. 

Do ubling j oi nt filers' tax brackets wo uld have red uced revenues 

by $55.4 million, a decrease of 8.4 percent. 

F. Simplicity 

This modification would simplify the system by eliminat~ng 

forms, follOwing the federal income tax more closely and reducing 

the Department's need to combine separate married taxpayers re-

turns for information purposes. Doubling joint filers' tax 
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brackets would not have a substantial impact on the simplicity of 

the income tax. 

5. Revise the Rates for Married Taxpayers 

A. Description 

This modification assumes all married taxpayers file a joint 
return but the rates for these returns are changed to reflect 

federal income tax treatment. 

The rates would be as follows: 

Table 8 

Revised Rate Structure 

Taxable Income Tax Rate 

$ 0 - $ 1,023 . 50~ 
$ 1 ,023 - $ 2,046 1.25% 
$ 1,046 - $ 3,069 2.75% 
$ 3,069 - $ 4,092 3.00'-' 
$ 4,092 - $ 7, 16 1 4.50'-' 
$ 7, 161 - $ 9,207 5.50% 
$ 9,207 - $ 15,345 6.00% 
$15,3 45 - $ 20,460 6.50% 
$20,460 - $ 25,575 7.50'-' 
$25,575 - $ 30,690 8.00% 
$30,690 - $ 40,920 9.25% 
$40,920 - $ 76,725 10.25% 
$76,725 - $153,450 1 1.00% 

Over $153,450 13.00% 

The modification would be imposed to improve horizontal 

equity. 

B. Explanation of the Data 

The analysis was done using 1981 data. 
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c. Equity 

1 ) Vertical. The tax would become progressive; effective 

tax rates would increase for those with incomes above $30,000 and 

decrease for those in lower brackets. 

2) Horizontal. Those presently filing married separate re-

turns would experience an increased effective tax rate but a 

lesser increase than that which would occur if joint filing were 

mandatory and no 

3.28~; mandatory 

rate 

join~ 

adjustments were made: present 

filing without rate adjustments, 

system, 

4. 16~; 

mandatory. joint filing with rate adjustments, 3. 54~. 

D. Neutrality 

To the extent that married filers pay more tax at the same 

income level than single filers, the tax system establishes 

disincentive to marriage. 

E. Yield 

This modification wo~ld have produced a 6% increase in 

revenues in 1981. All of the increase would have come from those 

who filed married separate returns. 

F. Simplicity 

Providing 

s impl i fies the 

complexities. 

for one 

system 

fil i ng method for marr ied couples 

but a dual rate/bracket structure adds 

6. Impose an Iowa Alternative Minimum Tax and Eliminate the 

Federal Add-On 

A. Description 

The federal alternative minimum tax is imposed to recapture 
taxes frcm those whose use of tax preference items reduces their 
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~ax liabil:ty to a pOint where it does not reflec~ their sub-

s~antial economic income. Only if the al~erna~ive minimum tax-

able income multiplied by a 20 percen~ rate exceeds the regular 

income will the taxpayer be liable for the tax since it is 

reduced by the amount of the regular income tax. 

amount is ~hen added ~o regular taxable income. 

The reduced 

Presen~ly 70 percent of the alternative minimum tax is added 

~o Iowa regular ~ax liability to ~he extent that the preference 

items or credits included in the alternative minimum tax base 

affect Iowa taxable income. 

This modification would substitute an Iowa alternative 

minimum tax for the federal alternative minimum ~ax by using Iowa 

taxable income as the base and adding the federal preference 

items to the exten~ they affect Iowa taxable income. The sub

traction would be a general exemption of $40,000 for joint 

filers, $30,000 for single and $20,000 for separate filers and 

the resulting minimum taxable income would be subject to a ~ax 

ra~e of 8 percent. The regular Iowa ~ax and any applicable Iowa 

credi~s would ~hen be deducted and ~he excess, if any, ~uld be 

~he Iowa minimum tax. 

Two variations could be examined: 1) allow a one-time 

eXClusion of capital gains ariSing from the sale of a taxpayer's 

principle residence and/or principle bUSiness (agricultural, 

commerc:al or industrial); and, 2) reduce the general exemption 

to $20,000 for all filers since the Iowa income tax does not 

provide for different rates or brackets based on fi1:ng status. 

B. Explanation of the Data 

The analysis is based on Iowa Department of Revenue research 

performed during the last year and from publications produced by 

the Iowa C.P.A. Society. 
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c. Equity 

1) Vertical. The present tax and the proposed mod~fication 

affect mainly taxpayers in the higher income brackets (75 percent 

:s paid by taxpayers with income over $50,000). To tnat extent, 

the income tax becomes more progressive at the high end of che 

income scale. The general exemption would prevent those 

individuals with few preference items who are subject to a rate 

less than 8 percent from arriving at alternative minimum taxable 

income. 

2) Horizontal. The differing exemption amount when applied 

to a tax which makes no adjustments for filing status could 

create horizontal inequities. 

D. Neutrality 

Tax preference items are generally imposed to encourage cer
tain economic behavior. A few are granted to provide tax re-

lief. Of the federal tax preference items included in the cur-

rent law, most fall under the former rationale and are granted to 

stimulate economic activity intended to benefit the nation as a 

whole. The exception to this general rule is the sale of one's 

home or business which may resulc in a capital gain. The sale is 

<lsually made for non-tax reasons, is not recurr ing and is not 

part of an investment strategy. For this reason, income arising 

from such sales could be excluded from the Lst of preference 

items. 

If the tax on preference items is too high ;.t may affect 
investment decisions in a manner inconsistent with the rationale 

for the preference. The federal alternative minimum tax through 

use of a lower rate and by allowing a large general deduction. 

attempts to recapture revenues only when the effect of ~~e tax 

preferences is considerably out of line with che economic 

ability-to-pay of the taxpayer. An Iowa tax based on the same 

principles would operate in a similar manner. 
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E. Yield 

The Department of Revenue estimate the revenue loss from this 

modification at $2,000,000 to $4,000,000. It is not possible to 

compute the effects of an exclusion on one-time capital gains. 

The Department of Revenue cannot separate out this i.tem but has 

indicated that capital gains, in general, account for a large 

percentage of the federal alternative minimum tax liability. 

F. Simplicity 

This modification would add some complexity to the income tax 
since a 70$ addition of a federal tax is easier for the taxpayer 

to calculate and easier for the Department to administer. 

However, since Iowa taxpayers can recompute the federal alter

native minimum tax in order to include only items affected by the 

Iowa income tax, the change to an Iowa tax should not add much 

complexity. 
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II. CORPORATE INCOME TAX2S 



CORPORATE :~COME TAXES 

A. Description 

I. Overview 

A. The base is federal taxable ir.come after -::er':.3::1 
modifications which reSult in Iowa ne':. income. 

3. Corporations dOing busiCless excL.lsively iCl :cwa 
a.re subject to t.ax on their entire i~c:::>:r.e ~rorr: 
taxable sources. Corporations do:'~g ~us:'ness 

within and witho'..lt Iowa attribute a port ien 0:
total income to Iowa through a: locat:'o~ and 
apport iOClment. 

C. Graduated tax rates are applied cO Iowa :axabLe 
income to reSult in computed tax. 

II. Modifications to Federal 

A. Subtract: 

1. 50 percent of ~edera~ income tax 

2. Interes: and dividends from federal securi:ies 

3. Wages not deducted from federal taxable income 
due to federal Jobs Tax Credit 

11. Amount included in federal ':axable :'r.cc~e cue 
to federal Alchohol Fuel Credit 

5 . Small bus iness 
twe:ve months 
employees 

deduct ion f'Jr 5::::% of f'i~st 
to cer:'ain new 

6 • 

8. Ad d: 

of wages pa ij 

Income and certain ce::i 1"lct. i·;:>ns 
a sale-leaseback arrange~ent 

safe harbor lease 

asso~iated 

c'Jalify:'ng 
wit.h 
as a 

1. Iowa income tax deducted in corr.pu:ir.g federal 
taxable inco:ne 

2. Interest and dlvidends exempt frorr. federal ':.ax 
(foreign and sta:e securities) exce;:>t cer':.ain 
Iowa Board of Regents bor.ds 

3. \.indfall profits tax dedt.:cted :':1 C0~put :':1g 
federal taxable ir.come 

4. Federal net operating loss 
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5. Certain deductions associated with a sale
leaseback arrangement qualifying as a safe 
harbor lease 

III. Adjustments to Modified Federal Taxable Income 

A. Subtract total net nonbusiness income 

IV. Apportionment of Adjusted Federal Taxable Income 

A. Income from sources 
rents and royalties 
criteria. 

such as interest, diVidends, 
is allocated using various 

B. Income from manufacturing or sale of tangible 
personal property is apportioned to Iowa on ratio 
of Iowa sales to total sales. Income from other 
activities is apportioned using similar criteria. 

V. Modifications to Apportioned Income 

A. Add net nonbusiness income allocated to Iowa 

B. Deduct net operat ing loss apport ioned to Iowa 

VI. Compute Tax on Iowa Taxable Income - Rates range from 
6$ on first $25,000 of income to 12$ on income in 
excess of $250,000 (see attached rate schedule) 

VII. Additions to Computed Tax 

A. Minimum Tax 701 of federal minimum tax 
apportioned to Iowa 

VIII. Credit From Computed Tax 

A. Nonrefundable 

1 • Iowa Venture Capital 
investment) 

B. Refundable 

1 • Motor Vehicle Fuel Tax 

2. Research Expenditure 

Fund Credit (5% 

Credit 

Credit (6.55% 
qualifying expenditures, effective January 
1985) • 
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RATES 

Taxable Income 

$0 - $ 25,000 
$ 25,000 - $100,000 
$100,000 - $250,000 
$250,000 & Over 

B. Explanat~on of the Data 

6~ 
8«; 
~Q% 

12% 

For purposes of :his st~dy, the burden of :ne corporate acd 

franchise income tax is measured agai~st net corpora~ io;: i:1c'J~e 

before the Feden.l tax deduc: ion. This inc;.·:ence c31.culat':'cr: 

allows Iowa corporate taxes to be direc~ly co~pared to cJrporate 

and fra:1ch ise t3xes in othe~ s~at.8S. These interstate (!orr:pari-

sor.s ca~ play a ~ole in co!"'poratio!'"Js t i!'1vestmer.t and ~~ca':io:1 

decisions. In add1:10n, th~s incidence calculation al:~ws int~a-

s~ate analys:'s of the trea,;~ent. of dif:-erent. ;.cines c~ cO:-pO~3.-

t~Qns Jnde~ current tax law. 

Wh:"l~ conparir.g t.ax ~a:d to cor~orate incorr.e is usef'Jl, trle 

~:timate burden of ~he co~por3t~ incooe tax is borne by i~divij-

lJal.s, not corpo!"'a:'ions. The tax may De pa:: eithe~ by ccns~~er3 

:~ ~h~ form of r.:g~er prices :or t..r.e corpora:'io:1 t s prod'..(cts, by 

Qwners of capital 3~d stockholders in t~e for~ of lower ~etur~ O~ 

i~vested ~un-js, o!'" by, labor in t';)~ forr.i :): ~e~'J:::ed w'?ges. 

Econo~ists di~~er widely on which of ~hese gr0~~s bear t~le ~ur~en 

~~ the corporate income ~ax*. 

on whi~n sr~up bea~s its burden. If cons~~er3 ~r :ajor bears t~e 

tax, th~ incidence is regressive, while if ow~ers of capital bear 

",he b'.lrjen, :.he tax is progressive. These di f~ere~ces C3!1 :)~ 

seen in table 9 which compares the incidence 0f ~he :0wa 

corporate i~come tax calculated under di~fere~t ~sSJ~~ti~r.s. 7he 

data were drawn ~rom Donald Phares' book Who Pays Sta~e a~c Loca~ 

Taxes? and are based on 1977 tax ir.format:on. 

• Joseph ?echma:l, ?'edera~ Tax Policy, (Wasr.:;;gt8r., :JC: 
Bookings :nstitution), 4th EdltlOr., 1983. p. 135. 
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Table 9 

Compa~isor. of Effective Tax Rates: 

Tax Bracket 

under $3,000 

$ 3,000 - 3,999 

$4,000 - 4,999 

$5,000 - 5,999 

$6,000 - 6,999 

$7,000 - 7,999 

$8,000 - 8,999 

$10,000 - 11,999 

$12,000 - 14,999 

$15,000 - 29,999 

#20,000 - 211,999 

$25,000 - 29,999 

$30,000 - 34 ,999 
over $35,000 

Corporate Net Income Tax 

Effective Tax Rates 

1/2 Consumers, 

1/2 Owners Consumers 

af Capital in General 

0.45% 0.83 

0.36 0.52 

0.37 0.49 

0.39 0.39 

0.25 0.38 

0.18 0.36 

0.29 0.32 

0.30 0.3 1 

o. 16 0.28 

o . 18 0.26 

O. 18 0.24 

0.18 0.23 

0.45 0.22 

0.56 0.20 
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Owners of Capital 

in General 

0.07 

0.20 

0.25 

0.40 

0.12 

0.00 

0.26 

0.29 

0.05 

o . 10 

O. 1 1 

o .13 

0.67 

o .91 
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Figure 4 

INCIDENCE BY FILING STATUS AND INCOME 
1982 CORPORATE RETURNS 
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Figure 4 shows tax incidence based on corporate, rather than 

indivldual income, for three types of corporate tax returns: 

res ident appo rt ioning, 

apportioning. The tax 

non-resident apport.ioning, 

is clearly progressive with 

and non

respect to 

corporate incom.e.; incidence rises from five to nearly ten 

percent. for 

the federal 

firms with more than $1 million in net income before 

tax deduction. For firms with equal income, tax 

incidence is nearly the same for each category of return. 

Overall, however, average incidence for 

lower than for other types of returns. 

non-apportioning firms is 
This reflects the lower 

average income per return for non-apportioners as shown in Table 

26 below. 

Table 10 

1982 Average Income Per Return 

Type of Return 

Resident Apportioning 
Non-resident Apportioning 
Non-apportioning 

Average Income Per Return 

$161,356 
$2 11 5,054 
$ 31,823 

C. Equity 

1 ) Vertical. Both with and without the federal deduct ion, 

the Iowa Corporate Income Tax is progressive, although it is more 

progressive without the deduction. 

2) Hor izoot al 

Filing status Corporations may be non-apportioners or 

approtioners. In the latter case they may be resident or non-

* This calculation does not take into account the Federal tax 
offset for corporations Which would reduce the incidence by 
t.he largest percent for firms with more than $100,000 in net 
income. 
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resident ap~o~~io~ers. Because the ~ncome reeas~re used fo~ data 

analysis is apportioned income, i.e., income taxab:e by :o ..... a 

b3sed on the single-factor apportionment ~ormu:a, it ~s ~o~ 

possible to measure horizontal inequities which may exist between 

resident and non-resident apportioners. Non-appor~ioners pay :ax 

on 100 percent of their income but are not taxed Dy a"y other' 

state. Apportioners are '::axed by Iowa on only t!'lat portlon 0: 
their income attributable to Iowa activities, but as r::ul':.istate 

~orporations they are sJbject to tax on the other por~ion3 oy all 

the states in which they have taxable activities. 

It can be assumed that resident apportioners receive greater 

benefits from the slngle-factor formula ':;han do non-resident 

apportioners since the formula measures receipts from sales 

only. Resident corporations tend to have more property and 

employees within I o \lola and these measures of activlcy not 

take, into account in determining the pe~centage ~f income 

taxab~e by Iowa. Conversely, non-resident appcrtioners cannot 

use their lower percentages of property and payroll to offset 

thelr sales percentages. An example follows: 

Resident Corporation Non-Resident Corporat.:o:1 

Iowa Property 1 1°0° 1°00 = 
.67 25°1°°0 = .67 

All Property 1,500,000 ~ ,500,000 

Iowa Payroll 100 1000 : .67 50,000 ;·33 
All Payroll 150,000 150,000 

Iowa Sales 2 100°1°°0 = .25 31°00,000 = ·375 
All Sales 8,000,000 8,000,000 

Income $3,000,000 3,000,000 

Apportionable 
Income- Si ng le-
Factor $750,000 $1,125,000 

Apport ion able 
Incor.le-3-Factor $1,583,320 $874,999 
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This example compares the advantage that resident 

corporations receive from the single-factor as compared to an 

equally weighted three-factor apportionment. 

Banks and Insurance Companies. Neither financial institu

tions nor insurance companies are taxed under the Iowa Corpora

tion Income Tax. Iowa does impose a 2 percent gross premiums tax 

on insurance companies and a 5 percent franchise tax on financial 

institutions, which is based on net income. 

Under the flat :; percent tax rate imposed on banks, their 

average e~fective tax rate is a proportional 5 percent across all 

income categories, while other corporations have average 

effective tax rates which range from 6 percent to over 11 

percent. The base used to calculate income differs, however, in 

tha~ financial institutions cannot deduct federal taxes nor 

income from federal securities. 

The base of the gross receipts tax is not income but 

premiums with some exceptions. Domestic and foreign insurers are 

subject to the same tax. 

3) Equity Summary. Iowa's tax is progressive due to the 

graduated rate structure. The main horizontal inequity relates 

to the apportionment formula which was adopted to provide an 

incentive for locating capital and jobs in the state. 

D. Neutral i ty 

1. Rate 

The rate of the tax, the base of the tax and the method of 

apportionment are factors in location and investment decisions 

for corporate taxpayers. Iowa's rate is high in comparison with 

those i" the surrounding states as seen in the following table. 

ror a comparison to all states' tax rates, see the Appendix. 
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State 

Iowa .... 

:11: neis 

Ka ns as 

Minnesota 

Missouri 

Nebraska 

North Dakota 

South Dakota 

Wisconsin 

Table 11 

Corporate Tax Rate Comparison 

Rates 

6~ to 12% 

4% state; 2.5% corporate personal proper~y 
replacemen~ tax. 

4.5% + 2.25% on income over $25,000 

6% on first $25,000 and 12% on remainder 

5% 

5% to $50,000; 7% remainder 

3% to 10.5% 

None 

7.9% plus 10% surtax 

2. Modiflcations to the Base 

The modi fications to federal taxable income are also very 

impo!"tant to taxpayers. Iowa has few modifications and has not 

chosen to decouple from the federal changes relating to benef"~s 

such as accelerated depreciation. Corporate taxpayers a!"e 

allowed to deduct 50 percent of their federal ~axes in arriv:ng 

at Iowa ne~ income. A comparison of Iewa's treatment of federal 

taxes with those of the comparable states' follows: 
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a. federal Tax Deduction 

Table 12 

Federal Tax Deductions 

State Treatment 

Iowa 50$ 

Il Linois No 

Kansas No 

Minnesota No 

Missouri Yes, for income taxed by state 

Nebraska No 

North Dakota Yes, for income taxed by state 

South Dakota No tax 

Wi sc onsin No 

b. Research & V~nture Capital Credits These credi';.s 
have not Seen 1n effect for enough tlme to be analyzed. 

c. federal Minimum Tax Add On. Iowa requires 70 
percent of this tax to be apportioned or allocated to 
~he state as an addition to the computed tax. Minnesota 
is the only surrounding state with a similar provision 
and the percentage add-on is 40 percent. 

3. Apportionment 

Iowa's single-factor formula is intended to reward 

corporations for locating in the state. All states detel"mine 

income attributable to the state by comparing certain in-state 

activities to the total activities of the taxpayer. The most 

common formula is t~e 3-factor formula. A percentage is computed 

for property, payroll and sales. The three percentages are 

summed, divided by three and the resulting ~rac';.lon is appli~d ';.0 

i~come. Formulas used by the surrounding states ~ollow; 
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State 

Iowa 

Illinois 

Kansas 

Minnesota 

Missouri 

Nebraska 

North Dakota 

South Dakota 

Wisconsin 

Table 13 

State Apportionment Formulas 

Formula 

Sales 

3 factor 

3 factor 

3 factor or 70% sales, 15% payro::, 15'; 
property 

3 factor or single "volume of business" racto~ 
(includes 1/2 of receipts from transactions 
partly within and partly without Missourl) 

3 factor 

3 factor 

No tax 

Sales 50%, payroll 25%, property 25% 

4. Neutrality Summary 

The high rate of corporate income tax is moderated by the 

federal tax deduction and the single-factor formula. The absence 

of certain changes to federal taxable income is also a positive 

economic development advantage. Corporate taxpayers also ~e~c to 

l·:>ok with disfavor at states which employ the throwback rule 

(attributing out-of-3tate non-taxable sales back to t:,e 

originating state) and states which impose combined appor~io~ment 

on unitary businesses. It is well to remember, however, tr.at 

states which employ these methods claim they :-:ave not s'Jffered 

from a loss of business due to them and have, in some instances, 

increased their revenues and have been able to provide Detter 

services. 
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E. Yield 

1. Growth/Elasticity 

Corporate Income Tax. Measured as revenue, total tax 
liability grew from $101 million in fiscal year 1978 ';.0 $132.4 

million in fiscal year 1982, an increase of 31.1 percent. During 

the same period, Iowa corporate income grew 29.2 percent. Rev

enue increased from 1981 largely due to an increase from 10 to 12 

percent ~n the tax rate applicable for firms filing in the high-

est income brackets. If this rate increase had not gone into 

effect, revenue from the corporate income tax would have changed 

little from 1980 to 1982. 

In all five years corporations filing non-resident appor

tioned returns paid the largest amount of tax as shown in Figure 

5; for example in 1982, non-resident apportioning firms accounted 

for 52.1 percent of total corporate income tax revenue. Non

resident apportioners also paid the largest amount of tax per 

return as shown in Figure 6. These findings reflect the larger 

relative size of non-resident firms filing apportioned returns. 

Franchise Tax. Franchise Tax receipts grew from $10.14 

million in 1978 to $15.69 million in 1982 as shown in Figure 7. 

Receipts dropped from 1981 to 1982 due to a change in the rate 

structure from a graduated to a flat rate system. 

Figure 8 shows that despite the lower tax rates for larger 

f.rInS, tax revenue from larger firms grew at nearly 20 percent 

per year from 1978 to 1982, while tax revenue from smaller firms 

fell sharply. The tax base of firms with greater than $500,000 

in taxable income more than doubled over t.he period, W'hi Ie t.he 

taxable income reported in the lower brackets fell sharply. 

2. Reliance 

In 1980, revenues from corporate income taxes represented 6 
percent of total state and local taxes for the state taken as a 
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whole. For the most recent year available the rec :ance of t'le 

comparable states is shown below. 

Table 14 

Reliance of Corporate Income Tax Revenues 

3. Capacity 

According to 

capacity for this 

% of Major 
State Local Taxes 

Iowa ........... 4.8% 

Illinois ............ 3.5% 

Kansas ............ 6.7% 

Minnesota ............ 5.2% 

Missouri ............ 3.2% 

Nebraska ............ 3.3% 

North Dakota ............ 4.2% 

South Dakota .......... -0-

iii sc ons in ............ 5. H 

the most 

tax of 89.5 

recent ACIR figures, Iowa had 

and an effort figure of 93.6. 

4. Yield Summary 

The growth in revenues during the period analyzed was mainly 

the result of a rate increase. Changes in the federal law ani in 

the economy have served to hold down growth in corporate taxable 

income. 

Iowa's reliance on this revenue source is somewhat lower 

than the average but if revenues from financial ins:itutions and 

insurance companies are added in, the reliance is closer tc ':.he 

national average. 
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F. Simplicity 

The tax is simple to compute and administer due to its close 

tie to federal taxable income. 

G. Possible Modifications 

1. Employ a Three-Factor Formula 

A. Description 

Income from corporations is presently apportioned on the 

basis of the sales or receipts factor. Businesses which are 

doing business within and without Iowa are permitted and required 

to apportion their income. Those corporations which are dOing 

ousiness only in Iowa are required to allocate 100 percent of 

their income to Iowa. The words in the Iowa Code, Section 

422.33,3, read:" if such trade or business is carried on 

partly within and partly with the state ••. " to denote those 

businesses subject to apportionment. The Code in Section 422.32, 

10, states, "For purposes of allocation and apportionment of 

income under this division, a taxpayer is taxable in another 

state if: (a) In that state he or she is subject to a net income 

tax, a franchise tax measured by net income, a franchise tax for 

the privi:ege of doing bUSiness, or a corporate stock tax; or (b) 

that state has jurisdiction to subject the taxpayer to a net 

income tax regardless of whether, in fact, the state does or does 

not." While the Code does not specifically tie the carrying on 

of business outside of Iowa to the concept of taxability in 

another state, t'1e 

apportionment only for 

state. 

law has been interpreted to allow 

corporations which are taxable in another 

A modification requiring property and payroll to be included 

in the apportionment formula would be imposed to increase 

revenues and to increase horizontal equity between resident 

apportioners and non-resident apportioners. 

88 



B. Explanation of the Data 

Because it is not possible to determine what the property 

and payroll factors would be for apportioning corporations, the 

analysis was based on data developed for three hypothetical 

corpora~ions: a high value-added manufacturer or on", in which 

the business costs such as wages, rents, interest and other costs 

associated with producing goods are high compared with the cost 

of the raw material supplies and profits are generally high; a 

low value-added manufacturer or one in which production costs are 

not great and profits are generally lower; and a non

manufacturing operation. Examples of these different types are a 

farm implement manufacturer (high value-added), a food processing 

company (low value added) and a wholesaler. These three types of 

corporations are typical of Iowa bUSinesses which would be 

affected by a change in the method of apportionment. 

The analysis used current Iowa law and current finanCial 

data and statistics. 

c. Equity 

1) Vertical. Assuming no change in rates, vertical equgy 

would not be affected by this modification and the tax would 

remain progressive. 

2) Horizontal. The concept of apportioning income rests on 

assigning income to a state based on the activity of the 

company. The three factors of payroll, prope rty and sales are 

assumed to measure that activity and are also assumed to bear a 

rational relationship to the services and benefits afforded by 

the state to the corporation doing business in and deriving 

income from the state. The use of the si~gle sales or receipts 

factor distorts this relationship and ignores the services 
provided by the state to persons and property. 

The data derived from the model indicate that those types of 

firms which are more likely to locate a greater proportion of 
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th~ir employees and property within Iowa in relation to sales 

w111, under this modificatLon, bear an increased tax burden. The 

high value-added manuracturer is likely to have Less of his total 

property and payroll located within Iowa but more of his sales 

wi th i n Iowa. The low val ue-added manu facturer tends to have mo re 

sales out of Iowa but more operations within the state. The 

who l~sal er is li kel y to have a mor-e even dist ribut ion of each 

factor within and without Iowa. The low value-added manufacturer 

would, ~herefore, have the greatest increase in tax burden. 

D. Neutrality 

The single-factor formula is intended to be non-neutral and 

was instituted to act as an incentive for choosing an Iowa 

location over locations in competing states. To the extent that 

state taxes influence location decisions, the modification ca'1 

?ffect location deciSions for those corporations which have a 

considerable portion of their property and payroll in Iowa and 

sell most of their goods outside of the state. 

E. Yield 

Because of the variations in income and apportionment 

factors, it is difficult to assess accurately the revenue change 

which could be attributed to this modification. The most recent 

work done in thlS area was a survey by th~ I?wa Department ?f 

Revenue taken in 1975. Their work resulted in an estimate of the 

increase in the corpor-ate income tax due to a three-factor 

formula of 32 percent. In 1984 this would have meant approxi

mately $54,000,000 1n additional revenues. Based on the models 

of hypothetical firms, tax increases would range from 14.7 

percent for a wholesale operation to 29.3 percent for a high 

value manufacturer to 147.5 percent for a low va!~e manufacturer. 

Tax increases could be much larger depending 0'1 the geographic 

distribution of firms' property, employment, and sales. For 

9xample, the tax inc:--ease would be approximately 320 percent for 
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a ".igh value added manufactJrer located i:J Iowa (95 perce:J':: Qf 

its property and employment) which ma~es or.cy 20 percent o~ :ts 

sales in Iowa. Compani.,s with this allocation of factors would 

face the largest tax increases under a three factor f0rmc::'a, 

lncreases for ot.her firms would vary based on the allocatio:c of 

the three factors. 

F. Slmplic i ty 

Tnis mojificat.ion would make the tax somewhat less simple 

for t.he tax admi:Jistrators, but because the t.hree factor formula 

is the most common !'ormula used by the states, it would not have 

a great impact on t.axpayers. 

2. Eli~inate the Federal Tax Deduction 

A. Description 

Presently Iowa corporate taxpayers may subtract 50 percent 

of their federal taxes paid from their federal taxable income in 

arriving at adjusted federal taxable income. Under this 

modification the subtraction would eliminated. The 

moctlfication would be imposed to increase revenues. 

8. Explanation of the Data 

The analysis was based on 1981 data and broke:J down into the 

following three categories: reSident apportio:1ing; nO:1-residerlt 

apportioning; and non-apportioning - The marginal rates in effect 

in 1981 were 6%, 8% and 10%. In 1982 the margbal rate fo!'" 

income of $250,000 or more was increased to ;2%. 

c. Equity 

1 ) Vert iC'll . The el imination of the fede!'"al deduct ion 

wou~d not affect the progressive nature of the tax. 
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2) Hor~zontal. Percentage increases in taxes due the state 

~na in effective tax rates are very similar for each category of 

corporate taxpayers and no horizontal inequities would arise as a 

result of this mOdification. 

D. Neutrality 

The federal deduction tends to lower the effective tax 

rate. Eliminating the deduction increases the effective tax rate 

by a maximum of 2.6% (8.31% to 8.53%) for corporations with 

income between $100,000 and $250,000 and less than that for all 

other income categories. It is unlikely that this level of 

increase would affect location/investment decisions. Of the 

comparable states, only Missouri and North Dakota allow the 

federal tax deduction. 

::.. Yield 

In 1981 this modi fication would have increased revenues by 

approximately $20,000,000 or 17.8 percent. See the Appendix for 

complete description of the analysis. 

F. Simplicity 

Elimination of the federal deduction would remove one 

calculation and lead to some simplification. 

3. Substitute a Flat Rate for the Graduated Rate 

A. Description 

There are four rates applied under the present system. 

Under this modification a single rate would be applied to all 

income categories. Three alternatives have been examined; a rate 

of 9.65%. a rate of 6% and a rate of 7.25'&. The modification 

would be imposed for simplicity and neutrality purposes. 
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B. Explanatio~ of che Data 

The analysis was done for the years 1978 through 1982. The 

r::ltes were derived three ways: the mean, or average tax rate 

determined by dividing total tax revenues by total adjusted 

income (9.65~); the median, or mid-point of the effective tax 

rates for all returns filed (6~); and the flat states' average, 

the average tax rate as of January 1, 1984 of all the states 

which impose a flat rate on net income (7.25~). The 1982 year is 

used to illustrate the effects since the last rate change 

affected the 1982 taxes. 

C. Equity 

Vertical. The imposition of a flat rate will make the 

tax basically proportional rather than progressive. 

2) Horizo~tal. A flat tax will not change the present 

horizontal equities and inequities. 

D. Neutrality 

Depending on the tax rate chosen, a flat rate could, to the 

extent the corporate rate affects location/investment deCiSions, 

!!lake Iowa mOre attractive to corporate taxpayers. The highest 

rate, 9.65 percent is lower than the present rate for corpo

rations with income of $100,000 or OVer. Both resident and non

resident apportioning corporations have an average income per 

return which is higher than $100,000. Non-apportioning corpora

tions tend to be smaller and have less income and a 9.65 percent 

rate would represent an increase (based on average income per 

return) of 20 percent. 

The flat states' average tax rate of 7.28 percent would 

represent a decrease for apportioners and non-apportioners based 

on average income per return, bu t a 20.8 percen t increase for 

those corpor::ltions with $25,000 income or less. 
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The ~e1ian rate of 6 percent represents no increase for any 

filer and a reduction for most. 

E. Yield 

In 1982 a flat rate of 9.65 percent would have produced the 

same revenues as were actually collected. The 7.25 percent rate 

would have decreased revenues by almost $33,000,000 or 24.8 

percent. The 6 percent rate would have decreased revenues by 

$50,000,000 or 37.8 percent. 

F. Simplicity 

A flat rate is simpler to calculat.e and reduces incentives 

to calculate lower income figures to avoid entering a new 

bracket. 

4. Impose Combined Apportionment on Unitary Businesses 

A. Desc rlpt ion 

Presently, Iowa treats each corporate entity as a single 

taxpayer. Each corporation dOing business in Iowa calculates its 

own income in a ratio of Iowa receipts t.o total receipts of t.he 

corporation. Under the combined apportionment. method, a group of 

corpor'at ions wh ich are rela ted through common ownersh ip, 

centralization of management, functional integration and a flow 

of value will be considered to be conducting a unitary business 

and any member of the unitary group who is doing business in Iowa 

will calculate its income on the combined income of the group and 

apportion its income to Iowa based on the ratio of receipts in 

Iowa to total receipts of all members of t.he group. 

Different states determine membership in the unitary group 

on different grounds, t.he most. common difference being the 

inclusion or exclusion of non-U.S. corporations. A worldwide 

uni t.ar'Y group consists of members who meet. the above criteria 
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',lith no regard for the country in which an y membe I" rna y be 

its activities. A 

meetlng the above 

criteria who are incorporated or conducting a substantial amount 

of business in the United States. 

i<1Corporated or may be conducting most of 

domest~c unitary group consists of members 

B. Explanation of the Data 

The analysis does not include revenue data si'1ce there is 

considerable disagreement as to the validity of revenue estimates 

in this area of taxation. No state to date has been able to 

verify decreases or increases in revenues arising from the 

~limination or imposition of the combined apportionment method. 

C. Equity 

1) Vertical. The modification does not affect the progres

sivity of the tax. 

2) Horizontal. If one assumes that a unitary busi<1ess or 

integrated economic enterprise may 

single corporation which employs 

perform different functions or by 

which different functions are 

incorporated entities, then combined 

the corporate 

be conducted by eith~r a 

branches and divisions to 

a group of corporations in 

performed by separately 

apportionment increases the 

income tax. Presently, if a horizontal equity of 

corporation is doing business in Iowa it will be taxed on a 

portion of its entire income, even if various branches or 

divisions of the company have no state presence. If, however, 

the company incorporated the non-Iowa divisions, the company 

would be taxed only on a portion of the income of the Iowa 

corporation. Under combined apportionment the form take<1 by the 

business is ignored and income is calculated based on the 

economic activities which underlie the production of total 

income. 

Non-apportioning corporations would not be affected by the 

modification. 
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D. Neut~ality 

The majority of businesses are opposed to combined appor

tionment. They believe that corporate lines should be respected 

and that the indefinite criteria used to determine unitary group 

members leads to uncert.ainty and inst.abi l i ty. More businesses 

are opposed to worldWide combination than to domestic combina

tion. Of the twenty-one states which permit or require combined 

reporting, ten use the domestic method (Oregon and Nebraska just 

enacted statutes moving from worldWide to domestic) and three of 

the ten (California, Colorado and Florida) are conSidering chang

ing their worldwide requirements. 

E. Yield 

Most states believe combined apportionment leads to 

increased revenues in the long run but the short run experience 

is generally a l~ss of revenues. This result is due to the fact 

that those businesses which benefit from combination (groups for 

which the ability to combine profits with losses leads to reduced 

combined income or no taxable income) tend to file on that basis 

immediately and claim refunds or carry their losses forward. 

Companies which would have increased taxes (groups which must 

combine their income with members having greater income) tend to 

wait until the state finds them to be unitary under audit and 

then often take advantage of appeals procedures to protest the 

finding. 

F. Simplicity 

Combined apportionment adds considerable complexi ty to the 

corporation income tax. Special auditing techniques must be 

learned, more audits must be performed, more hearings must be 

held and the tie to federal taxable income is lessened. 

Taxpayers must perform more work and may avail themselves of so

phisticated planning techniques to minimize their tax liability. 
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5. Tax "i~ancial Institutions Under the Corporate Inco~e 7ax 

A. Description 

The State of Iowa imposes a franchise tax 3ccording to and 

measured by net income on financial institutions including state 

banks, national o'inks having thelr principal office in Iowa, 

trust companies, federal savings and loan associations 'inn 

production Credit associations. 

The franchise tax is imposed annually in an amount equal to 

5 percent of the net income received or accrued du:--ing the 

taxabie year. If the net income of the financial institutions is 

derived from its business carried on entirely within Iowa, the 

tax shall be imposed on the entire net income, but if the busi

ness is carried on partly within and partly outside of Iowa, the 

portion of net income reasonably attributable to the business in 

Iowa shall be speci!"ically allocated or equitably apportio~ed 

within and without Iowa. All financial institutions with the 

exception of Production Credit Associations determine the:r 

business activity by a ratio of "total savings or customer 

deposits net withdrawals" for each office location to the entire 

"total savings or customer deposits net of withdrawals" for all 

office locations. Production Credit Associations determine thelr 

busi,.,ess activity by a ratio of "loan volume" for each office 

location to the entire "loan volume" for all office locations. 

The tax base of the franchise tax on financial institutions 

is computed as follows: 

a. The start i ng poi nt used 
federal ret urn computed 
but before net operating 

is taxable i,.,come per the 
after the dividend credit 
loss. 

b. Interest and dividends from evidences of indebted
ness and from securities of state and o~her 
political subdiVisions exempt from federal :,.,come 
tax is an addition to federal taxable income. 

c. Other additions include: 
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( 1 ) Iowa franchise tax deducted on the fed eral return; and, 

( 2 ) Federal deduct ions "'elated to safe-harbor leases. 

d. Reductions to federal taxable income include the 
fo llow~ ng: 

(1) Iowa net operating losses; 

(2) The amount of the Work Incentive Credit allowed 
to the extent that the credit increased federal 
taxable income; and, 

The amount of 
taxable income 
transact ions. 

income 
because 

inc IUded in federal 
of sale-leaseback 

The major difference in the modifications to federal taxable 

income between financial institutions and regular corporations is 

that. interest and diviJends from federal securities and any 

federal income taxes paid may not be deducted by financial 

institutions in arriving at modified federal taxable income. 

These modifications were amended into the Act in 1980, and the 

amendment concur!"ently Cnanged the rates from 5% on the first 

$25,000 of taxable income, 6% on the next 450,000, 7% on the next 

$25,00C and 8% on all net income over $100,000, to a flat 5%. 
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Under this modification financial institutions would be 

subject to the corporation tax rates. 

B. Explanation of the Data 

The modi fication was analyzed using 1981 data and tax rates 

and no change was made in the taxable base, i.e., the federal tax 

deduction and interest and dividends from federal securities were 

rlot deducted from taxable income. I f these deduct ions were 

allowed, financial institutions would decrease their taxa~le 

income by approximately 20%, most of this due to the large part 

federal securities play in generating financial institutions' 

income. 

c. Equity 

1 ) Vertical. The present fr'lnchise tax is proportional. 

If the modification were instituted the tax would become 

progressive. 

2) Horizontal. Data is not available on differences ~n 

effective tax rates between types of financial institutions at 

the S3me income level. Assuming no change in the taxable base, 

this modificatiorl would not change any present horizontal 

equities or inequities. 

D. Neutrality 

Financial institutions are taxed at regular corporate rates 

in 46 percent of the states. Thirty-five percent impose a rate 

which is higher. 

Following is the tal( treatment of financial instituti.ons in 

the comparable states. 
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Table 15 

Comparative Treatment of Financial Institutions 

State 
Iowa ........ . 

Illinois ...... 
Kansas ...... . 

Minnesota ..... 

Nebraska 

North Dakota 

South Dakota .... 

Wisconsin ..... 

E. Yield 

Tax Treatment 
Franchise tax at 5 percent 

Corporate income tax at 
corporate rates 
Excise tax on :ncome at 4-1/4% 
+ a 2-1/8% surtax on income 
over $25, 000 for nat ional and 
state banks and 4-1/2% + a 2-
1/4% surtax on income over 
$25,000 for trust companies, 
savings and loan associations 
and development credit 
associations. 

Excise tax based on net income 
at corporate rates. 

Corporate income tax at 
corporate rates. 

Excise tax based on net income 
at 5%. Additional privilege 
tax on banks and trust 
companies at 2%. 

EXCise tax on all but financial 
institutions organized under 
federal laws; based on net 
income at 6%. 

Corporate income tax at 
corporate rate. 

While the corporate rates are higher than the franChise tax 

rates, many banks would pay no tax at all under this modification 

since the income from federal securities is not taxable under an 

income tax and this income represents a large part of total 
income. Because 
institutions would 

of this, 
be likely to 

were applied to the franchise 
revenues from this source could 

1984 revenues from finanCial 
decrease. If corporate rates 
tax with no change 
increase almost 100% 

this would have resulted in an increase of $16,186,969). 

in base, 
(in 1981 
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F. Simplicity 

If the taxable base for financial institutions is not 

changed, the corporation tax would be somewhat more complex since 

d~fferent modifications would have to be made by different types 

of businesses. The presence of one less tax and tax form would 

lead to a certain amount of simplification. 

6. Tax Insurance Companies Under the Corporate Income Tax 

A. Description 

Insurance companies, 

beneficiary associations 

service corporations are 

with the exception of fraternal 

and non-profit hospital and medical 

subject to the Gross Premiums Tax. 

Unauthorized insurers are also subject to the tax and insurers 

authorized to sell marine insurance in Iowa are taxable on 

taxable underwriting profits from insurance written in Iowa at a 
rate of 6-1/2 percent. 

The 2 percent rate is imposed on gross premiums on the 
following basis: 

a) Life insurance-gross premiums covering risks resident in 
Iowa but excluding reinsurance, premiums from policies 
issued in connection with a pension, annuity, profit 
shari ng plan or indi vidual ret irement annui ty qua li f ied 
or exempt under various sections of the Internal Revenue 
Code, returned premiums, except cash surrender values and 
dividends paid in cash or applied in reduction of 
premiums or left to accumulate to credit of policy
holders or annuitants; 

b) 

c) 

d) 

Other companies-gross 
received for business 
amounts returned upon 
applications; 

premiums, 
done in 
cancelled 

assessments 
Iowa after 
policies or 

and fees 
deducting 
rejected 

F'ire 
upon 
Iowa; 

insurance 
cancelled 

companies may deduct premiums returned 
polices issued on property located in 

Unauthorized insurers pay on gross 
insurance on subjects located, 
performed in Iowa. 
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l':'ce!1ses, 
any state imposes taxes, fees, fines, penalties, 

deposit requirements or other obligations on Iowa 
companies doing business in that. state which are in excess, in 

the aggregate, of Iowa's taxes and fees, insurance companies from 

such state will be subject to the higher costs for dOing business 
. T :n ~owa. 

B. EXplanation of the Data 

The Office of the Insurance Commissioner was unable to 
obtain data on the net income of foreign insurers. The data 
used, therefore, 

Commi t tee by the 
is drawn 

Iowa Life 
from the 

Insurance 
the testimony given 

Association and 
to 

the Iowa 
Insurance Institute based on their survey of the five largest 

Iowa based life insurance companies and the five largest Iowa 
based property and casualty companies. 

C. Equity 

1 ) Vertical. Since the present tax is imposed at a flat 
rate it results in a proportional tax burden. 

The modification 
would impose the corporate graduated rate system on insurance 
companies which would result in a progreSSive tax burden. 

2) Horizontal. While it would appear that placing all 
corporations under a single tax would be most equitable, it must 

be noted that horizontal equity refers to like treatment of 

equals or of like entities. Insurance companies, like finanCial 

institutions, are different in substantial ways from the average 
manufacturing or mercantile corporation on both the income 

production and expense sides of the general profit and loss 

picture. Banks, for example, receive much of their income from 

federal obligations. Income from this source is not taxable by 

the states on a direct net income tax basis but is taxable under 

a franchise tax. Insurance Companies are not only different from 
other corporations, but differ from each other. Life insurance 

companies are treated differently under federal tax provisions 
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than are other insurance companies. The Bl ue Cross and 81 ue 

Shield Plans are tax-exempt organizations for federal purposes. 

Mutual insurance companies receive different federal treatment 

than either life or other insurance companies. In short, the 

type of insurance written distinguishes one kind of company from 

another and both the present gross premium tax and the federal 

income tax take cognizance of the differences by provid~ng 

different modifications to gross income or premiums to arrive at 

taxable amounts. 

D. Neutrality 

The question of competitive advantage is quite different in 

insurance taxation than in other taxes due to the concept of 

retaliatory taxation. While the Interstate Commerce Clause of 

the Federal Constitution prohibits states from discriminating 

between foreign and domestic companies, the U.S. Supreme Court 

has held that the insurance business, although transacted in 

interstate commerce, is regulated by the states and uniformity of 

treatment is not required. As a result of this decision some 

states have imposed taxes on foreign companies which are higher 

than those imposed on domestic companies. Since many states, 

1 ike Iowa, have a retaliatory clause, the effect of this is to 

raise the tax rate for the domestic companies when they do 

business in the foreign states. 

The most common form of insurance taxation is the gross 

premiums tax and the most common rate is 2 percent. The 

following table shows the treatment of foreign and domestic 

insurers in all states. 
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Table 16 

Gross Premium Tax Rates Imposed on 

Forelgn and Domestic Insurance Companies 

State 

i\labama 

Ala ska 

Ari.zona 
Arkansas (1) 

Call fornia 
Color ad 0 (2) 

Connecticut (3) 

0elaware 

District of Columbia 
!"lorida (4) 

Georgia 
:':laho (5) 

Illinois (6) 
(7) I:1diana 

Iowa 

Kansas 

Kentucky 

Louisiana 

M"line 

( 8) 

Maryland (9) 

Massachusetts 
"lichigan (10) 

Minnesota (11) 

Mississippi (12) 

Missouri 
Montana (13) 

Nebraska (14) 

Nevada 

New Hampshire (15) 

New Jersey 

Foreign 
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4.00% 

3.00% 

2.00% 

2.50% 

2 .3 3f. 

2.:>5% 

2.00% 

1.75% 

2.00% 

2.00% 

2.25% 

3.00% 

2.00~ 

2.00% 

2.00% 

2.00% 

2.001 

2.001 

2.001 

2.001 

2.00% 

2.001 

3 .00% 

2.001 

2.751 

2.001 

2 .00% 

2.00% 

2.001 

Domes~ic 

1 .00$ 

1.501 

1.001 

2.50% 

2.33% 

1.001 

2.001 

1.751 

2.00% 

2.00% 

2.25% 

3.0(")% 

2.00% 

2.001 

2.001 

1 .00% 

2.001 

2 .00% 

1 . 00% 

2.00% 

2.001 

1 • 5 01 

2.00% 

2.751 

.601 

2.00% 

2.001 

2.00% 



State 

New Mexico ( 16) 

New York 

North Carolina 

Nort.h Dakota 

Ohio 

Oklahoma ( 17) 

Oregon ( 18) 

Pennsylvania 

Rhode Island 

South Carolina 

South Dakota 

Tennessee (20) 

Texas 

Utah 

Vermont 

Vi rgi n ia 

Washlngton 

West Virginia 

Wisconsin ( 21) 

Wyoming 

Foreign 

2.50~ 

1 .Oo~ 

2.50'£ 

2.50~ 

2.50~ 

4.00~ 

2.25% 
2.00% 

2.00'£ 
( 19 ) 2.00% 

2.50% 

2.00% 

3.30% 
2.25% 

2.00% 

2.25% 
2.16% 

2.00% 

2.00% 

2.50% 

uomestic 

2.50'£ 

1 .00% 

1 .50'£ 

2.50~ 

2.50% 

2.00~ 

2.00% 

2.00% 

2.50% 

1 .75S 

3.30% 
2.25% 

2.00% 

2.25% 
1 • 16 % 

2.00S 

2.00% 

1 .50% 

( 1 ) Arkansas - Foreign and domestic insurers who fail to main

tain a home office in the state are subject to the gr'JSs 

( 2 ) 

( 3) 

preeni urns tax. Domestic insurers who maintain a home o~~ice 

in the state are subject to the net income t~x. 

Colorada - All insurance companies pay the gross premiums 

tax. However, any company which maintains a home or 

regional office in the state is SUbject to the lower tax of 

1 .00% . 

Connect lcut - Foreign insurers pay the gr0Ss premiums tax. 

Domestic insurers pay the gross premiums tax 3r.d the 

corporation business tax. 80'£ of the corporate business tax 

is a credit against the gross premiums tax. 
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( 4 ) 

( 5 ) 

( 6 ) 

(7) 

florida - All insurers must pay the gross premiums tax and 

the corporate income and emergency excise taxes. A credit 

1S allowed against the gross premiums tax ~or income and 

excise taxes paid. Additionally, forelgr. insurers owning a 

regional home office in Florida are er.ti~led to a credi~ 
against the gross premiums tax equalling 50~ of the premiums 
tax due. 

Idaho All insurers must pay the gross premiums tax. 

Domestic insurers are entitled to pay the tax at a rate of 

1% if more than 25% of their gross assets are invested in 
Idaho. 

Illinois - Ali insurers must pay the gross premiums tax and 

the corporate net income tax. A deduction for net income 

taxes paid is allowed from the gross premiu~s tax. Domestic 

companies may be exempted from the gross premiums tax if: 

~. their prlncipal place of business is in Illinois; 

b. they maintain in Illinois personnel knowledgeable 
of and responsible for the company's operations; 

c. they conduct in IllinQis Substantially all their 
underwriting, policy issuing and serving operations 
relating to Illinois policyholders and, 

d. they comply with Insurance 
taining to the availability 
records. 

Indiana Foreign insurers must 

Code proviSions per
of company books and 

tax. Domestic insurers may elect 
pay the gross premiums 

to pay either the gross 
premiums tax or the gross income 

must also pay the supplemental 

domestic insurer elects to pay the 

tax. Domestic insurers 

net income tax. If a 
gross premiums tax, he is 

entitled to a deduction for taxes paid for the supplemental 
net income tax. 
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( 8 ) L;)uisiana $140 mini'llum tax plus $170 per $10,000 or 

fraction thereof for premiums over $7,000. 

(9 ) Maryland All insurers must pay the gr:)ss premiums tax. 

Domestic insurance companies are allowed a credit for 

franChise !;axes paid. 

(10) Michigan F'oreign insurance companies pay the gross 

( 1 1 ) 

premiums tax. Domestic insurers are subject to the Michigan 

Single Business Tax. 

Mlnnesota All 

premiums tax and 

C red i ';. is a 11 owed 

taxes paid. 

insurance companies must pay 

the corporate excise (income) 

the gross 

tax. A 

against the income tax for gross premiuM 

(12) lHssissippi - All insurance companies must pay the gross 

( 1 3 ) 

premiums tax and the corporate net income tax. A credit is 

allowed against the gross premiums tax for net income taxes 

paid. 

Montana - All insurance companies pay the gross premiums 

tax. Domestic insurers may obtain a rate reduction by 

investing a certain percentage of their assets in Montana 

securities. 

(14) NebrasKa 

premiums 

All insurance companies must pay 

tax and the corporate income tax. A 
the gross 

credit is 

allowed against the income tax for gross premium taxes paid. 

(15) New Hampshire _ All insurance companies must pay the gross 

premiums tax and the corporate income tax. A credi: is 

allowed against the income tax for gross premium taxes pald. 
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(16) New Mexico All insurance companies must pay the g!'oss 

premi'lms tax. All insurance companies are entitled ~o a 

reduced tax rate of .75% if 40% of the company's assets are 
invested in New Mexico investments. 

17) Oklahoma 
Foreign insuran~e companies pay the g!';)SS 

tax. Domestic insurance companies pay the 
pr~miuCJlS 

corporate income tax. 

(18) Oregon - Foreign insurance companies pay the gross premiums 

tax. Domestic insurance companies pay the corporate income 
tax. 

(19) South Carolina All 
insurance companies pay the g!'oss 

domestic insurers' g!'oss premium tax 

5% of net income computed under the 

(20) 

( 21) 

premiums tax. However, 

liability can not exceed 

net income tax laws. 

Tennessee All insurance companies must pay the gross 

premiums tax. All insurance companies may obtain a rate 

reduction by investing a certain percentage of their assets 
in Tennessee securities. 

Wisconsin - All insurance companies pay the gross premi:.Jms 
tax. 

Domestic companies must also pay the Corporate income 

t3X. Gross premium taxes paid may be deducted from the 
taxable income base. 
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E. Yield 

The bases of the gross receipts tax and the corpora~e income 

tax are so different that without good data on each kind of 

Lnsuranca company's income, revenue figures cannot be derived. 

AccordIng to the Insurance Association and institute's 

survey, a rate of 15% on life insurance companies and of 41.3% on 

property and casualty companies would have been needed to produce 

revenues :;:omparable to those from the gross receipts tax in 

The American Council of Life Insurance calculated a 26.4% 

:--ate on clfe insurers and a higher rate on property and casJalty 

insurers to raise comparable revenues. It is clear, therefore, 

that imposing the present corporate rates on these companies at 

the 6%-8%-10%-12% basis would result in a loss of revenues of 

~ell ove:-- 50S, for a 1983 loss of at least $25,000,000. 

Further complicating projections are two federal issues: 1) 

the 1984 Tax 'lefo:--m Act included a major change in t!1e formda 

used for life insurance companies; and, 2) a recent General 

Accounting Office report on taxable income for casualty compan:es 

may lead to legislative changes for the taxation of this group of 

insurers. 

F. Simpl ici ty 

A tax based on federal taxable income is easier to 

administer than a tax on gross receipts but if different bases 

and rates were necessary, new complexities would be added. 
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Trr. SALF.S AND USE TAXES 



SALES AND USE TAXES 

A. Description 

1. Overview 

A. The ret.ail sales tax is imposed at a rat.e of 4 
percent. on retail sales of: 

1. Tangible personal property 

2. Utility services, 

3. $elected personal and business services, 

4. Rooms rentals, and 

5. Amusement activities. 

B. The use tax is imposed on the use in Iowa of 
t.angible personal property or services wh ich 
otherwise are subject to Iowa sales t. ax but for 
which an eqivalent tax of 4 percent has not beet1 
pa id. 

C. The motor vehicle use tax is imposed at the rat.e of 
U percent on the use in Iowa of vehicles subject to 
registration. 

2. Retail Sales Tax Exemptions 

A. Agricul ture 

1. Commercial 
limestone. 

fertilizer and agricultural 

2. Materials used t.o control disease, weeds, or 
insects or promote the health of plant.s or 
livestock produced as part of agricult.ural 
production for market. 

3. Fuel consumed in implement.s of husbandry used 
for agricultural product.ions. 

4. Fuel used in grain drying. 

5. Agricultural aerial applicat.ion service. 

6. Horses, sold and used as draft animals. 

7. Portion 
discount 
purchased 
1, 1984. 

of purchase price attributed as ~ 

()n certain agricul tura.!. equipment 
during period June 1, 1982, and July 

110 



B. Busi:1ess and manufacturing exemptions 

i. Processing 

a. ,angibLe personal property IoIh ich oy mea:os 
of fabrication, compounding, manufacturing 
or germination becomes an integral part of 
other tangible personal property ulcimately 
sold at retail. 

b. Chemicals, solvents, absorbents or 
reagents, used consumed, d:ssipated or 
depleted in processing personal property 
intended to be sold ultimately at retail. 

c. Fuel used to create heat, cOloler or steam 
for processing or used to generate electric 
current. 

1. i':lectricity or steam used in processing 
tangible personal property. 

e. Taxable services IoIhen purchased and used in 
the proceSSing of tangible personal 
property including the reconditioning or 
repair of tangible personal property of the 
type normally sold in the regular course of 
the retailers business and the type of 
property upon which sales or use tax will 
be paid at the time of sale. 

2. Resale 

a. Tangible personal property purchased 
resale or purchased for resale 
connection with a taxable service. 

for 
in 

b. Sales of taxable service sold for resale. 

3. Other exemptions relative to businesses. 

a. Envelopes for advertising 

b. Railroad rolling stocks or materials or 
parts used for railroad rolling stock. 

c. Containers, labels, cartons, pallets, and 
certain other materials used for packaging 
or facilitating the transportation of 
property sold at retail. 
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d • Tangible personal 
its lessor, if the 
for more than one 
conditions are met. 

property, purchased by 
period o~ the lease is 
year and certain otr.er 

e. Chemicals used in the productlon of free 
newspapers or shoppers guides. 

C. Sales of tangible personal property or services 
specifically exempted from tax. 

1. Food for human consumption if eligiole for 
purchase with USDA food stamps and not: 

a. prepared for immediate consumption, or 

b. sold through vending machines. 

2. The following mediC3-1 supplies if sold for 
human use or consumption: 

3 . 

a. prescription drugs 

b. insulin, hypode rmic 
testing materials 

c. pros thet ic, orthotic 

,. medically prescribed ... 
Sal es of newspap~ rs, 
shoppers guides and the 
of such periodicals. 

syringes and diabe~ic 

or orthopedic devices 

oxygen 

free newspapers or 
printing and publishing 

4. ~otor fuel and special fuel where fuel tax has 
been paid and not refunded. 

5. Vehicles subject to registr3.tior. or subject 
only to the issuance of a certificate of tit~~. 

6. Investment counsel ing 
department. 

performed by trust 

7. Services performed on pr::>perty de:ivered inco 
interstate commerce. 

8. Services performed on or in connection wi~h new 
construction, reconstruction, alteration, or 
remodeling of a b~ilding or 5truct~re. 

9. Services of a private employment '1.gency, where 
the placed employee's principal plac.; 'Jf 
employment is outside the stat.;. 
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10. Sal~, furnlshing or service of transpor,;at~on 
services :ncluding aerial, commercial and 
charter transportation servic~s whic~ are 
specifically exempt. 

11. Sl~eping rooms and other rooms rented for more 
than 31 consecutive days. 

12. Exempt medical services including: 

a. rental of prosthetic, orthotic, ana 
orthopedic devices if used by humans, 

b. services performed on 
laboratories 

humans by test 

D. Sales exempt by virtue of the status or operations 
of the seller. 

1. Sa:'es under the auspices of educat lonal, 
religious or charitable institutions, where the 
entire proceeds from the sales are expended for 
religiOUS, educational, or charitable 
purposes. The exemption is not applicable to 
the gross receipts from games of skill, chance, 
or raffles and bingo games. 

2. Sales by ci:ies and counties, except sales of 
gas, ~lectricity, water, heat and communication 
services to the public by a city. 

3. Sales by elementary and secondary educational 
institutions of tickets or admissions to 
amusements, fairs and athletiC events. 

lj. Sales by the State Historical Department of 
mementos and other items of property und~r the 
Department's control and at the State Capitol. 

E. Sales exempt based upon purchaser's status or 
operations. 

1 • Sales to 
the state 
used for 
municipal 

tax certifying or levying bodies of 
if the property or services sold are 
public purposes, except sales to a 
utility. 

2. Sales to municipal solid waste facilities. 

3. Sales to nonprofit, private educational 
institutions if the property or services are 
used for educational purposes. 
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4 • Sales to 
pay the 
refund) . 

relief agencies (the agency must first 
tax and then make applica~ion for 

F. Exemptions dependent upon the status or operaCions 
of both the buyer and the seller. 

1. Sales by a contractor to a private, nonprofit 
educational institution or a tax certifying or 
tax levying body or governmental subdivision of 
the State (the tax certifying, levying, or 
governmental subdivision must pay the tax 3:1C 
then make application for a refund). 

2. Sales by a trade shop to a printer of certai~1 
materials used to complete a finished product 
for retail sales. 

G. Miscellaneous exemptions 

1. Sales the State is prohibited from taxing by 
the Federal Constitution, Federal statutes or 
~he Iowa Constitution. 

a. sales by the federal government (such sales 
are subject to use tax) 

b. sales to the federal government 

c. sales to certain federally-Chartered 
corporations 

d. sales to American Indians with delivery on 
recognized settlements or reservations. 

e. sales of newsprint and ink 

2. Casual sales 

3. Sales made within Iowa to be deli~ered outside 
Iowa. 

4. Discounts, refunds and the value of tangibl.e 
personal property traded toward the purchase 
price of other intangible personal property if 
certain conditions exist. 
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3. Use Tax Sxemptions 

A. The use of any property within 
sales, use or an occupat.ion tax 
paid to Iowa or another state. 

Iowa upon which 
has already been 

B. The use of tangible personal property, the gross 
rece ipts from the s .. l e of wh ich are exempt from 
retail sales tax under the retail sales tax 

C. The use of services exempt from taxation 

D. The use of tangible personal property by the sale 
of that property in the regular course of business. 

E. The use of tangible personal property in 

F. 

process ing. 

The use 
resident 
Iowa. 

of tangible 
individuals 

personal property 
while within the 

by non
State of 

G. Il<dvertisement and promotional materials, seed 
catalogs, envelopes for the farmer, and ather 
similar material acquired outside of Iowa, 
temporarily stared in the State and subsequently 
sent outside the State. 

4 Motor Vehicle Use Tax Exemptions 

A. Value of property traded 

B. Lease vehicles in interstate commerce - vehicles 
subject to registration, other than those deSigned 
?rimarily for carrying persons, and property which 
by means of fabrication, compounding or 
manufacturing became a part of such veh::'cles, if 
the vehicles are purchased for lease and actually 
1 eased to a lessee for use out side the Sta te of 
Iowa, and the subsequent sale use in Iowa is in 
interstate movement. 

C. Vehicles transferred due to bUSiness reorganization 
- vehicles subject to registration transferred from 
a sole partnership or a partnership to a 
corporation formed by the sale proprietorship or 
partnership for the purpose of ~ontinuing the 
business when all the stack of the corporation so 
formed is owned by the sale propri~tor and the Sale 
proprietor's spouse or by all the partners. 
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Table 17 

1983 Tax Incidence by Family Size. 

Family Size 
Income 1&2 ~ cv ~ r' :; 

$1 - $ 8,000 1.15% 1 .29$ 1 .38$ 
$8,001 - $ 10,000 1.09% 1.22% 1.30% 

$iO,OOl - $ 12,000 1 .03$ 1 .17$ 1.24% 
$12,001 - $ 14,000 .99% 1 • 12% 1 . 19$ 
$14,001 - $ 16,000 .89$ 1 .09% 1 • 1 4 % 
$16,00 1 - $ 18,000 .92% 1.05$ 1 • 1 1 % 
$18,001 - $ 20,000 .90$ 1.02% 1 .08% 
$20,001 - $ 22,000 .87$ 1 .00$ 1.05% 
$22,000 - $ 24,000 .85% .97% 1 • C 2% 
$24,001 - $ 26,000 .83% .95% .99% 
$26,001 - $ 28,000 .81% .93% .97% 
$28,001 - $ 30,000 .79% .91% .95$ 
$30,00 1 - $ 32,000 .78% .90% .93% 
$32,001 - $ 34,000 .76% .88% .91$ 
$34,001 - $ 36,000 .75% .87% .90% 
$36,001 - $ 38,000 .73$ .85$ .88% 
$38,001 - $ 40,000 .72$ .84$ .87% 
$~0,001 - $ 45,000 .67% .78% .8 1 % 
$45,00 1 - $ 50,000 .63$ .74% .76% 
$50,001 - $ 55,000 .60% .70% .73% 
$55,001 - $ 60,000 .5B~ .67% .69% 
$60,001 - $ 65,000 .55% .65% .67$ 
$6;,001 - $ 70,000 .53% .63% .64% 
$70,00 1 - $ 75,000 .52% .61% .62% 
$75,001 - $ BO,OOO .50% .59% .61% 
$BO,OOl - $ 85,000 .49% .58% .59% 
$85,001 - $ 90,000 .48% .56% .58% 
$90,001 - $ 95,000 .47% .55% .56% 
$95,001 - $100,000 .46% .5 4% .55% 

.Calculated by dividing figure from the Optional Sales Tax Table 
in IRS Form 1040 by the upper enc of the income bracket. 
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B. Explana~:on of the Jata 

Table 17 presents estimates of ::'he incidence of the Iowa 

sales and use taxes. The estimates were derived from the 

Optional Sales Tax Table included in the federal tax form 1040. 

,he data reflects average sales taxes paid broken down by di f

feren~ family size and income bracket. These averages were then 

divided by the upper end of ~he income brackets to obtain esti-

mates of the incidence. The incidence estimates reflect the 

March 1, 1983 increase in the Iowa sales tax rate from three to 

four percent and range from a high of 1.38 percent for families 

with more than five members in the lowest income bracket to a low 

of 0.46 percent for one and two member households in the highes~ 

income bracket. 

C. Equity 

1 ) Vertical. A sales 

regressive when measured by 

tax, by 

income. 

its 

The 

na~ure, 

tax is 

~ends ~o be 

imposed on a 

proportional basis, i.e., a single rate is applied to all 

purchases with no gradations rela~ed to the cost of the goods or 

services purchased nor to the income of the purchaser. However, 

because lower income people spend more of their total income on 

consumable goods than do higher income individuals sales taxes 

are regressive, in general. The presence of food and drugs in a 

sales tax base makes the tax mos~ regressive but even the absence 

of these items does not lead to proportionality or progressivism. 

Because of the inherent features of a consumption tax (sales ~ax) 

Iowa's tax remains regressive. 

In Iowa, personal services like repair serVices are subject 

to the sales tax, while professional services, e.g., legal, 

architectural, etc., are not. Professional services tend ~o be 

purchased by those with higher incomes, While purchases of 

personal and repair services tend ~o account for a larger share 

of a lower income persons' income than those in higher income 
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brackets. Thus the current taxation of services ~ends 

rel~force the regressive nature of the sales tax. 

2) Horizontal. The greatest horizontal inequi~y in che area 

of sales taxation relates to family size. Larger ~amilles 

requ:re rr:ore goods and, as a result, the effective tax rate f~r 

these families will be greater than that for small families with 

the same income. 

Another inequl ty in the tax relates to di ffering ~reatmen~ 

of agriculture and industry. Warehousing of all products except 

raw agricultural products is exempt from tax. 

3) Equity Summary. The sales tax in Iowa is less regressive 

than it would be if food and drugs were taxed but still retains 

the inherent features of a consumption tax. 

D. Neutrality 

The cost of goods and services has a considerably greater 

effect on purchase decisions than does the much lesser tax 

cos t. . The tax cost can have an impact on the purchase of 

expensive items such as vehicles, machinery and equipment. 

Because of the complementary use tax, Iowa resi:ents cannot 

escape taxation by purchasing goods out of state fer mar.y ite:::s 

but location decisions as opposed to purchase declsions may be 

affected by the sales and use tax systems. 

1. Rate 

The following table compares the sales tax rate in IOlla Ilith 

those in effect in surrounding states. 
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Table 18 

Comparison of Sales Tax ~ates 

State Rates 

IO\ola · ......... 4.0% 

Illinois · ........ 5.0% plus local 

Kansas · ........ 3.0% plus local 

Minnesota · ........ 6.0% plus local 

Missouri ............. 4. 1 3% plus local 

Neoraska · ........ 3.5" plus local 

North Dakota 4.0% plus local on lodgings 

South Dakota 4.0% plus local 

Wisconsin · . . . . .. . . . 5.0% plus local authorized 

2. Base 

The base of the Iowa tax is broad; most items of tangible 

personal property and many services are subject to sales and use 

t'lX. Economists believe that, in general, the broader the base, 

the more neutral the tax and on that measure the Iowa tax is 

basically neutral. 

One exceptlon relates to the taxation of machinery and equip

ment used ::'r. processing. Only ten states allow no preferential 

t~eatment for these goods and it is an area of taxation 

considered by manufacturing firms making locations decisions. 

3. Neutrality Summary 

Iowa has a state sales tax rate and no local tax giving it a 

80mpetiti'!e advantage to the extent the rate affects decisions. 

~he full taxation of T.achinery and equipment ~mposes a highe~ tax 

~urden than other states ~hich may affect investment decisions. 
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E. Yi~ld 

1. Growth/Elasticity 

Revenue i:lCreased from $422,520,655 in fiscal year 1978 ~o 

$517,946,374 in fiscal year 1982, or 22.6 percent as shown in 

Figure 9. Iowa personal income increased 34.1 percent. The 

national inflation rate on commodities (not including food) from 

'977 1:.0 1982 (most recent data) was 52 percent. The tax is, 

therefore, somewhat inelastic as compared to income, and did not 

keep pace wi~h costs of goods. 

Retail sales tax receipts are by far the greatest of all the 

sales and use revenues. However, in relative terms, the increase 

:!1 tax receipts from retail sales (26.4%) has not been as great 

as in retail and consumer use tax receipts, 33.8 percent and 30. 

percent, respectively. The total amOunt of motor vehicle use tax 

receipts declined in the period from 1978 to 1982 by 8.9 percent. 

2. Reliance 

In 1980, revenues from general sales and use taxes for the 

states as a whole represented 23.20% of total state and local 

~evenues. Based on recent data, ~he table below shows the 

reliance for the comparable states. 

Table 19 

Relative Reliance on Sales Taxes 

State 
% of Major State 

and :"ocal taxes 

Iowa ......................................................................... . 
Illinois .................................................................. .. 
Kansas •.•.....•••....••........•........... 
Minnesota .................................................................. .. 
~issouri .............................................. .. 
Nebraska ................................................................. .. 
'lorth Dakota ..........•...........•........ 
Sout h Dakota ......................................................... .. 
Wisconsin ................................. . 
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3. Capacity 

The latest. ACIR st'-1dy for capacity and effort was basec on 

1981 rates and showed Iowa with a capacity of 105 and an effort 

of 69.9. Given the rate change, the effort would indouotedly be 

:':'gher. 

4. Yield Summary 

The sales tax is relatively inelastic, but the change in rate 

should allow revenues to grow in the future. Iowa has, in the 

past., relied on this source of revenue less t.han some of its 

~eighboring states. 

F S " 1""' . lmD ~c~.y 

Generally, the sales and use taxes are most difficul t to 

administer since no exchange of federal information is possible. 

They require more work by state auditors than do income taxes. 

Avoidance of sales and use taxes comprises a large part of the 

underground economy because so much retail activity occurs on a 

cash basis, thus making "off the books" transactions feasible and 

difficult to find. 

The number of exemptions makes record keeping complex for 

taxpayers and administrators. 

~ 

v. 

1. 

A. 

Possible Modifications 

Broaden the Base of Taxed Services 

Description 

Presently Iowa taxes a wide range of personal services and 

certain business services (services to businesses). Professional 

services are not included in the listing of taxable services (A 

:isting of tax-exempt serv~ces appears in the Appendix). ;his 
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modification would impose a tax on all services and WOUld De 

imposed for purposes of neutrality and equity. 

B. Explanation of the Data 

The ~nalysis was based on 1981 data from the Department of 

Revenue and data on service industry receipts from the 1977 
Census of Services. These 1977 receipts were adjusted based on 

the Bureau of Labor Statistics CPI for service industries. The 

tax rate in effect in 1981 was used for analytic purposes. 

C. Equity 

Vert ical. Economic studies indicate that persons in 

lower income brackets spend a larger percentage of their income 

on tangible personal property and personal services than do in

dividuals or families with higher incomes. With the exception of 

medical services, professional services such as legal, 

engineering, accounting, and arChitectural services tend to be 

used more by individuals with higher incomes or by businesses. 

This modification would lessen the regressivity of the sales and 
use tax. 

2) Horizontal. The burden on businesses is likely to 
increase relative to that of individuals. Smaller businesses 

which contract for many of these services as opposed to 

performing them through salaried personnel will experience a 

greater increase in burden. 

D. Neutrality 

Twenty-two states out of the 45 states imposing sales and 

use taxes tax no services other than utilities, admissions and 

tranSient accommodations. Three states impose the tax on ser-
vices generally; 

exempts hospitals 
Hawaii, New Mexico and South Dakota. Hawaii 
from the tax, New Mexico exempts medical lab 
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services only if they are ordered by a physiciac acd tax~d on his 

bill and South Dakota exempts health services generally. 

Of the 21 states which tax services 0:: a !.imited bas:'s, 

An zona, Conr:ect icut, North Carol in<l and South Cara i ina :.?X <I 

~a~row range whi:e Iowa, Washington and West Vi~gin~a ~ax ~ br~aj 

Although, the taxation of services CQuld !ead to 

decisions ~o purchase ~he services fro~ an out-of-s~ate provider, 

service provision more often ~eQuires ~he p~rchaser and provider 

be ..... a closer physical proximity tha!) t:-le purchaser ar.d 

provider of :angible personal property. Thus the taxa~ic;, 

services 1S not likely to affect purchase decislons. 

E. Yi~ld 

In 1'181, the sales and use tax on taxec serv ices produced 

revenues ?f $44,225,879. If all service industries, personal, 

buslness and professional, had been subjec: to the t<lX ::1 ~ 982. 

revenues would have increased by $75,761,495, which represe:1ts a 

~11.3 percent increase in service tax revenues and 14.6 percent 

i:1crease in total sales and use tax revenues. A breakot..:t 

revenues by service industries Can be found i:1 the Appendix. 

F. Simplicity 

ihe tax<lti.on of professional services is :nore :!:'~fiCCll: to 

administer ~han the taxation of personal services or o~ ~ar.g:'ble 

personal property. I:1 the case of personal services , :he pro

vider is very likely to be physically located :'n "-he state 2:1C 

the service is likely to be performed totally i:1-scate. Pr:;fes

sional services, when contracted for from a firm with multi-state 

offices, may be performed partially in the state an':: part:aLLy 

out-of-state. 

It ~s also easier to become aware of sales of :ang:b~e per

sonal property into the state and to require :he cu:-of-state 

prop~rty seller to collect the use tax on the sa!e (assJMi~g t~e 
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3eller has ~he requisl~e nexus). It is ~ore di f:icul t to !:lecome 

aware of services performed in-state by out-of-state providers in 

order to collect from either the provider or from the user of :he 

services. 

~ ' .. Exempt Agric~l~ural a~d Manu~acturing ~ach~nery and Equi?men~ 

from the Sales and Use ;ax 

A. Description 

?resen~ly :owa exempts tang:ble pe!"'sonal ;->!"'ope:"t.y wh :'ch 

becomes a part 0: the ultimate product, or which is consumed, 

d:ssipated. or depleted :n processing tangible personal prop-

ert.y. F~e~ and electrici~y used 

in processi::g ~angible persona: 

in processing and services used 

;:roperty wr.ich is later sold at 

retaiL are also exe~pt. There is no exempt ion, however, for' the 

Clachinery and equipmer.t which is used directly and primarily for 

;:;rocessing, fabricatl.ng or compounding. either in manufacturing 

or i~ agricultural endeavors. 

This modi fication would oermit: an i~med:'ate or phased-in 

exemption for industrial and agricultural machinery or equipment 

~sed directly and ?rimarily in t~e processi~g of persona: 

property intended to be sold ultlmate:y at retaiL The purpose 

::>f :ne mQdl fication would be to increase the r.eutr'l'_ity of the 

sa:es and use tax. 

3. ~x~lanation of the Data 

The revenue data is based on a projecticr. -:lade by the iowa 

Jepartment of Revenue using 1981 figures. The ir.dust~ial 

machinery and equipment estimates were revlsec downward f~om 

earlier projections due to the availability of data gathered from 

:he property tax program limiting the assessment of such pr~pp.rty 

to 30 percent of the property's net acquisition cost. 

125 



C. Equi.t.y 

1) Vertical. ThlS analysis 1S not applicac:e. 

2) Horizontal. This modi~ication is not restricted to new 

and expanding businesses. The states which per~it :~e exe~~ti~~ 

only in these circumstances have been criticized for discri~i

nacing between present businesses and newly loc3c:'ng businesses. 

In t.he same way, restricting the exemption to !'lew mach:.nery, 

rather t.han allowing it for new and replacement mac~:.nery, 

discriminates against older plants. Permitting the exemp::on for 

agricultural only or industrial only Leads cO horizontal inequ

ities related to kind of business. A broad-based modi~ication 

would not cause horizontal inequities. 

D. Neutrality 

Of the 45 states imposing sales and use taxes, 5 totally 

exempt manufacturing machinery and equipment, 30 confer some 

benefits (e.g., reduced rates, new facilities only, etc.) ar,d 10 

allow no preferential treatment. In regard to agricultural 

machinery and eqUipment, 21 tot'31ly exempt it, ~2 confer some 

benefits and 12 allow no preferential treatment. The following 

is a list of the sales and use tax states i~di,~'!ting their tax 

treatment of machinery and equipment. 

Table 20 

Sales Tax Treatment of Machinery a~d Equipment 

State 

Alabama 

Arizona 

Arkansas 

Cali fornia 

Manu factur ing 

reduced rates 

if used directly 

new & expanded ~ 

enterprise zone 

no benefi:s 
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AgricuLt:;ral 

reduced !"ates 

no benefi:s 

total exemp:ion 

no benefi~s 



Stat~ 

Colorado 

Connecticut 

Flljrida 

Geo!"'gia 

Hawaii 

Idaho 

Ill~nois 

Indiana 

IOl.Na 

Kansas 

Kentucky 

Louisiana 

Mai::e 

Maryland 

Massachusetts 

Michigan 

MisSissippi 

Missouri 

Minnesota 

Nebraska 

Nevada 

New Jersey 

Manu factur ing 

in-state ~se ~p 

to $5,000 

exempt 

new & expanded 

if used directly 
by, new & expanded 

no benefits 

no benefits 

if used primarily 
phase-in 

if used directly 

no benefits 

tax refunded on 
machinery & equip. 

new & expanded + 
enterprise zone 

enterprise zone 

if directly for 
production 

exempt 

if used directly 

if used directly 

reduced rate 

replacemen 0/ new 
facility 

To 0 l s eq ui ? 

new & expanded 

no benefits 

if directly in 
production 
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yr. 

AgricuLt:lral 

no benefits 

exempt 

reduced rates 

some exempt 

no benefits 

some exempt 

exempt 

exempt 

no benefits 

some exempt (used 
machinery & equip.) 

exempt 

some exemp';.ions 

exempt if greater 
than $5,000 

exempt 

exempt 

exempt 

some exempt 

exempt 

no benefits 

n::> benefits 

no benefits 

exempt 



State 

New Mexico 

New York 

North DaKota 

Ohio 

Oklahoma 

Pennsylvania 

Rhode Island 

South Caroli,-:a 

South Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 

West Virginia 

Wi sc onsin 

Wyoming 

Manufacc:;ri!1g 

if directly for 
produc~ion 

exempt 

:-educed rate 

no benefit.s 

exempt 

if used directly 

if used directly 

useful life 1 yr./ 
di rec t 1 Y 

if used directly 

no benefits 

AgriC'ul~:Jral 

part:a: benefi t 

exempt 

par'~ial ~xempt 

partial benefits 

exempt 

exempt. 

exempt 

no ber;efi';.s 

exempt 

red uc ed ra ';.e 

exempt exempt 

enterprise zone/if exempt 
directly in pro-
duction 

no benefits exe~pt 

if directly in prO- exempt 
duct ion 

economic zone for exempt 
5 yrs./directly in 
production 

no benefits no benefits 

exempt if used in no benefits 
taxable business 

if directly in pro- exe~pt 

duct ion 

no benefits ~o benefits 
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is unclear whether businesses make 10cation/in-

vestment decisions primarily on a tax basis, this particular tax 

~reference has been cited by many businesses as one of the ~ost 

::nportant to them. This is probably due to the ~act that start

up and expanslon costs often lead to temporary clr.~rofitabili':.y 

and sales and use tax costs add to the outlay before income is 

generated. An income ~ax, for example, would not become O:1e!"o~s 

until and clnless the business were profitable. A sales or :.lse 

tax li.abEity is paid '"p-fronr- and canno: be c!eferred clr.til the 

casn flow improves. 

s. Yield 

The Iowa Department of Revenue estimates the revenue :053 

~rom the exempt ion for agr icu It ure machinery and equ ipment at 

$7 ,,)CO ,OCO to $9,000 ,000 for each per.ny of the sales and use tax 

and at $4,OCO,000 to $7,000,000 per penny for manufacturing 

machinery and equipment. In 1981 the loss, at a 3~ sales and use 

tax rate would have been (at the midpoint of the range), 

$40,500,000 or 7.~~ of the total sales and use tax revenue base. 

It should be noted that broader economic factors influence 

';he amount of machinery and equipment purchased and, there~ore, 

lnfluence both the size of the base and the amount of the loss. 

F. Simplicity 

Exemptions always add to the complexity of ~he sales and use 

tax system. Retailers must compute diffe!"'ing rates and, gener

ally do extra paperwork in order to assure that the sale is 

properly exempt. State auditors must also ir.crease activities 

since exemptions, total or partial, on a gross ~eceipts base are 

harder to track. 
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3. Exempt. Warehousi:1g of !1aw Ag~icultural ?rJ'j;jc~S ~!"'.?:n S<=i:~s 

and Use Tax 

A. Description 

Prior to '978, warehousing of any tangible persona: prcper:y 

was conside:'ed a taxable service under the Iowa Sales ana Cse 

Tax. Effective July, 197a, the law was changed :0 exempt a:1 

tangible personal property ",arehousing except 1'3\.; agricul t"r~: 

;:>I"'oduc~s. 

The modi fication would exempt warehousi~g of raw 

agricultural products and ",ould be instituted for purposes of 

horizontal equity. 

B. Explanation of the Data 

The Iowa Department of Revenue calculated the revenue losses 

when ~he law was changed in 1978 of exempt ing raw agr icu 1 tura 1 

products warehousing. Since costs have changed since '978, the 

percentage will be more applicable than the actual dollar amount. 

C. Eauity 

1) Vertical. This analysis is not applicable. 

2) HOl'izontal. The modification would lead to greater 

horlzontal equity since the present law discriminates beC",een the 

service of warehousing based on the kind of tangible personal 

property stored in the warehouse. One factor in the differential 

treatment may relate to the fact that the :aw is quite speclfic 

as to its application to raw agricultural products. The 

Department's rule clarifies this by stating " ... items that have 

not been subjected to any type of processing." The prior law 

included items such as "household or building furnishings, foods, 

cLothes, furs, luggage, automobiles, airplanes ... 1f One could 

assume that the distinction relates to items which when sold will 
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undergo ;:racessing be!'.;)re ugimate sale, and Chose which are 

ready far sale to the ultimate cansumer or user . In the former 

. :ase the war-ehousing cost is passed on :'0 the proc~sscr; in tr.e 

:atter, pre-processing costs ha~e proba~ly bee~ factored into :he 

~~t3il price 3~~eady and the addi~ional :ost would More directly 

inc-rease 

prObably 

the cost 

bear the 

to the consumer. 

burden in eit.her 

distinction without a difference. 

D. Neutrality 

Since the 

event, this 

consumer will 

1S probably a 

Since the costs of transporting the raw agricultural products 

to a non-Iowa warehouse are likely to exceed the tax, and since 

the storage of products shipped from :ne warehouse to points out 

of Iowa is exempt from the tax, it is not likely that many de

ciSions will be based on t!1e tax. The exemption appears in Rule 

730-26.42(422),(4)C and relates to the interstate commerce 

exemption on services. 

E. Yield 

• 
In 1978 the Iowa Department of Revenue calculated a :oss of 

revenue of $1,000,000 to $1,300,000 or 0.27 percent of total 

sales and use tax revenues. In 1981, at a 3 percent rate, the 

loss would have, on a percentage basiS, totalled approximately 

$ 1 , II 26 ,000 • 

F. Simplicity 

While exemptions generally add complexity 1 an exemption of 

this nature, i.e., one whi'cn puts all warehousing on the same 

baSiS, simplifies the system. 
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4. ALLow Local Governme~ts to I~pose Sales and Use Taxes 

A. Description 

There is, at present, no authorit.y under :owa law ~0r :,,~al 

governments to i~pose sales and '-lse taxes at tl;e loca: level. 

Under chis ~odificationt municipalities and cou~ties (in t~e 

unincorporated areas) could impose sales and '-lse taxes at a r:l.te 

of' percent. The ~ase would be the same as the state sales a~d 

use tax base and the tax wO'-lld be collected ~y the reta~ler and 

administered ~y the s~ate. T'1e modifica~ion would be i:r.:::cse:: to 

increase local revenue yield. 

B. Explanation of the Data 

Revenue figures are based on 1981 data calculated per regio~. 

C. Equity 

1) Vertical. Assuming the local tax would be imposed on the 

same base as the state tax, the same degree of regressivity would 

occur (percentage change between income categorles) and the 

absolute effective tax rates would increase. 

2) Horizonta~ . As in the ve:--tic-31 ~ql!i:y discussion, :he 

same tax base at an increased rate increases the effective tax 

rate but does not change the present equities or inequities in 

the system as they relate to taxpayer. 

Horizontal inequities in regard to reve~ues returned to 

local governments could exist depending on the method of 

distribution. If poi~t-of-sale determines dollars ret~rned, ~hen 

those areas of the state with the most retaE activity wil~ 

receive the greatest benefit: planning area 1 ~ (the 801.lr. ties Qf 

Boone, Dallas, Jasper, Madison, Marion, Polk, Story and Warren) 

will receive 21.42 percent of the new revenue, while area '4 :the 

counties of Adair, Adams, Clarke, Decatur, Ringgold, Taylor a:-;j 

U~:on) witl receive only 1.61 percent (figures based on 1981 
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While, in general, those local governments con:ai~ing 

,"ore retai.: establi.shments expend more revenues to serv:ce them 

(r~ajs, police, fire, sewage, etc. ) the ?opula t ion W!"'i ich 

gener~tes the business is of~en drawn from neigr.bo~:ng cities and 

~ounties whic~ also incur certain costs (roads, traffic controi) 

i~ order to ~acilitate the movement ~o shopping outle~s. 

If the reve~~~s are ret~rnec on a basis othe~ ~han pc:nt-0f

sale, such as population, then the state could as easily increase 

~he sta~e rate a~c ~~~mark the addi~ional one pe~cer.t of rev~nue3 

for local governments. 

Since l~cal governments containing vlable retail businesses 

generally also receive the benefit of a higher property tax 

assessment base, some states have tied local sa~es and use taxes 

:0 a decrease In property taxes. If this is conSidered, a local 

government co:lect:'::Jn or spending limitation would need to be 

imposed to make the system work. Indiana increased the sales and 

use tax rate for thi.s purpose, but had to establi.sh a state 

system of review boards and appeal boards in order to assure that 

the system worked and property taxes did decrease. Howoever, 

Indiana has just passed a new local option income tax tied to 

1ecreases in property ~axes since the pressure to lower property 

taxes has not disappeared. 

D.- Neutrality 

Twenty-seven states have local sales and use taxes in 

place. One state (Wisconsi.n) has given local governments thoe 

::Jption to impose them but as of August, 1984 no local government 

had done so. Local total rates for the comparable states are as 

follows: 
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Table 21 

Comparison of Sales Tax Rates 

St.a t.e Sta te Rate Local Range 

Iowa 4.0$ 

lL linois 5.0% .5 - 3.0% 3.')% 

Kansas 3.0% .5 - 2.0% 5.0% 

~innesot,a 6.:1% 1.0% 7.0% 

Missouri 4 • 1 3% .5 - 1.5% 

Nebraska 3.5% .5 - 1.5% 5.0% 

North Dakota 4.0% 4.0% 

South Dakota 4.0% .5 - 2.0% 6.0% 

Wisconsin 5.0$ 5.0% 

To t~e exten~ sales taxes i!1fl Jence economic decisior.s, a 

combined state and local maximum rate of 5% would not make Iowa 

non-compe~itive. 

If a~ 1 local govern:nen~s imposed tfJe local saces ';,ax there 

would be no greate!" impetus to purchase goods or services in a 

neighborlng city or county than now exists. 

E. Yie~d 

In 1981, a one percent local sales and use tax coc:L: !cave 

produced local revenues of approximately $176,000,000, If all 

local governments imposed the tax. 

F. Simplicity 

The local tax will only be simple if :..he base remains t..';}e 

same as the state base and the state admi:;:sters ~he t.ax. "r~ 

l~cal taxes are on a di fferent base, r"e~a:'lers w:)ul::: be ~aced 

with complicated record keeping and if local governments a1-
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minister the tax new staff would be required to collect the 

revenue and to register and audit the same taxpayers. 

5 Substitute Gradua~ed Income Tax Credlt for the Food and Drug 

Exemption 

A • De se rip t :. 0 n 

Presen~ly food ~or human consu~p~ion and prescription d~~gs 

are exempt from sales and use taxes. This exemptio~ was 

lr.stituted ir ~97U. Prlor to that time a credit was allowed. 

Under t'1is modification :'ood and drugs would be subject to 

the ~~x ~nd a :::redit 3.: lQwed 0: refund given on the income tax 

which wo~:j oe graduated as follows: 

en come 9 rac ket 

Under $5,000 

$5,000 to $ 6,000 

$6,000 to $ 7,000 

$7,000 to $ 8,000 

$8,000 to $ 9,000 

$9,000 to $12,000 

Over $12,000 

Percentage of Expenditures 

100% 

70% 

50% 

40% 

30% 

25% 

-0-

The purpose of the modification is to increase the 

progressivity of the sales and use tax. 

3. Explanation of the Data 

The analysis was based on 1981 data and on the 1981 rate of 
3 percent. Expenditures on 

Bureau of Labor statistics 
food and drugs were der i ved from 

and 19i1O-81 Consumer Expenditure 

Survey. The $12,000 income cut-off was used to conform to Iowa's 

property tax credi: for the elderly and disabled. Complete 

descript10n of the analysis can be found in the Appendix. 
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c. Equity 

1 ) Ver'tical. If fcod a:'1d dr'.Jgs ',ye!"e s~bjec,: ~c taxa:ic·n 

and no credit were g!"'anted, the incidence of the tax wO'.lld be 

s ha rp:' y ~eg r ess i v e. Effec~ive tax rates w:)uld rar";ge from . ",/ 

;Jercent for ~hose with irlcome urlder $5,000 to a .21 percent :"', 

those earning over $30,000. 

A graduat~d credi::., from 1CO percent for those earr.':'r.g u;;-:~; 

$5,000 to 25 percent for :r.ose in the $9,000 to $ ~ 2 ,COO ir.come 

bracket, wo~ld reverse this si~uation and tr.e t.ax on f:>oc and 

drugs would become progressive up to $20,000 in ~ncome. 

2) 

equities 

r!orizontal. No changes fr'Jm the present ~or:'zo~tal 

3.nd irlequi~ies would occur as 3. result of this 
rI' r' ... . rnO"",l ~ lea ..... lon. 

D. Neutrality 

While exempting food and drugs is common, only six states :n 
1982 gave t3.X credits against the income tax: Hawaii, Idaho, 

Massachuset.:.s, Ne:lraska, Utar., and Vermont. Kansas gave senior 

citizens and the disabled an annual $20 refund to offset the 

sales tax on food 3.nd South Dakota and Wyoming gave this grou~ a 

refund on sales and service taxes dependent on income. Incia!13. 

and Col.orado, like Iowa, replaced their tax Credi: pla!!s wi.th 

exemptions. 

E. YieLd 

The modification would cost the 

but, in 1981, 

$67,15 7 ,067, 

st;tCe $4,098,243 the 

income tax credit side, 

would have 

revenues of 

brought in 

$63,058,82 4 . 

taxa~ionof food 

for a net ga:'r. 

ThiS represents a percer.tag", 

of 11.9 percent over the 1981 sales and use ':ax base. 
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taxpayers with income over $5,000 would pay more in 

sales taxes than previously. Average tax 

"nd dl'ugs vel' household in 1981 ranged from 

expendi tures on 

$27.55 for those 

under $5,000 of income, to $82.62 for income over $30,000. 

~. Simplicit.y 

food 

A credi~ mechanism is more complex than the exemption. 

Taxpayers would have extra calc~lations and admlnistl'ators would 

have additional work. Also, low income people who presently have 

no liability under the income tax would have to fill out forms 

a~d tne state would have to send refund checks to possi~ly 

thousands of taxpayers. 

6. Tax Newspapers or Advertising Supolements 

A. Des8l'iption 

Presently Iowa allows an exemption :-cr the gross receipts 

from the sales of newspapers, free newspapers or shoppers guides 

a~d their printing or publishing, as well as envelopes for 

advertising. Advertising is not considered a taxable service in 

r owa. This mo·dification would place a tax or. r,ewspapers as well 

as advertising supplements. 

fl. Expla~ation of the Data 

The data used to determine ~he esti~ated revenues which woul~ 

be generated from the sale of newspapers was based on newspaper 

ctrculation figures for 1981 from the Iowa Press Association at ~ 

rate of 1 cent per paper. 
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c. Equity 

1) Vertical. Since low income e?rners would pay t,-;e same 

amount of tax as upper income earners, the percent3ge of tax P~!J 

would be mucn smaller for the Clpper income earners. (This as

sumes that consClmption is the same for both classes of ear~ers). 

:.'hus, this type of tax would be regressive since the tax burden, 

expressed as taxes paid as a percentage of income, would decrease 

as i~come increases. 

2) Horizontal. No horizontal equities or inequities wo;lc 

arise as a result of this modification for taxes. 

D. Neutrality 

AS of JanClary, 1982, 38 states exempted newspapers from 

taxation. Some states extend the exempt ion to mag'Ozines, to 

those p~blications admitted as second class mail or as controllej 

circulations, to those published at regular intervals, to those 

selling below a specified prlce, or to those published for 

general circulation containing matters of c~rrent ~ve~ts. 

In regard to advertising supplements ger:er31ly, the laws 

vary by state. If the supplemen: is conSidered an integral part 

of the newspaper, and if the newspaper is exempt, then so is the 

supplement. Unless specifically exempted 1n st3tes' stat~tes. 

advertising supplements could be taxed on a use tax basis. 

Differing treatments would result if advertising supplements 

were taxed, but billboards, handbills, and commercia:s wer~ 

exempt. Taxing one kind of advertising but not others co~ld lead 

to impermissable dlscrimination. 

The same problem arises if newspapers were caxe:: bc:t other 

periodicals such as magazines were not subject to the tax. 
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E. Yi~la 

Based on 1981 circulation figures, the :-evenues generated 

from t he tax on newspapers would have been $ 3,772,000 in t ha t 

year. No figures are available regarding advertising supple-

ments. The State of Wisconsin taxes supp~ements and exempts 

newspapers but the state is unable to provide an estimate of 

revenues generated at this time. 

F <:. ." t . ...lmpi.!.Cl. Y 

Sta~e taxes on newspapers are collected usually through 

distributors. This alleviates collection from newsboys and 

newst3:1ds. It also ci:,cumvents the problem of collection on 

vending machine sales. 
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IV. INHERITANCE AND ESTATE TAXES 



INHER:TANCE AND ESTATE TAXES 

A. Description 

T~e inherit3.r.ce tax :.s paid on estates of a1 L deceasec. p~r-

sons. There are seve~ classes of beneficiaries: spc:.;se; 

chi~j('en; parents; grandchildrer. and other- ~i:1~~l; brot~,e~s, 

s:'sters, i:1-1aws, etc.; '..Jnc:es, aunts, cO!J$i~s ar1~ o~~e;s 2r:,"': 

"rhe tax ~ate varies accord:ng to the a:noun': of :.r.e 

es~ate a~d the benefi~iary. 

1. 8verview 

:Jnder Iowa law 
subject to three 

the trar.sfer of property 
forms of taxation: 

at de at r. oe 

a. Inheritar:ce Tax imposed on value of ~roper~y 

b. 

transferred to ben~ficiary with exemptior.s an~ ra~es 
d~ffering a~cording to type of beneficlary 

Estate :ax - "pickups" credit 
for state t<lxes when tne 
inheritance tax. 

provided on :'ederal 
credit exceeds the 

taxes 
Iowa 

c. Generation Skipping Transfer - tax equal to excess ered~: 
provided on feden.l generation skipping taxes for state 
taxes (tax has not been collected at state level). 

2. Inheritance Tax 

a. "roperty subject to taxati?n irlcLldes rea; and 
t<lngible personal property located ir. Io;:a ar:d a1 '
intangible personal property o~ Iewa residents. 

b. Exempt ions Tax is not imposed on the :'ollowing 
forms of property or :ransfers: 

1. Jointly Held Property - Fifty percent ~f ~ropercy 

held 1!'1 jOi:1t ter.ancy wi~h s;J~vivir.g s;JOUS~ :'3 
exempt. However, if spouse can prove greater 
contribution to pr"ope!"'ty, t~en ':.r.at share Sh3: 1 
be exempt. 

2. Small Estates - net value less than $:0,000. 

3. Charitable, Religious, Educational propert:1 
transferred to such organizat~cns organized under 
Iowa law or the laws of ~ state wh:ch grant 
reciprocity to Iowa organizations. 
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4. Public Libraries, Public Art Galleries or 
Hospitals - property transferred for use in Iowa 

5. Burial Lot or Religious Services - bequests for 
care or burial lot or for religious service not 
to exceed $500. 

6. Installment Annuity Payments - that portion of 
installment payments inclUded as net income by ~ 
beneficiary under an annuity which was purchased 
under an employee's pension plan 

7. Li fe Insurance - insurance on :Jecendent' s llfe 
payable to a named beneficiary other than the 
decendent's estate. 

8. Wrongful Death - Proceeds from the wrongful death 
(e.g.. automobile accident) are exempt when 
individual does not have interest in property. 

9. Power of Appointment property passing the 

10 . 

nonexercise of a power of appointment. 

Property Located Out of Iowa 
personal property of Iowa 
located outside of Iowa. 

- real and tanglble 
decedent WhlCh is 

11. Nonresidents Intangible Property Intangible 
personal property of residents of other states 
which provide reciprocal treatment of Iowa 
reSidents are exempt. 

Value of Property Determined for Tax Purposes: 

1. Property valued at either: 

a. Market value occuring i~ the ordinary course 
of trade or, 

b. Federal alternate value under Section 2032 
IRC 

c. Qualified use value established for !'ederal 
estate tax purposes for real estate o!"' farm 
or closely held business. Provisions exist 
to recapture portion of tax benefit if 
disqualifying disposition occurs. 

d. Deductions Allowable in Determining Net Estate - If 
property located out of state is i~cluded in estate, 
the following obligations must be prorated on the 
basis the Iowa property bears to the total estate. 

1. Debts of decedent and time of death 
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.. 

e. 

2. Decendent's ~ederal a~d s~ate ~3X l~abi~i~y 
3. Allowances for' s~rviving sp:)v$e 3r."! ~::..~;or 

children 
4. Funeral expenses 
5. Court ~os~s, appraiserr.en~ cos:s, bor.d:ng ~ees 
6. Costs of sel~:ng proper:y 
7. Fees fer atto~neys and persc~al ~e?resen:a~ives 
8. Ex~enses :ncurred :n markecing asse:s 

Ob:igatlons 
real est.ate 
property is 

No: Prorated mortgages, 
taxes are allocaol~ to tr.e 

l.ocated. 

j~dgerr"e:.~ .. s , 
sta':e \.o:re~e 

f. Exemp~ions to Arrive at Net Estate 

1) Surviv:ng Spouse - t13o,OOO (see cred::s sec. 2-~l 
2) Chi:dren - $50,000 
3) ?arents - $15,000 
4) Other lineal decedents - $15,000 

g. Tax Rates ~ppliec to Net Esta:e 

1. Surviving Spouse, C~ildre!'1, Pa~ents arid 'J:he~ lineal 
decedents (Class I be~eficiaries) are taxed at rates 
!"'anging frorn 1% 0:1 firs~ $5,000 ')!' value after 
exemptlon t.o 8~ or. value of excess of $100,000 . 

2. 

3· 

4 . 

Brothers, sisters, 
children (Class II 
ranging from 5'; on 
excess of $100,000. 

sons and daughters-in-caw, step 
benefic :'aries) are taxed a~ rates 
firs"; $50,000 to 15% on value in 

Individuals not included i:: fl1 
rates ranging fro!!: 10% of ~irsc 
val~e ln excess o~ $100,000. 

113 a!"'e 
$50,000 

taxed 
to 15~ 

Charit.able, 
which are not 
10~ of value. 

religious, e~uca::onal ~rga~iz3tions 
exe~~t (see 2~. - 3 a~d 5) 3!"'e ~axed at 

5. Firms, organizations or soc:<=t :es 
profit are taxed at 15% of va~ue. 

for 

h. Credits Applied to Tax 

1. Closely related i~d:viduals (class I )~d !I 
beneficiaries) a~e eligible ~o~ credit for t~xes paid 
on proper':y which can be ':'.jer.ti.!'iea :::s :1a"J':':1g b~er. 

received by the decedent from the est~te :)f another 
person who dled with:n 2 years ~r:cr :0 t~e ~eath of 
decedent, or whi~h can be :de;)::'i~ied as hav:ng been 
acquired by the decedent :r. excr.a~g~ "'c:r pro;;~:"ty :;.:; 
received. 
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2 • Survlvlng spouses 
annually resulting 

Death Occurring In 

1986 
1987 

1988 and after 

rece':'ve a c;'edit. which ir.creases 
in phaseollt ~f tax on spous~. 

Credit 

1/3 of tax on spouse 
2/3 of ~ax on s~ouse 
1001 of tax on spouse 

3. Estate Tax 

a. Rate - A:noun':. equal to tr.e federal estate tax credit Cor 
state death taxes is imposed upon every transfer of the 
net estate. 

b. Credi':.s - Tax due shall be reduced by the aT-aunt of any 
inheritance tax due the state. 

B. Explanation of the Da':.a 

Figure 10 shows the incidence of inheritance taxes ~aid ~rom 

1978 to 1982 by class of benef:'ciary. The incidence is the tax 

paid as a percentage of the net value of the estate. In SJmm3ry, 

family members closest to the deceased have the lightest tax 

burden while those farther away from the deceased have a heavier 

tax burden. 

paid 

1982. 

uncles, aunts and cousins had the highest 

1978 to riSing from ~ a .54 percent in 

Brotners, in-laws had 

incidence of taxes 

1 1 .56 percent in 

secone highest 

incidence which 

sisters, and 

stayed fairly constant during the fiv~ yea:, 

pe~iod. Family members closest t~ t:.he deceased, spo:.Jse, cn:.:

jren, grandchildren and parents, !lad an ef~ec:'ive tax ~ate o~ 

approximate~y three percent fro~ 19 7 8 to '982. o~ t~ese 

beneficiaries, parents were the only class whic'1 had an over3.11 

jecrease in the incidence of taxes paid during this pe<oe. T'1e 

above classes of beneficiaries will proba!:>ly cont::'nue to have a 

low irlcidence, as the <'lliowable exempt:or.s were ir.creasec as of 

January 1982. 
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C. Equity 

1) Vertical. The Inheritance Tax is paid by beneficiaries 

and the income figures of the taxpayers are not collected. The 

~Hfferential exemptions granted to different classes of benefi

ciaries and the dlfferential rates on the taxable estates are 

jesigned to tax those individuals with the closest ties ';.0 the 

deceased the least. Further, the graduated rates within classes 

of benefiCiaries are deSigned to tax benefiCiaries of '.arger 

estates more than benefiCiaries of smaller estates. Because of 

the tax struct'lre the tax is vertically progressive if one 

equates larger estates with higher income. 

2) HOrlzontal. Horizontal lnequi ty is intentionally bUll t 

into the system through the classification of beneficiaries. 

Slnce the Estate Tax is based on the Federal credi~ed amount 

minus Iowa taxes paid for the Inheritance Tax, the equity 

considerations for it will be the same as those for the • 

Inheritance Tax. 

3) 2quity Summary Larger estates are subject to higher 

taxes within each classification. The tax burden is lower for 

beneficiaries having the closest relationshios ~o the jecendent. 

D. Neutrality 

Ra tes 

The rates for surrounding states are shown in Table 22. 
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,able 22 

Comparative Tax Rates anc Exe~ption3 

S':.ate Rates 
Iowa 

Illinois Federal 

Kansas 1% - 15% 

Minnesota 8% - 12% 

M' . ,.:lssour 1 Federal 

Nebraska 1% - 18% 

Estate Tax Credit 

Estate Tax Credit 

Exer.tptions 
Spouse-S180,OCO- others 
$50,000 to $15,000 Esta~es 
under S10,OOO are 100S 
exempt. 

Spouse lCOS - others 
$5,000 to S30,008 

Spouse ,00% - others 
$325,000 

Spouse 100% - others 
$500 to $10,080 

North Dakota Federal Estate Tax Credit 

South Dakota 1.5% - 30% 

Wisconsin 2.5% - 30% 
(limited to 20% of 
full market value) 

2. Credits and Exemptions 

a. Spouses 

Spouse 100% - others Slee 
to $30,000 

Spouse 100% - others 
$500 to $25,000 

Spouses in Iowa are granted a $180,000 exe~ptior. anc a cred:t 

agalnst computed tax will begin in 1986 '!It one third of tax arl:! 

will total 100% in 1988. 

Wealt;hy older individuals have been said to mak~ retirerr.ent 

location decisions based on the inheritance tax but c~:r:late and 

!'amily considerations also playa part i:1 tf'.ese de-cisions. The 

WB.:"mer 

deat.h 

states, Arizona, Califor:1ia, 

taxes which are based only 

Florida 

on the 

ar.d Texas, 

Federal E:s~ate ax 
Cr~dit. Of the comparable states, those whicr. have an ir.her::

~n8e tax as well ~s a tax on the federal cr~c:'t, :;::'':ally exe:n;;t 

spouses from the inheritance tax. 
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~. Family farm or family ~rade or business 

The value of the real~y por~ion of ~hese properc~es ~s 

de~ermined by federal ?rov~sions i:' the property qual ~ fies and ; <

ar. election is made. Generally, ~his has ~~e effec~ 0: 
decreasing the taxable value down :0 a dollar li~i:ation as sec 

forth in ~he In~ernal Revenue Code. If the property is disposed 

of ~o non-fam:'ly member withirl 15 years, an addi~ional. ~ax ::"'s 

due. 

~he purpose of this modification is to avoid heavy tax 

burdens for family members who continue operations of far.:ily 

enterprises since fair market value is apt to be high, but a"y 

gain is unrealized if ~he farm, trade or business is no~ sold. 

3. Neu~rali:y Summary 

The rates applied to estates are not high in comparison with 

other states imposing inheritance taxes but the present trea~mer.t 

of spouses is less advantageous. 

E. Yield 

1. Growth/Elasticity 

From 1978 to 1982 inheritance and es~a:e tax :,evenues grew 

153 percen: 

values less 

1983 hign. 

while community income grew 34 percent and property 

than 46 percent. 1983 revenues were down from ~he 

The unusual increase i:1 1982 was due :0 a change ::1 

collections and statutory increases in exemptions. This alo:1g 

wi~h the spouse credit will eventually reduce antlcipated 

revenues by one-third. 

2. Reliance 

The 1980 nacional figures incl~de g~f:-losses a~d a:'e 
~hereforet not. comparable. The surroundicg s:at.es :e~~a::ce Oii 

:he inheritance tax is shown in Table 23. 
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Table 23 

Relative Reliance on inheritance ar.d Estate Taxes 

State 

Iowa 
Illinois 

Ka ns as 

Minnesota 

~i ssouri 

Nebraska 

",oreh Dakota 

SO'Jth Dakota 

Wi sc ons i:"'l 

3. Capacity 

% of major 
state and 
local taxes 

i . 86~ 

unavailable 

1. 25~ 

.24~ 

.36% 
1 .5 1 % 

i . 07~ 

The ACIR i:1dex fo:" Iowa indicat.es a capacity of 133.4 and an 

ef~ort Qf 145.3. The figures pre-dated the 1981 changes. 

4 Yield Sum~ary 

~b.e inherita~ce tax has g~QW~ s~ead:ly over ~he years and has 

been r~lied ~r. somewhat reore heavily :n r~wa tha~ ir. surroundi~g 

states. r::hanges in the law Wl1.:' r'ediJc;:; reve!"'.UE! g(,:)W~;1 and 

reliance 0:1 this tax. 

F. Simplicit.y 

Because of classification, ·ji:ferent.i~: exemptions, ~il"fe('_ 

ential rates and alternative valua':.ior., th~ ir:herit.ance tax is 

complex. The tax on t~e feder'a~ e3~~t,e c:"edit is a si!'r.p:e 

ad1i~io;1 ~o the inheritance tax ~or~. 
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?osSlble Modlflcations 

i. Eliminate the Inheritance Tax and Impose t~e Esta~e Tax Or.:y 

A. Description 

Estates subject to federal estate tax are usually a:so 

s';oject to state death taxes. In order t.o minimize ~1Jlti~:e 

t::lxati~n of the estate, the federal estate t~x is recucej by 3-

credit for state death taxes paid with respect to property in t~e 

gross est.ate. The state death tax credit is given ~~r a:;y 

estate, inheritance, legacy or succession taxes paid to a state. 

The state death tax credit may not exceed the a~oun~ 

determined under the following table: 

Table 24 

Maximum State Death Tax Credit 

Adjusted Taxable Estate Maximum Credit 
But Not. Credi~ for Plus this • ,. 

Over Over lower amour.t of the excess 
( A) (B) ( c: ) ( D) 

$ 40,000 $ 90,000 $ 0 .8 
90,000 140,000 400 1.6 

140,000 240,000 1 ,200 2.4 
240,000 440,000 3,600 3.2 
440,000 640,000 10,000 4.:; 
640,000 840,000 ,8,000 4 .8 
840,000 1,040,000 27,600 5.6 

1,040,000 1,050,000 38,800 6 " ... 
1,540,000 2,040,000 70,800 7 ~ 

, . ~ 
2,0 4 0,000 2,540,000 106,800 8.0 
2,540,000 3,040,000 145,800 8.il 
3,040,000 3,54 0,000 190,800 9.6 
3,540,000 4,040,000 238,800 '0.4 
4,040,000 5,040,000 290,800 11.2 
5,040,000 6,040,000 402,800 ·2.0 
6,040,000 7,040,000 522,800 12.8 
7,040,000 8,040,000 650,1300 1 3.6 
8,040,000 9,040,000 786,800 1;' .4 
9,040,000 10,040,000 930,800 i5.2 

10,040,000 1,082,800 ~ 6 .8 
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The amount of state death taxes for which a credit will be 

allowed includes state death taxes actually paid and claimed as a 

credit within four years after the estate tax return is filed or 

within various statutory alternative periods that may be applic

ab le . 

An example of how the federal state tax credi t is cOf'lputed 

follows: 

D died 1/1/33 with an adjusted taxable estate of 
$250,000. 

State estate and inheritance taxes pald were $5,000. 

Maximum credit for state death taxes is calc~lated 
from the preceding table as follows: 

T~xable Estate Bracket 

$240,000 - $440,000 

£xcess over $240,000 at 
3.2% = 10,000 X 3.2% 

Maximum Credit allowed on 
an Adjusted Taxable Estate 
of $250,000 

Tax 

$3,600 

320 

The maximum credit allowable is $3,920. Therefore, even 

ehOugh state estate and inherit.ance taxes paid we,..e $5,(JOO, the 

individual would receive a credit o~ only $3,920. 

Several factors may make the act'lal state de,,':.h taxes paid 

greater than the allowable credit ~or them. 

1) State and federal tax str'uctures may di ~f'er' as to 
inclusions, deduct.ions, or credits against the tax. 

2) A s:ate may i:npose other death taxes, such as an 
inheri~anc~ tax. 

To the ext:.t:?nt the fede r-a2. t.ax ~llows 3 a state 

es':at.~ ~ax places no addi t :onal tax burden :,;po:: .3 dececent' s 

T~e total tax burden is :he same as if there 'ooIere no 

state t3X; some of the federal estate tax is simp:y d:.ve:--tec to 

sta te ra~her :han to the federal gOI/Brnr:le~t • 
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Co~sBquently, some states impose death taxes ~n a ~anner je~:g~ed 

to assure them of their share of the death taxes be:-,s :'[;1"G$·2C. 

T~ese t-3xes are comr.'lonly referred to as "pick_!.lylt taxes, beCq;lS~ 

the states merely "pi~k_uplt as much of the federal tax as ~~:ej' 

~3n, without i~posing a~y addi:ional tax b~rden on tne de2ejen~'s 

estate. 

Iowa' s estat~ tax is i!T!posed i:"'l ~he 3:no~n:. (If t.he fede!"al 

credit and a state credit equal to state inheritance tax p3yments 

is allowed. The i:lheritance t.ax is imposed en the '"alue of' 

property transferred to a beneficiary with exemptions and rates 

d:'ffering according to type of beneficiary. Surviving spOl!ses 

receive a credit which increases annual:y resu:~ing :n a phase

:lilt of tax on the spouse. T'1e credit ranges from one-tnir: oC 

the tax on the spouse in 1986, two-thirds in 19B7 and 100 percent 

of the tax on the spouse in 19BB and after. 

Below is an example of how the Iowa and Federal death taxes 

operate. 

Inheritance 
I. Tax 

(a) 4,000 

Iowa Estate 
Tax 

10,000 
( 4,000] 

(b) 6,000 

Total 

I0wa 
Tax 

(a+b) 10,000 

;:'ederal 
~ax 

25,000 
[ 10,000J 

15,000 

If Iowa el iminated the inheri Cance tax t.r.e e::ect wo"l~ be 

as follows; 

Federal 
I 1. Tax 

$25,000 
[10,000] Maximum 

Credi t 
15,000 

Iowa Estate 
Tax 

$10,000 
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In Example I, because Iowa taxes the federal estate tax cre

dit, no additional burden is imposed on the decedent's estate. 

Total tax paid to Iowa is $10,000 ($4,000 inheritance and $6,000 

estate). Total tax paid for federal is $15,000. Therefore, 

$25,000 tax is the total amount imposed on the decedent's 

estate. Because the federal credit, $10,000 is diverted directly 

to the State of Iowa. 

It should be noted in Example I that the maximum credit 

allowed for state death taxes is $10,000. Therefore, if total 

state death taxes paid were revised to $12,000 in the example, 

only $10,000 would still be allowed as a credit. Therefore, 

instead of the individual paying $25,000, he would have to pay 

$27,000. 

Under the modification, as shown in Example II, the total 

tax on the decedent's estate is also $25,000; $10,000 of whiCh 

remains 

Examples 

$10,000 

taxes. 

in Iowa as a "pick_up" tax. therefore, the tax effect in 

I and II is that Iowa retains death taxes paid of 

ar.d the federal government receives $ 1 5,000 of dea th 

Because of the state tax credit, the total tax is 

$25,000. If Iowa :mposed no inheritance or estate taxes, $25,000 

would still be the total tax, all of which would be paid for fed

eral death taxes. 

9. Explanation of the Data 

The Iowa Department of Revenue projected :osses from the 

inherit.ance tax in 1981 and had info!'mation from Missouri which 

was gathered at the same time. 

c. Eguity 

Elimination of this tax does not. raise questions of equity. 
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The states are about evenly divided i~ thi3 area ~i:~ 

ewe:1ty-three l::lposing an inheritance tax along wit:' ';,:e estate 

t3.X, twenty-five havi~g no inh~rit.ance tax per se, Q~e (Nev~8.a) 

hav!.:1g no inheritance or estate tax, and one (Ohio) havi!1g a 

s~ate estate tax i:1 addi:ion to the federal pic~-JP. 

Since an innerit" .. ance t3.X is imposed on r~s!dent benef':'~i-

3.rleS t a~ ol.der couo:e would only have an incer1~ive t.o move out 

of Iowa to escape the tax if there were no spousal exemptio~ 0~ 

if they had no beneficiaries in Iowa. 

The Iowa Department of Revenue estimated that when tte 19B1 

changes in the inheritance tax are fully phased-in, revenues from 

this source will decrease by one-third. Besides er.e spousal ex

emption phase-in, the changes increased exenptions for other 

~lasses of heirs, increased the value for t.ot.ally e-xenpt est.~tes 

and permitted the election for alternative valuation of famlcy 

farms and businesses •. If the changes had been fully implem~ntet 

in 1981, revenues would have been S36,665,965. 

The Jepartment also estimated 1981 revenues from che esta':.e 

t,ax at $12,000,000 to $15,000,000, or a decrease C)f 63%. 7~is 

modific'3tior. could, therefore, result in a cecrease 0: 63% of 

anticipated revenues when the spousal exemption is fully phased-

in. 

f. SimplicLty 

The federal pick-up is a very easy tax ':.0 ad~inis~~r. 
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V. ~OTOR rU€~ TAX 



MOTOR "DEL TAX 

A. Description 
The motor fuel tax is imposec on purer.ases ·~f gaso 1 i~,"!, 

diesel fuel, liquified petroleum, aviation fuel, and gasohol. 

1. Compu:ation of Tax 

3. Motor Fuel (includi~g gasohol) 

1. Total invoiced gallons of motor fuel receive1 

2. Less exemptions (Part III) 

3. Less discount for evaporation, shri~k3ge and 
admin::'stration (2'1: of first 300,000 gallons, 1 % 
of gallons in excess of 300,000) 

~. Total Taxable Gallons x Rate (Part 2) = T3X 

b. Special Fuels - Number of gallons of Speclal Fu"!l 
de!.ivered ~ess exempt gallons x Tax "late (Part 2) = 
Tax. 

2. Motor Fuel Tax Rates 

a. Motor Fuel - 13 cents per gallon 

b. Gasoho 1 

1 ) Exempt until 5/1/81 
2) $ .05/gallon from 5/1/81 - 8131/81 
3) $.06/gallon from 9/1/81 - 4/30/82 
4 ) $.08/gallon from 5/1/82 - 4130/82 
5 ) $.10/gallon from 7/1183 - 6/30/84 
6) $.11/gallon from 7/1/84 - 6130/85 
7) $. 12/gallon from 7/1185 - 6/30/85 
8) $.13/gallon from 7/1/86 

c. Special Rules 

1. Diesel Fuel Rate - $.155 

d. Other the rate for all other spec:a~ f'Je~ 
(including LPG) is the same as for :Tl:;tor fuel. 
(.13). The natural gas equivalent for this is 10-
1/2 cents per 100 cubic feet. 
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3. Exempt ions 

a. Motor fuel containing at least 10~ alcohol distilled 
from agricultural products grown in the U.S. is 
partially exempt for the period 7/1/78 - 6/30/86. 

b. Motor fuel sold for export or exported from Iowa to 
any other state, territory or country. 

d. 

Motor fuel sold to any U.S. or any agency or 
instrumentality. 

Mot.or fuel sold 
concessionaire on 
this state. 

to any post 
any federal 

ex change or 
reservation 

other 
withi!1 

e. Motor fuel used in the operation of an Iowa urban 
transit system or regional transit system (i .e., a 
pUblic bus system. 

r-.. Motor fuel 
political 
purposes. 

sold to the state, 
Subdivisions, which is 

its agencies, or 
used for public 

4. Refunds/Credits. 

a. Purchaser is enoitled to refund or income tax credit 
of taxes if fuel is used for ~ny purpose other than 
propelling motor vehiCles operated or intended to be 
operated on the public highways, or for propelling 
watercraft or. waterways. 

h v • 

v. 

Distributor, dealer or 
tax paid on fuel Which 
accountable leakage, 
flood, storm, act of 
~aL!se. 

user may receive a credi: for 
is lost or destroyed through 
flre, accident, lightning, 
war, public enemy or like 

Persons who use tax paid motor fuel ~o ble~~ gaSOhol 
may obtain a credit on the differer.ce between taxes 
;laid on motor fuel purchased to ;:roduce gasohol 'Ina 
the tax due on the gasohol biended. 

a. Motor fuel used cO dena~ure alCOhol 

e. Bona fide commercial fishermar., 1 icensed a~·j 

operating under an owner's ~er~ i fie ate ~" r 
cO"lI!lercial fishing gear shale be enti~led ~c a 
r-eft;!1d f':)!'" tax paid. 

Certain exc~~slans ~ay 31so be claimed as 3 

~~divid~al or corporate income taxes. 
cred~~ ~~plied to 
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B. Explanation of the Data 

The average weekly expenditure on motor fuel is from the 

Department of Labor Consumer Expenditure S-.lrvey: Diary Survey, 

1980-1981. The data 0:1 the number of ~.ouseholds i:1 each ~ncome 
bracket for Iowa is from the Bureau of CensuS, State and 

The total an:1ual cost of ".he 
Metropolitan St~tistical Abstract. 
motor fuel tax by income bracket was calc~lated by allocating the 

total motor fuel tax receipts for 1982 over the brackets 

according to the percentage of total expenditure on motor- f~el. 
The incidence o!" moto:" fuel tax is calculated by dividing t,he 

an:1ual cost per household of the motor fuel tax by the midpoint 

of the i:1come bracket. For the over $30,000 brac~et, $40,000 was 

used as the income level since the average i~come of households 

in that br-acket was calculated as approximately t40,OOO. 

1) Vertical. While average effective tax rates have been 

calcucated for- motor fuel taxes by income categories, it is 

impo rt an t to not. e that the moto r fue 1 tax is impo sed not on the 

ability to pay concept, but on the concept of benefits received. 

Measur-ed by income, the tax is regressive since the tax C()st'l of 

~oc()r fuel represent a larger percentage of the income of lower 

~~come people than they do for higher income individuals as shown 
In this respect it is slmilar to a ge!1eral sales 1!1 "igure 12. 

~nd use ~ax Sence mot()r fuel is a consumable good. 

The basis for a Motor fuel tax, however, is really that of a 

Those who use the highways most shoul<i, unde,. this user fee. 
theory, Day for construction, Maintenance and repair of the roa~ 

system. 

2) ~o~izonta!.. On 3:1 1.!"'lc'Jme basiS t.rl~re are r.o horizon:.al 

~neq"ities. 
On a ~enefits-received basis it is a:30 ur.like~y 

:~.at::. r.o rl zon ta 1 inequities ~ccur si~ce 71e~vy 
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responsible for more wear and tear on the roadways, generally use 

diesel fue: which is taxed at a higher rate. 

3 ) Equity Summary. Measured by income ~he tax is 

regressive, but in a benefits-received basis it is basically 

proportional. 

D. Neutrality 

1. Rates 

At border areas, individuals could purchase gasoline out of 
state to save tax costs. As seen in Table 25 below. Iowa's rate 

makes that unlikely. 

Table 25 

Comparison of Tax Rates. 

State Regular Fuel Diesel Gasohol 

Iowa 13 t per gallon 15.5 t Illinois 12 + local in 1 3.5 
10 ~ 
12 ~ 

Cook County 
Kansas 1 1 1 1 

! Minnesot.a 17 17 
Missouri 7 & local 7 
Nebraska 1 1 (set periodically) 1 1 
North Dakota 13 1 3 

t South Dakota 12 + local 12 
Wisconsin 16 (set periodically) 16 

1 1 f 9 
7 ! 10.4 
8 f 12 , , 

t .0 

• Rates as of January 1, 1984 

2. Gasohol 

The major modification to the tax base is the partial exemption 
granted to gasohol. The purpose of the lower rate :'s to stimulate 

purchase of fuel made from vegetable products in order both to beneflt 

agricultural producers and to decrease reliance on petroleum, a non

renewable resource. Twenty six states other than Iowa a:so give 

preferential treatment to gasohol. 
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3. Neu oral i ty Summa ry 

Iowa's average rate makes the ~ax ~asica:ly ~eutr~l. 

E. Yield 

1. Growth/Elas:ici:.y 

From fiscal yea,:- 1978 to 1982 total receipcs grew 23.e 

percent, despite a dec:"ease in gas consumption, as shown i~ 

Figure' 3; c:Jmmunity income ;;r;w 34. ~ percent. Changes:n ::-;e 

rates explain this growth. In 1978 gasoline was taxed at 8.5¢ 

per gal Lon a<1d diesel ~Llel at 10¢; by 1982 ~'1e rates had bee" 

increased to i3¢ f:Jr gasoli<1e and 15.5~ for diesel. 

Rate changes ~er.d to be more freaue'1t when a tax is based on 

'.lnits rather ~han applied as a percentage of cost. During the 

years under sl>Jdy, the C:Jst i'1creased but consumption dropped as 

a result more of a move to smaller, more fLlel-efficient au':omo

b:les than of cost per se. A number of studies show that de~and 

f:Jr motor fuel does not decrease as a function of cost on a ane

ta-one ratio. Rates changed from 1957 to 1977 only ')nce but rro~ 

1977 to the present they changed four times, indicating the need 

to increase the rate when the base of the tax decreases. 

2. Reliance 

In 1980, 

4.30 

ir. the states as a whole, motor fuel taxes repre-

sen ted percent of total state and local revenues. Toe table 

below shows che reliance of the surrounding states. 

1.61 



Table 26 

Relative Rel:ance or. Motor Fuel Taxes 

3. Capacity 

States 

Iowa 
Illin~is. 
Ka~sas 

Minnesota 
Missouri 
Nebraska 
North Dakota. 
South Dakota. 
Wisconsin .. 

% of Major State 
and Local Taxes 

5.671-
2.15% (prior to rate increase) 
1I.77% 
6.39% 
5.74% 
6.21% 
6.15% 

10.19% 
4.80% 

~he ACIR index :n~ludes ~otcr fuel tax llnder the larger 

heading of Kselective sales", and therefore, data from this 

source is not available for motor fuel taxes. 

4. Yield Summary 

Tne yield from ~his tax has kept pace wi:h growtn in income, 

but only because of frequent rate increases. 

- ~. l· . t-r ...... lr.1p lCl ... y 

Tne tax 1S collected frorr. the dlstributors, those who firs: 

receive the fuel in the state and selL it to the dealers for 

resale. The distributors are licensed and, since there are far 

fewer distributors than dealers, collection and compliance are 

not a major problem. 

Motor fuel used for nor.-highway or waterway purposes is 

subject to a refund or may be applied as a credit on the income 

~ax. Tte credi t rr:echanism makes t.he ir:come tax more complex t>ut 

red~ces ~he need to process as many refunds. 
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Possible ~odifications 

, . Tax Motor Fuel on a Variabl~ Rate Basis 

A . Desc!"ipti'Jn 

Presently, ;:owa taxes motor fuel based upon the a:nount o~ 

gallonage r~ceived by the distributor and the!"eafter sold, less 

an allowance of 3 percent. to cover evaporation, shrinkage and 

loss. The tax is an ~xci$e tax imposed upon the use of motor 

fuel within Iowa. The tax is paid in the first. instance by che 

distributor and thereafter is added to th~ selling price of each 

gallon of motor fuel sold in the state. 

bears the burden of the tax. 

The ultimate cons~~er 

The rate of tax on motor vehicle fuel is , 3 ; per gallon. 

The motor fuel tax is presently applied On a cents per gallor. or 

unit basis. This :nodi~ication would impose the motor fuel tax on 

a variable 

percentage 

:naintenance. 

rate basiS, 

of the cost 

i.e., an amount to be calculated as a 

of gasoli:le an:: the cost of h:'g:1Way 

When costs increase, revenue also increases. The 

information needed to derive rates based 

takes anywhere fro:n 2 months to a year 

on these facts usually 

to obtain. Therefore, 

implementation of adjusted rates does not coincide wlth cur.ent 

cost.s, though the variance from one pe!"iod to the next is usual:y 

gradual. For example, based on information received ~rom various 

states, the construction cost index of highway maintenar.ce 

increased f!'om 1978 to 1980, then gr~dually drJPpec! off in ~981. 

Consideration sho~ld be given to settlng m3ximuT. rates, 

minimum rates and maximum percent~ge of increase in rates to 

stabilize revenues. Michigan used all three limitations and Q~io 

has set a maximum ~ate which can only be changed by ~egis:ative 

action. 
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B. Explaoati0o of toe Data 

The analysis was 'oased on consumptio~ ar.d p:"ice dat-3 f'Jr 

:owa for the period 1978 to 1982. 

Eql,n:y 

i ) Vertical. ~easured by income, the tax would be 

regressive since the costs o~ motor fuel are a larger percentage 

of income for lowe!'" j.ncome p~ople t.han for higher income 

individuals. 

As ~he cost of gas rises, under th:s modification, so would 

the tax rate. Individuals 1n all income brackets tend to retain 

~heir consumption habits in spite of increasing costs and, 

there~ore, on an ability-co-pay basis, the tax would remain 

regressive. 

:-leasured on the benefits-received principal, however, ~he 

I:lodification would improve equity since the tax would bear a 

greater relationshi~ to the service provided, i.e., h~ghway 

maintenance. 

2) Horizontal. On an income basis, there are no horizontal 

inequities. The basis of the motor fuel tax is that of a user 

:-ee. T'1ose whO use the highways most shoul":! bear a greater tax 

cost than those who do not. They should contribuCe more for 

constr-uc:.ion, maintenance and repa i r of the road Sys tern. 

Therefore, as costs increase to the user, it is assumed that this 

is due to increased use. 

D. Neutrality 

As costs of highway maintenance and motor fuel increase, the 

tax rate under t'1is I:lodificatton would also ~ncrease. 

Ir1dividuals, depending on the differe:1ce in tr.e price of t:Jotor 

fuel, could cross over state lines to taKe advantage of ~o\oler 

prlces. Under a variable rate system, Iowa could be less 
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competi tive but li t':le evidence exists to indica te that tillS 

~ction is often taken. 

Yield 

The !'cll0wing tables show what rate w0uld be :1ecessary 0:1 a:; 

ad valorum basis to produce the same revenue generated by ,:r.e 

unit price basis. 

1978 
1979 
1980 
1981 
1982 

A 
Iowa Ave. 
Tax Rate 

7.037 <; 
8.744 
9.744 
9.481 

11.244 

Table 27 

Motor Fuel Revenue 

B 
Gallons Used 
in Iowa 

2,033,887,902 
1,947,5 4 1,599 
1 ,789 , 106 ,846 
1,7 45,514,749 
1,688,948,834 

C (A X 3) 
Iowa Motor 
Fuel Tax Revenue 

$ 14 3,;25,000 
170,886,233 
178,050,670 
;65,49 4 ,376 
189,9 10,797 

Average Price 
of Gasoline 

67.70 ¢ 
96,30 

123.40 
'36.60 
'31.40 

* ~ote: Column D woul1 be increased slightly to reflect h:ghway 
maintenance costs. 

In the above ~h3rt, Column C is the total tax ~eve~ue ge:1er

;;ted by the present Iowa system for taxing ffil?tor fuel. :n order 

'» produce the same amount of tax revenue ~r. each year '.lsing she 

proposed modification, the tax rate for each year would be C8m-

puted as follows: 

Motor Fuel 
Cost of Motor Fuel Revenues Required 
( Co 1 . B X Col. D) Col. C Rate 

1978 $1,376,942,110 $ 14 3,125,000 1 () . 39 ~ 
1 'n 9 1,875,482,560 170,886,233 9. ' 1 
~980 2,207,757,848 178,050,670 8.06 
1981 2,207,757,848 165,49 4 ,376 6.91.; 
1982 2,219,278,702 189,910,797 8.55 

If the 1978 requir'ed rate of 10.39 f had been LlSe(; 

for 1919-1982, revenues would have increased by $198,226,029 
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If the 1979 requi~ed r-ate of 9.'1 ¢ had been 'Jsed 
fo~ 1980- 1 982, revenues wo~ld have increased by 

:r the 1980 ~equi~ed rate of 8.06 ~ had been used 
for 1981-1982, revenJes would have i~creased by 

If the 1981 required rate of 6.94 ~ had been used 
for 1982, revenues would have decreased by 

Total addltional revenues 

87,063,580 

15,649,166 

;35.892,855: 

$265,C45,92(; 

While revenues could increase under the modification, they 

a .... .=. :ess stabl~ and predictable. In order to build stabi:ity, 

frequent rate changes would still be necessary. 

S 'm"" ~Ci'V .!. • t'...... ~'''' .. 

The taxation of motor fuel on a variable rate basis as com

pared to a unit rate basis would be more difficult from the point 

of view of estimating future highway costs, consumption patterns 

and expected gasoline price trends. Because the price of motor 

fuel can change fro~ any number of factors, the lag time of ':wo 

months to one year may produce rates Which do not reflect the 

true cost associated with them. 
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VI. PROPERTY TAX 

A. Description 

1. Property Subject t.o Tax 

3. All real and tangible personal property 

2. Classifications of Property 

a. Residential 
b. AgricClltural 
c. Comrnerical 
d. Industrial 
e. Personal 
f. Personal property assessed as real property 
g. Centrally assessed (utilities, railroads, etc.) 
h. Other 

3. Assessment of Property 

a. F'3.ir Market Value is the princip'3.1 standaf'c for all 
classes of pf'operty 

b. Agricultural - valued on basis of ;>roductivi ty and 
net earning capacity determined on the basis of its 
agricultural use 

2. Dir~ctor of Revenue biannually equalizes res~dential, 
agricClltural and commercial classes. 

4. Stat.utory Limitations Growth in taxable valClatlons 
~imited annually as listed below 

a. 
b. 
c . 
d. 
e. 

Residential 
Agricultural 
Commercial & Industrial -
Utility 
Ra i1 road 

f. Pef'sonal Property 

4% or * 
4% * 
4% 
3% 
4% - Assessed at the same 
pef'centage of market value as 
commercial, industrial or 
centrally '3.ssessed property, 
whichever is less 

Assessments f'educed by a 
uniform percentage in each 
assessing jUf'isdi2tlon so the 
CClrrent year aggregate 
assessed value does not 
~x~eed ~hat for ~973. 

(*Residential an:! agricultural land may increase only at an 
equal rate i~ less than U percent. 
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5. Exempt ions 

a. State 

1) Federal and state property 

2) Municipal and Military property: Property of a 
county, township, city, schoo~ corporation, levee 
district, drainage district or mi L tary co:npar,y 
of the state, when devoted to public use a~d nQt 
held for profit. The exemption for property 
owned by a ~ity or county also applies ~~ 
property operated by a city or a county as a 
library, art gallery or museum, or as a location 
for holding athletic contests, sports or 
entertainment events, expositions, meetings or 
conventions, or leased from the city for any such 
purpose. 

3) Public Grounds and Cemeteries: includes all 
places for the burial of the dead and 
crematoriums with land, not exceeding one acre, 
on which they are built. 

4) Fire Equipment and Grounds: includes equipment 
and publicly owned buildings and grounds used 
exclusively for keeping them and for meetings of 
fire companies. 

5) Property and Associations of War Veterans: does 
not inClude property held for profit. 

6 ) Property 
include 
mortuary 

of Cemetery Associations: does 
property used for the practice 
science. 

:Jot 
of 

7) Libraries or Art Galleries: includes libraries 
and galleries owned and kept by private 
individuals, aSSOCiations, or corporations, for 
public use and not for private profit. 

8) Property of Re ligious, Literary, and Chari table 
Societies: not to exceed 320 acres in extent and 
not leased or otherwise used or under 
construction for profit. An exception to the 320 
acre limit involves groups whose primary purpose 
is to preserve land in its natural state, in 
which case such group may own or lease land not 
exceeding 320 acres in each county for its 
appropriate purposes. 

9. Personal Property of Institutions and Students: 
Moneys and credits belonging to instit~tions included 
in the above three areas and devoted to sustaining 
them. 
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10. Homes for sOliders: inc~udes ou:ldings, gr::unds, 

1 1 • 

house and equipment of homes operated for nonproflt 

Ag:"icultural Produce: 
horticultural crops and 
produce harvested w:'th:n 
listing. 

Growi~g agricult~ra: 
produce a:1d al:' Cr"0pS 

one year previ·ous :0 

and 
and 
~he 

12. Family Equipment: includes all cangiol.e personal 
property customarily located and used in or abou: cne 
residence or reside~ces of ~he owner of the pr~pe;~y; 
all wearing apparel and food used or to !::e used oy 
the owner a~d his fa~ily; and all ~ersona: effe~ts. 

13. Farm Equipment drays and tools: not. to exceed 
$ 1 , 1 1 1 in v3.1 u e . 

14. Government Lands: lnc:ude government. lands entered 
and located, or la~ds purchased from the state t for 
the year of the entry, location or purchase. 

15. Public Airports: inclCldes any lands whose use has 
been gr3.nted to Or" accepted by ':-he state or any 
political. subdiVision of the state for airport or 
aircraft landing area purposes. (Elther state or 
local) 

16. Grain whiCh is subject to grain handling tax 

17. Propert;y of Servicemen: If any person enters the 
armed serVices in time o~ na':iona1 emergency, "l~ 
personal property used in making his 1 ivelihood 1:1 
excess of $300 shall not be taxed upon receipt o~ an 
affidavit that such property was not used during his 
absence. 

18. Rural 'tlater Sales: includes t~e real and personal 
property of a nonprofit cor-oora:~on engaged i~ tne 
distribution and sale of water co rural areas when 
devoted to public use and not he:d for profit. 

19. Goods Stored by Warehousemen: provided suc~ per-sonal 
property is not offered for sale or sold by the owner 
at retail directly from the publi~ warehouse. 

20. Personal Property: 
interstate commerce 
stored in Iowa. 

All personal property in 
and certain ~roper:y temporarily 

2 i . Pol btian Control: New installations c; pol it;:. ion 
control property and impoundments for a period of ter 
years, limited to the market vOll~," of the prope:--ty. 
Impoundment structures are also exe~pt; however, ':.e;; 
year limitation does ~ot app:y. 
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22. 

23· 

:"ow-rent Housing: i'lclJdes pr'Jperty owne:: anj 
operated by a nonprofit organization pr'Jviding ~ow 
r"ent housi:1g for the elderly and the physical ~y a!1c 
mentally handicapped. The exemption applies on:y 
unti!. the terms of the Or'iginal cow-rent 'lousing 
development mortgage is paid in full or expires. 

Roads ad Drainage Rights of Wav: includes real 
estate occuPled as a public road," r'ights of way for 
established public levees and rights of way for 
established, open, public drainage improvements. 

24. Forest and Fruic Tree Reservati'Jns: includes forest 
and fruit tree reservations meeting certain 
conditions. In all othBr cases whe~e trees are 
planted upon any tract of land, without regard to 
areas, for ~ores':.., fruit, shad'e, or or':1amenta: 
purposes, or for windbreaks, the assessor shall not 
increase the valuation of such property because of 
such improvements. 

25. L.ivest:Jck 

26. Motor Vehicles and Semi-trailers 

27. Busses and Trackless Trolleys 

28. Coal wnich is held in inventory except when hel:: by a 
centrally assessed entity. 

b. L.ocal Option 

,. ~atural Conservatl0n or Wildlife Areas: Locally 
approved exemption for property used for certain 
purposes must be applied for a:1nually except !'or 
we~,lands which are allowed a three year exempt~on. 
SUDJect to acreage limitations of' o~e percent Qf 
acres assessed as agricultural land or 3,000 acres in 
each county, with some allowances made for additionac 
acres after 1983. Lands included in this pr'Jvision 
include: wetlands, open prairies, forest cover, and 
recreational lakes. 

Land certified as a wildlife habitat, or designated 
as native prairie, (up to a maximum of two acres) per 
agricultural land owner may be exempt. Approva: of 
board of supervisors is not required. 

2. c:1duscr'ial Real Estate, Machinery, and Equlprnent: 
includes actua~ value added to industrial r'eal estate 
by the new construction of industrial rea: estate and 
the acquisition of or improvement to machinery and 
equipment assessed as real. estate. A public 'learing 
must be held. The exemption is for a period of five 
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years. 
.. anging 
percent 

MaXlmum benefi~s are 
from 75 percent in 

in the fifth year. 

prescrlbed 
t:-:e ~iiSt. 

by s~a!>Je as 
year t.:::> 15 

3. Urban Revitalization Tax Exe:r.ptions: ;:00<: 

designation by the governing body sf an area as a 
revi~alization area, an exemptior. ~or ~axatlOr. based 
upon the value added by improvements applies to 
qualifying real property. 

4. Credits, Exemption or Reduced Valuation 

a. Agricultural Land Tax Credit 

1. Credit against general fund school tax levies 
in excess of the basic levy o~ $5.40 ;Jer 
$1,000 valuatlon. Since the credit is only 
partially funded the actual benefi~s are less 
than those prescribed. 

b. Military Service Tax Exemption 

1. Reduction in taxable value depending .:>n 
period of military service. 

2. Exemption varies from $1,852 to $2,778. 

c. Homestead Tax Credit 

1. Taxes levied on first $4,850 of taxable 
value. 

2. Certain disabled veterans may qualify for 
credit equal to 100 percent of taxes. 

d. Elderly and Disabled Property Tax Rent Assistance 

1. Eligible homeowners and renters include 
individuals who are 65 years and older, 
surviving spouses 55 and older or disabled. 

2. Maximum household income is $12,000. 

3. Reimbursement based on property ~axes pa~d or 
25% of rent paid for occupancy. 

4. Percentage of base reimbursed decli~es as 
income increases. 
deduct any homestead 

1"' , -

Property 
tax credit. 

owne~s must 



e. Special Assessment Credit 

1. Individuals wich less than $5,000 or i!1come 
r.Jay receive a direct reimbursement equal to 
special assessment pacd. 

2. Eligibility requirements parallel those of 
elderly credit program. 

f. MObile Home Tax 

1. Tax is imposed in :ieu of property tax at 
rate of 10~ per square foot semi-annually. 

2. Assistance parallel to that p,..~vided 
elderly credit program is provided to 
tax burden of elderly and disabled 
homeowners. 

under 
reduce 
mobile 

g. Industrial Machlnery and Computers 

1. Taxable value of eligible property is limited 
to 30 percent of property's net acquisltion 
cost. 

2. El igib le property includes industrial 

3. 

machinery and equipment used in manufacturing 
establishment and computers. 

'!'he reduced 
acquired or 
31, 1981. 

assessment applies to 
ini tially leased after 

property 
December 

h. Personal Property 

1. Taxpayers receive a 
annually by the State. 

credit estahlished 

2. 

3. 

For taxes payable in 1984-1985; 
equal to tax levied on first 
assessed value. 

the credit is 
$175,000 of 

Amount of cred it is 
annual increases unt i1 
is eliminated. 

to i!1crease with ten 
personal property tax 

4. Personal property values are. rolled back to 
1973 assessment levels by assessing 
jurisdiction. 
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B. Sxpla~ation of the Data 

All the analyses in this chapter are based cr. data compi:ec 

by the Iowa Department of Revenue. The data covers fiscal years 

1978/79 to 1983/84 for the following: 

'tie 

current 

average 

Valuations after rollbacks by property class 

Gross tax levies (before state credi~ payments) by 
property class 

Rollback percentages by property class 

State payments for the follwing credits: 

homestead, 
personal property, 
elderly and disabled, 
agricultural land, 
livestock, and 
military service. 

developed two mode 1 s 

property tax system. 

tax rat.e that would be 

to analyze 

The first 

required to 

modificatlons to the 

model cal~ulates the 

raise the sa:"'1e a:r.Ollr"'. ~ 

of after-credit revenue 

market value (property 

if: 

tax 

1) property was assessed at 

Credit would be retained) 

80% 

2 ) 

rollbacks and credits were eliminated. :he second mOdel 

estimates t.he reve:1ue t.hat woulcj have been !"'a:"3~d had ~he state 

enact.ed a levy limitation rather than the existing system of 

rollbacks and credits. 

The flrst model uses data from 1982/83 ar.d ~983/311 for 

property assessments, rollback percentages, tax revenue, anj 

credlt payments. To calculate the effect of replacirlg rollbacks 

with an 80% assessment ratio (and retaining credits), taxab:e 

valuations were divided by the appropriate rollback percentage tc 

market valuations. These valuatio~s were then multiplied 
by .8 to obtai:1 the new taxabl~ va:''.latio,-;s. The model then 

algebraically solved for the :1ew tax rate, ta~i:1g into account 

t~e i~pact of the new ~ate on :he val~e of s~ate ~aYT.~n~s for ~he 
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f"lomestead and personal property tax credits. To calculate the 

effect o~ eL.mlnatlng rollbacks and credits, the same procedure 

was fo~lowed, except tha~ the new tax rate could be calculated by 

dividing actual after-credit revenue by market valuations. 

The seccnd model compares actual after-credit revenue 

~eglnnlng in fiscal year 1978/79 to the revenue t~at would have 

Deen aLowed ~:- a levy lim:'tation restricted reve:1ue growth to 

f:eve percent per year pl:;s the levy on new constructlon. The 

amount of revenue allowed under the levy limitation was 

ca~culated as fo~lows: 

1) Multiply actual tax revenue for ~978/79 by i. 05 and 
divlde by 1979/80 market assessments (less new 
construction) to obtain the new tax rate. 

2) Multiply market value by the percentage new 
construction to obtain the value of new construction 
by class. 

3) Multiply market valuations by class by the new tax 
rate calculated in 1) to obtain the levies collected 
from each class. 

4) Sum the revenues calcul a ted 
revenue all owed in 1979/80. 
base for the next year. 

in 3) to obtain total 
This sum becomes the 

5) Repeat calculation through 1983/84. 

The amount of new construction as a percent of market 

assessments was based On Department of Revenue estimates. In the 

m~d 1970' s the Department used the following percentages as a 
rule of thumb. 

Residential 

Agricultural Land 

Agricultural Building 

Commercial 

Industrial 

Personal Real 

Utilities 

Others 
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4.0~ 

O.5~ 

0.5~ 

2.0% 

2.0~ 

2.0% 

2.0~ 

2.0~ 



In the early 1980's new construction declined as a percentage 

of market value assessments. Because assessors do not separate 

out new construction wi'::hin classes of property, the Department 
is unable to estimate the level of new construction act.ivit.y in 

che early 1980·s. We therefore ran the model under two sets of 
assumptions about new construction. The first uses the 

percentages shown above through fiscal year 1979/80 and half 

those levels through fiscal year 1983/84. The second assumes ne'w 

construction continued at the pace of the mid 1970's. The result 
of the first set of assumptions appear in this chapter; the other 

results appear in the Appendix. 

C. Equity 

to 

1) Vertical. 

income since 

It is difficult to relate property tax costs 

tax records are based on property assessments 

with no relation to the income of the property owners. Also, 

economists' property tax incidence theories have undergone a 
change in the last two decades. If one assumes, as most econom
ists did for many years, that the burden of the property tax on 

residential structures is borne by consumers of such s'::ructures, 
i.e., those who live in them, then the tax is regressive because 

hOUSing, in whose cost the property tax is an especially large 
component, represents a much higher percentage of income in low 

income families than in families with greater income. 

A more recent theory postulates tha':: in the nation as a 

whole, the tax is an element in the cost of using taxed capital 
goods, including land and structures. The fur~her assumptio~ is 

that investors will shift their investments from heavily taxed to 
more lightly taxed, or untaxed activities, thus lowering the rate 

of return to ~ owners of capital goods, even those not directly 

subject to property taxation. If all owners of capital share the 

burden, the tax would be seen as progressive since ownership of 
capital is greater among those with higher incomes. 
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Ano:her criticism o~ ~he regressive model of che proper~y tax 

~urden rests on the use of annual income as the measure to which 

the ':-ax is applied. The argumen':- is made ~hao housing cho:ces 

are made based on assumptions as to long range income and, 

~herefore, ~he proper measure is average income over a reasonable 

period of time, s~milar to the income averaging used for income 

tax purposes. 

proportional. 
Under this income measure, the property tax is 

Since national returns on capital are unlikely to affect 

property tax burdens in a single locality over a reasonable 

period of time, and since no agreement exists on an appropriate 

period of time for the averaging of income, i ~ must be assumed 

for purposes of this study that the property tax is regressive 
based on current income measures. 

The elderly and disabled credit is intended to address this 
problem and does lessen the regressivity of the tax at the lower 

income levels for particular groups of taxpayers. 

2) Horizontal. Since income data for speCific property 

taxpayers is not available, the 
examined in another way. Owners of 

horizon~al equity 
different classes of 

must be 
property 

may be treated differently even though their property has the 

3ame value. For exampl e, if agricul tural property increases in 

value three percent and residential property increases seven 
percent, both wi 11 be rolled back to the three-percent leve 1.' 

The residential owner receives a greater benefit than the owner 
of agricultural land in relation to the actual increase in 

value. The agricultural land credit gives relief to 
farmland not available to other taxpayers for 
education. Because of the state reimbursement, the 
shifted to non-farm owners. The farm owners are also 

• Assuming taxable valuations equal or exceed market 
valuations. 
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for ~he homestead credit available to owner-occupants of 

residen~ial property. 

Differential methods of assessment also affect horizontal 

equity. Agricultural land is assessed on a productivi.ty or 

income basis with no regard for market or 
Commercial and industrial land and property 

purchase 
is also 

value. 
income 

producing, 
component 

but market value 
i.n their valuation 

considerations are the major 
although income production and 

capitali.zation are also considered. 

Personal property owners also receive differential treat-

men~. Farm equipment, for example is exempt up to $1,111. 

Machinery and equipment, 
However, if such machinery 

farm or non-farm, is not exemp~. 

is attached, it is taxed as realty and 

is not subject to the personal property tax credit. Industrial 
machinery is considered to be realty whether it is attached or 

not. The machinery 

latter disparity. 

and computer 

Agricultural 

credit partially 

produce, while 

harvested in the last year is exempt, as is grain 

address the 
growing or 

handled by 
elevators, mills and processing plants but the inventory of 

manufacturers and merchants is not exempt. 

3) Eguity Summary. 

The property 
when measured by 

tax is generally considered a regressive tax 
income. If a benefits-received prinCiple is 

assumed to be the basis for imposi:;ion there are still equity 
problems Since the assessed value of property does r.o~ 

necessarily relate to local government benefi:;s. For example, 
deteriorating structures may require more police and fire 

services, but are likely to have lower assessed values than will 
maintained or new structures. 
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HorlZont.ally the di fferent tax treatment accorded di fferent 

kinds of property and the differences in the roll-back lead to 

inequities across the system. 

;). Neutrality 

Local taxes, by their nature, vary from taxing distrlct to 

taxing district. Location decisions are more often based en 

broad measures, such as exemptions rather than rates alone. 

1. Rate 

The tax rate in 1983 varied from 

to a high of $34.72 per thousand. 

assessment levels do not give an 

liability. The 1984 Prentice-Hall All 

a low of $24.80 per $1,000 

Rates, however, untied to 

idea of comparative tax 

States Handbook, lists the 
following composite average rates and assessment bases for the 

comparable states based on rates in effect prior to 1982. 

State 

Iowa 
Kansas 
Minnesota 

).\issouri 
NebraSka 
North Dakota 

South Dakota 

Wi sconsin 

Table 28 

Comparison of Tax Base and Rates 

Composite Average 
Rate (per $1,000) 

$ 29.78 
$140.88 
$100.07 

$76.63 
$33.27 
$271.02 

$17.68 
(Agricultural 49.44) 
$45. 10 
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Assessment Ratio 

100.00% 
30.00% 

43.00% (for comm
cial-industrial; 

18 categories with 
different ratios'exist) 

33- 113% 
100.00% 

50% X 10% 
(9% for residential) 

60.00% 

100.00% 



2. Special Farmland Treatment 

Beginning with Maryland in 1956, the states have been moving 

toward special, favorable assessment treatment for farmland. One 

of the two most common approaches is based on restricting :he 

conversion of farmland by restricting the value to current use. 

Missouri, South Dakota and Nebraska use this method. Iowa, 

Illinois and the other states' laws were based on the fact that 

market value was increasing rather than on the loss of farmland 
to urban development. In many cases, the law was imposed to 

recognize de facto special assessment treatment and to avoid 
court ordered increases in assessments. 

The methods used by the states to determine the productivity 
or income value varies. Most states (40~) tie the capitalization 

rate to the Federal Land Bank Mortgage interest rate averaged 
over a period of years. Other methods used are a set rate fixed 

in ':.he statutes (20~) or a variable rate fixed by a statutory 
formula (20%). The type of rate used will have an effect on the 

rate of growth 

in Iowa, but 
of the farmland value. 
declined in Illinois. 

Assessed values have risen 
Agricultural economists 

believe this is due to the capitalization rate and how it relates 
to the actual rate of inflation. Table 29 shows the methods used 

by neighboring states. 

Table 29 

Treatment of Agricultural Land 

State Special Treatment 

Illinois Yes - productivity 
Kansas . Yes - productivity 
Minnesota. Yes lesser of market value or income 

value 
Missouri . Yes - at value for agricultural use 
Nebraska . Yes - value for agricultural use 
North Dakota Yes - income basis 
South Dakota Yes - value for agricultural use 
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3. ~irnitations 

The roll-back is the most recent llmitation factor imposed :n 

Iowa to offer tax relief. Earlier ones included rate limits fer 

cities, counties and other local governments and rate and 

spending limits fo!" school districts. The roll-back does not 

limit rates or spending, but, rather, limits the assessment 

growt h. In order to produce relief, both the rate and the 

assessment must be limited. If, for example, the l"oll-baoks had 

not been in effect in 1982-83, local governments could have taxed 

or. a base $386,000,000 greater without raistng their l"ates. 

However, school spending limits could have restricted tl".e use of 

this base Slnce they are tied to changes in enrollment and the 

rate of inflation. 

Under the ~urrent roll back system taxable valuations are 

allowed to grow at four percent per year for most classes Of 

property. As l'Jng as taxable valuations remain below market 

value, taxable valuations may grow at four percent, even if 

market va 1 ue increases at less than four percent. Taxable 

valuations could not increase by four percent if that increase 

would raise taxable valuations above market value. In the early 

1970's taxable valuations have increased at four percent, even 

though market values have increased at a slower rate. Th is was 

possible because the rapid growth of market values in the late 

1970's created a large difference between taxable and market 

values. ;'fhe di fference is slowly erOding as taxable valuations 

increase at a faster rate than market values. The roll back 

system thus has acted to reduce rapid increases in taxable 

valuations in the late 1970' s and to maintain the growch of 

taxable valuations at a stable rate in the early 1980's. 

4. Exemptions 

Some property is totally exempt from taxation as a class. 

KindS of property in this group include government property, 

property of religious, literary or charitable SOCieties and 
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~ublic airports. Other exemptions are partial and are applied to 

a portion of otherwise taxable property. Sxamples of this group 

are the military service exemption and the personal property 

exemption. 

National figures show that by 1980 the value of real property 

owned by tax-exempt entities equalled more than 40 percent of the 

value of property owned by taxable entities. Of this amount, by 

far the largest percentage was owned by state and local 

governments (11%), with non-profit organizations accounting :-01' 

13.5 percent and the rest held by the federal government. The 

i~tent of most of these exemptions is to allow for the provision 

of community ser'lice or amenities in a manner which is cost 

effective for the providers. The loss of revenue must be 

measured against this perceived goal. 

5. Neutrality Summary 

Location or investment decisions will include property tax 

considerations. Older people have been known to sell their homes 

when t he taxes become too hig h, bus inesses are mos t concerned 

wi th assessment pract ices and exempt ions, and :-armers operat ing 

in the margin, may sell their farms to conglomerates or to 

developers when taxes become too burdensome. 
<: 

Iowa has responded to these concerns through the homestead 

exemption, the personal property roll-baCk, the real property 

roll-back and the use of a productivity formula for the valuation 

of farmland. In spite of these mechanisms, the property tax is 

still considered burdensome. The survey of Iowa bus iness showed 

this tax to be the most costly to businesses. This is likely the 

result of the taxation of machinery, equipment, ana inventories. 

Farmland values have risen in spite of the productivity formula 

wh:ch could be due to several factors, e.g., the five year 

rolling average, the set capitalization rate and the country-wide 

averages. The roll-backs, however, have stablized both t~e 

property tax burden and revenues. 
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S. Yield 

1. Growth/Elastici~y 

Actual collections from the property tax increased during the 

years 1978-79 to 1983-84 from $950,000,000 :0 $1,344,000,000 or 

41.5 percent. Iowa personal income increased 34.1 percent during 

this same period. The tax is therefore elastic in relation to 

community income. In order to look at growth 1r. collections in 

relation to the base, the non-rollback year (1978/79) will not be 

included. The growth in actual collections from 1979-80 to 1982-

83 was 29.5 percent. The taxable base, subject ::'0 both the 

personal property and real property rollbacks grew 21.6%. If the 

roll-back had not been in place, the base would have grown 37.8 

percent. Becai,lse of the rate and spending limits, it is not 

possible to estimate what the collection growth would have been 

had the roll-baCKS not been in place since the entire base would 

not have been capturable. However, a collection growth rate of 

almost 30 percent against a base which grew 22 percent indicates 

that tax rate increases occurred. 

2. Reliance 

In 1980 revenues from property taxes represented 30.,0 

percent of total state and local revenues for the states as a 

whole. The percentages of the comparable states are found below. 

State 

Iowa 
Illinois. 
Kansas 
Minnesota 
Missouri 
Nebraska 
North Dakota. 
South Dakota. 
Wisconsin 

Table 30 
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% of Major state 
local taxes 

40.15% 
40 . 35% 
40.82% 
32.37% 
39.65% 
44.66% 
32.73% 
44.29% 
36.96% 



3. Capacity 

According to the most recent ACIR index the capacity of the 

property tax in Iowa is 119.98 and the effort 103.1. 

U. Yield Summary 

Collections from this source remain high although roll-baCkS 

have kept collections below the growth in community income. Iowa 

is still quite reliant on this source but not out of line with 

surrounding states. The effort, since the implementation of 

roll-baCkS, has declined in relation to capacity but is still 

above the national average. 

F. Simplicity 

The property tax, in all states, is a complicated tax. Part 

of this is due to the process itself. Most property is assessed 

locally but subject to equalization by the state. Assessed 

values are then rolled back and some exemptions to assessed value 

applied. The taxing bodies levy dollar amounts which are subject 

to rate cr dollar limitations. The actual rate is then applied 

to assessed ·.Talue to produce the computed tax which is then 

subject to further credits. There are hundreds of taxing bodies 

and a Single tax bill is a compilation of many levies. 

Given the nature of the tax, the system of claSSification, 

the variety of credits and exemptions and the less than precise 

art of assessment, it is not surprising that most individuals do 

not understand the system. It is commonly bel ieved that this 

lack of understanding, coupled with the lump-sum billing system 

(as opposed to the wi thholding system on income taxes and the 

transaction-by-transaction nature of the sales tax) makes ':.he 

property tax the least favored of all state and local taxes. 
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G. Possible Modifications 

Impose Levy Limitation in Lieu of Assessment and Rate Limi:s 

A. Descrlption 

Iowa ~urrently limits increases in the property tax buraer. 

through a combination of assessment rollbacks and tax rate 

iimits. The interaction of these two provisions 

limits the growth of property tax revenues, although 

indirectly 

the extent 

of the Limitation depends on toe growth of market assessments and 

statutory limits on tax rates. Under this modification, property 

tax revenue would be directly limited to increases of five per

cent per year (or some other designated percentage). The levy 

limit would not cover levies on new ~onstruction so that levies 

in rapidly growing towns could increase by more than five per

cent. The current system of rollbacks and credits woule be 

eliminated. The purpose of this modification is not to radically 

change the amount of revenue raised by :he property tax, but 

rather to simplify the current property tax system. 

B. Eguity 

1) Vertical. The introduction of a levy limitatior. would 

have little impact on the vertical equity of the property tax. 

2) Horizontal. The replacement of the rollback and rate 

limitation system with a levy limitation would remove existing 

horizontal inequities. Under the current system different 

classes of property' are treated differently for tax purposes. 

Rollback percentages depend on the class of property and hence 

taxable value varies by class. Under the levy limitation 

approach, the tax levy for all classes would be based on market 

value of property (or productivity for agricultural lands). Thus 

property of the same market value would be taxed at the same 

value, regardless of property class. 
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C. Neutrality 

Introducing a levy limitation would not have a large impact 

on the neutrality of the property tax. The property tax bills of 

most taxpayers would not change, assuming that tax rates were 

adjusted so that the state received the same amount of revenue. 

The change could reduce the economic distortions caused by 

the property tax in particular counties or towns where market 

values have grown quickly, and as a result the rollback and rate 

limitations had reduced taxable valuations for particular prop

erty classes. In thlS case, tax-related incentives to invest in 

property classes with relatively low taxable valuations would be 

reduced, and thus the property tax would become more neutral. 

A number of other states have imposed state tax or 

expenditure limitations in recent years. As shown in the 

following table, most of the limitations restrict expenditures 

rather than revenues, as a levy limitation would. In addition 

most of the states tie growth of revenues or expenditures to the 

growth in personal income, rather than a single fixed percentage. 

This provision creates greater flexibility in the growth of 

revenues and relates state expenditures to changes in the state's 

economic performance. If Iowa imposed a levy limitation based on 

the growth of personal income, the average increase allowed would 

have been 7.6 percent. The revenues allowed under this percent

age growth are presented in the Appendix. 

D. Yield 

Property tax revenues need not change in the base year if 

rollbacks and credits were eliminated. Tax rates could be ad

justed to maintain revenues received after credits were deducted. 

(In future years, revenues could vary depending on the futur~ 

impact of rollbacks.) The following table compares the state

wide consolidated tax rates for fiscal year 1983/84 with the rate 
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that would be required to raise the same after-credit revenue if 

rollbacks and credits were eliminated. 

It 

applies 

is important to 

a single rate to 

note that each taxing jurisdication 

all classes of property. The rates 

shown below are simply a method of showing taxable values in 

relation to actual or anticipated revenues. 

Table 31 

All Property Class - Average Rates· New Rates· ~ Difference 

$24.80 $17.13 -30.42~ 

• Given in dollars per thousand dollars of assessed value. 

The elimination of rollbacks and credits would increase the 

size of the taxable base; therefore, to obtain the same amount of 

revenue, tax rates would be reduced. Because residential and 

personal property receive the largest rollbacks and credits, tax 

assessments for those two classes of property would increase by 

the greatest amounts. Due largely to these increases in taxable 

valuations, the total average tax rate would decline by 31 

percent. 

To illustrate how a levy limitation could affect future 
revenues, and also to demonstrate the di fferences in tax burden 

for different property classes that could arise if the rollbaCk 

and credit system were eliminated, we have calculated what reve

nues would have been if the state had implemented a levy limita

tion instead of the system of rollbacks and credits it did insti

tute. The following table shows the results of this calculation 

for fiscal year 1983/84 and compares the revenue allowed under a 

five percent levy limitation, with actual revenue. The revenue 
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under the levy limitation was calculated by allowing revenue 

raised in fiscal year 1978179 (the last year before the roll

backs) to increase at five percent each year, not including 

levies collected from new construction. 

tions appear in the Appendix. 

Year-by-year calcul a-

Ta ble 32 

Comparison of Actual Revenue and 
Revenue Allowed Onder a Levy Limitation 

1978/79 

1983/84 

1983/84 

Actual Revenues (Arter Credits) $950,162,196 

Actual Revenues (Arter Credits) $1,410,259,669 

Estimated Revenues - Levy Limitation $1,342,453,190 

~ Difference 4.8~ 

Had a levy limitation been implemented in 

1978/79, revenues would have been five percent 

fiscal year 
less ($67.8 

million) than actual arter-credit revenue. This finding is sen

sitive to the amount of new construction assumed over the time 

period. An alternative scenario assuming a larger amount of new 

construction occurring in the early 1980's results in a differ-

ence of 1.3 percent or $18.4 million. 

sented in the Appendix. 

E. SimpliCity 

Both scenarios are pre-

A levy limitation in place of the current system of roll

backs, rate limitations, and credits would greatly simplify the 

property tax system. Property taxpayers would more easily under

stand their tax bill and how it was calculated, alleviating a 

common complaint about property taxes. The state would no longer 
need to administer the property tax credit programs, which could 

result in administrative cost savings. 
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The levy limitation would also i:1c~ease the predictabi: ity 

3r.d stability of property tax revenues. This predicability can 

help in the planning process as local governrne"':-s could forecast 

their revenues with high reliability. However a strict levy 

limitation could severely restrict the ability of local govern-

ments to respond to unexpected cost increases. Ir. times of hlgh 

inflation, such a strict limit could force an erosion of locally 

provided services. In addition, such a limitation would reduce 

the ability of local governments to provide new services if de

manded unless a provision for exceeding the limit were provided. 

A state revenue or expenditure limitation could also be 

conSidered. The most common types of state limitations are based 

on the growth in personal income (see Appendix for complete 

listing of limitations). 

Most of the state limitations were imposed in the later 

seventies when many states had significant surpluses. By 1982, 

rna ny states were fac i ng short falls and any surpl us wh lCn had not 

been given to either residents (Wisconsin and Alaska) or to local 

governments (Cali fornia) were spent as a part of "rainy day" 

provisions built into the limitations. 

Of the limitations referenda on baclots this November, 

California "Jarvis II" and Michigan's state limitation lost. 

Oregon's also lost by a narrow margin. Maryland loosened the 

country spending limitations in its referend~m. 

While in general, states revenues are increasing, limitations 

at the state level are not being seriously considered since 

changes in the federal system have reduced the amount of inter

governmental transfers which states enjoyed in the 1970s. 
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2. Reduce the Assessment Ratio in Lieu of Rollbacks 

A. Description 

Under t.his modification, all property would be taxe,j at the 

same fixed percentage of market or productivity value. The 

current property credits could remai!'1, but the rollback 

provisions would be eliminated. 

B. Explanation of the Data 

For ~he purposes of this analysis we have estimated the tax 

rates that would be required to raise the same amount of revenue 

after credi ts were paid if property were taxed on 80 percent of 

its market value. 

c. Equi toy 

1 ) Vertical. The proposed modiflcation would have little 

effect on vertical equity. 

2) Horizontal. The modification would tax all property on 

the same basis and therefore would remove the potential inequ

ities in the current system. The reduced market assessment ratio 

would ensure that the assessment value of all classes of property 

would lncrease at the same rate as market value. 

D. Neutrality 

If tax rates were adjusted so that the same revenues were 

raised, the effect of the property tax on economic decisions 

would change little. The total talC bill of some talC payers would 

increase, while the tax bill of others would decrease by the same 

amount. Again, because residential t;axpaye:,s have l'eceived the 

greatest; benefit from the rollbacks, their bills would increase 

the most. The flnancial incentives established by these changes 

could cause some taxpayers to buy or sell property in order to 

minimize their changed tax burden. 
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A n'~r.J~"!r 0:' states assess oroperty at less than fel11 marke~ 

V"l'le as shown earlie~ in Table 47. Without a correspo!1d:ng 

l':'~it: on tax !"'ates, the reducec assessment ratio wou~d have 

:ittle effect on tax ~evenue because the tax rates could be 

raised or lowered to obtain the desired revenue. As shown in ~he 

tab:e the tax ~ates in states with low assessment ratios are much 

higher than those in stat"!!! where property is taxed at '00 

perce~t o~ ma~ket value. 

E. Yield 

As discussed earlier, the revenue raised under thlS mO·::!if:

cation would not necessarily change since tax rates could be ad

Justed to ootaln the same revenue. The table below compares the 

ac~:;al ~983/84 rates with those needed to obtain the same reve-
nue. These new rates take into account changes in the value of 

property tax credits due to the change in rates. 

Table 33 

Comparison of Property Tax Rates 

All Property 1983/84 Rate New Rate % Difference 

$24.80 $24.65 0.6% 

f. Simplicity 

This modification would somewhat simplify the administration 
of the property tax. The chief simplification would be to 
eliminate the 

each year; 
need to calculate a new rollback percentage for 

in effect this modification would establish a 
permanent rollback of 20 percent. 

The reduced assessment ratio would eliminate the ~estrlctions 

placed on the growth of assessments by the rollback prOVision. 

Total assessments would be reduced but would rise or fall as mar-
ket valuations fluctuate. Thus, inc~eases in market value would 
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be reflected in the tax base, while the total size of the tax 

base would be reduced. 

The change in the assessment ratio could create additional 

uncertainty about the property tax system as the ratio was only 

recently increased to 100 percent. In addition, 1 f assessments 

began to grow rapidly, there may be a tendency to frequently 

change the ratio, thereby creating additional uncertainty on the 

part of taxpayers. 

3. Exempt All Personal Property From Taxation 

A. Description 

Presently, tangible personal property, except personal prop

erty assessed as real property, is subject to a rollback pro

vision which reduces current aggregate assessed value to the 1973 

aggregate assessed value by assessing district. In addU ion, 

taxpayers receive a credit up to an amount established by the 

state on an annual basis (1984-85 credit is $175,000). The 

personal property tax is to be phased out through increases in 

the credit over time. The tenth increase results in elimina-

t ion. The phase-out is in its fi fth period. Increases in the 

credit are tied to increases in the general fund. 

The Iowa Statutes provide that any machinery and equipment 

attached to structures, building or improvements is treated as 

real property. 

establishments is 

Further, 

also treated 

mach i nery used ~ n 

as real property. 

manu fact uri ng 

Family equipment (tangible personal property located and used 

in a reSidence) is exempt. 

The modification would eliminate the tax on personal property 

immediately . 

• 
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8. Explar.atlor. of the Data 

The analysis was based on 1982/83 data t.o calculate the 

ef[ect of the elimination. 

C. Equity 

1) Vertical. The present credit and rollback provisions in 

the perso~al property tax law tend t.o exempt the majority of 

~armers and small businesses from the tax. Businesses with large 

inventories or many tangible assets bear most of the burden, but 

si~ce the presence of such property may bear little relation to 

present income, the present tax is not necessarily related to 

a bi 1 i '; Y to pay. 

2) Horizontal. Elimination of the personal property tax 

would remove certain inequities between agricultural and commer

cial/industrial taxpayers such as the farm equipment partial 

exemption, which is not available for commercial equipment, and 

the harvested crops and produce exemption, which is not available 

for manufactured goods. 

The modi[ication would not eiiminate the horizontal inequity 

relating to the classification of manufacturing machinery as real 

property. This machinery, plus computers, are subject to 

taxation but such property acquired or initially leased after 

December I, 1983 is valued for tax purposes at 30 percent of its 

net acquisition cost. 

D. Neutrality 

Seven states, as of January 1, 1984, exempted personal 

property generally (Delaware, Hawaii, Illinios, New York, North 

Dakota, Pennsylvania and South Dakota). Nineteen exempt inven

tories of merchants and man\lfacturers held for processing or 

sale, and one exempts inventories with minor exceptions. A 

listing of the comparable states' tax treatment fOllows: 
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Table 34 

Comparison of Property Tax Treatment of Inventories 

State 

Iowa 

Illinios 

Kansas 

Minnesota 

Missouri 

Nebraska 

North Dakota 

South Dakota 

¥lise ons i n 

Inventories Taxed 

Yes - subject to credit & rollback 

No tax 

Yes 

No tax 

Taxed under business license tax 
(Merchants Ad Valorem Tax) 

Exempt 

No tax 

No tax 

Exempt 

The question of defining machinery and equipment as personal 

property has received a considerable amount of attention in the 

courts of many of the states. Att3chment to a factory floor, 

factory improvements or other realty in such a fashion as to 

integrate the use of the machinery or equipment into the realty 

or plant improvement appears to be the most common rationale for 

considering such items as real property. 

Most states exempt livestock and farm produce from personal 

property taxation. 

E. Yield 

In fiscal year 1983/84 Iowa would have lost $14.1 million in 

tax revenue after the personal property and livestock credits 
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were paid •. In ~ha~ year revenues from personal property 

accounted for one percent of total after credit revenues. 

F. Simplicity 

The elimination of the tax on personal proper~y would simp

lify ~he current system of rollbacks and par~ial exemptions, re

ducing the adminis~rative effort required from coun~y and state 

governments. In addition, the elimina~ion of ~he tax would end 

the uncer~ainty over future tax liability generated by the de

:ayed ~en year phase out. 

4. Trea~ Indus~rial Machinery and Compu~ers as Ot-her Machinery 

and Equipment 

A. Description 

Under this modification industrial machinery and computers 

would no longer be automatically classified as realty and subject 

to the 30/70 credit. Instead, machinery and computers which are 

attached and meet the regulations for real proper~y would be so 

classified and the machinery and computers which would be consid

ered personal property would be reclassified as personalty. 

B. Explanation of the Data 

The analysis is based on Department of Revenue estimates 
based on 1983 data . 

• Tax revenue would have been approximately $22 million if only 
the personal property credi~ were deducted from personal 
property tax revenues and the $8,000,000 live stock credit 
was not discontinued. 
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C. Equity 

1) Vertical. This modification would have little effect on 
vertical equity. 

2) Horizontal. This modif'ication would increase horizontal 

equity by removing the present inequity between manufacturing 

machinery and other types of machinery. 

D. Neutrality 

MOst states make a distinction between machinery attached to 
structures and machinery which is not attached. Removing the 

differential treatment of manufacturing machinery would bring 
Iowa more in line with other states and increase neutrality. 

E. Yield 

The elimination of the tax on machinery and computers and the 

related state-funded credit program would reduce: 1) tax revenue 

received from business, 2) state payments to counties to replace 

los t revenue, and 3) the drain of s ta te resources to fund the 
credit program. The Department of Revenue estimates that, based 

on 1983 assessments, $7.1 million will be paid to counties to 
replace revenue lost due to the current partial exemption for 

machinery and computers. The remaining tax on the residual value 

of machinery equipment would total approximately $3 million. 

ThUS, counties would lose approximately $10 million total in 

property tax revenue. The $10 million represents only the 

machinery and computers acquired or leased after 1983. The loss 

to local government would increase by a considerable amount if 

the older machinery were to be reclassified as personal property. 

F. Simplicity 

The elimination of the state funded credit would reduce the 
administrative work load of the Department of Revenue. Taxpayers 

property tax calculations would be somewhat simplified. 
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5. Impose Payme~t In-Lieu-of Taxes on Non-governme~tal Exempt 

Property 

A. Desc r ipt ion 

Under this modification, the state would collect payments 

from non-governmental property currently exempt from property 

taxes to rep!.ace the revenue that, if ownership were di,fferent, 

would be collected. Payments could be collected from some or all 

of the propert ies listed below which are currently exempt from 

property taxes: 

Property of Associations of War Veterans (Does not 
include property held for profit.) 

Public Airports: Includes any !.ands whose use has 
been granted to and accepted by the state, or any 
poli tical subdivision of the state fer airport or 
aircraft landing area purposes. (Either state or 
1 oc a1 ) 

Property of Cemetary Associations: Does not include 
property used for the practice of mortuary science. 

Libraries and Art Galleries: Includes cibraries and 
galleries owned and kept by private individuals, 
assoclations or corporations, for public use and not 
for private profit. 

Property of Religious, Literary, and Ch3.ritable 
Societies: Not to exceed 320 acres in extent and not 
leased or otherwise used or under construction for 
profit. An exception to the 320 acre limit involves 
groups whose primary purpose is tQ preserve la~d in 
its natural state, in which case such group may own 
or lease land not exceeding 320 acres in each county 
for its appropriate purposes. 

Personal Property of Institutions and Students: 
Moneys and credits belonging to inst:tutions included 
in the above three areas and devoted :;0 s'cJstalning 
them. Includes books, papers, apparatus, works of 
art used solely for those purposes. 

Property of Educational Institutions: Real estate 
owned by any educational institution of this state as 
a part of its endowment fund with certain liT.itations 
dependlng upon the year acquired. 
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Homes for Soldiers. Includes buildings, grounds, ~nd 

house equipment. Must be not for profit. 

The payment could be calculated in many different ways a~d/or 

could be negotiated between the state and the property ow"er. 

The federal government makes payments in-lieu-of-taxes on fed-

erall y owned 

on a formula 

parks, wilderness 

allocating a flat 

areas and other open land, based 

sum per acre. A number of states 

make payments in-lieu-of-taxes on state owned property. New 

Jersey, for example, makes payments to local governments based on 

the asstessed value of state owned property and the local tax 

rate. These two alternatives describe possible formulas for 

implementing this modification. 

B. Explanation of the Data 

Information was gathered from ACIR and the Academy for State 

and Local Taxes. 

C. Equi ty 

1 ) Vertical. This modification would have no impact on 

vertical equity. 

2 ) Horizontal. This modification would help towns which 

have a reduced tax base due to the ownership of land by exempt 

institutions, yet provide basic municlpal services to these 

property owners. While most towns have a limited amour:t of 

exempt property in their jurisdiction, lr. a small number of 

towns, exempt property accounts for a sizeable por:ion of the 

total tax base. The payments in-lieu-of-taxes would be, in 

effect, a service charge to cover the costs of services provided. 

The equity implications of the imposition of payment.s ir.

lieu-of-taxes must be carefully evaluated. The property classes 

exempted were deemed to merit special treatment due to the 

purposes to which the land was put, or due to special character

istics of the owner. The payment in-lieu-of-taxes reverses this 

specia~ treatment. 
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D. NeiJtrality 

The impos,tion of a substantial payment i~-lieu-or-taxes 

could influence the location decisions of certain i~stltutions 

.. nich could relocate to avoid the payment. It is, however, 

unlikely that many institutions could effect such a change of 

location. Thus, this modification would have :ittle effect on 

neutrality, although specific deciSions could be affected. 

E. Yield 

It is impossible to calculate the total yield fror: this 

modi fication due to the uncertai~ty of the methodology used to 

calculate the payment. Total revenue, irl all probability, would 

rlot be significant, although the additional revenue could be 

slgniflcant for towns with large amounts of exempt property. 

F. Simplicity 

The imposition of payments i~-lieu-of-taxes would be diffi

cult to administer. An equitable method of calculating the 

payment as well as a complete inventory of exempt property would 

~eed to be developed. Thus the initial effort would be a 

significant administrative burden; once an operating system was 

establiShed, the administrative burden would decline. 

6. ~xpand the Elderly and Disabled Credit to InClude all Low

Income Owners and Renters and Abolish the Ho~estead Credit 

A. Description 

Under this modi fication, all low income owners and renters 

would receive a credit graduated by income c:ass. The homestead 

credit would be abolished. The expanded cred:: wo:;ld be admin

istered by the Department of Revenue in the same fashion as the 

current Elderly and Disabled Credit. 
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B. ExpLa~acion of the Data 

The analysis was based on data from the 1981 Annual Housing 

Survey (Bureau of the Census, Series H-150-81) for median owner 

occupied house values by income class, mediar. rent paid bv :ncome 

class and the number of owner occupied and rental units in :owa. 

r 
v • Equity 

Vertical. This modification would improve the 

progressivity of the property tax. Homeowners with :ncome 

greater than the irlcome cutoff would lose the homestead credi ': 

and would pay more in property taxes. Based on the consolidated 

s~ate-wide average tax rate of 28.11 per thousand dollars of 

residential valuation in fiscal year 1983/84, the average 

homeowner would pay $136 more in property taxes. Renters or 

owners earning incomes below the income limit would receive a 

credit check equal to a percentage of their total property tax 

bill. The percentage would change based on income as shown 

below: 

·Income Percer.t of Property Taxes 

$0-4,999 100% 

$5,000-5,999 70% 

$6,000- 6,999 50% 

$7,000- 7,999 40% 

$8,000- 8,999 30% 

$9,000-11,999 25% 

2) Horizontal. The expanded credit could create dlfferences 

in the amount of property tax paid on houses of the same value if 

the owners had radically different incomes. A low income person 

awning a house would receive a tax credit, While a higher income 

person would not. To the extent that low income persons who own 

homes are e:derly (and thus receive a oredi t), this hOrlzontal 

inequity is presenc in the current system. ~hus, the expanded 
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credP, would probably not. have an important impact on horizontal 

equity. 

::l. Neutrality 

The el<panded credit would have little i:npact on the 

neutrality 

public'3.tion 

of the property tal<. A table from the ACB 

of Fiscal Federalism, 1982/83 S · . r" t 19r::~lcan Features 

describes circuit. breaker property tax relief programs :n other 

states and appears in the Appendix. 

E. Yield 

The total cost to the state of funding the credit for all low 

:ncome owner renters would be very unlikely to exceed the amount 

currently spent on the sum of the elderly and disabled credit and 

the homestead credit (approximately $104 million in 1983). Thus, 

the state would probably reduce its payments under the proposed 

modification. 

F. Simolicity 

The admlnistrative cost created 'Jy the modific'3.tion would be 

greatest in the first years after enactment. Howeve~, as the 

state already administers a program with similar provisions, the 

modification would not cause undue burden. 

7. Eliminate the Military Service Credit 

A. Description 

This mod i fica t ion would abolish the mi 1 i ta ry se!"'vice 

exemption which reduces the taxable value of real or personal 

pr?perty of eliglble Iowans who served ir: the military forces 

during specified war time periods. 
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B. Explanatlon of Che Data 

Data from 1983/84 was used in the analYSis. 

c. Equity 

1 ) Vertical. The modi fication woul·j have little effect on 

ve~tical equity. 

2) Horizontal. The modification would eliminate the 

differential treatment accorded to veterans. The present 

exemption also differentiates by the war in which the vete~a!1 

served. 

D. :-.leutr3.lity 

This ~odification would have little effect on neutrality. 

E. Yield 

The eliminaU.,n of the military service credit would have 

created a gain of revenue of $3.3 million in fiscal year 

1983/84. The amount of the 

the population of veterans 

decreases over time. 

F. Simplicity 

revenue gain would slowly decline as 

of early wars (and their spouses) 

The elimination of the military service credit would have 

little effect on the administrative cost of the property tax and 

would only marginally improve the simplicity of admin:stration. 
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8. Cha"ge the Farm:and Productivity Formula 

A. Desc r <pt ion 

The present farmland productivi t;y formula is tlased on input 

~actors (average production and county grain prices less ex

penses) averaged over ~lve years and a capitacization rate of 7 

percent. The modification would change the capitalization rate 

from 7 percent to the Federal Land Bank Mort.gage Interest Rate 

averaged over 3 years with a limit of one percent on the annual 

increase of the cap rate, and would change the period over which 

income is averaged from five years to 3 years. 

B. Explanation of the Data 

The data was received from the Iowa Department of Revenue. 

C. Equity 

1 ) 

equity. 

Vert ical. The modification does not affect vertical 

2) Horizont;al. The shorter time frame of the income 

averaging portion of the formula may help counties of the states 

which have had recent difficult times, e.g., draoght, flooding, 

by reflecting the lowered income more rapidly. 

D. Neutrality 

Slnce this modific::ltion would decrease values, farm owners 

would have lower taxes and less incentives to sell their 

properties. Forty percent of the states peg their cap rates to 

the Federal Land Bank rates ::Ilthough most use the five year 

average also used in alternative federal estate valuation. The 

three year average for income is more responsive to actual income 

production but tends to be more volatile. 
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E. Yield 

The modification would decrease revenues since the Feceral 

Land Bank rate is between 12 and 14 percent compared to the 

present 7 percent. If the increase were limited to one percent 

per year, the revenues would not change radically in any single 

year. 

F. Simplicity 

No major changes in the administration of the tax would occur 

as a result of this modification. 

9. Eliminate State-Funded Property Tax Credits and Increase 

Income and Sales Taxes to Fund Schools for all Per Pupil 

Costs. 

A. Description 

Under this modification, the State of Iowa would assume all 

per pupil costs, based on actual head count, for K through 12 

public education. In essence, the state would then be respon

sible f:>r direct educational and most operating costs of public 

schools. Local school districts would continue to be responslble 

for most special school taxes. 

A State Tax Commission would be created to conduct an annual 

review of the need for additional revenues to fund education. If 

necessary, the commission would temporaril y increase income Clnd 

sales taxes at rates sufficient to generate tne funds required 

for schools. 

Because the state would be assuming the bulk of education 

costs currently covered by property taxes. property tax credies 

now pa id by the state would be el imina ted. The onl y exe ep t ion 

would be the extraordinary property tax credit for low-income 

elderly and handicapped Iowans which would be available only cO 

those whose homes are assessed at less than $30,000 and whose net 

worth is less than $50,000. 
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Equaliza~ion orders of the Iowa Depar~men~ of Revenue, whleh 

would no longer be needed for equitable distr~bu:~on of school 

aid, would no longer be legally binding and ·would serve only as 
guidelines. 

,. State assumes ~roperty tax burden of education costs. 

A. State to assume 100 percent of ~he funding for the 
controlled budget cost per pupil. 

Present concept of controlled school budget and allowable 
growth to be continued. 

Funding to be based on actual head count for current 
budget year. 

B. Local distr~cts to be responsible for that part of their 
costs now covered by bond levies, site fund levy, etc. 

C. Local districts may vote enrichment tax as now permitted 
if they wish to e~ceed the state mandated cost per pupil 
spend ing. 

II. State Tax Commission adjusts income and sales taxes to 
generate revenues needed for education. 

A. A St a te Tax Commission to be esta bi ished chai red by the 
Governor and including the Comptroller, Majority Leader of 
the Senate, Speaker of the House and Director of ::.he 
Legislative Fiscal Bureau. 

Tax Commission to meet July 
additional revenue, if any, 
percent school aid. 

of each year to determine 
necessary to fund the 100 

B. Revenue to be raised, as nearly equally as pOSSible, from 
income tax and sales tax. Sales tax, however, shall be 
maintained at an even cents on the dollar. If t.his 
prOVision results in an unequal blend of taxes, it shall 
be corrected the following year if possible. 

SpeCial surtax for education to 
corporate income, bank franchise 
taxes. 

apply ~o personal and 
and insurance premium 

C. Tax Commission to be authorized to impose speCial t.axes 
for one-year period without legislative action. 
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III. Property tax credits to be eliminated. 

A. Remaining personal property tax to be discontinued. 

B. Machinery and equipment to be taxed at 30 percent of value 
but state will not replace balance. 

C. The extraordinary property tax credit for low-income 
elderly and disabled Iowans will be replaced by the 
following: 

A house valued for tax purposes at $30,000 
shall not be eligible for tax credit, 

or more 

Applicants for credit with houses valued at less 
than $30,000 for tax purposes shall file both an 
income and a net worth statement with the applica
tion. The assessor may also consider the income of 
other residents of the house if they are immediate 
relatives of the applicant. Applicants with a net 
worth of $50,000 or more shall not be eligible for 
tax credit. 

If all the above standards are met, the credit shall 
be paid as presently administered. 

IV. Equalization orders to be guidelines. 

A. The Revenue Department may issue orders for the equaliza
tion of property values, but such orders are to be for 
assessor guideline purposes only and will not have the 
force of law. 

B. In school districts which overlap assessor jurisdictions, 
the assessors shall confer to equalize values in the 
border areas. 

C. Assessor jurisdictions, by vote of the county board of 
supervisors or city council, may elect to discontinue the 
current practice of limiting increases in assessed value 
of residential property to the increases in value of 
agricultural land (and vice versa). 

B. Explanation of the Data 

1. State assumes property tax burden of education costs. 

A. Current K-12 formula funding 
based on budget enrollents 
(including nphantoms n ) for 
1984-85 
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State Aid 
Property Tax 

Tot.al 

Proposed K-12 funding based 
on actual head counts, with 
full sta~e assumption 

S~a~e Aid (curren~) 
Plus shif~ from property tax· 

'702,748,733 
683,737,5 4 9 

$1,386,486,282 

643,523,144 
607,597,062 

Total $1,310,3 45,795 

Statewide property tax relief 
resulting in change to actual 
head counts 76,140,487 

Assuming 5 percent allowable 
grow~h for 1985-86, additional 
state funding for that year of 65,517,290 

.This $607.6 million is the addi~ional cost to the 
s~ate of "100~ school aid". 

B. Local districts may continue to vote the enrichment 
tax. 

In 1983-84, seven special school 
taxes, on a statewide basis, 
generated 98,494,544 

C. Local districts may continue to vote the enrichment 
tax. 

In 1983-84, 53 school districts 
assessed the enrichment tax 2,895,876 

2. Income, sales ~ax adjustments 

Based on most recent estimates of FY85 revenues available from 
comptroller and Revenue Department: 

Each 1~ sales tax yields $177 million 

Personal income tax 
Corporate income tax 
Insurance premium tax 
FranChise ~ax 
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$1,017 

156 
55 

7.6 

$1,235.6 million 



THEREfORE: 

Each 1$ surtax yields 

Cost of assuming 100~ 
school aid 

Eliminating property tax credits 
saves 

Need additional 

Additional 1f sales tax 

Need income surtax 
equaling 

$12.4 million 

$607.6 mill ion 

200 million 

$407.6 million 

$177 million 

$230.6 million 

Therefore, a surtax of 18.7 percent and an add i tional one-cen t 

sales tax would be necessary for the state to assume all public 

school operating costs. 

3. Elimination of property tax credits 

Savings estimated at $200 million 

Homestead 
Personal property 

Agricultural land 

Mil i tary service 

Special assessment 

Mobile home 

Industrial machinery 

and computer 

*Total property tax credits· 

.Estimated expenditures for FY85 

97.4 

53.8 
43.5 

3.3 
• 1 

• 1 

7.0 

$205.2 million 

The elderly and disabled property tax credit is estimated to cost 

approximately $12 million in FY85. 

While the proposal retains this credit, it places new restrictions 
on eligibility. It is difficult to estimate what the cost of the 
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credic would be because the Revenue Department does r.ot have 

specific data on the assessed value of the homes or the net wortn 

of current recipients. In addition, the loss of the homestead 

credit could result;,. in a significant increase in the number of 

property owners eligible for the elderly/disabled credit. 

Because i~ is possible that cost.s t.o t.he st.a:.e of t.he 

elderly/disabled credit could increase, the figure used for 

savings on property tax credits is $200 million rather than $205.2 

million. 

C. Equity 

1) Vertical. The tax changes to fund the modification could have 

a significant effect on vertical equity. The proposal would increase 

the sales tax by one percent to raise approximately $177 million. As 

described earlier, the sales tax is a regressive tax, and tnerefore 

increasing the tax rate would tend to raise the tax burden of low 

income taxpayers the most. The remainder of the new funding 

(approximately $231 million or 57 percent of the total) would come 

from a surcharge on the individual and corporate income taxes, the 

insurance premium tax and the franchise tax. 

The surcharge would not change the relative progressivity of these 

taxes -- the taxes paid in every income bracket would increase by t~e 

same proportion. 

The modification could have an overall regressive impact on tne 

individual income tax, in that the reduction in property taxes which 

would partially offset the surcharge would directly benefit homeowners 

and other property owners, and would only indirectly benefit those who 

rent, rather than own, their residences. While the rent paid would 

theoretically be reduced in a competitive housing market, at least 

part of the property tax decrease would likely remain with the owner 

of the rental property. The following example shows the differing 

results for three hypothetical taxpayers. 
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Table 35 

Impact of Proposal on a Taxpayer* 

Cerro Gordo County 

Gross Tax 

Homestead Credit 

Current Tax Bill 

School Tax 

Proposal Tax Bill (w/o) 

Homestead Credit or 
School Levy) 

Effect on Property Tax 

State Income Tax 

18.7~ Surtax 

Sales Tax** 

1~ Increase 

Income and Sales 

Property 

Net Effect on total 
Taxes Paid 

(Mason City) 
$841 

$136 

$705 

$373 

$468 

-$237 

$1,353 

+$253 

$285 

+$ 11 

+$324 

-$237 

+$ 87 

Dallas County Renter 
(Adell 
$884 n.a.· 

$143 

$741 

$351 

$533 

-$208 

$1,353 

+$253 

$285 

+$ 71 

+$324 

-$208 

+$116 

n.a. 

n.a. 

n.a. 

n.a. 

1,353 

+253 

$285 

+$11 

+$324 

o 

+324 

.1 wage-earner, married, 2 dependents with an income of $30,000 and a 
home taxed at $30,000 ($44,000 assessed value). 

·*Federal Estimate based on the Optional Sales Tax Table, form 1040. 
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The same finding could hold true for corporations, financca~ 

institucions, and insurance companies which own relatively lic:le 

property in-state, but have part of their income apportioned to 

Iowa. These companies, which are generally non-resident apportioners, 

would probably not benefit substantially from the property :aK 

reduction and wOuld pay more under the surcharge. To ~he ex~en~ ~ha~ 

non-resident apportioning corporations tend to have larger incomes 

than firms residing in Iowa, the surcharge would increase the 

progressivity of the corporate income tax with respect to corporate 

income. 

2) Horizontal. The proposal would reduce the horizontal in

equities which result from differences in school funding due to 

differences in community tax bases. The assumption of per pupil costs 

by the state would ensure that all pupils received a baSic level of 

funding for their education, regardless of the school district in 

which they lived. 

D. Neutrality 

The proposal could impact business location deCisions. Tne 

financial incentives established by this modification WOuld depend on 

type of business and investment considered. The proposal would reduce 

the taK burden on companies which own Or plan to purchase :arge 

amounts of property in Iowa, and which make few sales ~n Iowa thus 

having little of their income apportioned to :owa under the single

factor apportionment formula. The 18.7 percent surcharge would raise 

the top corporate rate to approximately 14.25 percent; a rate that is 

considerably higher than in neighboring states. Thus for compan~es 

which would be subject to the single- factor formula and which would 

not benefit from property tax reduction, the attractiveness of Iowa as 

a business location would decline. 

210 



E. Yield 

The proposal is intended ~o be revenue-neutral in that reductions 

in the property tax will be offset by increases in the income and 

sales taxes. 

F. Simplicity 

The proposal is not simple since it involves yearly estimates of 

additional revenues, changes in forms, changes in retail ~ax tables 

and so forth. Constantly changing ~ax rates tend to lead to taxpayer 

confusion and instability. 
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APPENDIX 

On the following pages we present tables and graphs which 
have been developed during our analysis of Iowa's tax burden and 
the effect of expenditures on the tax burden. Also included is 
information drawn from other sources. The table of contents, on 
the following page, lists the topics covered for each type of 
tax. 
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1.0 INDIVIDUAL INCOME TAX 

The following graphs and tables examine the Iowa individual 
:ncome tax. This section first examines the tax incidence for 
all returns and then analyzes incidence for different subgroups 
of Iowa taxpayers. Tax incidence generally was calculated as 
actual tax paid by income bracket divided by adjusted gross 
income for the matching bracket. The detailed breakdowns of tax 
incidence help to answer questions concerning the relative tax 
burdens for taxpayers in different income brackets. 

This section also provides estimates of the effect of various 
credits and exemptions on personal income tax revenues and the 
tax burden borne by Iowa taxpayers. 

Table 1.01 compares individual income tax rates across all 50 
states. Table 1.02 describes adjustments made to 1982 data to 
ensure comparability across years. 
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7able 1.02 
?age 1 

EXPLANATION OF ADJUSTMENTS 
TO 1982 TAX YEAR DATA 

Legislative changes effective for the 1982 tax year affected the 
data reported on 1982 individual income tax returns in two signi
ficant areaS. In order to permit comparison to prior years, the 
data provided reflects two adjustments. 

Nonresident and Part-Year Resident Taxation 

Prior to 1982 individuals who were not a full year resident of 
Iowa reported only that income and adjustments which were attri
butable to Iowa sources. The Iowa tax was computed on this por
tion of the total income. Effective in 1982 nonresidents and 
part-year residents report total net income and adjustments 
regardless of source. The tax is computed on the total income 
thereby subjecting the taxpayer to hi~her graduated tax rates 
than when the tax is computed on Iowa source income. The tax
payer receives a credi~ for the portion of the taxes attributed 
to non-Iowa income. 

The effect of the change was an increase in the net income and 
adjustments reported and the final Iowa tax liability of these 
individuals. The law af!ected the data compiled by the depart
ment in that while the liability reflects the tax due after ad
justment for the credit for taxes due on the non-Iowa income 
the total amount of net income and other adjustments is included. 
The effect was an increase in net income in excess of $1 billion 
which was not reflected in final tax liability. As a result, if 
no adjustments were made the incidence data would show a signifi
cant decline compared to prior years, particularly at the higher 
income levels. 

In order to achieve a more accurate representation of the inci
dence of the Iowa tax on full year residents of Iowa, adjustment 
to the file w~s completed to exclUde approximately 54,000 non
residents and part-year residents moving out of Iowa. 

While the adjustments do present a valid indicator of tax burden 
on full year residents the presence of these nonresidents and 
part-year residents in prior year data does affect a direct com
parison of 1982 data to that for a prior year. As a result the 
most valid compariSon of effects Over time may be developed us
ing data for tax year 1981 and prior. 
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EXplanation of Adjustments 
to 1982 Tax Year data 

Table 1.02 
rage 2 

M~nimum Tax and Tax on Lump Sum Distrlbution 

In 1982 Iowans were subjected to a minimum tax equal to twenty
five percent of any federal minimum tax. In addition the method 
for taxation of lump sum distributions of a qualified pension 
plan was revised. Under the revised method, if a taxpayer com
puted their federal tax liability using a ten year averaging 
method the Iowa tax was to be equal to twenty-five percent of 
the federal tax. 

In order to provide tax incidence data which was comparable to 
prior years the minimum and lump sum distribution taxes were 
excluded from the analysis. The effect was to eliminate ap
proximately $3.1 million in additional taxes or less than 
one-half of one perc~nt of total tax liability. 
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1.1 BURDEN BY FILING STATUS 

The following table shows tax incidence by filing status for 
the years 1978 to 1982. Filing status is defined as follows: 

Married Separate Separate: Married filers who file separate 
returns 

Married Separate Combined: "Marries" married filers who have 
filed separate returns 

Married Joint: Married filers who file joint 
returns 

Single: Single filers, unmarried head of 
household filers, and widows or 
widowers 

Much of the difference among separate categories is due to 
the difference in average adjusted gross incomes within the 
particular income bracket. Of particular interest, however, is 
the higher tax rate paid by married joint filers over married 
separate combined in the $5,000 to $100,000 income categories. 
The lower rate paid by single filers in the higher income 
brackets reflects the effect of a lower federal tax deduction. 
Because single filers have a higher marginal tax rate, and thus 
pay comparatively more federal income tax, they pay correspond
ingly less lower state income taxes. 
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1.2 BURDEN BY FAMILY SIZE 

In Table 1.21 the incidence by family size is compared from 
1978-1982. The label "five members" refers to families with five 
or more members. 

Table 1.22, Average Difference in Incidence Between Family 
Sizes. The purpose of these two charts is to point out the 
effects of family size on incidence. They were calculated by 
summing the differences between the incidences for each family 
size within a given net income bracket. 

Table 1.21 shows that as family size increased, the effective 
tax decreased for most income brackets. Only the $100,000 income 
bracket showed a positive effect of family size on incidence for 
most of the five year period. (The only year where this was not 
the case was 1982. However, data for that year are not compar
able to the two other years because it does not include non
resident and part-time residents.) The largest negative effect 
of family size on incidence was found in the $5,000-$9,999 and 
$25,000-$49,000 income brackets. 

The "Average Difference in Incidence Between Different 
Taxable Incomes" chart shows that as taxable income increases, so 
does the effective tax rate. This holds true for all family 
sizes. 
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Table 1. 22 

AVERA6£ DlfFER(NC£ IN IIICIDEMCE 
IETMEEN DIFFERENT fAftll! SIIES 

IY TAXABlE I.C~ 
1978-1982 

1978 1979 1981 1981 1981 
--------_ ... -----------------------------------._._---------------------------

'1-S4. ~~9 -.m -.111 -.111 -.211 
IS,III-n, '1'19 -.711 -.691 -.771 -.B1I 
'11,111-'24,999 -.171 -.221 -.311 -.361 
.~,II'-S49.111 -.m -.491 -.SSI -.431 
fSI,'II-'~9.999 .311 -.141 -.261 -.361 
SlIl,II' • OVER .m .m .m .m 

'f A POSltIV' •• obl< lodicit.S thit as li.ily si,. iOC"iS .. , th, 
.11.,tlvo ta, 'it •• Iso InC"iS'S, A ftf9itlvt nUfbe, IAdIC.t.S 
that is I .. lly Sl:e InC"iS.S, til incidence d,c'.ls,s, 

1978 

I IlEIIBER 4.'41 
2 IlEIIBERS S.121 
3 IlEIIBERS '.111 
4 II£mRS ~.3S1 

~ lIE"BERS s.m 

AVERA6£ DIFfER£IICE IN IIICIDEIICE 
BUEEN DIFFERENT TAlAm lNaJIlES 

BY FMll! SIZE 
1978-19B2 

1979 1981 

4.96% 4.'5% 4.811 
5."; ~.III un 
S.341 S.IBI 4.811 
5.231 ~.3lX S.I~I 
s.m s.m 5. lSI 

-.211 
-.861 
-.431 
-.371 
-.361 
-.161 

1982 

~.~1 

s.m 
S.5n 
S.4b1 
5.411 

II A POSltlV. nulb., lndlCit .. that IS t,,"bl. IftC ... IDC',"srS, SO dotS the 
tfl .. tlv. ta, 'at,. 
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1.3 BURDEN BY FARM/NONFARM CLASSIFICATION 

The chart compares the tax incidence for filers self
reporting farming as an occupation with filers self-reporting 
occupations other than farming. This comparison is not made for 
all five years because of the unreliability of the data. 
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ADJUSTED &ROSS 
IIICIlIIE BRACK£! 

st-$4,999 
'5,IH-'9,"" 
fII,llt-m,"'9 
'25, H8-$49, 999 
'5',111-$99,"" 
OVER $l1l,1Ie 

AY£RA5E 

INCIDENCE FOR FARft/MONFARft 
1981 

.121 .m 
1.251 1.481 
2.781 2.741 
4.161 3.431 
5.171 4,191 

s.m 4.821 

3.611 3.m 
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1.4 BURDEN BY URBAN/RURAL CLASSIFICATION 

Rural filers in the $1-$4,999 and $4,000-$9,999 brackets paid 
lower effective tax rates than their urban counterparts. How
ever, the opposite is true for filers in income brackets over 
$10,000. The data does indicate that the difference between the 
incidence of rural and urban filers narrows for incomes over 
$100,000 after rising to their highest difference level in the 
$50,000-$99,999 income bracket. Over time, the difference 
between urban and rural incidence within the same income bracket 
increased in the upper brackets and decreased in the lower 
brackets. 

15 



IAI INtIDENCE fQR 
URBAII; R~Al AREAS 

1978 

Table 1.41 

.t •• ttt •• t •• tt.ft •• t ••• ff.t ••••• t.t'tf.t .. ~ •• f ••• ftt.ttft ... 

- IIIIIAl (URIM 
PACKET RURAl .-au • RURAl >URW 

-.. -----------._--------------------------------------------

$1-$4.999 .3'11 .411 -.121 
~,'''-f9. 999 1.1n 1.76% -.121 

m .... -m.999 2.991 2.831 .IU 
'1~."1-"9.111 '.1.1 3."1 .641 
'~.UI-'".m 5.58% 4.691 .an 

.I ...... -O~EA 5.75X 5.m .1>31 

AY£RASt 3028% 3.101 .121 

IAI INClDENtE fQR 
URBI\III RURAl ARt AS 

1979 

ttl.tt.ttt"t't., •• "." ••••••• ".f •• ",.", •• ,tt.'."ft.ttt 

Bl<ACrEI RurtAL 

'1-$4. '1'19 .141 
~, ... -n.999 UII 

'11, ... ·$24.'1'19 2.m 
'~5."1-f49,'" 3.731 
SSI ... ,·n9,'I'19 5. J21 

IIH .... ·OY£R 5.m 

AY£RA6E 3.1'11 

IAI IIICIGEllCE fOR 
1I/I~/1!UIIIII. WAS 

1981 

- A'-AI. (URII\II 
UR8I\II • RURAl >Ul!1AlC 

.161 -.'21 
1.541 -.'41 
2.711 .lbX 
3.351 .38% 
4.481 ob41 
5.121 .221 

3.121 .m 

ttl •• t'tt ••••••• f •••••••••••••• , .......................... .. 

- RURAl(URIM 
'-IU • RURAllII/IIAIl _ ...... _-------------..... -------_._ ... ----------------

'I-U. '1'19 .ut .1': -.131 
SS .... -I9,"9 1.4'11 I.S41 -.151 

'1' •• 1-'24.'1'19 2.nt 2.741 • lOX 
.2! .... ·f49, ... 3.m 3.411 .321 
~511. 111-$99. '1'19 5.121 4.371 • .sx 

II ...... ·OY£R 5.341 S.13l .211 

A'I£RAIi{ 3.1'11 3.141 ,151 

TAl INtIOfIlCE fOR 
URII\11/~Al ARtAS 

1981 

........ ttt ••••••• t •••••• tf •••••••••••••••••• , ••••• 'lttt.t,. 

- RURAl (URBAII 
IIIAtx£1 URIAlC • AURAl )URBAII 

'1-$4.999 .141 .m -.m 
~.U'-$9,999 I.«X 1.511 -.IoX 

'1',I11-124.m 2.m 2.731 om 
'25,111-$49,_ un 3.411 .211 
'51,",-$99,999 4.021 4.111 .SII 

'11I,tu-OY£R 5. lit 4.111 . lit 

AY£RA6£ 3.151 3.101 -.m 

IAI INCIDENCE FOR 
UR.I\ll/RURAl ARtAS 

1982 

ttf,t.t"t.t.tff""' ••• ft"""""",.,' •• f'.' ......... tf. 

- RURAl.IUR8A11 
BaACXEI RURAl URBAN • RURALlURB.\lI 

'H4.'I'19 .151 .m -.m 
~ ,,,,-'9. '1'19 U91 U61 -.• n 

'11,III-m,999 2.m 2.721 .111 
.~,UI-$49, ... 3.561 3.391 .171 
.51, ... ·$99,m '.m 4.121 .m 

'IU.ftI-OY£R 5.511 ~.m .121 

AY£RA6E 3.141 3.231 -.'71 
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Table 1. 42 
IAI INCID£NCE FOR 
UR~/RURAl AREAS 

1978-1981 

.tttt •• f ••••••••••••••••• ,t., ..................... , ••• , ••••••• ".tf •••• ' ••• , •••• , ••••••••• 

8IIACIET 1978 1979 1981 1982 

'1-$4,999 -,121 -.121 -.Ill -.m -.Ill 
15,1"-19,999 -.121 -.141 -.~l -.161 -.171 

111,1"-'14,999 .lbl .161 .161 .In . III 
'25,"'-149.111 .041 .381 .321 .211 .111 
S5I,I.e-,QQ ,999 .891 .1>41 .m .m .491 

1118.111-0VE~ .o3~ .221 .211 .m .121 

*vER~6£ .221 .• n .'~1 -.In -.• n 

'fA n.9~tlvr RUlb.r Indlcot •• thot tho .Ifoctlv. t., rot. lor 'urol hlrrs IS 10"" 
thon lor .rb.n Iller •• A POSltIV. 'Ig" 1.4Icot •• thot the r.t. for rurol 111.rs 
I' hlgh.r thon lor .rb •• III" •• 
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1.5 BURDEN BY PLANNING AREA 

This chart is sorted on the five year average from highest 
incidence to lowest. Within the five years examined, there is no 
significant change in the standing of the regions. Region 5 is, 
for the most part, the region with the highest incidence each 
year, while Region 13 has the lowest incidence. 
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Mb&[ 11(1_£ Fa. 
au. IIItIIIE MItTS Table 1.51 

1Im-19I21 
"'~~t"'III""""""""I ••• t"""""I""""""'" ••••••••••••••••••• , ..... 
IEiIIlll 1m 1m I. "It Ita S ft. M. 

IEiIIll S 1.401 $om J.3ft $om $om l.m 
IEiIIll t $om l.111 un $om UII J.m 
IEiIIlll 7 J.m I. 1st Ull s.2C L3ft L261 
IEiIIlll 1 un 1.ln Lm LI61 un Ust 
101l1li 12 UII 1.m 1.m LIst 1.211 1.2'1 
1£11l1li • un I. 1st Ust J.m J.m un 
1&1l1li 2 J.S6t 1.131 1.m 1.111 s.ln un 
1£11l1li • J.211 LI21 J.m Lzn Lm L211 
1&1111 It l.lst 1.OU 1.111 un un loIn 
11(61111 " l.In LOOt 1.m 1.111 un LI4l 
1£11l1li II un un LIn U61 L261 un 
1101111 4 1.m LOU un Lo.l L20l 1.121 
l£ltlltl IS 1.161 2.m un $.041 un 1.0.1 
161l1li I L2I1 2.m $.011 Mil 2.tot Ull 
1&1011 14 1.UI LIst 2. .. 1 Mil 2.m 2.m 
I6JDI U 2.m un 2.701 2.661 Ust un 

" '" ."" ... leci4llc. f .. HdI .,.., IIKIIII" tU" ,ai. " fIl ... will .. "jut • ..... 'Ill •. 
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1.6 PERSONAL AND DEPENDENT CREDITS 

The following charts compare, over time, the incidence and 
receipts with and without personal and dependent credits. 
Columns labelled "with credits" demonstrate incidence and 
receipts, by income bracket, as they actually occurred. Columns 
labelled "without personal" shOW the effects of removing personal 
credits, while columns labelled "without dependent" show the 
effects of eliminating dependent credits. 

As these charts indicate, the removal of the personal and 
dependent credits would severely impact filers in the lowest 
adjusted gross income brackets while barely affecting those 
filers with more than $50,000 in income. This is consistently 
true for the five years examined. Taxes would increase on the 
average 6% without the personal credits and 2% without the 
dependent credits. 

Table 1.63 examines the effect of allowing a $1,000 personal 
and dependent exemption when all other deductions and credits 
have been removed. The flat rate tax necessary to achieve the 
same amount of tax revenue as previously has also been 
calculated. 
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ADJUSTED _S. 
/ JClIII[ CUSS 

TOTM. AlIJUSTD 
&ROSS I~ 

TAl R£'ttlU lID llCllEIG Illll 
~ ... D£Pmm EItlPTIDIIS 

1982 

---------------
'/-M,m "11,l7l,814 

,s,GCO-n,m " , 400 , 217 , ''II 
'10,00I)-$24,m .~,804,377 ,UI 
'25,000-$49,", ",847,182,900 
'50, ooo-t99, m '2, III. 11>7 ,268 

OYU flOO,ooo S1,029,952.842 

TOTM. f20,7I1,240,m 

FlAT TAl RATI If IlIIlY 
P[RSOIIM. AIIO D£PEOOT 
ElEIV'TlOll'3 (J '1 ,000 EACII 
ARt 61'1E11 3.7U 

488,109 ..... I~,ooo '3&,102.814 
52B,m $528,8",000 $171,392.5'11 

1,435,438 'l,435,418,000 ",1~,'39,~1 
545.511 "'5.511,000 ",101,671,'00 
U,II0 '66,110,000 12,122.057,268 
14,187 114,187,000 '1,015,71>5,842 

1,078,250 '3,078,250,000 "7,7~,'90,051 
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1.7 ~EDERAL TAX, ITEMIZED AN STANDARDIZED DEDUCTIONS 

On the following chart "All Deductions Taken" refers to the 
revenue and incidence that occurs for all tax returns with the 
tax system as it stands. "stand. & Item. Deductions Not Taken" 
con~ains estimates of the change in the revenue and incidence 
that would result if the standard and itemized deductions were 
not al:owed. "Federal Tax Deductions Not Taken" estimates the 
effect on tax incidence and revenue if the federal tax deduction 
were d:sallowed. The final column shows the effect on taxes lf 
no deductions were allowed. The information presented is for 
1978, 1981 and 1982 so that a trend can be seen. 

As can be seen, the removal of standarized and i:emized 
deductions would effect the lower income brackecs most severcy. 
The ef~ect of the removal of the federal tax deduction increases 
as income rises, making the tax structure more progressive. 

A tax policy change was examined in Table 1.72, the tax rate 
necessary to achieve the same amount of revenue as previously if 
the federal tax deduction were removed. The "New Rate" is 
derived from the amount of taxes paid and the new taxable income 
(a.g.i. minus the federal tax deduction). The new rate is a 
viable alternative since it does not effect the progressivity of 
the system. "Credits Taken" is a derived figure achieved by 
substracting the calculated "Tax Owed" from the given "Iowa Tax 

Paid". 
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,.B TO~AL REVENUE 
,able 1.81 shows total revenue by filing status for the tax 

cacendar years 1978-'981. The figures reflect tax liability 
rather than tax co~lec~ions. Thus these figures, and ~hose in 
the report differ from the Department of Revenues' collec~ions 
!'igures reported ~n the Annua~ Report. The ~ax liability numbers 
were used because they most closely reflect tax owed in a given 
year. Figures from calendar year 1982 are not consistent with 
earlier years (see Table 1.02) and thus are not included in ~he 
table. 

Table 1.82 shows the calculation of the federal offset 
discussed in the report. 

~8· 
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FILING 
STATUS 

7ablc 1.G1 

1978 197'1 

TOTAL REVENUE BY FILING STATUS 
PERSONAL RETURNS 

1978-1982 

1980 1981 
--------------------------------------------------------------------------------
SINGLE 
SEPARATE 
JOINT 
TOTAL 

Source: 

"'93,420,::;:::0 
$277,845,321 
$174,:::70,253 
$545,536,094 

$103,659,544 
$287,196,802 
"'180,945,261 
$571,801,608 

$120,873,464 
$327,661 ,8(1] 

$181,978,467 
$6-30,513,738 

Iowa Department of Revenue. 

-n ::3, 489 , 135 
$353,547,148 
$176,229,066 
$663,265,349 
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1.9 POLICY ANALYSIS 

The tables 1.91 through 1.923 report results from simulations 
run by the Iowa Individual Income Tax Model on 1981 tax retur~~. 
For a complete description of the Iowa Tax Model see the 
Department of Revenue "Overview of the Iowa Tax Model". 
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Table 1.91 

CCMP ARlSON (J<' PROPOSfl) TAX rAW WITH 1981 lJI. W 
1981 m':ruRNS 

BY FIIJI'll S'l'AWS 
(Married Separate - Separate) 

ISSUE: F.J.1m1nate federal tax deduction. 

Tax Liability Incidence 

Number CUrrent Proposed 

FlUng Status of Returns (Milltons) (Millions) Current Proposed 

Single 439.430 $1l4.9 $ 161. '3 2.16'/. 3.B7'/. 

Married Joint 213.061 111.0 233.2 3. 51'/. 4.19'/. 

Married Separate" 138.182 355.6 512.8 3.28'/. 1I.13'/. 

Separate 12.341 3.6 5.1 2.19'/. 3.98'/. 

Head of Household 50.337 17 .6 23.7 2.13'/. 3.68'/. 

All Retums 1,513,957 $662.7 $ 936.1 3.21'/. 4.53'/. 
--

'Married taxpayers which file separate returns are not joined together in tax nudel. 

Difference 
In Tax l Change 

(Millions) In Tax 

$ 46.11 110. II'/. 

62.2 36.4'/. 

151.2 44.2'/. 

1.5 In.1'/. 

6.1 34.7'/. 

$213.11 1I1.3'/. 
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Table 1. 92 

COMPAmmN OF l'ROPOSFD 'rAX LAW 1>'1'1'1 1981 lAW 
1 9111 RP.TURNS 

BY AD.nJ~f'!ID GROSS It«:OM1': 
(Married Separate - Separate) 

ISSUP.: Eliminate federal tax deduction, 

Tax Liability Incidence 
Adjusted Number Current Proposed 

r,ross Income of Returns (Millions) (Millions) Current Proposed 

$ o - $10,000 728,707 ~ 43.9 $ 54.2 1.25% 1.54$ 

$10,000 - $20,000 452,961 1119.5 2,,8.0 2.88$ ].77$ 

$20,000 - $30,000 220,231 192.9 26~.5 3.62% 4.96% 

$30,000 - $40,000 67,03B 93.9 134.6 4.nt 5.92% 

$~O,OOO - $75,000 16,379 86.4 132.8 4.68% 7.19% 

Over $'r5, 000 A,641 56.1 102.0 5.10% 9.27% 

Totill 1,513,957 t 662.7 $ 9~6.1 3.211: 4.53~ 

Difference 
In Tax % Change 

(Millions) In Tax 

$ 10.3 23.5$ 

58.5 30.9% 

71.6 37.1 $ 

40.7 43.3% 

"6.4 53. 'r% 

t15.9 81.8% 

$ 273.4 I, J. 3% 
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'['able 1. 9 3 

COMPAHJSON 0!1 PHOPf)SF.D TAX LAW \,rrnl 19111 l.AW 
1 ,)R 1 Hl-:11 JRNS 

flY ADJ1JSTED moss INCIJIoIE 
(Married Separate - Combined) 

ISSUE: F..l1rntnate rederal tax deduction. 

Tax L tabil1 ty Incidence 
Adjusted Number Current Proposed 

Gross Income of Returns (Million'l) (Millions ) Current proposed 

$ o - $10,000 434,816 ~ 23. 11 $ 28.2 1.15~ 1.38~ 

$10,000 - $20,000 295,670 123.9 156.0 2.!l5~ 3.591-

$20,000 - $30,000 211,3115 193.2 251.6 3.671. 4.821. 

t30,nOO - t1lO,OOO 117,1111 170.7 21/1.6 4.25~ 5.851. 

$40,000 - $75,000 72,3f\5 172.8 255.1 4.82~ 7.121-

Over t75,OOO 11,232 74.1 1;>9.9 5.301. 9.291. 

Total 1,144,51)(; $7511.1 $1,057.4 3.67% 5.121. 

Difrerence 
In Tax ~ Change 

(Millions) In Tax 

$ 4.8 20.5~ 

32.1 25.91. 

60.4 31.31. 

63.') 37.41. 

82.3 47.61. 

55.8 75.31-

$299.3 39.51. 
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,'able 1.94 

CCMPIIRISON OF PROPOSED TAX LAW WITH 1981 LAW 
1 981 lfu'l'lJRNS 

BY (?ILI~ ~5'l'ATUS 

(Married Separate - Separate) 

ISSUE: Allow a 50% federal tax deductlon. 

Tax Liabil1ty Incidence 
NLmnber Current Proposed 

Filing Status of RetuI'nS (Millions) (Millions) Current Proposed 

Single 439,430 $114.9 $ 13'r.3 2.76% 3.30% 
Marrled Joint 273,067 171.0 200.9 3.51% 4.12% 

MarI'1ed Separate 738,782 355.6 432.0 3.28% 3.98% 
Separate 12,341 3.6 4.3 2.79% 3.36% 

Head of Household ')°1 337 17 .6 20.5 2.73% 3.19% 
All RetuI'nS 1,513,957 $662.7 $ 795.0 3.21% 3.85% 

Difference 
In Tax % Change 

(Millions) In Tax 

$ 22.4 19.5% 

29.9 17.5% 

76.4 21.5% 

.7 19.4% 

2.9 16.5% 

$132.3 20.0% 
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Table 1.95 

Cr)~PAJUSON OF PROPOsm 'rAX I.AW WI'rn 19B1 lAW 
19R 1 Rf:1'lflNS 

BY ArAJUS1lJ) nROSS I NC(JoIE 
(Married Separate - Separate) 

ISSUf.: Allow a 50'; federal tax deduction. 

Tax Liability Incidence 
Adjusted Number Current Preposed 

Gress Income of Returns (Millions) (Millions) Current Proposed 

$ o - $10,000 72B,707 $ ~3.9 $ IIB.7 1.25~ 1.38~ 

$10,000 - $20,000 452,961 189.5 21B.0 2.B8~ 3.31'; 

$20,000 - $30,000 220,231 192.9 227.6 3.62'; 4.27'; 

$30,000 - $40,000 67,03B 93.9 113. /1 4.13~ ~. 99'; 

$~O,OOO - $75,000 36,379 86.4 10B.8 4.6B~ 5.891. 

Over $75,000 B2041 ')(i. 1 78.5 5.101. 7 .13~ 

Total 1.513,957 $ 662.7 $ 795.0 3.2a 3.B5% 

Difference 
In Tax ~ Change 

(Millions ) In 'rax 

$ 4.B 10.9~ 

28.5 15.0% 

3/1.7 18.0'; 

19.5 20.B~ 

22.~ 25.9~ 

22.~ 39.91. 

$132.3 20.0" 
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?able 1.9C 

CCMPARlSON OF PROPOSED TAX LAW WI'I'H 1981 LAW 
1 981 ITh'I'URNS 

BY ~'ILlNG STATUS 
(Married Separate - Combined) 

ISSUE: Allow 5010 federal tax deduction. 

'l'ax Liability Incidence 
Number Current Proposed 

Filing Status of Returns (Millions) (Millions) Current Proposed 

Single 439,430 $114.9 $ 137.3 2.7610 3.30~ 

Married Joint 273,067 171.0 200.9 3.511- 4.1210 

Married Separate 369,391 451.0 540.5 4.16~ 4.98~ 

Separate' 12,341 3.6 4.3 2.7910 3.3610 

I~ad of Household 50, 33'r 17 .6 20.5 2.7310 3.1910 

All Returns 1,144,566 $758.1 $ 903.5 3.6'rr. 4.38r. 

'Married taxpayers Which file separate returns are not joined together in tax model. 

Difference 
In Tax ~ Change 

(Millions) In 'l'ax 

$ 22.4 19.5~ 

29.9 17.510 

89.5 19.8% 

.7 19. 1r1, 

2.9 16.5% 

$145.4 19.2r. 
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Table 1.97 

Ccr-\PARlSON OF PROPOSED TAX LAW WITH 19B1 LAW 
1981 REI'URNS 

BY ADJUSrED GROSS INrutE 
(Married Separate - Combined) 

ISSUE: Allow a 50% federal tax deduction. 

Tax IJ.ab1l1ty Inc1dence 
Adjusted Number CUrrent Proposed 

Gross Income of Returns (Millions) (M1llions) Current Proposed 

$ o - $10,000 11311,816 $ 23.11 $ 25.7 1.15% 1.25% 

$10,000 - $20,000 295,670 123.9 139.5 2.85~ 3.21~ 

$20,000 - $30,000 213,3115 193.2 222.5 3.67'1> 1l.23~ 

$30,000 - $llO,OOO 117,118 170.7 201.6 ll.25~ 5.02'1> 

$llO,OOO - $75,000 72,3B5 172.B 212.9 4.B2% 5.9q~ 

Over $75,000 11,232 7lJ.l 101.3 5.30% 7.25% 

Total l,1llll,566 $75B.1 $ 903.5 3.67'1> ll.3B% 

Difference 
In Tax ~ Change 

(Millions) In Tax 

$ 2.3 9.8~ 

15.6 12.6~ 

29.3 15.2~ 

30.9 1B.a 

llO.l 23.2% 

27.2 36.71-

$1 q5.lJ 19.2% 
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'!'able 1.96 

COMPARISON Cf.' PROPOSE!) TAX LJlW WITH 1981 lAW 
1981 Hr;JURNS 

BY PIIJNG S'rATUS 
(Married Separate - Separate) 

ISSlJF.: El1minate federal tax deduction and revise tax rates. 

Taxable Income 

o - $1,999 
$2,000 - $2,999 
$3,000 - $3,999 
$1l,000 - $6,999 

Tax Rate 

.5~ 
1.0% 
2.5~ 
3.0~ 

Taxable Inc01le 

$ 7,000 - $ 8,999 
$ 9,000 - $14,999 
$15.000 - $19,999 
$20,000 - $39,999 

OVer $1\0,000 

Tax Rate 

1l.0% 
5.0% 
6.0% 
7.01-
8.0% 

Tax Liabillty Incidence 
Number Current Proposed 

F1l1r~tL~tatu:l of Returns (Millions) (Millions) Current Proposed 

Single 1139,1l30 $111\.9 $ 106.9 2.76% 2.57% 

Marl'ied Joint 2'13,067 171.0 157.5 3.51% 3.23~ 

Married Separate 738,782 355.6 3~4.1 3.28% 3.17% 

Separate 1?,3~1 3.6 3.3 2.79% 2.6l1, 

Head of Household 50,337. 17 .6 15.3 2.73% 2.38% 

All Hetums 1,511,957 $662.1 $ 621.1 3,21% 3.0~~ 

Difference 
In 'rax % Change 

(Mill1ol1ll) In Tax 

$ (8.0) (7.0%) 

03.5) (7.9%) 

01.5) (3.2%) 

( .3) (8.3%) 

~) 03.1%) 

$(35.6) (5.4%) 



.... 
0 

';'able 1.99 

COMl'ARISON a.' PROPOSF.D TAX LAW WI'I'lI 1981 LAW 
19R1 RrnffiNS 

BY ADJUS'J'!':n GROSS I NOO'IF. 
(Married Separate - Separate) 

lSSUII: Eliminate federal tax deduction and revise tax rates. 

Taxable Income 

<;) - $1,999 
$2,000 - $2,999 
$3,000 - $3,999 
$4,000 - $6,999 

Tax Rate 

.5~ 
1.0~ 
2.5~ 
3.0l 

Taxable Income 

$ 7,000 - $ 8,999 
$ 9,000 - $14,999 
$15,000 - $19,999 
$20,000 - $39,999 

Over $40,000 

TalC Rate 

4.0~ 
5.0$ 
6.0$ 
7.0$ 
8.0~ 

Tax Liabllity Inoidence 
MJusted Number Current Proposed 

Gross Income or Returns (Millions) (Millions) Current P!'O£9.sed 

$ o - $10,000 728,707 $ 43.9 $ 28.0 1.25$ 0.80~ 

$10,000 - $20,000 452,961 1119.5 160.0 2.88~ 2.43~ 

$20,000 - $30,000 220,231 192.9 185.3 3.62~ 3.48% 

$30,000 - ~O,OOO 67,038 93.9 95.8 4.13% 4.21% 

$40,000 - $75,000 36,379 86.4 91.4 11.68% 4.95% 

Over $75,000 8,6111 -.2.6•1 66.6 5.10% 6.05% 

Total 1,51),957 $662.7 $ 627 .1 3.21% 3.04% 

mrCel'ence 
In Tax % Change 

(Millions) In Tax 

$(15.9) (36.2%) 

(29.5) U5.6%) 

<7.6) <3.9%) 

1.9 2.0% 

5.0 5.8% 

10.2. 18.7% 

$(35.6) (5.4%) 
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'-'able 1.910 

CCNPARlSON OF PROPOSED TAX LAW WITH 1981 LAW 
1981 RETURNS 

BY FILING STATUS 
(Married Separate - Combined) 

ISSUE: Eliminate federal tax deduction and revise tax rates. 

Taxable Income Tax Rate Taxable Income Tax Rate 

o - $1,999 .5:l $ 7,000 - $ 8,999 4.0~ 
$2,000 - $2,999 1. O:l $ 9,000 - $1~,999 5.0~ 
$3,000 - $3,999 2.5% $15,000 - $19,999 6.0% 
$4,000 - $6,999 3.0:l $20,000 - $39,999 7.0% 

Over $110,000 8.0~ 

Tax L1ability Incidence 
Number CUrrent Prop08ed 

FU1.ng Status of Returns (MUlions) (Mi1l1ons) Current Proposed 

Single 439,430 $1111.9 $ 106.9 2.76% 2.5n 

Married Joint 273,067 171.0 157.5 3.51% 3.23~ 

Married Separate 369,391 1l51. 0 Q3lj.9 lj .16~ 1I.0a 

Separate* 12,31l1 3.6 3.3 2.79% 2.61% 

Head of Household 50,337 17.6 15.3 2.73% 2.38% 

All Returns 1~1144,566 $758.1 $ 7l7. 9 3.67~ 3.48~ 

'Marr1ed taxpayers which f11e separate returns are not joined together in tax model. 

Difference 
In Tax ~ Change 

(Millions) In Tax 

$ (8.0) (7.0%) 

(13.5) (7.9~) 

(16.1) (3. 6~) 

(.3) (8.3%) 

(2.3) 03. U) 

$(40.2) (5.3%) 
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':'ab1e 1.911 

CQI.IJ>ARISON OF PROIDSED TAX LAW WITH 1981 LAW 
1 98 1 1lli~'URNS 

BY ADJUSTED GROSS INCQIIE 
(Married Separate - Combined) 

ISSUE: Eliminate federal tax deduction and revise tax rates. 
Taxable Incane 

Tax Rate 
Taxable Incane Tax Rate o - $1,999 .5% 

$ 7,000 - $ 8,999 11.0% 
$2,000 - $2,999 1.0% 

$ 9,000 - $111,999 5.0% 
$3,000 - $3,999 

2.5% 
$15,000 - $19,999 6.0% 

$11,000 - $6,999 
3.0% 

$20,000 - $39,999 7.0% Over $110,000 8.0% 

Tax Liabil1ty 
IncIdence 

Adjusted 
M.unber Current Proposed Gross Incane 

of Returns (M11Uons) (MillIons) Current Proposed $ o - $10,000 11311,816 $ 23.11 $ 111.3 1.15% .70% $10,000 - $20,000 
295,670 123.9 99.11 2.85% 2.29% $20,000 - $30,000 
213,3115 193.2 177.0 3.67% 3.37% $30,000 - $110,000 
117,118 170.7 166.7 11.25% 11.15% $110,000 - $75,000 
72,385 172.8 175.6 11.82% 11.90% Over $75,000 
111232 711.1 811.9 5.30% 6.07% Total 

~II,566 $758.1 $ 717.9 3.67% 3.118% 

Difference 
In Tax % Change 

(MillIons) In Tax 

$ (9.1) 08.9%) 

(211.5) 09.8%) 

(16.2) (8.11%) 

(11.0) (2.3%) 

2.8 1.6% 

10.8 111.6% 

$(110.2) (5.3%) 
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Table 1. 912 

CCt>1PARlSON OF PROPOSED TAX LAW WITH 1981 LAW 
1981 RETURNS 

BY ~'ILING STATUS 
(Marr1ed Separate - Separate) 

ISSUE: Broaden Base: Allow $1.000 deduct10n for each personal and dependent exemption. El1m1nate federal tax 
deduction and standard/item1zed deduct1on. One percent tax rate ut1l1zed to demonstrate effect. 

Tax Liabil1ty Incidence 
NlJ!1ber Current Proposed 

Fil1ng Status of Retums (Mi1l1ons) (Millions) Current Proposed 

S1ngle 439.430 $114.9 $ 36.4 2.76~ .87~ 

Marr1ed Joint 273.067 171.0 39.9 3.51% .82~ 

Marr1ed Separate 738,782 355.6 96.0 3.28~ .89~ 

Separate 12.341 3.6 1.1 2.79~ .86~ 

Head of Household 50.337 17 .6 4.8 2. 73~ .75~ 

All Retums 1.513.957 $662.7 $ 178.2 3.21~ .86~ 
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Table 1. 913 

COOPARISON OF PROPOSED TAX lAW WITH 1981 J..AW 
1981 REWRNS 

fW ADJUSTm GROSS INca-IF. 
(Married Separate - Separate) 

ISSUF.: "Broaden Base" allowing $1,000 deduction for each personal and dependent exemption. F.l1m1nate federal tax 
ded~ction and standard/itemized deductIon. Tax rate of 1~ utIlIzed to demonstrate effect. 

Tax LIability Incidence 
Adjusted Number Current Proposed 

Gross Incane of Returns (Millions) (Millions) Current Proposed 

$ o - $10,000 728,707 $ 113.9 $ 24.7 1.25~ .70~ 

$10,000 - $20,000 452,961 189.5 56.7 2.88~ .86~ 

$20,000 - $30,000 220,231 192.9 47.8 3.62% .90% 

$30,000 - $40,000 67,038 93.9 20.9 4.13% .92~ 

$40,000 - $75,000 36,379 86.4 17 .4 4.68~ .94% 

Over $75,000 8.6111 56.1 10.7 5.10~ .98~ 

Total 1,513,957 $ 662.7 $ 178.2 3.2U .86% 

.. - • u dH. _________ ft. 



ISSUF.: Revised Rate Structure 

Number 
Fn1~ Status of Returns 

... Single 439,430 
(JJ 

Married Joint 273,067 

Married Separate 738,182 

Separate 12,3Ql 

Head of Household 50,331 

All Returns 1,513,957 

Table 1.914 

COoIPARISON OF I'ROPOSFJ) TAX rAW WITH 1981 rAW 
1981 RImJRNS 

BY FILING STATUS 
(Married Separate - Separate) 

Taxable Inccrne Rate 

$ - 25,000 5% 
25,001 - 50,000 7% 
50,001 & over 9~ 

Tax l,iabil1ty Inc1dence 
Current Proposed 

(Millions) (Millions) Current Proposed 

$114.9 $ 128.5 2.76'" 3.09'" 

111.0 155.0 3.51'1. 3.18'1. 

355.6 365.2 3.281- 3.37'1. 

3.6 11.3 2.19'" 3.33% 

17 .6 19.5 2.73l 3.03'1. 

$662.7 $ 672.5 3.21'1. 3.26% 

Difference 
In Tax %C~e 

(MUlions) In Tax 

$ 13.6 11.8% 

(16.0) (9.3~) 

9.6 2.1% 

.7 19.4% 

1.2- 10.8% 

$ 9.8 1.5% 



ISSOE: Rev1Sed Rate Structure 

Adjusted NwnI>er Oross Income of Retul"l'lS 

... S o - S10,OOO 728,707 c;-, 

S10;000 - S20,OOO 452,961 
S20,OOO - $30,000 220,231 
$30,000 - S40,OOO 67,038 
$40,000 - $75,000 36,379 

Over $75,000 81641 
Total 

.!..a2B.957 

~'able 1.915 

GaoIPAfUSON OF' PROPOSED TAX LAW WITH 1981 TAW 
19B1 RE'lURNS 

BY ADJUSTFJ) GRIlSS INCC»IE 
(Marr1ed Separate - Separate) 

Taxable Income 
~ 

$ - 25,000 5~ 
25,001 - 50,000 7~ 
50,001 & over 9~ 

TIlX Liability Inc1dence Current Proposed 
(Mill1ons) (M1111ons) Current ProPOSed 

$ 43.9 $ 95.9 1.25% 2.72% 
189.5 221.3 2.8R~ 3.37~ 
192.9 176.9 3.62% 3.32~ 
93.9 75.3 4.13% 3.31% 
86.4 63.7 4.68% 3.45% 
56.1 39.4 5.10% 3.58% 

$662.7 $ 672.5 3.21:1 3.26% 

Difference 
In TIlX % Change 

(Millions) In Tax 

$ 52.0 118.5% 

31.8 16.8% 

06.0) (8.m 

08.6) 09.8%) 

(22.7) (26.3%) 

06.7) (29.8%) 

S 9.8 1.5% 



ISSUE: Revised Rate Structure 

Number 
Flling ~tatus of Returns 

... Single 439,430 " 
Married Joint 273,067 

Married Separate 738,782 

Separate 12,341 

Head of Household '50,337 

All Returns 1,513,957 

Table 1. 916 

COMPARISON OF l'ROPOSFJ) TAX LAW WI'l'H 19B1 lAW 
19 f\1 RfmJRNS 

BY FI(,Hll SfATUS 
(Married separate - Separate) 

Taxable Income 

$ 
25,001 
50,001 

- 25,000 
- 50,000 
& over 

Rate 

5.0~ 
7.5~ 
10.0~ 

Tax Liability IncIdence 
Current Prcposed 

(Millions) (Millions) Current Proposed 

$1l1j.9 $ 129.0 2.76~ 3.10~ 

171.0 156.4 3.51~ 3.21% 

355.6 367.8 3.28% 3.39~ 

3.6 4.3 2.79~ 3.33% 

17.6 19.5 2.73~ 3.03% 

$662.7 $ 677.0 3.21% 3.28~ 

Difference 
In Tax ~ Change 

(Millions) In Tax 

$ 14.1 12.3~ 

(lQ.6) (8.5~) 

12.2 3.4% 

.7 19.4~ 

1.9 10.8~ 

$ 14.3 2.2% 



ISSUE: Revised Rate Structure 

Adjusted Nwnber Gross Income of Retul'JI.q 

... $ o - SIO,oOO 72B,707 c" 

$10,000 - $20,000 452,961 
$20,000 - $30,000 220,231 
$30,000 - $40,000 67,03B 
$40,000 - $75,000 

~6,379 

Over $75,000 B2641 
Total 

.h213,957 

Table 1.917 

COMPARISON CF PRoPOsm TAX lAW WI'nl 19B1 lAW 
1981 RlmJRNS 

BY ADJU.'>TFJ) GROSS INCOME 
(Married Separate - Separate) 

Taxable Income Rate -
$ - 25,000 5.0% 
25,001 - 50,000 7.5% 
50,001 ~ over 10.0% 

Tax L1ability Incidence Current ProPOOed 
(Millions) (Millions) Current Proposed 

$ 43.9 $ 95.9 1.25% 2.72% 
IB9.5 221.3 2.BB% 3.37% 
192.9 176.9 3.62% 3.32% 
93.9 75.5 4.13% 3.32% 
86.4 65.3 4.68% 3.54% 
56.1 42.1 5.10% 3.83% 

$ 662.7 $ 677.0 3.21% 3.28% 

D1fference 
In Tax % Change 

(Millions) In Tax 

$ 52.0 11B.5% 

31.B 16.B% 

06.0) (B.3%) 

(18.4) 09.6%) 

(21.1) (24.4%) 

04.0) (25.0%) 

$ 14.3 2.2% 
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Table 1.918 

~ARlSON OF PROPOSED TAX LAW WITH 1981 LAW 
1981 RI-~IRNS 

BY I"l LI NO STA'ltIS 
(Married Separate - Combined) 

ISSUE: F..l1minate proviSions which allow married taxpayera to f1le separately. Results reflect use of $3,000 maxi
mum standard deduction rather than two $1,200 deductions and the application of existing tax rates to can
bined taxable income. 

Tax Liability Incidence Difference 
Number CUrrent Proposed In Tax ~ Ch~e 

FiUng Status of Returns (Millions) (Millions ) Current Proposed Q!ill1ons) In Tax 

Single 1139,1130 $1111.9 $ 1l1l.9 2.76J, 2.76% $ 

Married Joint 273,067 171.0 171.0 3.51% 3.51% 

Married Separate 369,391 355.6 1151.0 3.28% 11.16% 95.4 26.8~ 

Separate- 12,341 3.6 3.6 2.791 2.79~ 

Head of Household 50,337 17.6 17.6 2. 73~ 2.73~ 

A1l Returns 1~144,566 $662.7 $ 758.1 3.21% 3.67% $ 95.4 14.4% 

-Married taxpayers which file separate returns are not joined together with spouse in tax rodel. As a result 
effect of revision on these 12,341 taxpayers cannot be estimated. 
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':'able 1.919 

COMPARISON OF PROPOSED TAX rAW WIW 1981 UtW 
1981 RFmJRNS 

BY ADJUSTfIl GROOS INca-1E 
(Married Separate - Comb1ned) 

ISSUE: F.11m1nate provis1ons which allow marr1ed taxpayers to file separately. Results reflect use of $3,000 max1-
rrum standard deduct10n rather than two $1,200 deduct10ns and the appl1cat1on of exist1ng tax rates to can
b1ned taxable income. 

Tax L1abil1ty Inc1dence Difference 
Adjusted Number Current Proposed In Tax ~ Change 

Gross Income of Returns (M1111ons) (MilHons) Current Propo.sed (Mill1ons) In Tax 

$ ° - $10,000 434,816 $ 22.0 $ 23.4 1.08~ 1.15~ $ 1.4 6.4~ 

$10,000 - $20,000 295,670 113.2 123.9 2.60~ 2.851 10.7 9.5~ 

$20,000 - $30,000 213,345 170.2 193.2 3.24~ 3.67~ 23.0 13.5~ 

$30,000 - $40,000 117,118 143.3 170.7 3.5n 4.251 27.4 19.1~ 

$40,000 - $15,000 72,385 145.6 172.8 4.06~ 4.82~ 27 .2 18.1~ 

Over $75,000 111232 @.1l 74.1 4.901 5.301 2. 7 8.3~ 

Total 1,144,566 $ 662.7 $ 758.1 3.21~ 3.611 $ 95.4 14.4~ 
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Table 1. 920 

r.OMPAIlIS()N OF PR()p(),c;m 'rAX lAW WI'l'Ii 19B1 LAW 
1 qlll fllmlRNS 

IW FlLIt¥1 STA'l'lIS 
(~arr1ed Separate - Separ~te) 

I·~~: Ilevise tax brackets for Married Joint Filers. 

'l''lxlthle !ncane Tllx Il'lte Tllxahle Income 

$ 0- ~2,O41> • '50 814,322 - ~1R,41. 
8~,(41) - $4,oq;> 1. :>'5 $18,414 - $10,090 
$4,OC)2 - ~o,n8 ;>. 7~ S10,6C)0 - $40,g20 
tl>, nil - $R,184 1.')0 t40,q~0 - $'51,150 
tR,11l4 - $14,12;> ,).00 $'51,150 - t61,380 

'l'IlX L1ahil1ty 
l-Jumher r.urrent Proposed 

~t 1 tng '<;t'ltU5 of Ileturn.~ (,.,nltons) (MilHons) 

Stngle 4~q ,IqO $lllj .Q $ 114.Q 

"'arrierl Jnint :>1'.,061 171.0 115.6 

"'arried ,c,eparate n8,782 1'5';.1> 355.0 

Separate 12,341 ~./i 1./i 

Head of Household 'iO,137 17 ./i 11.6 

Ul J'letums 1,511,<157 $662.1 $ 601.3 

Tax Rate Taxable Inc01le Tax Rate 

1).00 $61,180 - $ 81,840 11.00 
7.00 $81,840 - $1'51,450 12.00 
R.oO Over $1'53,4'50 13.00 
9.00 

10.00 

Inc1tience Difference 

Current Proposed 

?.76% 2.16% 

3.'51% 2.37% 

1.28% 3.28" 

2.791. 2.791. 

2.n% 2.n1. 

3.211. 2.94% 

In Tax % Change 
(Millions) In Tax 

t -

(55.4) 

$(55.4) 

(]2.4~) 

(8.4%) 
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Table 1.921 

COMPARISON OF' PROPOS"1) TAlC lAW WIm 19R1 LAW 
19111 RP.nJR"IS 

FlY Aflnr~ 'moss INCC»!F: 
(r-larrle<l Separate - Separate) 

!S.c;J~: Rev1se tax hrac1<ets for "larr1e<l Joint Flle~. 
'1'axahle IncOTle Tllx Jlllte 'l'llXahle Income Tax Rate 'l'axahle Incane Tax Rate ~ o - $?,O46 .'iO ~14,12? - $IR,414 6.00 $fil,3110 - $ Rl,840 11.00 

$2,Ollfi - .~b ,OQ2 1. ;>5 $111,414 - ~10,6qO 7.00 $Rl,840 - $153,450 12.00 
t4,OC);> _ $6,13R ?75 t30,6C)0 - t40,c)20 8.00 Over $153,450 13.00 
M,nA _ tA ,1811 '1.50 $40,920 - $51,150 C).OO M,1I14 - t14,122 ').00 $')1,150 - ~61,180 10.00 

Tax r,1ab111 ty 
Incidence 

Difference 
"Jurnher Current Proposed 

In Tax % Change 
Filing Status 

of Retums (M1111on" 2. (M11110ns) Current Proposecl (Millions) In TIlX t o - $10,000 7211,707 t 41.9 $ 41.3 1.251 1.171 t (2.6) (5.91) SIO,OOO - $20,000 4'i2,q61 IRq.,) 171).2 2.ARI 2.6A% (13.3) (7.0~) $20,000 - t10,000 220 ,231 lQ2.C) 17'i.2 3.62% 3.2QI (17.7) (9.21) ~10,OOo - ~40,00n o7,O,R '11.9 1l4.0 4.13% 3.091 (C).9) 00.51 ) ~40,OOO - $75,000 '1fi,17,) AIi.4 77.7 Ii .68% 4.211 (8.7) (10.11) Over .7'5,000 AI 641 -5.0 .1 52.Q 5.10% 4.80% 0.2) (5.71) 'l'otlll 
l.t5J3,C)<;7 ~fifi?7 t (,07., 1.211 2.9111 S(5,).4 ) (R.41) 
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2.0 CORPORATE INCOME TAX 

In this section, a summary of corporate tax incidence and 
revenue is presented. In Iowa all corporations with more than 
$1,000 due in state taxes must file returns. The Iowa corporate 
income tax currently is tied to net income reported on corpora
tions' federal tax returns. Tax returns are broken down into 
three categories: resident apportioning, non-resident 
apportioning and non-apportioning. All corporations with sales 
outside of Iowa must apportion their income based on a sales 
apportionment factor. The factor is based on the corporation's 
sales in Iowa relative to its total sales. Tax revenues and 
incidence are presented for each category. 

Table 2.01 shows the range of corporate tax rates imposed by 
other states. 

Table 2.02 describes property tax abatement and corporate 
income tax credit programs in other states which are similar to 
those offered in Iowa. The programs are as follows: 

Urban Revitalization Credit 
Credit for Investment in R&D 
Credit for Investment in shares of the Venture Capital fund 
Exemption from property taxation of value added by expansion 
of manufacturing firm 

A maChinery and computer credit is not offered in any other 
state. 

5~ 



State 

. ,*_ (al 
Bus~. ~.tiont ••••••••••••••• 
IIanl<s and financlal corporationt •••• 

AlaakA 
9.lSine" oarpcratim8 

SO to $10.000 •••••••••••••••••••• 
Over S90, 000 •••••••••••••••••••. 

_ and financial corporationa •••• 
AriUNI (a) 

SO to Sl.OOO •••••••••••••••••••••••• 
Over S6. 000 •••••••..•••.••••••••••• 
~ 

SO to 5 3,000 ••••••.•••••••••••••••• 
~r 515.000 ..................... .. 

California 
Business corporations ••••.•••••.•.•• 
BAnl<. A.~ financial ~.tiONl .... 

O>1orado ••••••••••••••••••••••••••••••• 
0::Inn!!ctic:ut ........................... . 
oel~ .............................. . 
rlarida . .•.....••................•.•... 
Gear¢ •...•••••••••••••..•••••••••••••• 
Hawa.ii 

Bus inl!Ss oorporaticrtB 
SO to S25.000 ••••••••••.•..•••••• 
0Ii8r 525.000 ................... . 

IIanl<s and !ln6IlCi.1 oorporationt ••.• 
ldoho •••••••••••••••••••••••••••••••••• 
11 Unoi •.•••...•••••.••.••..••••••••••• 
Wi...,. .•.••••••..•. '" .•• " ••••...•... 
IDe lal 

Business oorporatlont 
SO to S 25.000 •••••.••••••••••••. 
0YBr S250,000 ...••••••••••...••• 

Financial institutions .....•.•...••• 
Jtonaaa 

Business ~ations .•••••••.•.•• _. 
BAnl< ............................... . 
Trust ~es and aavinqs and 

loan a&SCClations .•.••••••••••••• 
Jrentuoky 

SO to 525,000 •••••.••••••••••••••.. 
0YBr $100,000 •••••.•.•••••••••••••• 

lalUiAIna (a) 

SO to $ 25,000 .••.••••.•.•.••••••••• 
~r 5200,000 •••••••.•.•••••••••••. 

..un. 
50 to $ 25.000 •••••••.•••••••...•••• 
Oller 52$0,000 ••••••...••••••••.•••• 

Maryl_ •••...••• " ••••.••••••••••••••• 
~tB 

Business ~aticns •••.•••••.•..•• 
Banl<s and trust ca!paIIies ••••••••••• 
U<lllty corporations •••••••••••••••• 

':'able 2.01 

fii( RaUII 

(perc:o!nt) 

5 
6 

1 
9.4(10) 
7(b) 

2.5 
10.5(7) 

1 
6(5) 

9.6(e) 
11.6(e) 

5(d) 
1l.5(e) 

8.7 
5(!) 
6 

5.85(9) 
6.435(2) 

11.7 
7,7(h) 
7.3(i) 
7(J) 

6 
12(4) 
5 

4.5(k) 
4.2S(k) 

•• S(k) 

J 
6(4) 

4 
8(5) 

3.5 
8.93(4) 
7 

9.4962(1) 
12.54 

6.5 

M1l\r ... 
SO to $25.000 ...................... . 
o..r 525,000 ...................... . 

1Ii •• i .. ippi 
SO to $ 5.000 ..................... .. 
Oller $10,000 ••••••••••••••••••••••• 

lti.ucuri (.) 
Buainess ccrpor.tians ••••••••••••••• 
JIan):. and trUet carpaniea ......... .. 
~ .... ........................... . 
Jillbraaluo 

SO to $$0,000 •••••••••.••••••••••••• 
over $50,000 ...•..••.•.••••..••..•• 
fW.~ •••.••••••••••••••••••• ••• 
lIw Jeney ••••••••••••••••••••••••••••• 
lIw MoId.oo 

SO to $1 million ••••••••••••••••.••• 
~r S2 million •••• , •••••••••••.•.• _ yarit 

Business ~atian. ...••..•••••..• 
BAnl<a and t 1Il8IlCial c::orparationo •••• 

North Carcl.l.na 
North DUota (a) 

Bus inus ewxporationa 
$0 to $ 3,000 •••••••••••••••••••. 
~ $$0,000 ................... . 

BAnl<a and !1Il8IlCial corporations •••• 
CJUo 

SO to $2~.000 •••••••••••••••...•.•.• 
~ $25,000 ••••••••••••.•••••••••• 

0<1_ .............................. . 
~ ................................ . 
~lvania ••••••••••••••••••••••••••• 
~ I.IMd •••..••••..•.•••••••••.•••• 
South c.mlina 

Buoineaa corporations .•••••••••••••• 
Banks ••••••••••.•......•••••••• ••••• 
Financial asaoc:lationa •••••••••••••• 

South DUota (a) 
BAnl<a and finarcial corporations •.•• 

1'ta ..... 8ee •••• ••.•.•.••••••••••••••••.•. 

1ItAIh .............................. '" •• 

SO to $ 10,000, •••••.••••••••••••... 
Oller S2~0,000 ..................... . 

VircJini •••••••••••••••••.•••••••• , •.•.. 
~ Vir<)Wa 

SO to S50,000 •••••.••••••••..•...••• 
Over S50,OOO •••.•••••••••••••.••••• 

IlillCXln8in •••••••••••••••••••••••••••••• 
District at Cblu.bi •...•••••••••••...•• 

fiX Rite" 
(peroe.Y'Jt) 

6 
12 

3 
5l3) 

5 
7 
6.75( .. ) 

5 
7(2)(n) 
9.56(0) 
9 (\» 

4.8 
7.2(3) 

10('1) 
12(r) 

6 

3 
10.5(6) 

5(a) 

S.lIt) 
9.2(2) (t) 
4 
7.5(u) 

10.5 
8(v) 

6 
e.s 
8 

6( .. ) 

6 
4(x) 

5 
7.5(e)(y) 
6 

6.9 
8.05 
7.9 
9.9(z) 
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'i'able 2.02 
"age 1 

Statel 

ProqulI 

'aClDul a I 

Type of Credltl 

Who Quallfl •• 1 

Mad.ua AIItount ~ 

When p'09ra~ etartedl 

Reate let Ion. I 

Sunaetl 

Lenqth of Cla1., 

Car ry fo,,,.,d I 

R.fundabilitya 

Addback into Incotlle: 

Studies on effectlven ••• : 

Credit Coat In loat revenue, 

~ddlt1on.l Infor •• tlona 

Iowa r 

I~proyed Property 1n a City 
Revitalization Area fPart II 

liSt M value added 

Property tax .x.~t1on 

All quallrled , •• 1 •• tat. 
•••••• &d •• r.aldentlal 

property 

Value added ."et not •• ceed 
$20,000 

The ••• mptlon ,hall not , •• ull 
In the Actual value of the 
qualified r •• l •• tat. being 
,educed below the actual value 
on which the ha. •• tead credit 
Ie cORputad 

10 y •• te 

See alia lova tl, III, IV 
once one of th ••••••• pllon. 
ha. bean electad the ~thod 
can not be changed 

Iowa 11 Iowa t II 

J.ptov~d property in a City Jmp,ov~d Property In a City 
Revitaliution "rea (Part 2) Revitalization Area (Part ) 

Year 11 (value added) • 80' 100' of the value added 
Year 21 (value added) • ?Ot 
Year 11 Ivalue added) x 60t 
Year 41 (value added) • SOt 
Year SI (value added) x 40t 
Yeat lSI (value added) • 40t 
Year 71 (value added, • )0, 
Year 61 (val~e added) • 10, 
Year It! (value odded, • 20' 
Year 101 (value add.d, • 20' 

Ptoperty tax uemption Property ta ••• emption 

All qualified real •• tate All qualified reol •• tate 

10 yur. 3 yeau 
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St4t~1 

PrOCjc •• Ha.&. 

Por...,hl 

!'ype of Credit I 

Mho OU&llflelt 

Mui.u. ~unt, 

When atuted I 

ReI tc let tOM' 

SUn'etl 

Le~th of C1ala, 

C.rry Porwled, 

Refund.blUtYI 

Addb.ck l~to Inca.el 

Stud1 •• on etflctlven •• ,: 

Credit eo,t ln lo.t revenue, 

Additional Infor~tion; 

Iowa IV 

I.proved Property 1n • City 
Revitali •• tion Are. (Part IV) 

100, of value added 

PeGperty t ••••• aption 

All qualified r •• l e.t.te 
a •• el.ed .1 r •• ldentia1 property 
or .1 coa.ercla1 property [with 
r •• trlctlona on the type of 
ca..erclal property) 

.lu.ne 10, 19.3 

10 y.arl 

Plor ida-l 

Enterprise lone Property Cred1t 
(July. 1984) 

Total Adva10ru. Ta. paid on 
'.panlion or relocation 

Corporate St.te Inco.e Tax 

Any bUllne •• , new or exilt1nq. 
located ln an enterprl.e ~ne 

50,000 annu.lly 

1/1/11 reyi.ed July. 19 •• 

1) ••• joelty of the •• ploy ••• 
."It lly. in .n enterprll. 
zone 

ALL enteepr11e zon •• viiI be re
eyaluated in 19.6, a portIon of 
the plet1clpa~t. quaLify up to 
1911 

10 yean 

Up to 5 y •• ra 

No 

Ye. 

No, this cr.dit 1. not vldely 
taken adyantage of 

N.A. 

None 

Plorlda-2 

£Xe.ptlon leoa City or County 
Property Thea 

~u L •• 'apt lon 

Ixe.ption, Clty or County lnooea T •• 

Any bu.lne •• located wlthin an 
enterprise .one wh1ch I, locateet in 
a cl ty or county which apprcwed thl 
••• .pllon throU9h r.ferlndu. 

Variable dependlng upon the city 

1/1/.1 rlylled July, 19" 

1, • aajotlty of the .-ploy •••• ~.t 
11ve In an Intlrpri .. lone 

All .nterpril& lonee vlll be re
evaLuated 1n 19a6 •• portion of the 
participant. qualify up to L9., 

LO yeare 

~ to 5 y& .... 

No 

Ye. 

No, thle credit i8 not widely 
take advantage of 

M.A. 

~i. ~.e.ption haa been 1i.1ted for the 
.ost part to 8 •• 11 rur.l tovna 1n 
Northern Plorld. 
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~)aqc 3 

St •. He: 

Pro9ral'l'l HolMe: 

f'Ormuld: 

'T'ype of Credit: 

Who Quali.fiesl 

"'olIxillum AftOuntl 

When Startedl 

Restrictlons: 

Suns~t: 

Len9lh or ChiDI 

Carry Forward: 

PerundabilHy: 

Addb .. ck into income: 

Stud~es on effectiveneSS: 

Credit cost .n l()st revenue: 

Addltlonal lntor •• tlon: 

"'ISl:;our i-I 

Enterprise ~ne CO(porat~ Income TdX 

Credit 

CredH on SO, of Inco~ earned 'Within 
th~ zon~ 

Corporate Jncoa~ Tax 

Any busjnell located 'Within an 
enterpr he zone 

to ltait 

Septe_ber 198). 10 zones cleated, 
liaited of l~ to be created in 1") 

1) )0\ of employeel Dust li~e In 
enterprise zone or be ditfkcult 
to e.ploy under CETA standa,dl 

21 yearly re6dJul~nt of cledita 

Oecelllber 11. 1987 for creatin9 .are 
zone£ all credits are to be ended by 
the 2Stn year (rOD inception 

10 yeau 

$~O.OOO - 1st year 
$2~.000 - 2nd year 
None lrd year 

'tear unus~d lat years credit 
Year 4 - unused 2nd years credit 

No 

Cuestlmate tor the tirst • or S zones 
lJ 1,000 Jobs c,eated 
2J 1) ndlhon invested .in plant ~ 

eqllq.ent 

M.A. 

Credits and deductions aamed ~8tly 
at ldbOr lntenS I VI!' f i,CDs, tt,ul • 
manuf4cturin9 tll~ benefits ~st 

M1S"SClut t-2'\ 

Enterprise Zone Advaloru~ Pro~lty 
7 •• 

At l~ast ~O\ abatement could be 100' 
abatl"~ent 

Local property tax ~bate~nt 

Any bUSiness, new or e.lstln~, 
locatPd in an enterprl&e zone 

Non. 

See M-l 

1) JO\ of e.ployees .ust live 1n 
lOn. 

2} if e •• stin9 business, IIIUst ceeate 
1 nev lobs 

l} applies only to i~proved Yalue 
of real property 

See 1'1-1 

10 ye~1IC5 

S~O,OOO - 1st year 
$2~.OOO - 2nd year 
Non. lrd year 

Year - unused 1st years credit 
Year 4 - unused 2nd years credit 

No 

Massour 1-:118 

Redevelopment Proqra. 

lAt 10 ye~rs - 100\ a~te~nt 
n~xt l~ years - ~O, a~te .. nt 

Local property tax abateeent 

Any bus.ness, nev or existinq, located 
In a blighted area 

Non. 

n ••• 

l} applies only ~ improved value of real 
property 

2, .rea population must be below '.000 
to qualify tor thiS progr .. 

n ••• 

lS yean 

M.A. 

frLA. 

No 

Gu~sti~~te (0' the first 4 or S lones Hone 
1) 1,000 lObs created 
21 1) ~!111on inv.sted in plant ~ 

equipment 

fol.A. 

Credlts and deductions ai.ed neatly 
~( labOr IntenBa~e f.(~s. thul • 
.anuracturln9 film beneflts moat 

frLA. 

Noo. 

Other stalel ~h.ch ha~e Slm.l., proqraftl: tl1inei., kansas, uoutslana ISk credit brou9ht in $l.S~ ~rth of new JObl and ioprove_entsl ~e.al and Connecticut 

(bOth consldetln9 an enterprise lone proqraml 
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St.H~ : 

hOCJl'.'" N .. rnt>: 

Formula: 

't'y~ ot Ct~dJt: 

Mho Qual£tiea; 

"axiIllU. Mount: 

When S tAC t.~d : 

"strJction_: 

Sun.etl 

L*ngth of Cl.,.: 

Car ty f"Or" .. rd: 

Re>ful'\dabilltYI 

Addb~ck into 'n~.1 

Studies on pft~tfvenp.s: 

Credit coSt in lost reve~ue: 

Additional ,n(or_ation: 

"'ssour 1-) 

Dlterprise Zone Training Cudit 

$~OO/person/~ar, ~t more than 
tra1nlnC)/ye6t 

!ke~pt1o~ on state corpor.te 'hC~ t.~ 

~y busln& •• located within an .ntpc
P! ts. tone 

No U ... 1t 

Sept .. ber 1983, 10 IO~. created. 
Ii_it of IS to be created 1n 1963 

11 lOt of ~ploy •••• ~.\ l1v. in 
.ntecpr!ee zone or be difficult to 
.-ploy under efTA standard. 

2) Must pay for ttaJnin9 your •• ll 
(no other 9t.nt.) 

o.c._btr 31. 1987 for creat1nq .or. 
Ion •• , all ct~'t. ate to be ended 
by the 2Sth year fro. inception 

Good fOt 1 yeat /fl~ld th"t eJ'lploy.. is 
tr.ln~ In fif an e~p1oype Is tr~ined 
In a different field every ypar then 
900d for 10 yeacs) 

sso.GOO - l~t year 
$2S,ODO - 2nd y~ac 
ft)nv - lrd year 

rear - unused 1st years cr~it 
Year 4 - unosed 2nd years credit 

No 

Gupgtl~ate for the first ~ or S zones 
1, l.COO Jobs cr~.t~d 
2J 11 .,Ilion invested in pl.ant , 

equjpraent 

N.". 
Credits and dedoctJons ai~d 
at l"bor inteO!;l"e firms. r,hus a 
I'I.tr'Jufar.t'J{inq (ica ben~!its If)()~H 

Hhsour i-4 

t::nterpr he ZOne Job Credit 

$1.200 credit on corporate Inco.~ 
tax. ror vach Job created 

Corporate lnca.e tax credlt 

Any buslneas located within an 
enterpr 'tie ~on~ 

No Limit 

Sept.~~r 1981, 10 tones created, 
limlt o( l~ to be cre.ted in "8) 

1) 30' or •• ployees muat IJve in 
enterprJ •• ton. or be difficult 
to employ under CerA standard. 

2) yearly re.dj~at~.nl of credit. 

O&ceftber 11, 1981 for cr •• tinq ~c. 
zones. all credits are to be end~ 
by the lSth year frOft l~c~ptlon 

10 yeau 

SSO,DOO - lat year 
$2S.000 - 2nd year 
Non~ - lrd )'eel' 

Year 1 - unuaed 1st yeara credit 
Year 4 - u~us.d 2nd years credit 

,., 
Guesti_ate for the fjrat 4 or S zon&a 
11 1,000 Jobs created 
2, 1) ~illio" invested in plant 4 

equipm.~t 

N.A. 

Cr~dits and deductions a[~d 
at labor Int(>nsive f ifas. thus a 
JI'Ianu(actUllnq fiun l~n(>fits i'I'IOst 

"'issour i 5 

Entrrprj6~ Zone 'nVe6t~ent T •• Credlt 

10, on 1st $lO,OOG \n~ •• ted. 5' on 
investMent up to $90,000. 2. on all 
re~aini"9 jnv •• t~.nt "bove $99.000 

Corporat~ Jncome ta. credit 

Any businesS loc.t~ wichln an enterprise 
zone 

No Li_tt 

September 19'], 10 zon •• created. 
ii_it of 15 to be created in 198) 

1, 10' of .~ployee. ~~.t llv. in 
ent~rpr'.e tone or be dlfflc~lt to 
.~ploy under CETA .tandard. 

2) yv.rly r.adju.t~nt of cr~lt. 

Dec •• bet 11, 1981 for cr.atln9 ~r • 
zonea 6 all credit. are to be end~ 
by the 2Sth y.ar fro~ inceptJon 

10 yurs 

SSO.DOO - 1st year 
S2S,OOO - 2~d year 
None~ lrd year 

Vear 1 - unu.~ 1st y.ars credit 
Year' - unused 2nd years cr~it 

No 

Gue8t'~at. for t~e (1rst , or 5 ton •• 
I} 1.000 jobs created 
2) lJ al11ioo inv~$t.d in plant ~ 

.quap$ent 

N.A. 

Credlts and deductions e1ft.d 
at l<1bOr inh'nSl". (i t"'s, thus a 
~d~u(aCturl"? fir~ ~"(>rits most 
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Stale: 

Proqe a. NatIle: 

Fo:flul.a : 

Type' of Credit: 

Who Quallhul 

"a.~au. Aaount: 

ProqraJI Stut: 

~strlctiot\s: 

Sunset: 

Len9th of cl.1_: 

Co.,,), fotw.,d: 

Rttundability: 

~~ck into inco..l 

stud i •• on effectiveness: 

Cr~it COlt in 10lt revenuel 

Addltional intor"lion: 

MaSSdChU$(Otts-l 

UJlB--P.rt 1 Urban Job Incentivp Bureau 

Are~ t •• rale - atate .~er.ge _ .ssessed 
\l41u8/1000 

property t •• credit 

Any bustne,. loc.t~ withan an 
enterprise ZOne c. conaercial business 
.u&t also be located in " CARD-
co.ee.cial at •• revitalitation district, 

None 

1979 

1) busine ••• "It ~ located in " 
·poor track- (20' or .ore of the 
census i. below the ~erty line) 

2) .uat be recertified cvery year 
11 .ust have" t •• rate hi9her than 

atate aver"ge 
.) ~uat hire at l •• st S people froe 

the .... .l~ ar •• 

11 Must stArt con.tr~ctlon, l~.s. 
or buy by 1/8) 

11 .~at occ~py by 1/.5 

10 ye.rs, gut feeling of the r.spondent 

10 year a 

NO, to the beat of hi. knowledqe 

Unsur. 

Goin9 on 

Cuest'.ates 1981-1982 1 .i11ion 
1911 - , .,11ion 

The a.ount of lost revenue decreased 
because les5 poverty ace.s ~n 
Massachusetts. The flgur.a 'nclude 
UJ18--2 

11 The ploqr~ ~.s ~~p~ed fta- a 
Hew York St.te Statute 

",",ssachuset t8-2 

u.rlB·-part 2 

2~' addlt,onal ~educt!~ tor each 
e~ployee that l1ves withln a poverty 
acea (uP to $5,0,00) 

corporate Income Tax deduction 

Any business located within an 
enterprise lone (a ~erc.al 
business ~ust also be locat~ in 
a CAkD~-c~erci41 are. revitali
zation district) 

$S.OOO/peraon 

1979 

11 the bu.iness euat be locat~ in 
·poor treek-

2) .uat be recertified every 1*a, 
)} .-ployee .ust live in a poor track 

1) .uat start construction, 1 •••• 
or buy by 1/8) 

21 .uat occupy by 1/85 

lD years, 9ut feellR9 of the 
respondent 

10 yean 

No, to the beat of hts knowle~e 

Unsure 

Goin9 on 

Guesti.ates 1ge1~19'2 1 .illion 
198) - , .11110n 

The AftOunt of lost revenue decreased 
because less poverty areas in 
Mdssachuletts. The figure. tnclude 
UJ18--2 

11 The prOC)c" v .. copi.ed he. a 
Nev york Stat. Statute 
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SlATE 
llP[ Of CHEOil 

C1tEDll DI 

IDtiA 
Incal. I,. Cr.dlt 

In"lttent in 101. Yent.C.p.Fund 

FORNUlA FOR CREDIT 51 of In"IllInl 

1110 IMfAlIFIES 

CARR! FORMARD 

REfUNOAIIlll! 
aESTRltlIOIIS 

cmu COST 

STUD IES OON£ 

•.• ·n.t .'.II.klt 
I/A'lot Appllc&bl • 

• • 

corpor.lloOI .nd i.41,id".ls 

up I. 3 ,'U' 
No 
10 .. 

a ••. 

n ••• 

RAI~E 
lOCal. I •• Cr.4lt 

In,.sll.nt In R.in. C,pII.1 Corp 

Sal of In,.III •• t 

corpar.tlans .n4 lndi'ldu,II 

4 yurs 

•• 
T~. crldil lUst ~. I.k.n in 201 
Ilcrll.nli a •• r S ! •• rl. Nal 
to .,c •• d SOl of t~. corp. t., 
li.bility in .n, Y"U. 
R •• ilul of SOO,OOO for 5 ,IUS 
"nsurl .s 10 hOI .. c~ of t~.t 
h,s or 1III I. t,kln. I~. fund 
"" tol.lly lubserlbl4. I~. fund 
I' 'till b.ln, offorld ./0 I~, 

inc"ntl'". 
1350,000 lort~ of in,.,tl .. t in 
p.II II lanthl ~'I b •• n jOln,d I, 
• lillian In prl •• 11 fundi. 

IISCI*SIN I~DIAMA 

Incal. I,. Cr.dll Inc"l I •• Crldll 

In,.stl.nt In Ih. Coolunlt, 
O.,.lopo.nt fin.nc. Corp. 
Th. corp. II cOIpriled of • 
non-profit AuI~Oflty .n4 • COIPIAY 
ftull canlrlb"t. Iqu.II, to bol~ 
p.rls. Th. cr.dlt il 7S1 of 
in,.stl •• t i. Ih. Co.,.n, 
corpor.lion, Ind Ildl,idu.ls 

In"Itll.1 In tho Corpor,tlon 
for Inna,.lion DI,"lopllnt 
301 of In''IlltRt 

unl II ."d up 

•• 
IIono 

Th. luI. I.,.ct II hiihly unc.rt. 
Indic.lionl of 1250,000-1500,000 
IOnu.II,. ftc.1 corp. h.,. decid,d 
not 10 I,k. crld •• od onl, contrib. 
to Ik. A~lhorlt,. 

corp.r.tionl Ind indl.i4".II 

.. Ii I 111117 

No 
Ih. cr.4lt I.c.nti •• "plrl. on 
12131/13 "d ,II crldll ... II bl 
t"en by 1/1117 or lOll. 

1~2--II,253,.24 

1913--(10 ful--I25I,571 

n ••• --Thl cOfpor.lion il 100 yount n." 
to 4.lorlil. ill .ff.cll,ln.I' y.l • 
A prolp.clul h.I ju,1 be .. 
co.,I.I.d for III. of Itock in 
t~. COIP,n, • 
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2.1 BURDEN BY rILING STATUS 

Graph 2.11 shows the percent of total corporate taxes paid by 
filing status. Those firms filing as Non-residents pay the most 
in taxes at 52.1% of total taxes paid. The graph and chart 2.12 
clearly show that for firms with equal income, tax incidence is 
nearly the same for each category of return. Overall, however, 
average incidence for nonapportioning firms is lower than for 
other types of returns. This reflects the lower average income 
per return for nonapportioners shown below: 

Type of return 

Resident Apportioning 
Non-resident Apportioning 
Non-apportioning 

Average Income Per Return 

$167,356 
$245,05ij 
$ 31,823 

The purpose of Table 2.13 is to show total taxes owed to the 
State if a flat tax rate were instituted. 

The tax rates which are used are described as "mean", 
"median", and "flat". "Mean" is the average tax rate from Iowa 
data which is calculated by dividing total taxes paid by total 
adjusted gross income. The mean rate is what flat tax rate 
should be if the state wants to collect the same amount of 
revenue. The "median" rate is the incidence at the midpoint of 
the number of returns filed. The "flat" rate is an average of 
the 1984 tax rates of those states which have a flat rate. In 
this table "incidence rates" is synonymous with tax rates. 

The tax revenues for each rate are calculated by multiplying 
the tax rate by the average adjusted gross income. Data is 
presented for corporate income taxes from 1978-1982 and is broken 
down by filing status. 
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Table :>.11 

· 1982 CORPORATE INCOME TAX 
TAX PAID BY TYPE OF RETURN: 1982 

RES. APP. (21.1%) 

NON-APP. (26.8%) 

NON-RES. APP. (52.1 %) 
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Brac:,et ReSldent 

INCIDENCE BY FILING STATUS AND INCOME 
CORPORATE RETURNS 

1ge~ 

Non-Resldent Total 

(000) Apportionlng Apportlonlng Non-Apportion Apportioning 

$0--25 5.20% 4.96'l. 5.51'l. 5.43% 

25-50 5.65'l. 5.44Y. 6.13'l. 6.02Y. 

50-75 6.05i'. 5.89'l. 6.64Y. 6.49'l. 

75-10f) 6.21'l. 6.30'l. 6.76'l. 6.62'l. 

10'J-250 7.03Y. 6.92'l. 7.29'l. 7. 13'l. 

250-500 7.90'l. 8.37"- 8. lOY. 8.20% 

500-1,000 8.43% 9.37'l. 8.99Y. 9.07Y. 

<1,000 9.43'l. 9.87'l. 9.63'l. 9.74'l. 

Totals 8.57Y. 9. 26i'. 7.00'l. 8.39'l. 

Sourc:el Iowa Department of Revenue. 

Inc:idenc:e flgures were calculated by dividing taaes paid by taxable income 
before the federal tax deduction. 



flllNG STATUS 

I!£S . APl'OR T. 

lIOII RES iIPI'. 

R(S. MllMAl'PORT. 

AlL 

flUNG STATUS 

RES. ~PORT. 

NON. RES. APP. 

RES. NONAPPORT. 

AlL 

INCIDENCE ~ATES fOR All FILIM6 STATUS'S 
CIW.PORATE I.~DIIE Tn AETUI!IS 

1978-1'182 

TAl RATE 1918 1.7. 198() 

IlEAl! 9.m 9.061 9.241 
lIED I AI! 6.61% Ul% 6.621 

flAT 6.751 •• 75% •• 751 
!£All 9.52t 9.4ot un 

"£DIAl! 6.001 6.00% 6.00% 
fLAT '.m 6.751 6.751 
IlEAl! 7.51% 7.611 1.681 

IlEDIAIf 6.00% 6.00% 6.001 
FlAT 6.751 6.m •• 75% 
!£All 8.191 1.811 8.151 

IlEDINI 6.001 '.001 6.001 
fLAT •. m 6.15% 6.151 

';.'able 2. 13 

1'181 

9.251 10.341 
6.m 6.00t 
6.751 6.751 
9.531 10.691 
6.00% 6.001 
6.751 6.751 
M51 7.781 
6.001 '.001 
6.75% 6.751 
8.751 '.~1 
6.001 6.001 
6.751 6.75% 

fOR AlL fiLING STATUS'S 
CORP1lRATE IIICOIIE TAl R(TURItS 

1978-1'181 

TAl RATE 1978 1979 1980 1'181 

AY6. ASI ,215,655,480 $209,885,630 '272,753,041 '242,259,968 
IlEAl! $1',840,304 119,015,638 .25,202,381 122,409,047 

IlEDIAIf '14,254,827 113,915,417 Sl8,0~,251 Sl6,061 ,830 
fLAT '14,5~,745 $14,167,280 118,41u,830 '16,352,548 

AY6. JIG! 1549,860,549 1614,381,404 $585,609,983 1546,:10,277 
!!fAlI $52,346,705 158,980,615 '55,7SO,070 '52,044,.109 

I!EDIAIf 132,"1,621 1!~,962,884 '35,136,599 $32,766,617 
FLAT '37,115,574 141,470,745 '39,528,674 '36,962,444 

AY6. ..1 '383,799,010 "75,278,633 '545,1~,193 $490,8'16,982 
IlEAIf $28,823,306 '30,453,871 141,914,383 '37,553,01' 

1lE0IAN 123,027,941 '28,516,718 '32,145,612 $2',453,819 
fLAt '25,906,433 '32,081,308 $30,838,813 .33,135,54. 

AVS. AS!. '1,149,314,93' fI,299,545,667 '1,404,123,217 11,279,261,221 
IIEAN '101,024,774 f1t4,499,973 $122,800,781 '111,935,892 

!!EOIAN S68,958,890 '77,972,7~ '84,247,393 f76,756,034 
fLAl '77,579,752 W,719,333 194,779,317 '86,350,539 

67 

1982 

'270,281,402 
'27,9H,u97 
$16,210,884 
118,243.'95 

$045,472,820 
'69,OO! ,044 
'38,729.369 
$43.569,415 

$455,735,120 
$35,456,216 
'27,344,125 
'30,762,141 

'1,371,499 •• 42 
'132,349,750 
'82,299 ,379 
"2,575,551 



2.2 BURDEN BY BUSINESS TYPE 

Table 2.21 shows the taxes paid by type of business in 1978 
and 1981 (the last year for which this information is available), 
the percent of total taxes paid and the incidence for each type 
of business. Manufacturing firms paid the largest percent of all 
taxes paid in 1978 and 1981. Transportation and utilities firms 
followed by retail trade establishments were the next largest tax 
paying industries. Tax incidence by business largely reflects 
the distribution of firm size across industries. The industries 
with the greater preponderance of large firms (transportation, 
utilities, manufacturing and mining) tend to show higher tax 
incidence because a larger number of firms fall into higher tax 
brackets than in other industries l1ke agriculture and retail 
trade. 
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Table 2.21 

CORFORATE INCOME TAX 1978 AND 19131 

TAXES PAID BY TYPE OF 8USINESS 

BUSINESS 1978 TAX PAID 1981 TAX PAIU 
lq'lt~ 

'l. Of' TOTAL 
19111 

Y. Ut= TOfAL 
1978 

INCIDENCE 
1"81 

INCIDENCE -- ------- .. -._-- ---------.- --_._--- --- _. ---_ .•.. - - - -- - _.- - -------_. - - - -- .--- -"- -- _._- - --._--------_._----- -- ----_.' -- --_ .... _.-
AGRICULTURE 4. I 7.8 ".1)5% b.97% 7.70% "'.7:2% CONSmUCTION 4.5 ~ 4. 4~'l. 4,47;" 7.b7"/. 7.85% TkANS. & UTILITIES 21.5 26.2 21 _ 26"1. 2;' 40% 9.;'3% 9.6~% RE1AIL TRADE 13.4 12. 1 1 "3. ::5Y. 11}.81% 8. ~7i'. Bo 17% SERVICES 3.9 ;'.1 '5. ttb'l. S.91::!% 1.2" 7. ~n. MINING 1).78 1.2 0.77'1. 1. u7"!.. B.BI% 9.31"1. MANUFACTURING 36.7 13.4 36.:L9'1. 29.83% '1.41% 9 • .3JY. WHOLESALe TRADE 10.4 13. 'I HI.2f:i'l. 12.41%. S.,]OY. 8.42'1. F, I &: R~ ~.s. 5.4 ~. 44i'. 4.92% 7.73% 7. lUX OTHERS 0.36 ').27 (1.3h'l. u.24% 7. IJ I'l. 7.90% TOTAL 101.14 111."1/ J(,1I) , 001'. 100.00% 8.7Q'l. 8.75% 



2.3 BURDEN BY PLANNING AREA 

The chart compares corporate tax liability by region for 
1978-1982 and is sorted on the percent of total corporate tax 
liability that each region is responsible for. The row labelled 
"subtotal" refers to the total corporate tax liability of all 16 
Iowa regions, whereas "nonres" shows the percent of corporate 
taxes paid by firms which are not residents of Iowa. The total 
amount of corporate income taxes collected from both resident and 
non-resident firms for each of the five years is shown in the 
bottom row marked "tax". 

As the chart indicates, Region 11 has consistently paid the 
most corporate taxes while Region 14 has paid the least. Non 
resident firms bear a greater burden of corporate income taxes 
than resident firms for three out of the five years studied, 
1978, 1979. and 1982. 
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?a!Jle 2.31 

1 OF TOTAl CORPORATE TAl LIABiliTY 
IY 11£&1011 
1918-1982 

.mOll 1978 1m 1981 1981 1982 
----.. ---.- --*_.--------

"'5. ~.2n ~.~91 48.111 48. bOX ~.911 

SUBTOTAl 4~.181 45.'11 51.891 51.34X 45.191 
II 12.831 12 •• 81 13.121 13.191 It. 491 , 4.~t 4.15t 5.m 5.lox 5.781 
It 6.m Ull 7.381 6.411 4.641 
4 3.51% un 2."% 4. III 4.431 
8 3.m l.27X 3.m 3.m 3.741 

15 2.591 2.m 2.m 2.42% 2.991 
7 2.921 l.m 3.651 3.m 2.721 
2 1.8U 2."1 2.121 2.m 1.591 
3 1.241 1.561 1.861 un 1.521 
5 1.36X 1.581 I. '11 1.94% 1.491 

12 .&:il 1.'21 1.141 1.241 1.361 
13 I.m 1.491 1.721 1.861 1.231 
16 I.In I •• n 1.16X 1.37% 1.141 

• 6 1.421 1.241 1.361 1.34% I.IOX 
1 .611 .bOl .881 .m .651 

14 .291 .361 .421 .m .m 

TG1Al 1 ..... 1 ' ..... 1 I •• tn 1 .... 1 1 ..... 1 

TAl ("I) fI'I,tl2 S114,451 1122,874 IUI,971 1132,388 
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2.4 FEDERAL TAX DEDUCTION 

Table 2.41 shows the effect on Iowa's corporate income tax 
revenues and federal tax payments if the federal tax deduction 
had been disallowed in 1978 and 1982. Total corporate income tax 
collections would have increased by over 20 percent in both 
years. Corporations who are non-apportioning would have experi
enced the lowest percentage increase in taxes. largely due to the 
lower federal marginal tax brackets. 

If the federal tax deduction were disallowed and a flat rate 
tax was applied so that revenues would remain approximately the 
same. then the system could still be progressive as seen in chart 
2.42. The adjusted rate is calculated by multiplying the present 
marginal tax rates by the change in tax Collections that occurs 
when taxable income increases from the loss of the federal tax 
deduction. 
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Table 2.41 EHtd 01 fldt,,1 III Otd.tllon 
Corpor.l. Incol' I •• 

1978 RH,C .. I Apporllo~", No,-k,s,CI,1 Rpporlionln9 Nan-Apporl,onl', 

S,.chl J.c. 100. r.. Otc. f.C. 1 •• 1 I.t. 10 •• I •• Inc. la •• rn DK. fd. 1,,1 Inc. 10 •• Tn Inc. 10" ,.. Gte. ftd. l •• t Inc. 10 •• 1., 

'0-1~ 1l.2~ 33.2l IB.12 198.19 91.17 3U5 430.62 73.21 . 1.10 
2~-50 m.S9 11.11 20.~b ISI.57 83.~2 2~.51 "6.72 m.31 10.1I 
50-75 m.ll b2.02 22.18 150.15 n.01 23.S1 "1.61 123.79 II.b8 
15-100 107.11 49.56 21.54 160.33 73.75 26.03 m.44 liB." 15.55 
100-2~0 ~HO 291." 30.32 930.01 427.81 29.11 1116.00 513.36 22.03 
150-500 499.14 22U~ 26.23 973." 418.02 20.11 m.lO m.26 22.68 
500-1,000 346.29 159.19 18.21 1240.33 510.55 23.32 311.60 170.94 24.18 
<1,000 2115.03 1005.12 18.60 BfI02.45 U8I.U 21.87 502.50 231.15 11.56 

10hls 4JlU6 1902.03 20.15 IIll7.00 5445.02 22.61 4~9.82 2741.80 15.16 

Tol.1 Incr •••• in 
100. h'HI • 20341.67 

1 20.14 

" w 

1982 •• Ild.nl Apportionin, Non-Rlliilot Apporlioning lOft-ApPOftiOfin9 

trlcttl I.t. ID •• TI. Ote. f.6. 1 •• 1 1ft<. I ... T •• Inc. 10 •• Tu Otc. ft'. T •• l Inc. I ... T •• I.e. I ... T.. Dte. Fld. T •• l Inc. 10 .. T •• 

'0-25 63.16 29.06 15.29 122.57 sue 21.02 4lU2 10.24 8.8'1 
25-50 ItI.41 65.0B 20.53 163.15 75.05 25.86 545.20 10J.l. '.14 
50-IS 148.26 6B.20 20.B5 15B.12 13.01 24.42 m.os 133.82 1.91 
15-100 114.68 52.75 21.16 116.76 53.71 19.21 m.12 134.05 10.18 
100-250 455.(1 209.51 12.95 811.32 408.11 25.24 98ll. 5~ m.03 IS.12 
250-500 494.74 221.S1 21. I~ 916.~O 421.11 IUS 551." 256.51 24.11 
500-1,000 69B.78 121.44 21.76 BiZ. 71 410.68 13.41 416.21 m.61 20.01 
<1,000 4221.lI 1941. sa 21.91 BI7Q.26 1758.12 15.80 10JO.08 413.11 19.10 

Tol.ls ~43.'2 2918.20 22.10 \l\26.41 ~251.IO lb. 57 481UII 18SMS lUI 

Tol.1 Incr"" in 
I 001' h"" I 22612.21 
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2.5 FRANCHISE TAX 

The following tables and charts provide an overview of the 
incidence and revenue growth of the franchise tax. 

Figure 2.51 contrasts the incidence of the franchise tax in 
1978 and 1982 by income class. In 1978 the incidence rose as 
income grew -- financial institutions with taxable income of less 
than $25,000 paid five percent of that income in franchise taxes, 
while institutions with over $1 million in taxable income paid 
nearly eight percent. By 1982, the incidence across all income 
classes was five percent. 

The next bar chart (Figure 2.52) shows that despite the lower 
tax incidence for larger firms, tax revenue from larger firms 
grew at nearly 20 percent per year from 1978 to 1982, while tax 
revenue from smaller firms fell sharply. The reason for this 
pattern of growth can be seen in Table 2.53. The tax base of 
firms with greater than $500,000 in taxable income more than 
doubled over the period, while the taxable income reported in the 
lower brackets fell sharply. 

The last chart shows the increase in revenue if Franchise tax 
rates were the same as corporate tax rates for 1981 returns. 
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Table 2.51 

FR:6J,lCHISE TA>< INCIDENCE 
COMPARISON OF 1978 AND 1982 
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Table 2.52 
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Table 2.53 IOWA FRANCHISE TAX 

lA~ PAID INCIDENl-E. 

, I I, 1 1 HOUSi4Nf\S) 1978 196:: 1978 

~)- .. ~:5 ,k·i .6:. i • 40 cf4.7illl. •• c:; 
5~!ZJ 5.0 ,,.J 

::5-- 5Q1 .1'1 '7'8 • 64 t • 51Z1 l: 15 4 6:;:~, .. 40 c - ~;. III J. -..;. 

50-/~' :1'446.261 .... ~ I $51 :; :'"1. 60 5.6 5.0 .... - . 
~":;- H10 $:,56.846.44 $78.911.9~ 5.8 5.~ 

. 1 -. 25t-1 :1"2.612.971.92 $1 .608.666.91.'1 6.8 5.~ 

.::S-.5M l-:-:,491 • IIr::'" • 04 $~, • 867 • 01 =, . 05 7.4 5.0 

.5-IM .T" -. 145.:::59.9~ $5.019.7111).35 7 . 7 5.0 
1M $I .85"".481 .1>8 .::,.045.264.40 -, • 9 5.~ 
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2.6 POLICY ANALYSIS Of HYPOTHETICAL FIRMS: HIGH AND LOW VALUE
ADDED MANUfACTURERS AND A WHOLESALING OPERATION 

Chart 2.61-2.63 shows taxes paid by firms in Iowa which are 
similar to the hypothetical corporations. The taxes are cal
culated out for three years so that the effect of a change in 
apportionment formula on taxed owed can be fully seen. Simula
tion 1 examines the change in taxes paid by these corporations if 
they were no longer allowed to deduct federal taxes paid. The 
firm which is hardest hit by this policy is the high value-added 
manufacturer with a 31% increase in taxes for each of the 3 
years. The tax burden of the wholesaler also increased 
dramatically at 21% to 22% for the three years. 

When equal weight is given to each of the three factors for 
determining corporate tax liability (payroll, property and sales) 
the amount of taxes owed by the low value-added manufacturer 
increased by the most to 147% of their previous level. The high 
value-added manufacturer and whOlesaler also experience an 
increase in taxes owed but the change is far smaller than that of 
the low value-added manufacturer, 29% and 15%, respectively. 
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::':::::::=::= 

712,18a 

,8,455 
2'13,261 

J88,281 

129 ,eae 

817,~84 

• 4 ~ 
2"1.161 

229,553 

61.bI7 

25,!5l' 
4'.IE: 

1II,8IP 
7,SH 

19.m 
II!.m 

2 

21.475,111 
1',39J,925 
... _ .. _-... _--

b,181 ,,,~ 

4,311.,25 
S71, lee 
451,451 

:;;:::::::::: 

737,1" 

21,583 
318,888 

Ilb,b]9 

451,451 

857,1)9 

311,,68 

?It,8!: 

63.837 

2~,!5t1 

46.121 
lit, ItS 

) ,511 
lUI: 

leB,m 

l 

21,I.e.75~ 

i5.11~.l·:1 
.... - .. --_ .. -
6,m.129 

.,53b.236 
611.005 
472,973 

::::::=:::: ::;; 

m,m 

22,767 
m,m 

fZ!i,891 

f72,1173 

898,8,4 

J~9,t081 

~5?b7~ 

67,:::8 

Table 2.&: 

Page 5 
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l~CR£~S[ u~ OECq[~SE I-I FRC" ~~SE CASE: 
CAS" flC~ -2,518 ·Z.b42 -2,772 
'E;HAL TAlES -2,145 -2,251 -t,36L T.able 2.61 IOWA rms 4,063 4,892 5,113 P.age 6 

I :HAN6ES FRO" BASE CASE: 
:AS~ FLOV -.311 -.m -.m 
FEDERAL TAlES -.m -.721 -.721 
IIJIIA TAUS 29.531 29.31% Z'I.II % 
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Hiii" :"1 ~1~~lL;: !OJ,l I\CO£L "'able 2.62 
HlfC>i"ElJC"l Lall v"lU£-~H;tl' ""friL:~H:~'iJ~H Page 1 
if";[ L,..SE 

•.....•••• '5~prION,················ 

~;t IE.k SOLES I"~ S.83e.e~, 

:06; .5 , OF SALES 91.5n 
So'" .~. , Of SOLE, ~."~ 
VHE> ,lfENSES INEI) 4S t Of S.LES .01~ 

.,'6, PEr" AS ~ OF "Lto .9B' 
INFL;.TlON ~"IE 5.181 

··········I~I INfOR".rION·····-----· 
;'.f~L' fA[TIlI' s,.n~ 

f'OPE~T, f :"TO!- n.H~ 

S~l(S F'[lOR 2B.H:' 
lI£lOIlI F{)!1 P:..RQlt ~ Htl O~ .H~ 

NEI6HI FOR P~OFEPI F~IOf .BIl 
"1.~1 FOl< S",ES F'(lOf lIe. ea. 
HO. T;', OEwmSLE ON WNA ~E1ll1'~S st.Ile' 

----------I~l~I~L T.I ESIl~lt5-···· 
FED"·, I.' O:.I[ ON B'~'·EI 1~.7S1 IS.m IS.?5I 

FEO[~;,~ ""~jN"l P.ll 4UC~ 4UQ', 4UIll. 
FEDE>., r,H l>~~~~fT 7S,~Be 7~.UB 7~.eae 

10W~ w I'oE ON ~~'.I EI e I e 

10." ~~~iN~l ~~T[ o.H~ b.ee~ b.II' 
lOtI' IAI 8I'"C~El I I I 

-·--------t; .. -;H FLOW ~~~~Sl~,--------
IE~ • , 

• , 

~'~l [5 8.831.e0i 9.:7l,5t1! ~. 73~.ljS 

L ~~~; 8.e7Q.45t 8.46:,4:3 8.917.S94 

---------- ---------- ---.------
6R~S; f'~Of I: 7S8.S5B 1aa.p'B 827.181 

s"" .. S2Q .881 ~t-.::ql 584,1" 
OlH[, EI~E~;[~ sLIm S!I,o]9 ~8,41e 

OEmW!l()1l 7Q,47' Sl.4H 8'.blb 
::.::.::::==:: .. ::..::::::: .::::::::::::: 

PROFll 8Wv~ r •• 88.311 Q2.71S 9) .3~1 

IOk- r~1 m 9i6 1 ,fl;~ 
HDEh~L T;;I 21,b9. 22.44S 24.281 

F~Gf II ~f lEf H.I bb.bb' o'.~2 7~.B47 

"~I : 
W'El-llDN 1,.471 83.444 S; .61b 

MEr C~;H Hero 146,139 J52.13' 159.~.3 

O~['"lL IfFo,rlGH"lNT F.C:QP .28 
lOW- IU'~E SEfa" I.'ES 17.6bl 18.54; 11.4'8 

iO~ 1.'.9l[ IN(O![ 15,~Q8 16.zq9 11.14, 

FEDE'.' IAIES DEPUCIE~ ON lOW. ~[TUkN 2.m Z.244 2.428 
SC 



IOW~ :M S!'UL~r rc~ 'OVE, 
~~ "~lHn !ct.~ La .. 'JAt o£ -ADrED !':""UF ACTURE~ 
Si'U,A1iOk I-we DfOucr;Ok Fe, FE*h~l TAlES 

.--------ASsU'~:lOHS-·---··---···---

FI$( YEA~ SA~ES III 8,m.m 
COGS ~S I Of S~LES 01.511 
561! 'S I Df SALES 6.Nl 
~'H[' [IPEKSES (H[I' AS 1 Of SAlES .681 
A~6_ DE'!. AS I Of SALES .9': 
l"FLMION RATE 5.11: 

---···----TA! :NfO~"~T:ON·----·-·---

PAYP-Dll F4CTOP ~."l 
N'O'WY FACTD~ 7~.m 
,_LE, FACTQR 21."1 
IE;6.1 FOR ,.vRell fACID~ .m 
IfI6H! FOR ~~OrEPTY FACTOR ... t 
I(I6,T FOR SALE; FACTOR LII.en 
FED. TAl VEDurTA8Lf ON lOlA RETURNS .N' 

--"'---"IM1!IAl TAl E5Tl'AIE$····-
FEDERA, TAl DUE 0» BRAcKET IS,IS! 
FEOEFAl ftAR.INAL RATE 1I.8r. 
'EDt!AL TAl 8RACIET 7S,"8 
lOlA TAl DUE ON 8R~C<E! • Ie-~ ~6INA; .ATE un 
Ie-A TAl 8RAc'E~ 8 

----··----CA5H ftOl ANA~lSTS··----·· 
Y(Af 

SA:.ES 8,8:l1,IU 
COGS 8,'79,45e 

_ ... --.-----
61103; PROf IT ~.~I 

SoU ~~t8fl 
UTHER ElP£"S£S 52,991 
DEPRE C 1 AT "IH 79,'1' 

::=~=:::::::= 

~~:: JE£FO'£ TAl as. 3ft 

lOO~ TAl 1,.61 
F[vEioAL TAl 21,646 

f'Q~_'::' IlrT[q TAt b6,Sql 

ADD: 
DFP[C!AT!ON 7~.H' 

Nt i C;+'Sr; h nv I46,B64 

OVE'=cL 4P~O~"ow~,N7 FACTfJI! .21 
rew. INC3"E PE'QR£ TAlES :' .6<8 

IOWA r~I~?l[ INCO"£ 17 ,66~ 

n~£~r.~ !~lES D£I'lijC~ED ON W.,A RPU~~ r 

15,7)11 
4'.111 
75,lIe 

• 6.111 

• 

9,271,SII 
8,483,41) 
--------

788,178 

556,29' 
55,62'1 
8~.4H 

::====::.;;;::~ 

92.715 

1, I 13 
12,391 

69,211 

83,444 

152,655 

18,51l 

18,54) 

I 

15, 'Ie 
48.m 
7S,II' 

• 6.lIt 

• 

3 

9,m.17S 
6,flI7,SQ4 

.. ---------
827,'81 

584, :15 
58,418 
B7,616 

:'0::::='=:;';::::: 

91,l51 

1.168 
Z4,n) 

71,m 

8:",016 

ISQ.m 

19.478 

19,478 

8 

,able 2.62 
Page 2 
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:NcR£~SE GR DECRE.Sf (-I F~O~ BASE CASE: 
CASH FLOM -75 -SI -88 
'£DERAL TAXES -51 -54 -58 
IOIlA TAlES m I~ I4S 7able 2.62 

Page 3 
t CHAAGES FROft SASE CASE: 
C~SH FLO» -.l5t -.151 -.lI>t 
FEDERAL I AlES -.m -.m -.241 
lDMA TAlES 13.331 l3.m 14.1'11 

I 
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IONA :~I SI"U,AT10N "ODE, 
HYPOTHEllCAL ~OM ~ALUE-ADDED "ANUFACTURER 
Si·~~AT;PN 2-EQUAlLY weIGHTED APPORTIONftENT FACTORS 

---------ASSU"PTIOHS---------------
!ASE YE~R SALES lSI 
(065 ~S : OF SAlES 
SSIA .S I OF ,ALES 
~T~€R flFENSES (H£II AS I OF SALES 
AVG. OEFR_ AS 1 OF SALES 
INFLATION RArE 

----------TAI INFOR"ATION----------
,AvRQll m;OR 
PRDPERTY fACTOR 
SALES FACTOR 
MEl6HT Fm< PAYROLL FACTOR 
MEiSHT FOR ?ROPERTy FACTOR 
MEISHT fm< SALES FACIOR 
FED. TAt DEDCCTAPLE ON IOMA REIURNS 

----------IHIIIAl TAl ESTI"ATES----
FEDERAL TAl DUE ON BRACKET 
FEDERAL ~GIHAl RATE 
fEDE~AL TAl PRA<KET 
IC~~ TAl DUE ON PRA<~El 

I:MA ~Al>6INAL RATE 
IONA TAl BRACKET 

----------CASH FLON ANAlySIS-------
YEAR 

SAlES 
COGS 

6I!OSS FRom 

S6~A 

OIHER ElPENSES 
DEPRECIA'ION 

PRJFIT BEEFORE TAl 

IG.A TAl 
FED£RAl TAl 

?ROFIT AFTER TAl 

AnD: 
DEPRECIATION 

NET CASH flOM 

OIERALt ArPD'IICN"EHI FACIOR 
IOM~ IN~O", BEFORE TAlES 

IOMA TAI~BL[ INCOI[ 

fECE~Al IAJES DEDUCIED ON 10NA REIURN 

8,838,11' 
91.511 
6.111 
.m 
.m 

5."1 

so. en 
72.m 
21."t 
33.m 
33.m 
33.m 
58.m 

15,758 
41.m 
75,", 

I 
6.m 

I 

8,831,11' 
8,179,158 ---_._---

m,S5I 

529,", 
52,98' 
79,471 

:.:::::::::::::::. 

88,381 

:,316 
21,111 

65,841 

79,471 

145, III 

.19 
4\501 

38,m 

4,969 

15,751 
41.1.1 
15,1" 

I 
6."t 

I 

1 

9,271,51' 
8,493,423 
---~------

788,178 

556,Z9I 
55,629 
83,144 

=::::-::::.:.::=:: 

92,715 

2.411 
21,B68 

68.'Z7 

83,44' 

151,871 

45,739 

11,345 

5,)91 

15,151 
41.111 
75,"' 

• 6.ut 
I 

3 

',735,115 
8,917,594 

----------
8i7,181 

584,115 
sa,II1 
81,616 

:.:.=;::.=~~:.: 

97,351 

2,531 
23,678 

71, lIZ 

87,616 

158,157 

48,126 

42,186 

5,841 
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INCREASE JR .ECREASE (-) FRO" SASE CASE: 
cASH 'LON -82B -B •• -91& 
'DERA:. T;1I£S -552 -577 -&83 Table 2.62 !OIlA TAlES 1,3Bl 1,443 I, Sit! !'lage 5 

, CHAN6ES FRO" BASE CASE: 
CASH F~O~ -.571 -.57X -.m 
fEDERAl TAlES -2.blI -2.571 -2.481 
:CNA TAtrS 14l.bSI 147 .521 147.421 
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10";' 1"1 ~:~~t.h~lC~ PlL"t .. 
!'able 2.63 ;(\cor;4£t!C~i. OH(L:;.LI'6 OfE~~:ION 

~AS~ ,"5~ 
!"'age 1 

------·-·.SSU~FIIONS---············· 

~~5£ l£~' S"lES "I ;.In.e~ 

C06S ~s ~ OF S~lES 73.4.t 
SS~~ ~S ~ Of SAltS lUll 
vrHE, EIFENSES 'NEIl AS t OF SALES .51t 
~;6. DEFR. AS l Of SALES .~l 

lW'l.!lOW >ATE ~.m 

-·--------TAI INFOR~.IION··········-
~':lA(lll FACTOR 4I.ln 
frorE-a fACTOR 52.111 
S.\t.ES fAC;Of< 39. tr. 
W£16~1 FO' ~,'ROLl F"~IO, .te: 
wEI6HT FO~ p;O<EFr, FACIOR .en 
_EI6.1 FOR SALES f.CIOR III. ttl 
FED. :AI OEDUCI.8LE ON lOll. RElll,NS sue: 

----······IMITI.t I~I E511~AIE5-----

f(DE,Ol I~t DUE OK SF.erEI ~.~5' lS,lSe 25.151 
FEDE;~l ""RGIMAl "IE 4b.Ht 4Ult I&.m 
F£tHA, Ii.I 8A~('l I 111.118 In,8n In.II' 
10". f.1l OOJE eN ~~AC'El 1,51. 1,511 1.511 
IO.~ ~.fOlMoL RATE 8.81', B.m B.m 
;0 •• I.: p.r.nrl 2S.tH 2S.IBi 15.191 

------·-·-CASH FLOlI ••• L'SIS······-· 
'E~P 2 3 

5AL~5 l.'d,dl 3.m.HI 4i"~.Z51 
LOSS 2';15.811 2.B51,591 2,994.111 

---------- ---------- ----------
SAC;; fRO; 11 9B4.2" 1.lj~·,411 1,185.181 

S~. BI1,988 84;,145 88~'.1'11 

OIHER ETPE~SES lB. SQ. 19.425 zt.;% 
W>EW!ION IS,511 19.425 2~.l9b 

~===:::.::==:: :::::::::::: :::::::::: 

HiO,I1 8EEFO,E 1 ~J 144.:.81 15t.~15 l~q.'~1 

IOWA ,0, ~, lib l.4SI l.b;4 
mrR .. 1';1 44.687 4J .BI& 5J.?1& 

nom hflH TAl q~.3ai lil.IB8 114.18e 

"(Ii': 
WHCI'TlOll IS.m lq.4~5 ::e.3Qo 

Mel C.SH flOY 1\\,8.' m.m t,~. ~n 

O'E'~L~ ~prO'l!Oij"tH' ,~crop . :q 
IO.~ !N,O"E ~E";E 141E: :;b.~n 59,IQl b2.145 

:~IMM Tr,rM~lf INCOME 47,5'Q 49,761 5,.152 

t[DE'·~l WES DEDUCTG O~ lO~. RE:UI<N B .• 'B '.3:,a .,9,) 93 



':'able 2.63 

iOiA TAl SI"UcATICN "ODE. rage 2 
HYPUTHE'iCAl ~HOl£SAlI"6 OPERATIaM 
SIrru:_~fION HO DEDll[flOM FOR FEDERAL TAlES 

-·-------ASs~'TTaMS----------------

F~SE YEA~ SAlES IS) .,718,181 
rOGS AS t OF SALES 73.481 
SGI~ AS 1 Of SAlES 21.7It 
QT_ER EIPEMSES IMET) AS t OF SAlES .Sf! 
A"6. DEP~. AS t OF SAlES .m 
IlIfl~lIaM R~TE ~.1It 

----------TAI INf~TIO.-----------
PAYROlL FACTOR 4LIIt 
'~0Pt~1l FACTO~ ~2.m 

SAlES FACTOR ~.m 

II£ISHT FOR PAYROLL FACTOR •• t 
IlISHT FOR PROPERTY FACTOR .Nt 
lEIGH! FOR SALES FACTOR I •.• t 
FED. TAl DEDUCTA81E aM I~ RETURNS •• 1 

----------I"ITIAl TAl E!TI"ATES-----
fEDERAL TAl DUE ON BOAC.ET 25,151 25,751 25,751 
FEDERAL "AR61N4L RATE 46 •• 1 46. lit 46.m 
FEDERAL TAl FRACrET 1",118 In.HI III, •• 
IONA TAl DUE aM B~iCKEr I,~' 1,51' 1,511 
IONA ~R6INAL RATE Uft un 8.181 
:OMA TAl BRACrET 25,111 25,111 25,11' 

----------cASH FLOW AMA~YSIS--------
YE»- Z • • 

SALES l,7II,IN 3,885,111 4,179,751 
C06S 2,715,. 2,8'iI,591 2,994,171 

.. -------- -------_ .. ----------
GROSS PROF IT 984,211 1,1~3,41. l,m,lSl 

sm BIZ,_ 843,145 885,197 
OHlER Elr£MSES 18,~ 1',425 21, ~96 
DEPREC!ATIOM 18,518 1',425 2I,m 

---------- =::::===:;;;:;; ::::;:::~:: ----------
P~OFJT aWORE TAl 144,lIi 151,515 IS9,191 

rOMA TAl 4,.2 4,221 4,464 , 
m~"L TAl 44,287 47,512 51,878 

~IT AT!ER TAl ",.11 99,785 113,149 

ADD: 
DEPRECIA; II. 18,511 19,425 21,396 

• 
liE! CASH flOW 114,511 ll',Zll 124,145 

O~ET!ALL APPORlJOIIi[~T FACTOR ,39 1 
IO~A IMC~E BEFORE TAlES 56,277 59,.91 62,145 

IOM~ !AIA81E INCO"E 56,.77 '9,191 62,145 

FEDeRAL T~IES OEDUC1EO ON IO~ RETURN I I I 94 



!~CR,"SE OR ",CREASE i-I I'RO" 9AS£ CASE: 
,AS~ FLOW -:.76 -483 -m 
<mR;1L :,U(5 -311 -3H -'·b8 ':'able 2.63 
[vIlA :ms 696 140 881 Page 3 

l :H~N6£S FRO" BASE CASE: 
C~SH ~'LOW -.331 -.~41 -om 
FEllfRAL fAlES -om -0124 -om 
lONA :AIES 2t.eat 21.441 2!.lI7t 
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Table 2.63 
Page 4 

:n~ TAl S:~UlAT:nN "ODEL 
~'i'9 THP; CAL MHOLESAlllI6 OPtRATI ON 
S!~ULATION 2·EQUAlLY MEI6HTED APFORT(ONfttNT FACTORS 

---······ASS~P!IONS--···········--· 

F~5E fEAR SALES (I. l.7"."1 
;CSS ~S : OF SALES 73. III 
SOLA AS I OF SALES 21.781 
~TH[R EIPENSES (N£T! AS I Of SALES .511 
AV6. DEPR. AS I OF SALES .~Il 
INfLATION RATE 5.111 

----···.··TAI INFGRftATION·····--···-
PA'R()ll FACTOR 41.811 
PROP!:RTY FACTOR 52.181 
SALES FACTOR ,U.I 
Ij[IG1H FOR PAYllOU FACTOR 13.331 
MEI.HT FOR PROPERTY f~TDR ".m 
II£ISHT fOR SAlES FACTOR ~3.3n 
'EP. TAl DE~UCTABtE ON IOWA RETURNS 5UIl 

---·····--INITTAL TAl ESTI"ATES"---
mE~AL ldl DLI£ ON BRAcn r 25.751 25.75' 25,751 
f"ERAL "AR6INAL ~ATE 4I>.m '1,. HI 46.U1 
'ElERAL :~I 8RAC~ET III.HI III,all m •• 11 
lelIA :Al OU[ Q~ FR~m 1,511 1.S" !,SBI 
19MA ~R6!WAL RATE un B.HI Ult 
laNA TAl BRACKET Z5.m 25.18' 2S,j81 

----·····-[RSH fLON ~rsls···--··-
V~AA 2 l 

SALES :,781,811 l.BBS .... 4.119.25' 
C06S 2.715.8111 2.m.SH ?~~4.:7' 

----~----- --_ .. ----. ----------
GROSS PRQfIl 984.211 ! .133. HI t. 185. 881 

5m ee2.~H en.m 885,197 
OTlfR EIPENSES 18.~" 19,425 2a,:'Q6 
!lFRECIATIOII 18.SH 19,425 = •. m 

-::;::::.:~::= ::--:::~::=~ ::::-::;:~:~~= 

P~OFI' 8EEfORE TAl 144,38 m.S15 159,191 

;O~~ TAl 3,198 1.~S 4.212 
FEDERAl TAl 44,381 47,619 51,999 

>1IDf IT AfTER ! AI "b,IZI 19.911 111.89' 

~nD; 

DH'REC IA 11 ON 18.511 19.425 28.,96 

Hn ::ASH ~LOIII 114.621 11.,336 174,,86 

0YEP~LL APPO'TION!EN! fACTOR .44 
:OWA tN~ 8EfORE TAlES 63,4V2 66.667 71 .... 

rOllA !~[A8L£ fNCOft[ 53.728 56,19J 5B,7B' 

FEDERAL TAlES DEDUCTED ON laMA RETURN Q,764 11.474 11.221 
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'~CREASE OR DECREASE ! -I FRO" BASE CASE: 
rA~1oi ~LOM -266 -277 -291 Table 2.63 'DERAl rAIES -226 -231 -247 Page 5 
,,)MA TAlES m 514 538 

: CH.N6ES FRO" BASE ~ASE: 
:ASH FLOW -.m -.23t -.2S1 
FEDERAL TAlES -.511 -.511 -.181 
IDNA TAlES 14. en 14.781 14.691 
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3.0 SALES AND USE TAXES 

3.1 BURDEN BY FAMILY SIZE 

3.11 Iowa Optional State Sales Tax Table 
3.12 Sales Tax Incidence by Family Size 

3.2 BURDEN BY TYPE OF BUSINESS 

3.21 Retail Sales and Use by Group 
3.22 Percent of Total Sales Tax Receipts 
3.23 Percent of Total Sales Tax Receipts 
3.24 Percent of Total Sales Tax Receipts 

(graph) 
(pie graph, 
(pie graph, 

3.25 Percent of Total Retail Use Tax Receipts (graph) 

3.3 BURDEN BY TYPE OF TAX 

3.31 Sales and Use Tax Receipts, 1978-1982 (chart) 
3.32 Sales and Use Tax Receipts, 1978-1982 (graph) 

3.4 BURDEN BY PLANNING AREA 

3.41 Percent of Total Receipts by Region 

3.5 POLICY ANALYSIS 

1978) 
1982) 

3.51 
3.52 

Revenue from the Taxation of Food and Drugs 
Incidence of Sales Tax on All Taxable Goods and Food 
and/or Drugs 

3.53 
3.54 

3.55 
3.56 

Revenue if Food Were Taxed But No Services Were Taxed 
Incidence of Food and Drugs Tax if Credit Were Given 
to Lower Income Filers 
Revenue if All Service Industries Were Taxed 
Revenue if Newspapers Were Taxed 

98 



3.0 SALES AND USE TAXES 

This section presents an overview of sales and use tax 
revenue by type of tax and also provides estimates of the burden 
of sales taxes on individuals. The revenue totals are further 
broken down by type of business and by Planning area. Tax 
incidence estimates by income class are presented for different 
family sizes. 

The retail sales tax is levied by retailers in Iowa on 
products purchased by Iowans for use in Iowa. The use taxes are 
levied on purchases made outside of the state for use in the 
state. Thus, the retail use tax is levied on retailers which 
purchase goods out of state for use or resale inside the state. 
The consumer use tax applies to those purchases by Iowans out of 
state for use in state. Use taxes can be COllected by the out
of-sate business if it has a special license or if it has a 
subsidiary within Iowa, otherwise this tax is self-reporting. 
The motor vehicle use tax is paid whenever a motor vehicle is 
registered (except in a few cases). 
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3.1 BURDEN BY FAMILY SIZE 

On March 1, 1983, Iowa increased its state sales tax from 3% 
to 4%. Because of this increase the State Optional Sales Tax 
Table figures were revised upwards. It can be seen from the 
results obtained in the attached chart that those families which 
earned the least paid the greatest percentage of their income in 
sales taxes. The effect of the increase sales taxes on the poor 
was over two times greater (.26%1.11%) than on the rich. 

Within each income class, as the family size increased so 
did the amount of sales tax paid as a percentage of income. 
However, the lower income classes eXhibited a much larger 
increase in sales tax paid as a percentage of their income 
between a family of three and four and a family over five than 
the higher income brackets. The expenditures required to support 
additional Children consume a larger portion of poor families 
income than of higher income families. Thus, an increase in 
sales taxes has the greatest impact on low income families with 
five or more members. 
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Table 3.11 IOWA STATE tiALES TAx TAeLES 
197!:t-l'J183 

1'118-1982- 1983 
':-.mlly 51.%. Fa .. l1y 5\%. 

INCUI1E 1~2 ~"t.4 over ~ IL2 3M over :5 
--------------- ---------------------------------------- -------"--------------------------------

11-'S,000 71 79 85 '12 103 I Hj 
le,OOI-'IQ,OOO B3 '13 100 It)9 1~2 I "!.(I 

110,,001-'12,000 95 107 114 124 140 149 
$12,001-$14,000 106 1:l0 127 159 15/ 1 .. 7 
'14,001-"10,000 II .. 13:; I~W 143 174 183 
.16,001-'18,000 12 .. 14"~ 151 I .... 18'1 1'19 
119,001-'20,000 135 154 162 179 204 215 
120.001-122.000 144 1 .. 5 173 191 21'1 230 
122,,001-124,000 1'53 I'" 183 :ZOJ 233 244 
124.001-120.000 162 Illb 19J 215 247 258 
'2b,OOI-.28,OOO 170 1910 203 2210 2bl 272 
128.001-S30,UOO 17B 206 213 2!'7 274 21lS 
130.001-132,000 IBb 2J~ 2:n 24B 2B7 298 
'32,001-'34,000 194 224 :nl 2'59 300 311 
134.001-S36,OOU 201 233 240 2b'l 312 324 
136,001-139.000 208 242 249 279 324 3Jb 
'38,OOI-HO,OOO 215 251 2~B .,09 336 348 
140,001-145,000 22 .. 264 211 :5()3 353 3 .. 5 
$45,001-'50,000 237 277 2B4 317 310 3B2 

..... 150.001-15~.OOO 24B 290 297 331 3B7 39'1 
0 155,ool-'bO,ooO 259 JOl 310 345 404 41 .. ,... 160,OOI-lb5 r '

)OO 270 Jib .32":; 359 421 413 
'b5,OOI-.70,OOO :lBI 3:.?Y 33b 373 43B 450 
17u.001-'7!S,Qf)<) 29:1 342 "~49 3B7 455 4b7 
175,00 1-leO.(J(.lO 303 355 3 .. 2 401 472 4B4 
'BO,OOI-'85,OOO 314 J .. 8 375 415 4B9 501 
'8:S,OOl-'Vo,OOO 325 381 38B 4ZQ 50o 518 
'90,OOI-'95,QOO 3Jb 394 41jJ 4U 523 535 
195,001-100,000 347 407 414 457 ~4u 552 

F.ctor II 13 13 14 17 17 

• Between 1978 and 1982 the Optional Salea Tax Table for Iowa did not change. 
Source: IRS, Form 1040, 1978-1983 
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3.2 BURDEN BY TYPE OF BUSINESS 

The pie graphs for 1978 and 1982 show that there has not 
been a significant change in the share of total tax receipts by 
business group. The greatest changes are in the utilities/ 
services group and in merchandise. From 1978 to 1982, utilities/ 
services had a net increase of 4~ in relation to total taxes 
paid, while during the same period, merChandise fell by 3%. 
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lIu •• 6r01l9 

food 
tlhaltul. 
"',,~ .. d1Se 
fIotor Vtll 
UtilI t ./5«. 
"I§(. 

Tot.1 

e. •. GrllIIo 

fClt'd 
l1li01 ... 1. 
"",'h.ndl~' 

fIota' "tII 
Utlllt./Ser, 
III" • 
Tot.1 

Table 3.21 

~ 04 TOTAl RETAIL USE TAl PECEIPTS 

191B 
Un 

1 of Tot. 

.2n 
23.911 
13.m 

.9bl 
12.941 
4B.25' 

In. III 

.' 6R1lUf' I 197B·1982 

1979 1981 19BI 
U., ~ Ust 

1 of Tot. 1 of Tot. 1 of lot. 

.14':. .121 .171 
23.421 23.81>1 25.m 
13.451 13.891 12.481 

.971 1.121 .9.1 
I3.~Tl 14.131 IU21 
48.441 4UBI 45.151 

In.1eI In.tIt In.nl 

1 0' TOTAL SAlES TAl RECEIPTS 
By 6IIOUP 
mB·I9B~ 

1'192 
Un 

1 of Tot. 

.211 
23.m 
14.m 
.~1 

IUBI 
44.m 

111.111 

Iq76 1919 19Bt 19B1 19B. 
Silt. $01" s.l,~ S.lts S.I.s 

1 of lot. 1 of Tot. 1 Of Tot. 1 of Tot. 1 of Tot. 

II. '81 11.791 11.821 12.911 13.251 
l~.q:i:' l1.m 17 .881 15.m 15.271 
~l.111 32.681 32.m 31.781 31.421 
•• 591 •. m b.531 •• B91 •• 131 

22.Z4l 21.m 21.m 23.761 25.m 
'.481 9.421 9.2U •• 751 8.321 

181.117. 181.117. IA.m 188.117. 1".Hl 
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Table 3.22 

% of TOTAL SALES TAX RECEIPTS 
Sales 

e- Food 

e- Wholesale 

*- Merchandise 

6- Motor Veh 

.- Utilit.jServ. 

~ Misc . 

~ ~ 

...... 
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Table 3.23 

% of TOTAL SALES TAX RECEIPTS 
BY GROUP 

,(16%) 

~(12%) 
(34%)-

-(9%) 

(
.., ow )_' 
I ,0 

1978 

[ill] Food 

1.1 Wholesale 

S Merchandi se 

ffilll1l Motor Veh 

Utilit./Se(v. --
~ Misc. 
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Table 3.24 

% of TOTAL SALES TAX RECEIPTS 
BY GROUP 

r-( 15%) 

(31%)- --(13%) 

-{8%) 

(6~)-' 

1982 

[ill] Food 

II Wholesale 

8 Merchandise 

n Motor Veh 

= 
Utilit'/Serv. -

~ Misc. 



Table 3.25 

% of TOTAL RETAIL USE TAX RECEIPTS 
BY GROUP 

G- Food 
50' , 

e- Wholesale 
~ )( Merchandise 

Ir- Motor Veh 
40\ ~ 

.- Utilit./Serv. 

~ Misc. 

c; JO\ J 
I-

.... ...... ~ 0 0 
8 

0> 8 8 
fJ 

~ 
20' .. 

~ 

~. 

T 
10\ -

o. • $ • • 
1978 1979 1980 1981 1982 



3·3 BURDEN BY TYPE OF TAX 

Chart 3.31 shows total tax revenue from sales and use taxes 
by type of tax. This information is plotted in graph 3.32 to 
show the magnitude of the difference between retail sales tax 
collections and revenue from the other use taxes. 
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TAX TYPE 

Table 3.31 

SALES AND USE TAX RECEIPTS 
BY TAX TYPE 

1978 1979 1980 198\ 1982 
----------------------------------------------------------------------------------------_._-----

RETAIL SALES $317 ,941 ,759 $358,078,310 4'393,327,019 1392,761,869 $402,019,740 
RETAILERS USE $36,241,962 $40,985,260 $45,')93,774 $47,717,437 $48,487,732 
CONSUMERS USE $13,283,649 $14,067,967 U4,893,698 $19,214,574 $17,285,537 
MOTOR VEHICLE USE $55,053,285 $62,199,549 fb1, 782,172 $50,049,199 $50,153,366 

TOTAL :f422 ,520,655 :f475,331,086 ;f515,096,6bZ $509,743,079 $517,946,375 



500 

'J'able 3.32 

SALES AND USE TAX RECEIPTS 
BY TAX TYPE 

~ RETAIL SALES 

~ RETAILERS USE 

~ CONSUMERS USE 

~ MOTOR VEHICLE USE 

o I ). [ x r 1'>'\] I " I h V d>'J I " lC>4' 4'>'] '" "Yf <1'i'> 1 I" rvr <f>'l 

1978 1979 1980 1981 1982 



3.4 BURDEN BY PLANNING AREA 

Regions 11, 10, and 7 provide the most sales and use taxes 
of all of the regions, about 40~ of total tax receipts. Thus, it 
is these regions which carry most onerously the increase in sales 
and use taxes. There are no significant changes in the rating of 
the areas according to share of total tax paid for the five year 
period. 

It is interesting to note that the net change in the per
centage of total taxes paid for the period 1978-1982 is greatest 
for the two regions which already pay the most in sales and use 
taxes. Region 11 experienced a net change of .36~ while Region 
10 saw a net increase of .44%. The net change figure is cal
culated by taking the difference between percent of total taxes 
paid for each year then summing these differences. 
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Table 3.41 

4 Ut-= rUl1\L· 
'Ut.< kLLl.lI~l~ 

&V Hl:.ull1N 
(lCnB'-1'i~2) 

•••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 

I
'
w 

F.'ega on 1979 IY7Y 198':' 1991 1992 Net Ch.no.·· ---"--
----------II 21.477. 21.31% ~l.44i'. 21.4:lZ 21. 94)( -.3b% 10 11.7:1)( 1l.14i'. 1:.1'.05% 12. (1)( 12. (9)( -.44% 7 9.14% 7.Yl% 7.~1'l. 9.19Y. 7.90X .24. 9 7.64'1. 7.54~. 7.:1:>. 7.911X 7.99. -.~4'"1. 9 b.79)( b.b9)( b.73% 0.82% b.74% .04X 4 60.,'5% s. 'U 1. ~.b~'l. ~.bU'l. lI.b9X .3b' 2 lI.I:>X ~.:!v1. :',1U% 4.92Y. 4.977. .19)( 13 ~.1)8Y. lI.20' 5.2714 lI.,n lI.21X -.14)( 3 4.94% :1.0:1% :I. 11)( 4.9:;Y. 4.90)( • 14Y. III 4.4/7. 4.103'1. 4.497- 4.30Y. 4.07% • .O'l. II 4.20)( 4.19)( 4.21'1. 4.0b7- 4.02% .11'1. II. 4. lOX ~.97Y. 3.99% 4.32Y. 4.1n -.22Y. I. 3.40% 3.407- 3.41X 3.39% 3.42X --.01% 12 2.1077- 2.79% 2.9:1X 2.bll7- 2.bOX • 077. I 2.57)( 2.103% 2.09X 2.59)( 2.b3% -.ObY. 14 1.59X I. b9Y. I. bbY. I.blY. I.blY. -.04% 

• Totala do not include non-cla.aified information. 

•• 
The net change ia calculated by aumming the difference. between the amount of tax receipt. collected for 
eAch year. 



3.5 POTENTIAL REVENUE IF EXEMPT ITEMS WERE TAXED 

Using 1982 data, the amount of tax lost by the 
giving the food and drug exemption was calculated. 
is shown in chart 3.51. 

state in 
The analysis 

Chart 3.52 calculates the incidence of the sales tax on All 
Taxable Goods, All Taxable Goods and Food, and All Taxable Goods 
and Food and Drugs by income class. The median income in each 
bracket was used to calculate the incidence. All average weekly 
expenditive data is from the Department of Labor Consumer Expen
diture Survey: Diary Survey, 1980-1981 for the North Central 
Region. 

The revenue gain from taxing food but not taxing any 
industries is represented chart 3.53. 

The elderly owner and renter credit for property taxes paid 
was used as a model for a food and drug credit if these items 
were not longer exempt from sales and use taxes, chart 3.54. The 
credit alleviates, to some extent the non-progressivity of a 
sales and use tax on food and drugs, which can be seen in a 
comparison between incidence with and without the credit. 

Chart 3.55 shows the increase in revenue if all service 
industries were taxed and which industries are not presently 
taxed. The total sales for 1981 and 1982 was estimated by 
inflating 1977 total sales figures by the change in the consumer 
price index. . 

The Iowa Tax Study Commission was interested in finding out 
the amount of revenue to be raised if newspapers were taxed at 
sales and use tax rates. This analysis is found in chart 3.56. 
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~ab1e 3.51 

REVENUE IF SALES & USE TAXES APPLIED TO FOOD ~ DRUGS 

l.OST I~EVENUE (1982) 
TAtA(,LE BASE 

CPIU FIGURES 

DRUGS 
FOOD 

RETAIL SALES 

DRUG ~< PROPR IETARY STORES 

FOOD STORES 
GROCERY STORES 
MEAT AND FISH MARkETS 
RETAIL BAf(ERIES 

• OF TOTAL SALES 
DRUG ~ PROPRIETARY STORES 
FOOD STORES 

$88,235, 4~·3 
$2,941,1812),754 

1977 

14<305 
19~.2 

1977 

$275,047,000 

:1'1,969,492,000 
$1,889,452,000 

:f36,<346,01Z10 
$18,261,0012) 

.\~10UNT OF LOST REVENUE ATTRIBUTABLE TO EACH 
DRUG ~ PROPRIETARY STORES 
rOOD STORES 

LOST REVENUE < lq82) 

115 

21~0 1 
~85.7 

$411,298,041 

~S,816,93q17flj: 

6. 60°/. 
93.411)1. 

t5,826,858 
$82.408, ~:'65 



IKCG![ IM,El 

M6 Wm~Y 
EltE~OITU!E ON I KOUSEKGlOS 

fOOD I ORUSS (II IN IRlCI1l 121 

TOIAL AN~UAL EIP. 
OK FOOD I aMi 

IV "Acm 

cos: I~ Slm 0' 
flO ElEJ1PTlOH 

81 iRA(K[l 

Table 3.52 

"~~'.L [IP eN fooe I J,US( 
AND C051 Of fO~C I ORt6 IAI 
BY INta'E 8.ACKEI 

1II1 

A1O\~L 5 W I~" 
~ER K~USEHOcC fRO~ 

flO m~PTlOM 

RATES f'll< 
'000 I DRUGS 

CREal IS 

cmlT 
~iEO 

BY STAlE 

REYENUE 
6A1M fOR 

SlATE 

IICIOOo:E Of 
flO IAI 

illHCR£Ol1 

INC lo!N" Of 
flO IAI 

iiO CR£0:15 
______________________ . _______________________________ --_____ -0---------.-------------------_·--------------_---0---------------------------------------·_--------------------------------

U .• OER 15,000 UU6 56,B62 S52,21715~2 
15,uOO-I',000 U9.1t 25,691 126, m,810 
16,000-17,000 120.12 25,m 1:7,950,091 
17,OOO-18,ClQO m.21 25,.91 12~,l~)v,:U 

18,OOij-19,OOO m.ll 15,.91 1!I,I50,m 
" ,000-110,000 125.92 ll,6il m,m,ll! 
110,000-'12,000 '27.1. 61,91b 188 ,Ill, Oil 
112,000-115,000 m.2B 92,B75 1111,107,110 
115,000-120,000 140.55 177,957 sm,llO, ilO 
120,GOH1O,OOO ISO. 01 m,m 1121,191,091 
OYER no,aoo m.1I 256,912 1101,510,l7l 

101AL 1,053,000 12,211,568,188 

ttl 1981 Ccn\lOur bp.n41ture S:.Hvfy, Dury Sur",!,;, for IiGrth [entf.l Reqlon 
III ItS2 Std •• IIItropohton Ar .. O.t. Book, 1979o.h 

1I)560.~2!. 

17B~,196 

S8:9. ~O! 
189 I, 1'09 
"U,511 

I1,Ol2,910 
12,652,311 
11,21,,211 

111,257, ~Ol 
121,m,m 
121,217,105 

167,157,061 

Ih. co.t to tho .t.t. of tho food t., •• 00pt.on ••••••• .,.4 "Inl • 31 •• 1., I., r.t •. 

>
>-

'" 

f~7.S5 10MOl SI 1 ~~l.,52S I~ .001 1.1~1 

m.5? 10.001 1550,197 Im,m .Il! .5l1 

m." 50.011 su, 12~1 1119,151 . ,51 .50' 
114.68 10. OOl m6,101 1511,60. .281 .m 
m.n 10.00l 1281,Ol5 11.0,111 .M .m 
110.41 25.m 115',127 Im,I12 • !21. .411 
IIZ.BI 25.001 16!l,093 11,911,25~ .191 .m 
m.bS .001 10 lI,ll1,~ll .m .151 

161.21 .001 10 111,251,201 .m .3.1 

178.11 .001 10 11I,l1l,111 .m .~ll 

182.61 .001 sO 121,221,105 .211 .211 

m.78 11,098,211 Iol,05B,821 



>-' ..... 
-.J 

I HCO"E BRACH T 

AV6 mm 
WEWOITURE ON 

TAXABLE 60005 
• HOUSEHOLDS 

IN BRAcm 

Table 3.:'3 
~KNUAL (I~ ON AND SALES 
T ~I OF mA ilE GOO 05 
BI IHeOKE BRACKET 

I~BI 

TOTAL AN~UAL EIP. 
ON T AIABlE GOODS 

ir iRAcm 

SALES TAl PAlO 
ON lAIABlE GOOO~ 

BY B~ACKET 

ANNUAL SALES TAl 
PAID PER HlUSEHOLD 

ON TAIABlE GOODS 

INCIDENCE OF 
INCIOENCE OF SALES TAlON 
SALES TAlON TAl ABLE 60005 AND 

TAIABlE 600~S F003 • DRUSS 

IKCIOENCE OF 
SAlES TAlON 

TAIABLE SDoes 
AND FOOD 

... ----------------------------------------------------------------------------------------------._------------------------------------------------------------------

UNDER 15,000 I4U2 5! ,862 1116,m,ose 11,392,590 177 .25 3.091 1.191 UU 
15,OOO-flO,OOO 158.65 128,466 1391,821,300 Ul,751,m 191.50 1.22% \.761 1.721 
flO,OOO-1I5,OOO '75.41 154,791 Ib07,551,b1S fll,226,640 1117.75 .m I.m 1.291 
'15,000-'20,000 190.87 177,957 1840,846,11'15 '25,225,105 H41.l5 .m 1.171 1.151 
120,000-130,000 1118.65 3JO,U2 12,040,061,140 161,201,814 Iti5.10 .m 1.051 I.on 
O~ER '30,000 1119.90 204,282 $1,592,378,190 147,111,346 12ll.85 .581 .791 .781 

TOTAL 1,053,000 '5,U',OII,780 IItl,572,453 1160.09 



.... .... 
co 

INCO~E SAIcm 

AVo ~W.LY 

':'able 3.5~ 

~K~UAl EIP O~ fOOD 
A~O COST Of fOJO :AI 
8Y INi:OME 9'ACI.£T 

Inl 

TOTAL ~IINUA" tl~. 

mENOllUkE O~ 1 HCUSEHO,tS ON fOOO 
BI BRACK[! FOOD 1 II l~ B~ACKET 121 

COST TO smE OF 
Fooe £lE"PTlON 

BY BRACKEI 

AANlJ~l SA~lHGS 

PER ~ausEHOLD fRC" 
rOOD m~PI !ON 

INtlDENCE Of 
rooo m~PTlOH 

8Y BRACKEl 

-------------------------.-----------------------.-------------------------------------------------------------------------------

UNDER 15,000 m.ao 56,862 14',6H,6U 
15,OOD-IlO,00O 123. q2 I:S,46t IlS9,nl,149 
110 ,000-115, 000 127.58 154,191 1221,995,0[1 
IIS,OOO-120 ,000 m.ls l71,m Im,JOS,710 
I1O,OOHlO,OOO 1\7.90 330,642 1823,561,09\ 
O~ER '30,000 U1.24 2G4,2B2 1S44,~05,303 

IDIAL 1,053,000 12,152,b37,960 

SALES IAI REVENUE If fOOD MRS TAIEO 164,579, m 
SAlES TAl REVENuE rRO" SERVICE IN~STRIES 139,7e4,13~ 

-----------------------------------------------------~~-~-~~-~.~~~.-.--

REV£NUE GAIN If rOOD TAI£D SUT SERVICES NDI 124,195,COO 

{j] 19S1 Cons •• " (,pondlt.re S."el, Ourl Sur", for Kerth Ce,tr.1 Re~iQn 
(21 1982 St.te \ "It,,polit.n Aru O.l. BOQ', 197~ Cit. 

1I,49u,lJ9 
14,793,734 
16,b59,e~2 

110,599,261 
124,70b,391 
116,329,159 

164,579,m 

The cost to the ,t.te of thl food t., e.elptlon ••• le.sured u.ing , 31 s.les t., r.t •• 

m.21 1.051 
m.l2 .501 
143.02 .141 
159.56 .141 
174.12 .M 
179.93 .20X 

161.33 
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Table 3.55 
Page 1 

INCREAS~ IN SAL~S TAX REV~NUE IF ALL 
SERVICE INDUSTRIES WERE TAXED 

1981 AND 1982 

1977 RECEIPTS FOR ALL SERVICE INDUSTRIES 

CPT FOR SERVICE INDUSTRIES 
-------------1977 
-------------1981 
-------------1982 

RECEIPTS FOR ALL SERVICE INDUSTRIES 
-------------1981 
-------------1982 

SALES AND USE TAX REVENUE FOR ALL SERVICES** 
-------------1981 
-------------1982 

SALES AND USE TAX REVENUE FOR TAXABLE SERVICES 
-------------1981 
-------------1982 

REVENUE GAIN IF ALL SERVICE INDUSTRIES TAXED 
-------------1981 
-------------1982 

194.3 
305.7 
333.3 

** TIle sales taM rate 1n 1981 and 1982 was 31 which is what was 
used 1n this analys1s. 

$2,393,'000,000 

$3,765,003,088 
$4,104,924,858 

$112,950,093 
$123,147,746 

$44,225,B79 
$47,380,251 

$68,724,214 
$75,767,495 
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':'able 3,55 
?age 2 

1977 TAX-EXEMPT SERVICES 
1977 

SALES RECEIPTS 
(000) 

1981 ADJUSTED 
SALES RECEIPTS 

(000) 

1982 ADJUSTED 
SALE8 RECEIPTS 

1000) 

-----------------------------------------------------------------------------------------
ADVERTl SING f2~,438 $40,023 $43,636 

SERVICES TO DWELLINGS $31,329 $49,606 $'54,084 

COMPUTER SERVICES $'53,723 $84,528 $92,1'59 

MANAGEMENT CONSULTING SERVICES $50,629 $79,657 $86,848 

MISC. BUSINESS SERVICES $160,842 $253,059 $275,907 

DENTAL $9,923 $1:5,612 $17,022 

MOTION PICTURE PRODUCTION $24,245 $38,146 $41, '590 

PRODUCERS, ORCHESTRA AND ENTERTAIN. $a,901 $14,004 :$15,269 

LEGAL $166,467 $261,909 $28'5,556 

ENBINEERING $91,696 $144,269 $157,294 

HEALTH SERVICES $663,000 $1,043,125 $1,137,303 

EDUCATION $11,000 $17,307 $18,869 

SOCIAL SERVICES $145,000 $228,134 $24S,731 

TOTAL $1,442,395 $2,269,378 $2,474,268 

TAX RECEIPTS IF SERVICES TAXED $43,271.850 $68,081.341 $74,228.037 



'.'able 3.56 

NEWSP~PER TAX DATA 
N 8~ ~ArERS PER YEAR 

1981 1 ',83 
- --,- - ---- -- --,-- --------------, ------- ----- --- -- - - .-_. -- ---------. -------~-

!)A I L_ Y 
~~:...It'JD,('tY 

WEEfL r::::: 

TOTAL 

::97,112)920 
.38,6,:;.:) • 988 
4VJ,524.692 

288.4~1~256 
,38,857.-312 
39.485,[,80 

366,744,248 

:;'-::2, 0Cf8 ~ 7=8 
:;;8 ~ 757 '! 8-~~ . .fJ 

-~9 , .308 , 5l.iS 

q I '" • 1 65. 13.,' 

$4, 101 ,651 

.'4 f~i"';, Dr one '--E'lt per newsPC.,per was used t.o rlc-t.:--=:?rllilne 
P',}L"h-d- I ::d r,,::v,;..:-nue ~"Ofr. ~ new-:;p-iolper tax. 
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4.0 MOTOR FUEL TAX 

4.1 BURDEN BY TYPE OF FUEL 

4.11 Motor Fuel Tax Receipts By Type of Fuel 1978-1982 

4.2 BURDEN BY INCOME BRACKET 

4.21 Annual Expenditure on Motor Fuel and Cost of Motor 
Fuel Tax, 1982 

4.3 POLICY ANALYSIS 

4.31 Revenue if Motor Fuel Were Taxed at Sales and Use Rate 
and Additional Revenue if Gasahol Were Taxed at Gaso
line Rate 
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4.0 MOTOR FUEL TAX 

The motor fuel tax is levied on the number of gallons pur
chased of gasoline, gasahol, diesel, liquified petroleum gas or 
aviation fuel. The tax varies depending upond which type of fuel 
is purchased. 
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4.1 BURDEN BY TYPE Or FUEL 

Chart 4.11 shows for 1982 the tax rates for the different 
types of motor fuel in addition to the amount of fuel purchased 
and the tax revenue from those purchases. 
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FuEL 1978 ItTll} 

Table 1.11 
M010r.: FU[1. TAX RCCrIfTS 

ltv TVr'F Of FUEL 
1979 - 1 '}f):2 

190(, 1981 ._-------- .. _-------------_ ... _---_._-_ .. _------_._-- ._--------_.- ---- .. -.-- _._--_._._-_. __ ._--

Sourc.;e: 

,... 
IV 

'" 

(jAS f 135 ,:;(38.1(19 
D I E~~[L f:?4 I BS:-,87u 

LPG $168,589 
AV1AliON 1577,812 

GASAHOL '1) 

TOTAL f 158,037 ,38(1 

Data was compiled by the 

tI33,:'::-:-·8, 11)9 .1 ~b,e::'l,bIJI t 1 3b I 4~b ,')~8 
1:-8,75"3, ('91) .1:;1),('43,717 f34,:?Ql,947 

':::32,986 $374,557 002,91>9 
$079,341 f639,1~~ Ib83,473 

~O $(1 15, '11)6.742 

'162,903,526 "167,08 Ij,'180 1178.11)1,188 

Iowa Dep.:.rtmL'nt of Rever.ue. 

190:Z 

:1119, 722, :Z9~ 
':40,398 1 '!>bb 

$1,398,12b 
fI>BJ,I>B6 

:f34,41)3,090 

$196,600.168 



4.2 BURDEN BY INCOME BRACKET 

Chart 4.21 shows that the motor fuel tax is not progressive 
since the lower income brackets bear a greater burden as a 
percentage of their income than the higher income bracke'ts. 

METHODOLOGY 

The average weekly expenditure on motor fuel data is from 
the Department of Labor Consumer Expenditure Survey: Diary 
Survey. 1980-1981. The data on the number of households in each 
income bracket for Iowa is from the Bureau of Census, State and 
Metropolitan Statistical Abstract. The total annual cost of the 
motor fuel tax by income bracket was calculated by allocating the 
total motor fuel tax receipts for 1982 over the brackets accord
ing to the percentage of total expenditure on motor fuel. The 
incidence of motor fuel tax is calculated by dividing the annual 
cost per household of the motor fuel tax by the midpoint of the 
income bracket. For the over $30,000 bracket, $40,000 was used 
as the income level since the average income of households in 
that bracket was calculated as approximately $40,000. 
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1~,802 
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1154,191 
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U1O,I>42 
UG4,282 
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1122,990,137 
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m.,I49,Ut 

11,101,032,241 
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11.811 m,82I,~2 '101.~9 1.431 
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37. III 175, 288, ~21 1221.10 .911 
21.511 m,8i$,9U lZU.lI> .m 

100.001 .m,~9,908 



4.3 POLICY ANALYSIS 

In chart 4.31 it was assumed that the price for all types of 
motor fuel was the same. The 1982 price for motor fuel was 
obtained from triple A. The price included all state and federal 
taxes, so the average Iowa tax rate on motor fuel was subtracted 
from it to get a better figure for price of gas before tax. The 
tax rate per dollar of gas purchased was calculated by dividing 
1982 motor fuel tax revenue by the derived total sales figure. 
This tax rate is the rate that would have to be charged to obtain 
the same amount of revenue if motor fuel was taxed per dollar 
purchased rather than per gallon purchased as it is presently. 
The potential revenue from taxing motor fuel at the sales and use 
tax rate is represented in the last column. This policy would 
result in lower motor fuel tax revenues. The chart also shows 
the additional revenue if gasahol was taxed at the same rate as 
gasoline. 
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FUEL 

Table 4.31 

ADIOR fUEL TAl KECEIPIS 
II IIPE Of fUEL 

1917 

TAl RAIE 6All.OlIS 
i£~EMUE If IAIED 

REYUlUE fUU 6111.LOIIS PIt I C [ ~£li Iil\llOM TOIlll. SAlES TAl RATE/DOlLAR AT SAlES TAl kAlE 

-.--.-~.-.--.. ---------------------------------------------. ------------.-.-.-.. ------.-------------------------------------------------------------------.-------------
6A~ '.llU 920,940,Tn 
DIESEl '.155 2T8,~I~,9b2 
LP6 '.no 10,154,870 
AYIAIIOM '.130 5.259.122 
6ASAItOL •• 010 411,111,151 

IDTAl '.120 1,6iB,941.114 

AIlDIIIOllAl ~EYEMIl If lio\SAl1IlI. 
TAl IS 11I:l£ASED TO Iil\SDLlII£ 
TAl RATE 

0-0 

'" \D 

'23.1168,158 • 

S1l9,122,2n 
'U,I8S,~29 

".398.127 
fIIlll .... 

U7.170, 172 

1202.859,908 

Iil\S 970,940,129 ".m 1.171,m,SIl '.11 4~,I~I,ST5 

DIESEl 218,6Ib,962 ".m 141 ,~5J,103 '.11 Il.U7,148 
LPS lO.1~4,S20 ".2Ib 1l.1I4,775 '.11 ~l1,169 

AVIATlOll 5.259.122 ".m .,417 .104 '.11 251,8B4 
Ii4SAHIIL m,m,m ".27. :i8O, 108.240 s.o1 21. 212 , ll(/ 

TOTAL. 1,688.948,184 ".m 2.010,46$.155 '.10 l2.aIS.~ 

NltE PER &Alltll OF lio\S ".m 
AV •• GAS TAl RATE '.120 
NICE P£i &All .... /0 TAl ".m 



6.0 PROPERTY TAX 

6.1 OVERVIEW 

6.11 Assessment Limitations, 1978-1983 
6.12 Property Valuations By Urban/Rural Classification, 

1918-1983 
6.13 Amount and Percentage of Local Property Tax 

Supporting Education 

6.2 BURDEN BY COUNTY 

6.21 Valuation, levy and tax rate by County, 1983 
6.22 Compound Growth Rates from 1978 to 1983 for Levies 

and Valuations By Urban/Rural Classification 

6.3 BURDEN BY CLASS OF PROPERTY 

6.31 Compound Growth Rates from 1978 to 1983 for Levies 
and Valuations By Urban/Rural Classification 

6.32 Taxable Values as a Percentage of State Total 
6.33 Rate of Change Between 1918 and 1983 Within Classes 

of Property 

6.4 EXEMPTION FOR INDUSTRIAL EQUIPMENT AND COMPUTERS 

6.41 Example of Machinery Value: Actual, Taxpayer and 
State 

6.42 Summary of Partial Property Tax Exemption For 
Machinery & Equipment 

6.5 PERSONAL PROPERTY 

6.51 
6.52 
6.53 
6.54 

6.6 EFFECT 

6.61 

6.7 EFFECT 

6.71 

6.72 

6.73 

Effect of Valuation Limitation on Values 
Tax Credit 
Formula for Calculation of Reimbursement 
Valuation by county 

OF CREDITS AND ROLLBACKS ON TAX RATES 

Effect on Polk, Ringgold, and Wright Counties and 
State Totals, 1978 and 1982 

OF CREDITS AND ROLLBACKS ON REVENUE 

Effect on Polk, Ringgold, and Wright Counties Using 
County Tax Rates and an All County Average Tax Rate, 
1978 
Graph of Revenue Flow For Polk, Ringgold and Wright 
Counties Using County Tax Rates and an All County 
Average Tax Rate, 1978 
Effect on Polk, Ringgold, and Wright Counties Using 
County Tax Rates and an All County Average Tax Rate 
1982 ' 
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6.8 

6.9 

6.74 

6.75 
6.76 

EFFECT 

6.81 
6.82 
6.83 

EFFECT 

6.91 
6.92 
6.93 

6.94 
6.95 
6.96 

Graph of Revenue Flow For Polk, Ringgold and Wright 
Counties Using County Tax Rates and an All County 
Average Tax Rate, 1982 
Chart of State Totals for 1978-1982 
Graph of State Revenue Flow for 1978-1982 

OF ROLLBACKS ON VALUATION 

Effect On the State, 1978-1982 
Effect On Polk, Ringgold and Wright Counties, 1978 
Effect On Polk, Ringgold and Wright Counties, 1982 

OF CREDITS ON REVENUE 

Effect For the State, 1978-1982 
Effect By Type of Property, 1978, 1982 and 1978-1982 
Effect On Polk, Ringgold and Wright Counties, 1978 
and 1982 
Effect By 
Effect By 
Effect By 

Type of 
Type of 
Type of 

Property 
Property 
Property 

in Polk, 1978 and 1982 
in Ringgold, 1978 and 1982 
in Wright, 1978 and 1982 

6.10 POLICY ANALYSIS 

6.101 1982/83 to 1983/84 Property Tax Analysis: Calcula
tion of Rates Required to Raise Same Revenue If 
Rollbacks and Credits Were Eliminated 

6.102 

6.103 

6. 104 

1978/ 7 9 to 1983/84 Property Tax Analysis: 
of Actual Revenue and Revenue Under a Levy 
tion, Little New Construction 

1978/79 to 1983/84 Property Tax Analysis: 
of Actual Revenue and Revenue Under a Levy 
tion, Substantial New Construction 

1978/79 to 1983/84 Property Tax Analysis: 
of Actual Revenue and Revenue Under a Levy 
tion, 7.6% Levy Limitation 
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6.107 Key Features of State Circuit Breaker Property Tax 
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6.0 PROPERTY TAX 

This section examines property tax levies and property 
valuations statewide and by county. The valuations and levies 
~eported on in this section correspond to gross valuations 
reported by the state. Exemptions for military service are not 
netted out of the figures presented. The property valuations 
reported are used to calculate the tax levies for the following 
~iscal year. Thus 1980 valuations are used to calculate the tax 
levies for fiscal year 1981/82. 
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6.1 OVERVIEW 

Table 6.11 includes a summary of Assessment Limitation and 
Rollback Percentages according to six classes of property, from 
assessment years 1978 to 1983. 

COMMENTS 

1. The Agricultural Rollback applies to both the Agricultural 
Land and Agricultural Structures. 

2. Since 1981, the Agricultural Residences are subject to 
residential rollback. 

3. Personal Property assessed as Real Property is not subject 
to a rollback. 

Table 6.12 shows that over time urban valuations have 
increased to nearly the same level as rural valuations. The bar 
chart also represents the increase in total taxable valuations 
over the 1978 to 1983 interval. 
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':'ab1e 6.11 

ASSESSMENT LIMITATIONS 

1978 1979 1980 
ALLOW- ALLOW- ALLOW-

CLASS ABLE ABLE ABLE 
OF PROPERTY GROWTH ROLLBACK GROWTH ROLLBACK GROWTH ROLLBACK 

Agricul tural 6~ 96.2480% 6% 94.(i706% 4% 99.0951% 

Residential 6% 78.2516% 6% 64.3801% 4~ 66.7355% 

Canmercial (Not limited for 1978) 6~ 88.9872~ 4~ 93.1854% 

Industrial (Not limited for 1978) 6% -0- 4~ -0-

Utilities (Not limited for 1978) 1~ -0- 8% -0-

Railroads (Not limited for 1978) 88.9872% 93.1854~ 

(By federal statute must 
be assessed at same 
level as commercial 

1981 1982 1983 
ALLOW- ALLOW- ALLOW-

ABLE ABLE ABLE 
GROWTH ROLLBACK GROWTH ROLLBACK GROWTH ROLLBACK 

Agricultural 4% 95.7039% 4~ 99.5711% 4% 86.5024~ 

Residential 4~ 64.7793% 4~ 67.2223% 4% 69.8754% 

Canmercial 4% 87.8423% 4% 91.6331% 4% 91.7230% 

Industrial 4% 96.9619% 4% -0- 4% 97.4567% 

Utilities 8% -0- 8~ -0- 8% 98.3345% 

Railroads 87.8423% 91.6331% 
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1'ablc 6.12 

PROPERTY VALUATIONS 1978 - 1 983 
70r-------------------------------________________ -, 
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Table G.13 

AMOUNT AND PERCENTAGE O~ LOCAL PROPERTY TAX SUPPORTING EDUCATION 

STATEWIDE -- BY ~ISCAL YEAR 

1977 1978 1979 1980 1981 1982 1983 1984 

Gross Property Taxes 985,851 1,050,910 1,126,605 1,215,333 1,341l ,1l51 1,446,920 1,535,Il63 1,636,878 

( in t hOlUlands ) 

Amount Going to 543,999 567,718 596,Il97 633,010 686,252 729,453 764,81l3 777,889 

Support K-12 
Education 

Percentage Going to 55.20~ 54.0J 52.9J 52.1J 51-OJ 50.4~ 49.8~ 47 .5~ 

Support K-12 
Education 

>-' 
w 
'" 



6.2 BURDEN BY COUNTY 

Table 6.21 presents valuations, levies and tax rates (in $ 
per $1,000 of valuation) for each county in 1983. The counties 
have been sorted by tax rate, so that the counties with the 
highest tax rates appear at the top of the table. The tax rates 
reported are not actual tax rates; they reflect the consol~dation 
of tax rates imposed by different jurisdictions within each 
county. The table also inCludes the mean and standard deviation 
for valuations, levies and tax rates. The mean and standard 
deviation summarize the variability of each column in the table. 

Table 6.22 lists, in alphabetical order, compound growth 
rates from 1978 to 1983 for each county for: 

Urban valuations, 
Urban levies, 
Rural valuations, 
Rural levies, 
Total taxable valuations and 
Total levies (before credits were paid) 
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Table 6.21 
p. 1 of 2 

19B~. PROF'ERT, TAX SUMMARY 

------------------------------------------------
Countv 

W .. pello 
F·oll· 

Scott 
Llnn 

Woodbu,..y 
Pottaw~ttall'll 

Bl .. c:k Hawk 
DLIt.uque 

Monroe
Johnson 

De-s MOlnEt5 

Lllca'BO 
App!?.noCl ~e 

W~rr"'en 

Lee 
M .. rsh .. ll 
Jack50n 

M\.lscat 1 ne 
Cllntor. 

Unlon 
Henry 

Madlson 
Webster 
J~sl=,e"'" 

IJ~n Buren 

Cl"vtc:.n 
Decatllr 
M~rlon 

Story 
Cerro Gordo 

C I ar I E' 

Wi nnesh 1 e~ 

D611as 
Jones 
Brem~"" 

Jeffer~on 

Poweshl el< 
DaviS 
lier.ton 
Boone 

Buch"nan 
Emmet 

D .. laware 
. Floyd 
Fayette 
Fa nggol d 

Page 
Shel b'y 
Lol..tl S~ 
Howard 
C~~'!; 

Ml I Is 
MontgC'omerv 

Gross Val lot .. l Levv 
------------------------------------

6047::5018 
5(:,~8q59::65 

3164977459 
335::?Z::1917 
1889186114 
1401q33535 
2506046099 
1465463327 

180996::5:· 
14694-:-·8165 
811427~.48 

:::11::75385 
255417591 
5900:"8232 
880110::62 
907949798 
385818069 
911788597 

116::84::004 
:;85462· 20:: 
~·8:':'6056~' 
_3::Q04:.002 

1054816141 
800::·69004 
17733739~, 

4::5004694 
199593347 
52070:-::·750 

1::57778523 
1100<;>96823 

211077:·19 
4'':3:·88079 
73499978::· 
4:'0742482 
508926047 
3~.4275292 

4780::·4488 
208096074 
60679 :.303 
63577277'5 
496783131 
358461776 
420528910 
5014982,·8 
583556361 
198576::37 
422035289 
401110990 
:?~39~~, 7 ·:·01 
295-?7;:'.116 
4308::9095 
343142098 
366'<44988 

20996865 
189165642 

95Se7393 
100803:·92 
56534562 
41-305510 
73151049 
41845220 

5081::'::14 
41046036 
22325752 

5709213 
6894199 

15880828 
23615837 
24342520 
10084819 
2380118::· 
302081::9 

7379,·10 
9724,.00 
8178657 

26::1 ::-~~~5 
19885;:·"7 .~ 

4::959·E 
10296547 

4826414 
12470178 
30119508 
26056778 

4978459 
9930:28 

1700539:: 
9694502 

11661111 
7656224 

10938691 
4754356 

13793?:20 
14294020 
11168025 
7998465 
9371259 

111598:::4 
1::970442 
4410406 
93~::477 

88::64::1 
7473278 
6463241 
9294800 
730::969 
7805014 
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34.72 
33 .. 42 
30.18 
30.01 
::9.93 
29.46 
29.19 
28.55 
28.07 
27.93 
27.51 
27.0~ 

26.99 

26.8:· 
26.81 
26.14 
26.10 
~5.98 

25.85 
25. :.7 
:4.96 
24.85 
24.85 
24.79 
24.:~ 

24.18 
23.97 
2::·.95 
2: .• 67 
22." .• 59 
23.45 
23.14 
23.07 
22.91 
22.90 
::2.88 
22.85 
22.7.3 
22.48 
22.48 

22.28 

22.23 
22.21 
22.16 

21.~8 
21.88 
21 .. ~07 
21.28 
21 .. 27 

COIJNT IES SORTED BY • PER $1,011lC 



1983 F'ROF-'ERl Y TAX SUMMARy 
\ 

Table 6.21 
p. 2 of 2 

------------------------------------------------
County 

Cherok .... 
Wa5hlngton 
Allama~ .. e 

Iowa 
D lC: ~d n 50n 

SIOUX 

Maha5"a 
Keokctl' 

Crawford 
H",rdln 

Guthrie 
H<>mllton 

Bu .. na Vista 
Ida 

HarrIson 
Monon~ 

Ch,cka"a .. 
Tama 

Grundy 
Carroll 

Wayne 
T",ylor 
Cedar 
S~C 

AlIdlw.1bon 
F,-anklln 

Adell r 
Clay 

Calhoun 
Fremont 
Humboldt 

Adams 
Wright 

F'l v'lTIouth 
Osceola 
Hancock 

BLlt ler 
Greene 
Obr.en 

Palo Alto 
Worth 

Wlnnebago 
Lyon 

.Ml tchell 
K055uth 

Pocahonta" 
TOTAL 

r,rosS Val 
435051927 
52b259334 
3603.:"0400 
428481375 
52b395018 
727809747 
534722105 
344272659 
499092535 
622086303 
345323965 
622548262 
589277521 
275205551 
41759.;.852 
384511717 
42444=0.30 
57768313:: 
502400102 
618340106 
225324947 
230718553 
542407732 
454705198 
27415621117 
515410273 
306899 068 
635882045 
50271-31 ae 
3:: .. 6255004 
42364T2,64 
189051083 
596885362 
6311145t'1234 
30711184492 
573544555 
499126556 
469877481 
505748294 
4204360'7'7 
315487413 
~.87520276 

38b955536 
377728633 
872110373 
483195434 

65291100211 

St2.ndard o .. v 727468399 
659506123 

Total Levy 
9247110 

1111159786 
7532~14 

890~296 

1088441112 
1498444:", 
1111964583 

711150578 
10190082 
12689834 
7038533 

12686798 
1199099::, 
5595995 
8488681 
781116644 
8534170 

11589638 
101116612194 
123:·::86~ 
4488977 
4563584 

1111721358 
8954595 
5395569 

1008631214 
61211110107 

12429657 
977331111:> 
650861 :'" 
8139589 
3631495 

11419625 
1202071113, 
5723996 

10645093 
9237312 
8662051 
9072883 
7529607 
5618711 
6846436 
6796102 
6596274 

1439881110 
7898071 

1618950983 

23745828 
16.353040 
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Levy/V"l 
21.26 
21.02 
20.90 
20.78 
20.68 
20.59 
20.51 
20.48 
20.42 
20.40 
20.38 
20.38 
20.30 
~~.33 

~0.33 

20.3,0 
20.11 
20.1116 
20.04 
19.95 
19.92 
19.78 
1"1.77 
19.69 
19.68 
19.57 
19.55 
19.55 
19.44 
19. ::,6 
19.21 
19.21 
19. 13 
19.07 
18.64 
18.56 
18.51 
18.43 
17.94 
17.91 
17.81 
17.67 
17.56 
17.46 
16.51 
16.35 
24.8111 

24.8121 



Table 6.22 
p. 1 o( l 

1 UWA f -kOPEH r y 'Ax lOMF !.JUNO L,if..-UWfH. l'1/d - 19(J3 

------------ Urb.n voll Urb L.vy r.ural V.I hurdJ L.9vy Tot.,l V.I lfoJtal l.Qvy 

County Cmpd (jrwlh Cl'!'lpd Gr ... th CG'lpd Grwth Ll'hpd Gf'"lIOIt,h Crnpd u,.. .... lh CmlJd Grwth 
---._------------------ ._--,----------------_.'- . __ .. _------ .- ----- ---_ ... " 

Add'''' 7.7:"'% "I.vn 5.9"!.'l. '. ';4/. b. ~t.% 7. Ij-':''l. 
Aa.ms 3.2tl'l. 5.1.01. !:..:9'l. ~. 4b'l. ~. v'~-i'. 5.40'1. 

Al1.l'ha"~e 7.1b% 'I.5!·t. !..:3/. ~ ••. -1 .... 4. ::li!. t,. ~:''.j I. 
ApPdIlOO •• 3. b~i'. b.'i6Z 7.:':1% a.u!:;'l. ~. <.,In. l.'IUX 
~lldl'boll 7.21% '1.1.14"1. b. :,:1"1. 6,62:1. 6.5;% b.72'1. 

a"nlen S.v3i'. 9.lni'. 4. bl}l. !.'.lcIi'. ~. ~:.''l. 8, (11)% 

Bl.ac k Hawk 9.4:4% a. ,,8% '1.ven. 7. k)<\'1. Q.2-:'I. B.I'51. 
Boon .. 6. 't~'1. 8. ti·jY. 4.1'1'1. 5.48). ~.()lX. b.c,J4'l. 
9 .... "" .... 11.\>41. ll.45'1. ~./lX b.:n'l. 7 • ..,::;'1. B.741-

8uch~n.n 1\..1.63,. 11.211'. 7.00'1. "I.'tt!:o% B.v5'1. B.b9'1. 
Buen. Va .t. 8.b9% 7.001. 4.v~% 5.~0'l. 5.~B'I. 0.17'1. 

&ut I.,. 9.31'1. 0.30'1. 1C,.10'l. 8.4b'l. 9.92'1. B.41't. 
C.lhoun 7.894 8.12% :5.961. b.99'1. b.41)1. 7.~l'I. 

C.r"oll Iv. 7v'l. 9.71'1. b.::~'t. b.:lO% B.lla'l. 7.Ub'l. 
C ••• 8.351. 7.52% 9.l1'4 I. B1)7. 9.(12'4 7.09% 

C.d.r 'i.S8X S.53'1. 9. " I't. ?5B'I. 9."'0'1. 9. 2~1. 
C.r,.o Gordo 0.17'1. ~.S2Y. 5.~ay. 5.09'1. 1.lbY. 50.781. 

Ch."o~.e 4.921. 6.bOX 2.17"1. 4.:'l1. 2.9")'1. ~.17Y. 
Chack ••• w 9.S::!.'!. 8.12:t. ll.1'57. lu.09'l. 1U.761- 9.7BX 

C'.rk. 7.901. B.BB'I. b.74X J.99'1. 7.11'1. O. l2'1. 
CI.y 10.10'1. 9.741. 6.1}B'I. b.{J9,. 1.591. 7.19"1. 

.... Cl.yton lu.ll% 8.5::3X 1.USX b.IB'I. 7.93'1. b.. 'In. 

.... Cllnton 4.03X b.2l:L 4.85% 4.94'1. 4.31% 5o.88X 
0 Cr ..... ord 10. b~'I. 9.11% 4.04% 4.2v'l. 5.9(j1. 6. 16i'.. 

Oall •• 7.017. Q.'150'4 50.94% 7. 1 ~1. 6.49'l. B.Zo'1. 
Dava. 7.BI'I. '1.131;( B.b2''l. 9.741- B.46% 10.3v4 

O'c.t .... r 9.52'1. 12.97'1. b.304 9.21% 7.v3'1. lu.31'1. 
D.) ...... ,.. 7.B4'1. 0.27% 5.8B'l. 6.71'1. b.421. 7.21't. 

D ••. "'oln •• 7.39'4 6.957- 3.b41. !.261. 6.vo'l. ~.91% 
Olckan.on 7.47'l. 10.94'1. 5.947- 1.74'1. 6.62'1. 9.~9X 

Dubuque 9.06'l. 6. BOX 7.93'l. ~.41'l. 8.u2'1. 6.46'1. 
EIII ... t 3.90% 4. YO'l. 5.~"''l, 6.151. ~.u"'I. 5.6n. 

Fay.tte ".64'l. 7.9~Z 4.21'l. ~.B}'I. 4.35'1. 6.71,)'1. 
floyd 5.46Z 0.10i'. 6.96% 7. 1')1. 6.l'n b.641. 
fr.n~l1n 7.17% 9.03% 4.'32'l. 0.147. 4.94i'. 7.09'1. 
Fr.ll'lont a.7~% 9.9vi'.. 4.33'l. 5.71'1. 4.92'l. 0.491. 

G,. •• n. b.6!)X 5.73Y. 4.91'l. 4.41))'. ~. 3.1)'l. 4.79X 
G"l.Indy 3.7'i1. 6.9u1. 4.7~'l. 6.~6"1. 4.49% 6.b"A 

Guthr~. 9.19'1. 9. <13.'1. 5.171. "'. '30,)1. 6.1)'1'l. 5.661-
H.l'lIlltoo Q.74'1. 9.601. ~.26'1. ::'.::':::'4 6.64'1. 7. 1"'% 
Hanc oc.: t: ~.q..,1. b.61'1. 6.48Z b. ~B'I. 6. ~5'1. 6.l9'1. 

H.,.dtn 9.79"1. 9.2\'X l.e4'1. ~. JJ)1. ~. len. 6.9Ji'. 
H.r"l.on l.SlY. 6. ~91. 1.771. J#o~'I. 2. I '!I 1. 4.43X 

Henry B. u 1'l. 1').33.1. 3. "17'1. b.4U'l. 4.9Si'. 7.'171. 
t1o .... rd b. 1'1i'. ~.u7'l, 9.:J4'l. 7. 11'1. B.on. 6.B6o'l. 

HuMboJdt 6. ()'Yi'. b. ~'9'1. J. rD'. 4. Co 7'l. .. • (J 7'1. ~.~41. 'd. b.26i'. 9.l'~Z :.!H% 4.:.! ~i'. J.05'l. 5.71/'. 
10 .... 1.bB'l. ~.4o'l. 3."41. ~,. 0:11. :'.314 ~. ~E:li'. 

J"'c~~on 6.09i'. 7. b~'l. ~. :'0'1. b.1Hi'. !5. b5'1. 0.7al. 
J"'.per b.9,)'I. ". J~i'. ~.u·~'l. 6.77% ~.'1v'l. 1.v9'1. 

J.f •• r~on tL .~~7. O. Q.tj'l. b.l6oi'. !:i.l-H. I. ,)oi'. o. J6i'. 
John'&on "'. ]'11. ~.42'1. 7. () 1 'l. 1.4l'l. U. b'l1. ~. '10'1. 

Jon •• lv.31)'l. 11.'5(.1'l. 4. I ~% ~.~i:j'l. ~.i:jq't. 7. b3i'. 

COL 



'['able G .22 
p. /. 01 ;1 

IowA P'ROPERTY TAx COMPOUNO GROWTH, 1'178 - 198'1 

------------ Urban Val Urb Levy Rural V .. l f(ul".l Levy lotal Val Tot.l Levy 
County C",pd Grwth Cmpd Grwth Ctnpd Grwth Cmpd lil' wth Cmpd (.irwtn Cmpd Grwth 
t,eokuk 6.79% 9.61% 3. 19% ~.i'l'l. 3.E::I6i'. 6.64% 

K05'Auth 13.261. l:,j, S9"!. 5./4% 5. lS%. 7.18% "'. lY'l. L .... '1.39% 9.137. 3.60% 4. (18% 7. lU'l. 7.~l% 
Lann b.aS'l. b.7n. Q.57'1. ~. 311. b.4v'l. 6.49% 

l..oui~. B.85% 9,12% 6.09% tL ~7'l. b. ~7'l. 9.55,% 
Luc:a1l 7.bV% 9.06% a.4b1. t!.65", a.14'l. a.83-'" 

Lyo" a.IO% B.711'. 4.941. U.37~ ~.b2% 8.46% 
t1adi.Ofl 9,On 11.91% 5.29% a.Oby. 1..151. '1.05'l. 
"'.hast: .. II. 4 l% 9.41r. B.31% 0.96'l. 9.43% B.OSr. 

Harlon 9.49% 9.71.'1. :l.BO% b • .!b'l. 7.~'1% B.12'l. 
t1ar .. hall ':5. 94'l. 8.'12% 4.32% 5.91% ~.24% 7.B9'1. 
Mlli. 6.Sn 9.;14% 2.141, 3.931, 3.101, 5.40'1. 

Mitchel) 6.B3·1, 3.9S'l. 10. 52'l. 7.121'. 9.73% a.23% 
Honen& 1..22% II. '14% 5.0'1% 6.8,% :5."l2% ~.OB1, 
Monro. '1.B3% 12.13'l. 1..61'1. B.OS% 7.421. '1.34'1. 

Montgomery 5.74% 7. 75'l. 10.38% B.57:< B.B3% B.23% 
t1usc .. t.ne B.25% B.b7'l. 6.99% 7.fla'l. 7.10'1. 8.3,<% 

ObrIen 7.a3% 9.67'1. 4.31% 4.43'1. 5.28% 1..35% 
Oaceol. a.BI'I. 9.95% 4.95% b.bBl< 5.bQ% 7.47'1. 

Page 3.uu1, 4.55% B.b9'l. 7.3B'l. 6.41% 5.'1'1% 
P.lo Alto 7.24% 7.15% 4.27'l. 4.71% 4.8b% 5.39'1. 

Plytf'lout.h ~ .87~. a.30'l. 3.76% 4. (14:-'. 4.09% 4.9b% 
Poc.hont •• B.4b% a.bS% ~.44% 4,21% :5.CJlb% 4.90% ..... Polk 7.041'. 7.7l'l • b.55'l. 7.29'1. 7.51% 7.b9% ... f'ott • ..,.tt.",t 5.3"% s.n% S.bl'l. b.~~% 5.47% S ... 21< ..... PO,wewhtek 7. II % 9.74% 4.BI'I. 5. 29'l. 5.58'1. 7.11'1. 

Ringgold B.19% 11.40% 7.1.2% 7.BIY. 7.71% B.S5% 
S~C 6.a9% B. Sn. 4.b2% !l.bO'/. '.5.1)71. 8.591, 

Scott 7.79% 9.20% 7.67% '1.03% 7.78% 9.19r. 
Shel by 7.211, ·7. 4{J% 4,43% 4.80'1. 5.IO'l. 5.59'1. 
SiOUK q.23'l. 10.78% :S.b2'l. 5.72'1. ~.47% 7.95% 
Story '1.76% 8.7~% ~.27% 5.59% 8.07% 7.82% T .. ",. 7. 12',. 7.8&% 7.461. '1.54% 7.37% 7.b~% 
T llyl or 2.361, 2.37'% 9.71 % 8.021- 8.41% b.74% 
UnIon 8.66% 8,8()'!. b. ~3'l. ~. 7~*I. 7.61i'. 7.241, 

V.n BurRn ~.l)a% B.lvX 6.16% 'i. I til. :5.961'. B.9br. 
W.p.,110 9.19% 9.74% 12. (I~% 13. la'l. 10.35% hl,76'1. 

W.r,..,n 9.93Y. 9.57% S.02% 6.69'l. 6.92% 7.'14)'. 
Wa&hlngton 10.42% B.t:i5% 6.41% 5.83% 7.63% 6.941. 

Wa.yne 9.06% 10.88". 6.EN'l. B. 17'/. 7.:::3% 8.86% 
~&b&trr 4.64% 8.25% "1.95% 5.66% 4.2l'l, 7.15% 

Wlnn~ba<)o 5.74"1. 4 • .:s()"!. 8.17". 5.76% 7.3'/% 5.36)( 
Wlnneshlek S.18% 6.89% 7.82% 7.45% 7.Cf31. 7.23% 

WOOdbury 6.041. 6.8t )"(. ~. ITI. b. 2e',~ '5.95% 6.69% 
Wor-th o.BO% ~. !.6i'. 6.96'% 5.61% 6. Cjl,3i'. 5.6 j J'l, 
WrlQht 9.46% to. 93,i'. 4.941. '5.0~'l. 0.2(.1'1. 'J. '25"1. 
TOTAL 7.64% l.9b% ~.691. 6.341- 6.b"'1. '1.331. 

Standard Oev 2. t 3"1. '2.05% 2.0~'l. 1.661- 1. 7P. 1.14% 
Mean "1.600% i:J.4:""I. 5.Cf2% t.>. ~"',":) 'l. 6.4fj% 7. :"~I'. 



6.3 BURDEN BY CLASS OF PROPERTY 

Table 6.31 presents growth rates for valuations and levies 
for urban and rural land broken out by class of property. This 
table does include the deduction for military exemptions and thus 
presents a net, as well as gross total. The sharp decreases in 
agricultural buildings valuations and levies reflect the 1981 
reclassification of residences on agricultural land from the 
agricultural building to the residential class. The increases in 
rural residential valuations and levies are also due to this 
reclassification. 

Table 6.32 shows the valuation by class of property as a 
percentage of total valuation for 1978 and 1983, while table 6.33 
represents the rate of change between 1978 and 1983 of valua
tions. These bar charts are adjusted for the reclassification of 
agricultural buildings. In these charts, residences on agricul
tural property have been included in the agricultural building 
class. 
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Table 6.31 

IOWA PROPERTY TAX COMPOUND GRUWrH, 1978 - 1983 

------------ Urban Val Urb Levy R~lral Val R~tr· al Levy Total Val Tot .. l Levy County Cmpd Gr .. th Cmpd Grwth Cmpct Gr .. th Cmpd Gr .. th Cmpd Grwth Cmpd Grwth Resldential 6.89Y. 7.2'-.:.)1.. 25.96'l. 25.47'l. 9.73Y. 9.23Y. AG. Land 4.73Y. 6.97Y. 5.071. 5.72Y. s.on 5.75Y. AG. BUilding -18.66Y. -17.42Y. -7.85% -7.37Y. -8.11Y. -7.61y' Commercial 10.51Y. 10.401. 13.02% 13.70Y. 10.70Y. 10.631. Industrial -0.06Y. -0.011. -2.32Y. -1.77Y. -IJ.51Y. -0.27% Person .. l -0.31y' 0.07Y. 0.351. 0.86% .OOY. 0.36% Personal Real 
Future Use 
Utilities 5.06Y. 5.63% 5.87Y. 6.56Y. 5.57Y. 6.12Y. Others -11.65% -10.25Y. -6.04Y. -6.54% -8.87Y. -B.80% Gross 7.64Y. 7.96% 5.691. 6.39% 6.641. 7.33Y. Deduct Mil.E -0.66'1. -0.34y' 0.06Y. 0.76Y. -0.50'1. -0.17Y. NET TOTAL 7.77% 8.08Y. 5.71Y. 6.41'1. 6.71% 7.41% .... ... 
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TAXABLE VALUES 
% OF CLASS TO STATE TOTAL 
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TAXABLE VALUES 
RATE OF CHANGE WITHIN CLASS 
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6.4 EXEMPTION FOR INDUSTRIAL EQUIPMENT AND COMPUTERS 

The property tax program for industrial equipment and 
computers provides that the taxpayer's liability for taxes on new 
and replacement industrial machinery and computers be limited to 
the tax levied against its residual value of thirty percent. The 
State is to fund local taxing bodies for revenues lost due to the 
program. The program initially applied to machinery and equip
ment purchased during 1982 and first assessed as of January 1, 
1983, for taxes payable in FY 1984-85. 

Assessment 

Industrial machinery and computers are presently assessed at 
their fair market value. Because this property depreCiates in 
value each year, the assessed value decreases annually until it 
reaches a residual level of thirty percent of the net acquisition 
cost. (Table 6.41) At that point, no further depreciation is 
allowed as long as the maChinery remains in use and, therefore, 
has value to the owner. 

Reimbursement 

The State reimburses local taxing bodies for revenue not 
collected. The amount of reimbursement is the difference between 
the tax levied against the residual value of the machinery and 
the tax which would have been levied had the machinery 
depreciated at its scheduled rate. (Table 6.42) 
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Year 

1 

2 

'l 

4 

') 

6 

7 

Table 6.41 

EXAMPLE OR F.FRECTS UNDE~ 
INDUSTRIAL MAG~INERY AND EQUIPMENT PROGRAM 

Actual l Taxpayer 
Value Value 

$90,000 $10,000 

AO,OOO 30,000 

70,000 30,000 

60,000 30,000 

50,000 30,000 

40,000 30,000 

30,000 30,000 

State2 
Value 

$60,000 

50,000 

40,000 

30,000 

20,000 

10,000 

1. Depreciated on a straight-line basis for ten years: 
assumes machinery has a net acquisition of $100,000. 

2. State value times tax rate equals reimbursements to 
local taxing districts. 
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Table 6.42 

SlJ"1MARY OF PJ\R'l'IAL 
PROPERTY 'l'AX 8XEMP'l'ION 

FOR INDUS'l'RIAL MAC~IN~RY 
ANn COMPIJ'l'ERS 

1. Net Acquisition Cost 

~. 19f13 Assessed Value 

3. Taxpayer Share 
(30~ x $361.6) 

4. Reimbursement Base 
(2-~) 

1. Annualized Value of 
Claims Received and 
Paid in September 

19f1~ J\SSESSMENTS 

ESTI"IATI<:D CRl<:nIT 

2. Estimated Annual Value 
of Claims Outstanding 

TOTAL 

148 

(Millions) 

$361.6 

316.9 

108.5 

20fl.4 

(Millions) 

$ 6.6 

.5 

$ 7.1 



6.5 PERSONAL PROPERTY 

A. Overview 

Legislation prov~ding for the elimination of the personal 
property tax was enacted in 1973. This additional credit is 
administered in conjunction with the initial personal 
property tax credit which was enacted in 1967 and which 
provides a base credit equal to the taxes due on $10,000 of 
taxable value. Under the 1973 legislation the amount of 
additional personal property tax credit is to increase in 
each year following a fiscal year in which the growth in the 
state general fund revenues exceeds 5 1/2 percent. The 
amount of the additional credit is established at a level 
which will expend an additional appropriation of $3.8 million 
each year. After nine increases in the tax credit, all 
personal property taxes will be repealed. At that time the 
State will reimburse local governments $68 million. 

B. Valuation Limitation 

The 1973 legislation provided that the total assessed valua
tion of personal property in an assessing jurisdiction may 
not exceed the total valuation established for that jurisdic
tion as of 1973. While local assessors are required to value 
personal property at its market value, each assessment must 
be reduced by an equal percentage to ensure that the current 
year's aggregate valuation does not exceed the level estab
lished as of 1973. 

The possible effect of the rollback on personal property 
values is demonstrated in Table 6.51. As presented in the 
example, the market value in the assessing jurisdiction was 
assumed to have increased from $500,000 to $750,000. In 
order to conform with the 1973 limitation the 1983 value for 
each taxpayer is rolled back by an equal percentage (66.67%). 

C. Value of Credits 

The annual amounts of the additional personal property tax 
credit are calculated to expend $3.8 million in appropr:a
tions. As indicated in Table 6.52, the total value of the 
credit has increased from $16,667 to $175,000. The actual 
impact is significally greater in certain counties due to the 
rollback of assessment discussed previously. 

D. Amount of State Reimbursements 

The increase in the additional tax credit has resulted in 
increased appropriations to the "replacement base" fund for 
reimbursements to local taxing bodies. As Table 6.52 
indicates, the amount appropriate to the "replacement base" 
increased from $35.7 million in 1975 to $46.2 million for 
fiscal 1985. 
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E. Reimbursement 

The reimbursement, made semi-annually by the State 
Comptroller, is based upon a "replacement base" formula 
specified in the legislation. (Table 6.53) 

For each taxing district, the "replacement base" is equal to 
the 1973 assessed valuation of personal property in the 
district multiplied by the tax rate for taxes payable in 
1973. Each year, taxing districts are reimbursed that 
percentage of the "replacement base" which is equal to the 
percentage of personal property in the district on which no 
tax is collected as a result of the credit. However, in no 
event is a taxing district reimbursed an amount greater than 
that lost due to the granting of the personal property tax 
credit. After the eventual repeal of the personal property 
tax, each taxing district will be reimbursed annually the 
amount of the computed "replacement base." 

F. Impact 

In 1973 the total assessed value of personal property 
excluding livestock was $2.7 billion of actual value which 
represented 9.0 percent of the total assessed value of all 
property in the State. By 1983, the actual value of personal 
property in Iowa had increased to $8.3 billion. In order to 
conform with the limitation on valuation, the 1983 valuations 
were rolled back to $2.7 billion which is the equivalent to a 
statewide average rollbaCK of 67 percent. After application 
of the credit approximately $700 million of personal property 
is estimated to remain taxable. As a result of the value 
limitation and the personal property tax credit, in excess of 
90 percent of the $8.3 billion of personal property is 
expected to be exempt from taxation in 1984-1985. 

G. Burden by County 

Chart 6.54 presents the market value, assessed value and cal
culates a rollback percentage for each county for personal 
property in 1981. The chart is arranged in descending order 
of rollbaCk percentage with those counties which had an 
assessed value closest to market value at the top and those 
with a lower assessed value to market value ratio at the bot
tom. As can be seen, Wapello County had by far the highest 
rollback percentage at 64.27% while Dickinson County had the 
lowest, 22.48%. 
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Table 6.51 

l<)n lClR, 
Property 4ssessen Asse:ssed '( 19f1, Value 
Owner Value V<l.l'le r.hange Rollen l'\<l.ck 1 ,1 

1 ~ po:;, OM) ~140,OOO P'( ~ 91,1Vl 

2 ~lOO,OOO $15 0 ,000 50'!, $100,000:; 

1 ~/7'i,()0() $41i0,OOO 1i7'!. t1()"i,1)i\2 

TO~<l.l ,~ 
J •• \ ~c:;;')o,0no ~7'i(),000 ')0% $,)OO,O::>'i 

District 

(1) Roll Rack Percent<l.ge = $500,000 = 1i1i.1)7'!. 
$7')0,000 

'f.. 
change2 

(;>5'f.. ) 

12'f.. 

(2) Percentage change 1n value <l.fter rollback comparee! to 1Cl71 
assessed vil.lue. 

(1) Total dtrrers slightly d.le to rounding. 
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':'able 6.52 

PRRSONAL PROPRR~Y TAX CREDIT 

l>iscal Actual Revised 
Year Ending Increase Approp. Additional Total* 

June 30 In Credit (million) Credit C redi t 

1(74) Ext. FY $31.9 $ 6,667 $ 16,667 

1(75) $35.7 

1976 1st $39.5 $ 18,148 $ 28,148 

1977 2nd :t43.3 $ 48,500 $ 58,500 

1978 $38.6 $ 48,500 $ 58,500 

1979 $38.6 $ 48,500 $ 53,500 

19f1o ,rd $42.4 $135,000 $1 45,000 

1981 $42.4 $135,000 $lU5,000 

1982 $42.4 $135,000 $145,000 

19R3 4th $46.2 $165,000 $17'),000 

1984 $46.2 $165,000 $175,000 

198') ~46.2 $16'),000 $175,000 

Additional Increases Dependent on Growth in Revenue 

.Includes $10,000 in regular personal property credit granted each 
year. 
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':'able 6.53 

I"O~'1UT,A 11SI':O POR CALCULATION 01" PI':HSOHAL PHOPEHTY TAX Rf.IMI:lURSEMENT 

(1) Personal Property Replacement Base = 1973 Assessed Vallie 
of Personal Property x 

Tax Rate Levied 1n 1972 

Payable 1n 1973 

(2) Percentage of Vallie Nontaxable = Value of Personal Property Subject to 
To-tal Value of Personal Property Eligible 

(Rolled back to 1973 Levels) 

(3).Reimbllrsement I':qllal Lessor of Two Amounts 

Credit 
for Credit 

(A) Personal Property Replacement Amount (#1) x Percentage of Value Nontaxable (#2) 

or 

(B) Claim = Current Year Value SllbJect to Credlt x Current Year Tax Levy 



Table 6.54 

1 q~: F-f.F.'Sf}f'!AL rrO!"'::F,Tv VALUfl r! O~~ 

P'f C:tJUNT Y 

MARl CT 'JALUE ASS£S~-ED "h'\L UC 
.. __ ._--_ .. _-------------_ .. --------------------_._-_ ..... _-_._----

WA~-L:" LC 
DlTLl!~U[ 

E:t ACI I lAWI 

CLII\: 111N 
M.::'.I;SflA!.;" 

Cr:t,r.T Gcr,DO 
WClIJD[:GF.:'{ 

GI~'UrJDY 

Ar·f.=·I';NC:O~-:E 

SCOTT 
LIN" 
~j.":,SF'ER 

CH!rtClSAW 
.1r.!~if'JSO~" 

FI QYD 
DES MOINES 
H:4F'~" r SON 
LUCAS 
I' O"'~·:~UTI-l 
1,[ L'S TETe 
A L' ;":) t'i ~'. 

[~RFI1i::F: 

:"; T ~H';f~ [:(';GO 
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6.6 EFFECT Of CREDITS AND ROLLBACKS ON TAX RATES 

Table 6.61 shows the effect of credits and rollbacks on 
property tax rates by class of property for 1978 and 1982 for 
three representative counties (Polk, Ringgold, and Wright) and 
for the state as a whole. Tax rates are computed as levy/ 
valuation and are expressed as dollars per $1,000 of valuation. 
Tax rates are computed to show the effect of credits and roll
backs (separate and combined). Valuations are defined as the 
valuation after the rollback and equilization. New valuations 
include the additional amount of all property that would have 
been taxable in the absence of rollbacks. Credits were attri
buted to property classes as follows: 

Military Service - Residential 
Homestead 
Elderly 

Ag. Land - Ag. Land 

Personal Property - Personal Property 
Livestock 

As the table indicates, the rollback has had a significant 
impact on tax rates in the residential and personal property 
classes. (Personal property rates become negative, because the 
amount of the taxes levied on personal property is less than what 
would have been paid in the absence of the rollback.) The 
percentage decrease in tax rates due to both credits and 
rollbacks in 1982 is over 40 percent for all three counties and 
for the state as a whole. 
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Table 6.61 
p. 1 of 4 

Eliott. 01 Crrd,t. lnd Rcllblci. 
on P'''9erty Ta, .. 

19'9 

Coor.\y: POLK 
Lny I Lovy-Crodlt I Lovy-Rll bet I Ltvy-Both I LfVy-Crodlt I Lovy-Rllbtl I Lovy-Bcth I 

CIl .. ' Vll.ltlon V.I .. t,on V.lu.hon V.I UltlOft K .. V.lulhon M .. VlIuIIlOll N .. v.I •• llon 

~!'ildfntl~l 3U2 2U8 33 •• 2 2 •• 58 2 •. 58 33.b2 26058 
Aq. LlnC 2'.~ 20.90 24.85 20.90 20.90 24.85 20.9u 
4q. Bull dl 09 25.03 25.03 25.03 25.03 25.03 25.03 25.03 
Cotler ( til 34.20 34.20 34.20 34.20 34.20 34.20 H.20 
IM'5trill 32.73 32.73 32.13 32.73 32.73 32.73 32.71 
P."o",1 34.27 21.01 20.03 •• 77 14.78 14.09 4.77 
Ptrsonll (Rod) 
Uti! 1 tin 31. 15 H.IS 31.15 31.15 31.15 31.15 31.15 
Gth!r\ 2S.81 25.81 25.81 25.Bl 25.81 25.81 25.81 

[oUI lU4 28.71 32.24 27.81 27.9. 31.41 2U9 

Cou~ty: R!~5S0Ln 

Lny I Levy-Credit I Ltvy-Rllbel I Ltvy-,oth I L.vy-Crrd, t I LevY'Rllb,t I Levy-;oth I 

Ciuft! Val"'tlan Vduation V,I.,llO. Vatu.atioll N .. V,I.it,on H~I l/(luHlaR He. v.lUdtlon 

Rtljl~el\~ul 24.75 13.15 24.75 13.15 11.15 24.75 13.15 
Aq. Lond 20.45 17.37 20.45 17.37 17.37 20.15 17.37 
Aq. 6u,I"ng 20.32 20.32 20.32 20.32 20.32 20.32 20.32 
CO ..... Cld 25.37 25.37 25.37 25.37 25.37 25.37 'S.l7 
l~du~tr~d 27.90 27.90 27.90 27.90 27.90 27.90 27.% 
?ersonl! 21.85 -7.30 -S.23 -34.44 -2.80 -1.99 -13.10 
P.rson~l 'Red}) 
UtlhtlttS 21.4~ 21. 49 11.49 21. 49 21.49 21.H 21. 49 
Qt~'" 21.13 21.13 21.13 21.11 21.13 21.13 21.1l 

Tot.1 21. 37 1 •• 53 20.10 IS.21 IS.l7 18 •• 8 14.19 

county: MRI6IH 
lIVy I lrvy-Crtdll I Lrvy-Rllbe\ I L .. y-8oth I Lovy-Crtdl t I Levy-Rllbci I L •• y-Bot~ I 

Cln" VlI •• tlen V,lu.IiOft Volullio. Vd •• llcn Nt. V&! •• llon Nt. Vd •• tlon K .. vllu.tlen 

P.e,,~.'tul ,3.84 1 •• 14 13.84 IU4 16.14 13.84 1 •. 14 
A9. L.nd 1 •. 00 13.08 1 •. 00 13.08 13.1>11 1 •• 00 13.08 
49. Budding 16.00 16.00 1 •• 00 1 •• 00 1 •• 00 16.00 1 •• 00 
Cottercid 23.02 23.62 23 •• 2 Zl.b2 23.62 23 •• 2 n.2 
t'ldustrul 21.62 12 •• 2 22 •• 2 22.'2 22..2 22.62 n.o' 
Per.and 19.02 1.01 2.98 -13.03 1.56 1.54 -6.14 
·,r,,,,,.1 (Rul' 
UtilI tIes 18.71 18.71 18.71 18.71 18.71 18.71 18.71 
Ot~ers 21.74 21.74 21. 74 21.74 21.74 11.74 21.74 

Tot.l 18.21 14.04 17.18 13.01 13.81 1 •• 21 12.84 
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Tobie E).til 

p. 2 of 4 

STATE 
L.vy I Lhy-Cred.t I levy-Rllb,. I L.vy-Ioth I L.vy-Crfd. t I l.vy-RII b,. I L"y-Both I (I.", Vdw~tton ValutlOft Viluiho. V.I.il.on ... V.Iu.t.on N .. V.lu.l.on Me. V.I •• I.on 

R.Sldonlld 2B.76 21.22 2B.76 21.22 21. 22 2B.76 2!.22 Aq. L.nd 18.30 15.57 lB.~ 15.57 !5.57 lB.30 15.57 Ag. 9u1l d1"; 19.08 19.08 19.08 19.08 19.08 19.08 19.0e CO.ltfCl.1 29.83 29.83 29.B3 29.B3 29.83 29.83 29.83 i~du!ltrtal 27.90 21.90 27.90 27.90 27.90 27.90 27.10 P"'i~nd 24.65 5.35 7.74 -11.56 2.8'1 4.18 -6.24 Ptrtjond (Rul) 
Ultl,ti .. 23.20 23.20 23.20 23.20 23.20 23.20 23.10 Oth.r< 26.58 26.58 26.58 26.58 26.58 26.58 26,58 

Total 24.0! 19.72 23.03 18.74 18.79 21.94 17.85 
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Table G• 61 
p. 3 of 4 

1982 

CoIInty: Pal 
lrty I l'vy-crHit I lrty-RlIlKk I llYy-lon I lrty·Crtdit I ~vy-Rmck I lrty-Ioth I 

CI ... : V.luh .. hlUlh .. V.IUlh .. v.IUlU .. ... Vllll4hon ... YdUltioo ... VllUittoo 

IIHldntill 33.52 28.10 IS.lO 9." 18.21 '.91 •• 41 ... llo. 26.24 23.22 25.0. 22.05 22.22 23." 21.10 
..... lid ... 26.31 26.31 25.13 25.U 25.11 24.05 24.05 
~cul 3l.66 33.66 29.00 29.00 29.57 25.47 25.47 
rod",t"ll 33.01 33.08 32.04 32.04 32.08 31.07 31.07 
fItr .... ll 34.43 15." -'.36 -24.83 7.28 -2.90 -11.33 
Ptt ...... IIINIl 13.07 33.07 33.07 33.07 33.07 33.07 33.07 
UhhtiH 1I.63 31.63 31.63 31.63 31.b3 31.63 11.63 
Dtflets 27.52 27.52 27.52 27.52 27.52 27.52 27.52 

rahl 33.18 29.49 20.71 17.01 21.50 15.10 12.41 

CoIInty: RIII66IJlO 
lrty I lrty-Cr.dIt I lrty·RlIlKt I l,vY'Both I L,vY'Crtdit I Lovy-RII bet I L!Vy'loth I 

CI.,,: Vlllition VllUltlOll v.I •• tiot V .... ha. IN V .... tion lit. Vil.ihan lin V".ihan 

R .. ldffthll 27.11 18.70 12.39 3.91 12.11 U3 2.5J 
Ag. L .. d ZO.74 18.35 19.81 17.42 17.56 18.96 1b,67 
"9. Building ZO.59 ZO.S9 19.67 19.67 19.71 18.82 18.82 
Caatrtlll 32.04 32.04 27.60 27.60 28.14 24.25 24.25 
Ind"trul 32.24 32.24 31.28 31.28 31.27 30.33 30.33 
P ........ 23.28 -8.49 "7.34 ·79.10 -1.92 -10.70 '17.88 p......... IRe.11 31.90 11.90 31.90 3l.90 31. 90 3l.90 31.90 
Utillh .. 22." 22.99 22.99 22.99 22.99 n.n 22.99 
!lt~ .... 19.23 19.21 19.23 19.23 19.23 19.21 19.23 

rahl 22.60 18.73 1'.95 1l.08 15.08 IUS 10.54 
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c..nty: I/lU6HT 
p. 4 of 4 

l.vy I l,vY'CrPdI t I ltvy-Rllbck I Ltvy-80t~ I Ltvy-C, .,h t I Lrvy-RllOck I lhy-80th I C/i .. : Vol.otlOft Vll.otlon VaI.ihon Vol uoh oo N .. Vol.illon Neto Vll.ation Now ~al.ahon 

R.sld •• tlal 23.41 18.~ 10.69 5.61 II.~ 6.92 1.65 

Aq. l.o' 16.21 14.21 15.50 11.54 11.66 1Ul 12.96 AIJ. Bulldlnq 16.19 16.19 15.'7 15.'7 15.50 lUI 14.81 COI_t,d 24.92 24.92 21.47 21.47 21.~ 18.86 18.86 I,d.strul 25.41 25.41 24.62 24.62 24.64 21.87 23.87 Prrsenal 19.51 2.16 -18.49 -~.64 .79 -6.08 -II. 71 P,,,end (Rul) 24.33 24.33 24.33 24.11 24.l1 24.11 24.31 Uti Ill: .. 18.85 18.85 18.85 18.85 18.85 18.95 lB.85 Othrrs 19.21 19.21 19.23 19.21 19.21 19.23 19023 
Totol I9.~ 16.09 Il.n 10.76 12.81 10.98 9.57 

1982 

STATE 
Levy I Levy-Crrdi t I L'.y-RlIbck I l,.y-80th I Lrvy-C,Pd, t I levy-Rllbct I lhy-Soth I Class: Val.ollon VaI.allon Val.iho. Val.ati .. Now VAluahon lie, YaI.ihon N .. Yd.all.n 

Reslde.h01 28.27 22.96 12.88 7.48 14.91 9.H 4.94 AIJ. land 18.91 16.62 18.~ 15.78 15.91 17.11 15.10 Aq. 9,n !e,nq 19.64 19.64 18.76 18.76 18.80 17.96 17.96 Coo.ere,.I 29.~ 29.~ 25.75 25.15 26.25 22.62 22.62 'nd.st,u' 28.21 28.21 27.12 27.12 27.~ 26.49 26.49 Prrsonal 25.17 1.17 -18.08 -40.08 1.10 -6.27 -1l.~ Personal (P.ull 
Utlhh .. 21.79 23.79 23.79 21.79 23.79 21.79 23.79 other< 26.56 26.56 26.56 26.56 26.56 26.56 26.56 

Total 24.85 21.29 16.74 13.19 16.30 12.82 10.09 
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6.7 EFFECTS OF CREDITS AND ROLLBACKS ON REVENUES 

The following tables show the effects of property tax 
rollbacks and credits on property tax revenues. The effects have 
been estimated for three representative counties (Polk, Ringgold, 
and Wright) for the years 1978/79 and 1982/83 and for the state 
as a whole for the years 1978/79 through 1982/83. 

Total tax available refers to the total taxes that could have 
been collected if there were no credits and rollbacks and if the 
tax rate (levy/valuation) were not changed. The taxes available 
have been estimated in two ways: 1) based on existing county tax 
rates, and 2) based on existing state tax rates. 

The taxpa~er column indicates at the top the total tax 
available. T e total at the bottom represents the amount of tax 
actually paid by property holders within the county after 
deducting all credits and rollbacks. The State Refund column 
estimates the funds paid by the state to the counties. Thus, the 
first two columns represent the total amount of revenues received 
by the counties. The Lost County column estimates the amount of 
credits and taxes available before rollbacks that the counties do 
not receive. 
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6.8 EFFECT OF ROLLBACKS ON VALUATION 

The following figures show how Iowa's rollback policy has 
affected the taxable base of assessed valuations. The first 
figure reveals a growing difference between the market and tax
able value of property in Iowa. In 1978/79 market and taxable 
value differed little, but by 1982/83 the market value was almost 
30~ larger than taxable value. 

The rollbacks have had differing effects on the taxable base 
in different counties, as shown in the next two figures. Roll
backs have most strongly affected counties with rapidly growing 
property values. For example, in 1982/83 rollbacks have reduced 
the taxable base by 27% in Polk County but by only 18% in 
Ringgold County. Thus rollbacks have had the largest impact on 
counties with the largest rates of growth in property values and 
have reduced the horizontal equity of the property tax. 
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6.9 EFFECT OF CREDITS ON REVENUE 

The fOllowing figures examine the impact of property tax 
credits on tax revenue for the state and for three counties 
(Polk, Wright, and Ringgold). Over the past five years, credits 
have reduced tax revenue by roughly 13% in each year, as shown in 
the first chart. 

Credits have had very different effects on different types of 
property, as shown in the second figure. Reflecting the phase
out of the tax on personal property, credits reduced the tax 
revenue from personal property by 43% in 1982/83. Credits 
reduced tax revenue from residential and agricultural land by 
17.4 and 12.2 percent respectively. 

The remaining figures present the same comparisons for the 
three countries. In general, the findings discussed above hold 
for the counties. The figures show how the credits have 
different impacts due to the predominance of different classes of 
land in the each county. For example, the homestead and elderly 
and disabled credits have the largest impact on the largely 
residential Polk County while the agricultural land credit has 
the strongest effect on Wright County. 

Methodology. The property tax credits were allocated to 
class of property as follows: 

Residential - Homestead, Elderly and Disabled, 
Military Service Credits 

Agricultural Land - Agricultural Land Credit 

Personal Property - Personal Property and Livestock 
Credits 
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6.10 POLICY ANALYSIS 

The following tables analyze the impact of 1) levy limita
~ions and 2) reduced assessment ratios on taxable valuations, 
total levies, and tax rates. The tax rates are estimated to 
provide the same revenue as was actually collected. Actual rates 
~ould not vary across property classes. 
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UltllTY 15,215,981,796 15,215,9BI,796 U24,OB2,726 1124,082,726 123.7889 m.7889 U24,082,m 0.001 .... OTHER 19,749,076 f9, 74~,076 1258,885 mB,885 .26.5548 f26.~48 1258 ,885 0.001 co 

'" tOtAL 162,302,111 ,342 '80,917,35.,367 '1,548,170,312 11,344,252,530 m.B494 '16.6127 '1,314,252,530 -33. 1St 

'PROfERTY ASSESS~MTS BEfORE ROLLBACKS 

PROPERT! ASSESSNENtS I~B2 1983/B4 TAl REVENUE 
_._---------.----------------------------------------------------- CURRENT CIItISDlIDAT£O REVE~I.I£ BASED PERCEN! DIffERENCE 

PRIlPfRTY CLASS TAIA8LE VALUE IIAIIK£T VALUE' BEFORE CREDITS AftER CREDItS TAl RATES NE_ TAl RATES ON NE_ TAl RAtE IN !AI tATES 
------------------------------------------------------------------------------------------------.--.----------------------.---------------.------
RESI()£NTIAL '22,908,459,912 m,078,.o1,2U 16'3,976,827 '531,157,911 '28.1109 115.5862 1531,157,911 -44.551 
AS LAND 119,591,408,134 '19,675,797,630 1370,241,503 1326,141,563 I1B.B982 .1..0063 '326,741,561 -12.m 
AS BUILOII16 '2,310,876,711 12,320,830,754 145 ,31., 110 145,316,tlO 119.609' SlU258 145,316,110 -0.431 
COIlf1ERCIAL '8,214,317 ,'83 IB,964,356,202 1244,304,41B '244,304,418 129.7413 f27.252' 124',304,418 -8.371 
INDUSTRIAL 12,285,515,112 12,295,515,tl2 '64,532,4(5 104,532,415 m.m4 129. 2m 16',532,415 0.001 
PERSONAL '2,745,6B9,479 17,.2.,915,219 '611,898,912 '1',0.',209 '25.0935 II. 8440 ft4,06',209 -92.651 
PERSONAL REAl '1,879 ,ee9, 110 11 ,879 ,B89, 110 '54,204,447 '54,204, "7 128.8339 128.8339 '5',20',~7 0.001 
UTILITY '5,146,179,531 15,146,179,531 1127,2'2,154 1127,242,154 123.8006 m.800. 1127,242,154 0.001 
OTHER 'B, 770, 719 '8,770,719 1234,137 sm,137 126.6952 m .• 951 '234,137 0.001 

!QTAL '65,291,106,211 '82,186,'15,563 '1,618,950,983 11,407,797,3.4 m.79S9 117.129211,'07,797,364 -10.921 

'PROPERTY ASS£SS~£NTS BEFDAE ROLLBACKS 

_JL 
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19J8!79 TO 198:181 PROF-Em Toil MIAUS!S; 
CO~fA~ISON OF ACML REVENUE AND AEVENUE U~DER A LE'IY LlWATlON 

ILITTLE NEN CONSTRuCTION I~ TKE 1geO-S) 

1978/79 
1977 VALUATIONS NEW CONSTRUCTION ------------------

------------------------------------ AS A PERCENT OF ACTUAL REVENuE 
PROPERTI CLASS TAIAiLE VALuE "AAKET YALUE ~RKT VALUATION AfTER CREDITS 
. __ ... _---------------------------------------------------------------------------------
RESIDENTIAL $14,397,057,521 $l4,397,057,521 4.DoX '3Ib, ovB, 162 
Ail LAND $15, 299,8bb, 597 $1~,299,8b6,597 0.50~ '218,OI3,28S 
AG BUILOIN6 '3,527,020,8b8 $3,527,020,B68 0.50% W,3I2,751 
CO""ERCIAL $4,940,953,422 ",940, m ,422 2.001 '141,405,368 
INDamlAL '2,344,792,501 '2,344,192,501 2.00% '65,409,743 
PERSO~AL '2,145,404,092 $4,b22,B38,182 2.vOI $2I,OBO,291 
UIilITIES $4,07.,594,713 I4,07b,594,1i3 2.001 m,5bl,58b 
OTHERS m,955,478 '13,955,478 2.001 '371,004 

TOTAL Hl,345,b45,192 $49,223, m,282 $950,162,19b 

m8 VALUATIONS NEM CONSTRUCTION 
------------------------------------ AS A PERCENT Of 1978/79 TAX LEVY 

PROPERlI CLASS lAlABLE VALUE KARKEr YALUE ~RKT VALuATION mES 1.05 

1979/80 
------------.-----.---.--------

NEM TAl LEYY ON ACTUAL REYENUE PERCEKT 
CONSTRUCTION NEW CONSTRUCTIOH TOTAL HEM LEVY AfTE~ CREDITS DIffERENCE 

-----------------------------------------------------------------------------------------------------------------------------------------------------------------------
RESI D£NTJAL $15,170,167,971 119,386,m,Tl~ 4.0~% '715,455,989 $I3,4b~,943 m6,523,S72 1329,715,154 2.061 
AG lANO 116,017 ,857,997 $1b,b42,276,200 0.50\ '83,211,381 11,444,445 f2B8,889,031 1251 ,b47, 945 IUGl 
AS BUILDING '3,974,173,099 fI,129,096,811 0.50% 120,.45,484 'l58,380 f7l,b75,939 Ilb,29S,012 -b. 05l 
CO~~ERCIAL 'b,04B,150,071 Ib,048,750,071 2.00% 1120,975,001 12,099,914 1104,998,711 1111,917,10B -40.98% 
INOUSTRIAL $2,B7I,051,2bB 12,B71,05I,:68 2.00) '57,421,025 1996,757 $49,837,847 $19,414, DID -31.24% 
PERSOHAL '2,147,629,395 '5,220,753,lbB 2.00% 1104,415,065 I1,BI2,515 '90,025,725 111,743,490 m.02% 
UTlUlIES H,413,506,222 H,4I3,50b,222 2.00% '88,270,124 $I, S32,159 $n,bl',9l0 $101,928,910 -25.571 
OTHERS 112,451,605 112,451 ,6C~ 2.VOX 1249,032 H,!23 12Ib,l44 1128,9bB -34.301 

TOTAL '51,255,5Bl,b2B 158, 724,2e5, 175 1997,bI0,301> $1,250,643,103 121,709,595 11,019,319,901 '1,037,990,597 -1.791 
HE. rAI RATE 111.3587 
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1979 VALU~IIDHS ~EM CO~,I~~CIIOH 
------------------.----------------- AS A PERCENI OF 19'9:9D 101.L LE~Y 

PROPERlY CL~SS rAI~9LE VALUE !ARm VALUE ~Rn VALUAt!OK rr~ES us 

198('/81 

NEW m LEVI eN mUHL REI'ENUE 
lOHSIRUCllON NEN CONSlRUCI!O~ 10lAL NEW LEVI AFIER CREOIIS 

PERCEIIl 
DIfFERENCE 

-----------------------------------------------------------------------------------------------------------------------------------------------------------------------
RESIDENIl~L 
AS LAND 

116,le8,I06,595 
'17,012,052,699 
$4,402,556,688 
S6,662,932,798 
fl, 142,681,039 
'2,150,17l,40b 
II ,199, 145, 95b 

AG 8UIlDIN6 
CO~~ERCIAl 
I~DUSTRIAL 
PERSONAL 
UTILITIES 
OTHERS 

TOTAL 
NE~ TAl RATE 

PROPERlY Cl!SS 

fJO,578,671 
'55,268,827,855 

S25,6!1,02',798 
fJ7,969,131,513 
11,650,394,830 
'7,487,518,203 
$3,142,681,039 
15,942,958,954 
II,199,145,95e 

SlO,51B,674 
Ib',614,039,021 

I.OOX 
0,$01 
o.m 
2.001 
2,M 
2.001 
2.001 
2.001 

1'80 VALUATIO~S NEW CONSlRUCTIOK 

'1,070,318,8% 
SI5.7291 

------------------------------------ AS A PERCENI Of I'S~/SI TOTAL LEVI 
TAIA8LE VALUE ~A~KET V!luE "RKT VAlU~TION TI~ES 1.05 

11,021,441,192 
189,848,658 
m,i51,9H 

1149,750,361 
162,BSl,621 

UI8,eS!,179 
195,9B2,'19 

'21I,57l 
fI, 565,199, 4BO 

116,113,506 
11,413,211 

$3b5,133 
12,355,443 

me,63l 
11,869,551 
11,509,128 

13,328 
$24,619,223 

1402,e3',lbl 1316,023,959 
'282,618,205 '274,129,51b 
'73,146,655 18<,2Ie,)71 

SI17,772,131 S199,070,430 
$49,431,032 188,7~2,5J4 

193,177,501 113,S87,761 
175,4S.,180 '115,OI9,b8B 

'1.,,393 12b9,711 
11,091,968,11811,153,b70,030 

1981/82 

NE~ TAl LEVY ON ACTUAL REVENUE 

7. III 
2.991 

-15.161 
-10.84t 
-44.301 
513.091 
-34.371 
-38.311 
-~.09! 

CONSTRUCTION ~EW CONSTRUCTI~N TOTAL NEW LEvY AflER CREDITS 
PERCENT 

DlffEAEIICE 
----------------------------------------------------------------------_._._--------------------------------------------------------------------------------------
RESIDEWllAL 117,6Ib,121,520 126,441,890,029 2.001 m8,S37,SOI $8,693,332 1434,6bb,58' $411,167,720 5.121 AS lANO $17,090,061,27t '17,B51,,&0,408 o.m HI, 629,00 I sm,bJb '293,151,600 1m ,090,775 0.601 AG SUllDING $4,828,229,685 $4,B72,319,302 0,251 m, 180,798 1200,1)5 IBO,093,912 $95,1I0,lb6 -lb.121 COMEkWl 17, IIb,Sb!, 1.9 17,701,709,S91 1. 001 177,017,(>99 11,2b6,o5D II2O,b05,018 1216,419,027 -4 !.SOl INDUSTRIAL 12,681,298,775 l2,b81,29S,775 1.')01 126,812,9BB '4IO,7t' 'I' ,076, 690 'Ib, 777, :19 -42.591 PERSOKAl 12,751,814,785 '6,816,363,625 I. 001 168,763,636 I! ,lJO, lIS Ii 13,017 ,514 11',393,9!0 549.871 PERSONAL REAL SSJ9,532 ,272 .839 ,~J2, in I. 001 125,111,20. SE t 39S,323 1138,007 111,80Q,701 m,III,20b -15.11l UlIL1TI£S 1~,0IO,385,o51 15,010,3B5,051 l. 0(11 150,103,851 1823,635 IB2,363,514 $120,109,993 -31.bOI OTHE~S 111,381,778 t: 1 t !BI t 178 I. 001 1111,818 fl, Bi! SIB 7 , 100 I)Ob,Obb -38. B7I IGlAl '5B,t35,700,JII 172,2Bb,181,lJl SI,174,B57,730 1816,951,314 113,I27,90B 11,18B,285,639 11,255,,)16,118 -5. 321 HE~ TAl RAIE 

lib. 4381. 
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198! YALUATIONS NE~ CONSTf;IJCIIOH 
•....•....•..•••.••.•••••........... AS A PERCEIII Of 19BI/82 IOTAL LEVY 

PROPERlY CLASS IAIABLE VALUE nARkET VALUE ~Ar.T VALU.IICN TinES I.~S 

19B2m 

NEW TAl lE'IY ON ACIU~, RE·.HIiE 
CONSTRUCIION NEW CONSIRUCTION TOTAL HEW LEVY AfTER CREOIIS 

PEf\Cm 
OlffERE~CE 

----------------------------------------------------------------------------------------------------------------------------------------------------------------------
HESI DENTIAL 121,nl,40l,250 m,59~,140,m 2.GO! 1671,8.2,810 110,48.,837 1524,341,8.9 ISI)7,9H,~81 3.m 
A~ LAND 118,817,447,591 119,662,IS3,36l 0.251 149,ISS,la3 Im,247 1306,898,.73 Im,821,IOS ·l.B91 
A6 BUILDING 12,167,064,945 11,261,313,102 o.m 15,660,859 $88,358 135,343,229 142,569,048 ·16.m 
CO~~ERCIAL 17,m,02',80l 18,748, •• 3,001 1.001 187,490,630 11,365,544 Ill6,554,375 1229,672,274 ·40.m 
IIIDUSIR I Al 12,007,868,188 12,070,780,5)) 1.001 120,707,806 1323,220 132,321,984 156,638,260 ·42.m 
PERSONAL 12,748,523,550 17,463,49.,532 I. 001 1/4,634,'65 11,161,947 1116,491,727 115,884,289 m.IOl 
HRSONAL REAL 11,889,048, H4 11,889,04B,I44 LOOt fl8,890,491 1294,854 f29,185,196 f54,35B,n2 '45.761 
UTILI lIES f5,215,981,79. 15,215,981,796 LOOt 152,159,818 1814,112 f81,414,l7Q 1114,082,726 '34.391 
OTHE~S 19,719,076 19,749,070 I. OOX 197,491 fl,522 1152,169 1258,8B5 -41.221 

TOIAl 1.2,302,111,342 180,917,35.,367 11,247,.99,921 f980,'5.,243 115,306,.10 fl,163,OO.,S91 fl,344,252,530 ·6.0U 
m IAI RATE fI5 •• 09. 

I-' 
co 

"" 1983/84 
1'82 VALUAIIONS NEW COHSTRUCIlON -------------------------------

•••••.•••••...••...•••••.•• -•.•.•••• AS A PERCENT Of 1982/83 TOIAl LEVY NEW m LEYY ON ACTUAL REVENUE PE~CENT 
PROPERTY CLASS TAIABLE VALUE MRK€T YALUE MKT VALUATION mES 1.05 CONSTRUCIION NEW CONSIRUCIION TOTAL HEN LEVY AflER C~£DIIS DIFfERENCE 
-----------------------------------------------------------------------------------------------------------------------------------------------------------------------
RESIDENTIAL 122,909,45','12 f34,078,661,2'b 2.001 fbBI,573,225 fll, m,91S f55.,U5,875 1533,b20,216 4.lU 
AS LAND 119,591,408,134 119,.75,797,630 0.251 149,18',494 1903,468 f321,387,378 132b,/4I,563 -l.bU 
AS BUILDING f2,310,B76,711 f2,320,830,754 o.m f5,802,077 194,772 f37,908, m 145,316,110 '16.351 COHmCIAl IB,214,317,483 IB,964,356,2V2 1.001 f99,643,562 1I,4b4,251 f14.,125,115 1244,304,4IB ·40. 06~ 
INDUSTRIAL 12,285,515,112 12,295,515,112 I.OOX 122,955,151 $373,319 m ,331,941 f64,532,415 ·42.151 
PERSONAL 12,745,689,479 17, b2.,915,219 1.001 '76,269,152 11,245,792 fl24,579,157 fII, Ob4 , 209 78s.m 
PERSONAL REAL 11,879,889,110 1I,979,BB9,lIO I. 001 118,798,891 1301,064 130,70.,38b '54,204,447 -43.m 
UIIlITlES f5,34b,m,5l1 15,ll.,m,531 1.001 '53,461,195 f873,253 SB7,325,284 1127,242,154 -31.m 
OT~ERS se,770,739 18,770,7J9 I. OO! IB7,707 11,133 Il43,263 1134,137 -38.611 

TOTAL 165,291,106,211 182,18.,915,563 $I ,32.,IS6, ~21 1997,b81,055 116,29.,2b9 fl,342,I53,I90 11,410,259,.69 .4.81% 
HE~ TAl RATE Jl6.3341 
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:118/79 TO 1983/84 PRDPE~TI Til ~~~Lj5IS: 
CO~PAR I SDH ~r AtTUAL REVENUE AN~ ~EVEKUE UNDER A eEVt Ll ~ I i A' ION 

ISUBSTAKTIAL NEW CONSTRUC!I~N IN T~£ 1130'S) 

197&179 
1177 VALUATIONS ~EW CONSTRUCTIOH ------------------

------------------------------------ AS A PERCENT OF ACTUAL ,EVENU, 
PRO~ERlY CLASS TAXABLE VALUE MARlET VALUE MRn VALUATION AFlER CREDIIS 

RESIDENTIAL 
A6 LAHD 
A6 BUILDIN6 
CO~~ERCIAL 

INWSTRIAL 
PERSOHAL 
UT III TIES 
OT~ERS 

0-

\D 
o 

TOTAL 

114,m,oSI,521 
115,299,866,597 
1,,5?1,QZO,B68 
14,940,953,422 
12,344,792,501 
12,745,404,092 
",01b,51l,713 

113,955,478 
147,:45,615,192 

114,397,057,521 
115,219,86<,597 
13,527,020,BoB 
14,940,953,422 
12,m,m,501 
14,622,B38,182 
II,OIb,59', III 

111,955,478 
149,223,079,282 

4.001 
0.501 
0, 5~t 
2.o{'l 
2.001 
2.0vl 
2.DOX 
2.001 

1978 VALUATIONS NEN CONSTRUCT 10K 
--.------.-------------------------- AS ~ PERCEKI 0, 

PROPERTY CLASS TAIABLE VALUE "ARm 'IALUE "RKI VALUATION 

1310,u09,162 
InS,on,lB5 
H7,>l2,7SI 

1147,4u5,368 
105, 4e9, 743 
$2l,()9(J,~97 

il4,561,586 
1371,004 

1950,1~2,I'6 

1978/79 T~l LEVY 
mES l.ui 

HEN 
CONSIRumON 

1979190 
--------.----------------------

IAI LEVY ON ACTUAL REVENUE 
KEW CONSTRUCTION TOIAL NE~ LEVY A,TER CREDITS 

PERCENT 
GlffEREKCE 

---------------------------------------------------------------------------------.--------------------------------------------------------------------------------------
RfSI~ENmL 115,170,107,971 II q, 38t, 399,73(' •. 0u1 1775,455,989 113,40~,943 1330,523,572 1319,715,li4 1.i)61 

AG LAND 116,017,857,997 116,,42,2)6,20~ O.sn1 181,?1I, lB I 11,444,445 1188,889,011 1251, t47, 94i 14.B~t 

A6 BUILDING 13,974,173,099 14,129,096,811 O.5~1 12~,645,4e4 135B, l80 lll,m,931 176,295,012 ·6.05t 

(O""ERCIAL 16,048,750,071 16,048,750,011 1.001 1120,975,001 12,0",974 11('1,998,711 1177,917,108 -40.981 

INDUSTRIAL 12,871,051,268 12,871,051,208 2.')01 15),421, 02S 1990,757 119,817,847 179,114,010 -37.241 

PERSONAL 12,147,629,195 15,220,753, ?68 2.QOI 1104,415,Ob5 11,812,515 190,b25,125 119,743,490 159.021 

UllLlllES II,I13,5vo,2?2 H,413,5~6,n2 i.OOl 188,270,124 .~,S3212S9 17~,612, 9JO 1102,929,91(' -'5.m 

OTHERS 112,451,605 t!2,4~1,WS 2.0~t 1249,v32 fI,>23 121b,IH 1)28,9.8 ·JUOI 

TorAL 151,255,587,628 158,121,285,175 1997, 6N, JOb 11,250,643,103 121, m,595 11,019,179,901 II,OS7,990,597 -I. 79I 

NEW TAl RArE m.3581 

.... 
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19)9 Y~lUATIDHS NE~ rONmUCrtON 
------------------------------------ ~s A PE~CENT 0' 19W&0 TOTAL LEVY 

fRurERlY ClASS IAlABLE VALU£ MRKEI VALUE KiKT VALumoH !iftES 1.05 

198018! 

~EW TAl Lm DH AC'UIo~ kEY!:iut 
CONSTRUCTION ~EW CONSTRUCTION TOT~L NEW LEVY AFTER CRE[ITS 

PEi>UNI 
DIFIE RENCE 

.---~----------------------------------------------------------------------------------------------------------------------------------.--------------------- --------

.... 
'" .... 

RESIDENTIAL 
A6 LAND 
A6 &UILDI~G 
CUftftERCI~L 

WDOSTRIAL 
PHSONAL 
UTilITI£S 
OTHEkS 

TOTAL 
NEW TAl RATE 

Ub, 488,406 ,m 
117,OI2,D52,09' 
SI,I02,550,088 
f6,b~2, 932,798 
'3,142,681,03' 
12,750,473,406 
$1,79',145,951 

110,578,674 
m,268,827,855 

125,611,029,798 
117,9b9,73I,sn 
'4,65Q,394,8l0 
17,487,518,203 
1J,142,681,039 
15,942,958,954 
$4,799,145,956 

$10,578,674 
169,614 ,Q39,027 

UOt 
O.~l 

O.5Dt 
2.001 
2,OO~ 

:.00% 
:.001 
2.001 

1980 VALUATIONS H£M CDHSTRUCIIO~ 

11,070,348,89. 
115.7291 

------------------------------------ AS A PE~C£NT OF 1980181 IOIAl LIVV 
PROPERTY CLASS rAIABL£ YALUE MARK£! YALUE ~RKI VALUATION TInES LOS 

$I,024,HI,192 
IB9,848,t58 
123,251,974 

1149,750,361 
$62,853,621 

1!IB,859,179 
$95,982,919 

1211,573 
11,565,199,480 

N£~ 

CONSTRUCTION 

$16,113,510 $102,839,161 1376 ,~23, 959 
$1,113,241 '282,618,205 1274,429,5'1> 

Bf.,~,7n 173,146,1.55 18t,216,11I 
12,355,443 m7,712,131 119~,~)O,4JO 

198B,63J 149,~31,632 189,752,534 
11 ,869 ,~51 $93,477,561 11l,887,7bl 
11,509,728 17S,~86,380 I!IS,0!9,688 

$3,328 m.,393 12.9,711 
'24,619,223 11,094,968,118 $1,153,1.70,030 

1981182 

TAl LEVY ON ACTUAL REYENUE 
NEW CONSTRuCTION TOTAL NEN LEYY AflER CREDIIS 

7.131 
2.99t 

-15.161 
-IQ.841 
-11.301 
573.091 
-l~.m 

-38.m 
-5.091 

PHrENT 
OIFFIRENCE 

~.--.¥.---------------------------------------------------------------------------------------------------------------------------------------------------------------.-
RESIDENTIAL 117,m,m,S20 126,44I,B90,029 4.0uI $1,057,.75,1>01 ,,7,587,1>80 1439,692,001 $411,167,126 6.m 
AS LAND m ,690,061,27. 117,851,000,408 0.501 fB9,258,OO2 ",494,237 1296,847,385 1291,.90,175 I.m 
A6 BUILDIN6 14,828,229,685 $4,812,119,102 0.501 S24,1b1,m 1405,100 fBl,OI9,920 $95,710,le6 -IS_351 
CO~KERCIAL 17,176,869,109 $7,701,709,891 2.001 '154,034,198 12,561,375 1128,0.9,lO6 l211>,419,027 -4(;.92X 
INDUSTRIAL '2,681,298,775 '2,681,298,775 2.001 153,625,976 '891,726 144,m,284 In, 7'7 ,249 -~1.931 
PERSONAL '2,751,B14,785 16,876,363,625 2.001 $Il7,S27,273 12,2B6,888 '"4,344,101 "7,39J,910 557.381 
PERSONAL REAL 1839,532,272 1819,532,272 2.001 125,141,20. 11 6, 790,.45 $m,20~ $13,960,259 125,141,206 -44,471 
UllLlTlES '5,010,385,051 '5,Ol~,385,051 2.001 lHoD,207,701 $I ,6b6,315 183,m,n: 1120,109,993 -30. BIt 
OTHERS 111,381,778 111,381,778 2,001 $217,63. n,78S 1189,261 HOo,066 -38.161 

TOTAL 158,035, '00,311 172,28.,481,131 U,174,B51,730 1I,631,70S,b28 $21,10.,311 $1,202,021,012 11,~5S,OI6,118 -4.221 
MEf IAI RATE 116.6286 
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:9BI VALUATIONS NE~ msrKUCTiON 
____________________________________ ,S. PERLlNT Of 198i'82 TOTAL "EVY 

1%2,&3 

NEW TAl LE'IY OW AUUAc xEVEM ~Er.CiNT 

CONSIRUCTION NEM CONS1RUCIIOH IOIAL HEM LEVY AFTER CREDITS ClffErE~CE ?NOfERIY CLASS TAtAiL[ VALUE ~ARKET VALUE "Rr.1 VALUAilGN TIKES 1.05 
--.~--------------- -------------------------------------------------------------------------------------------------------------------------------------------- ._------

5.711 
RESI OENT IAL $11, 7bl,.01, 250 133,593,1'0,479 1.001 1I,31l, 725, b 19 121,m,bll $51b,991,B32 $507,9b',381 

A6 LAND $19,917,.'7,591 119,bb2,153,3b2 0.5(>1 U9,310,7b7 1I,571,SH SJU,302,73(1 1312,92',105 0.471 

AS BUILDING $1,lb7,Ob',9'5 12,210',343,'02 0.5Ql 111,321,117 1180,979 13b,I95,899 142,5109,0'8 -14.9ll 

CO~"ERCII\!. 17,.85,0210,902 f8,748,oe:;, 004 2.00t 11'1,973,260 12,7910,9710 II39,BI8,B~b Jl29,b72,m -39.111 

INDUST~IAL !2,Q07,9f,8,ltB $1,(>70,780,573 2.00! 141,415,bll lob2,035 133,IQI,7b5 15b,b38,2b~ -41.SbX 

PERSONAL $2,148,523,SSG 17,4b3,49b,S32 2.001 1119,269,931 Il,38b,I04 Sm,!05,210 SIS,BSI,289 651. 09~ 

PERSONAL k£.L I1,B89,~4B, I" II ,B89, 048 ,I" 2.007. 137,780,9b3 Ib03,m nO,I96,743 154,m,262 -\4.m 
UlILITIE5 $5,215,981,7910 IS,215,981,79b 2.001 $I04,319,b,b lI,tbl,S6b 153,378,320 1124 ,OB2, 72b -32.B('t 

OTHERS 19,149 ,016 19,749,016 2.001 1191,982 13,117 1155,S'1 1258,8BS -39.801 

1~IAL Ib2,302,1I1,l42 $90,917,356,!67 $1,262,125,244 11,'61,312,485 131,351,'00 11,293,477,114 Il,3I4,~52,530 ·3.191 

NEI Ul RATt 115.9852 

1983/84 

19B2 VALUATIONS NEW CDNSTRUClION ------------------~------------

------------------------------------ AS A PERCENT Of 1982/83 TOTAL LE~Y HEN W LEVY ON ACTUAL REVENUE PERCEn 

PRD~£RTY CLASS TAlA8LE VALUE MRKE! YALUE "RU YALUATION TI"E5 1.05 CONSTRUCTION NE~ CONSTRUCTION TOTAL NEM LEvY AfTER C,EDITS DIffERENCE 

------------------------------------------------------------------------------------------------------------------------------------------------------------------__ v. 

RESIDENTIAL Ill,908,159,912 131,019,bbl,2bb 4.001 fl,l6),lIb,I51 Ill,09b,70S IS77,lb7,bl8 ,sn,b20,2!/> B.m 
AG LAND II! ,591, 4v8, 134 1!9, 615,797, b30 0.501 198,319,98B II, bbb, 179 1333,m,S97 U2b,14I,S63 1.991 

A6 8UILDIN6 l2,lIO,87b,711 $2,320,830,754 0.501 111,1001.151 119.,532 $39,30b,31>7 14S, 31b, 110 -13.2bl 

ca~KERCIAL 19,214,311,483 18,%4,3Sb,202 2.0,)1 1!19,281,1?4 S3,03b,'67 1151,823,339 1214,301,419 ->7.B51 

IN~USTRIAL 12,285,515,112 12,285,515,112 l.OD! 145,710,302 1171,lb5 m,70B,m 1104,532,.15 -~O.U2I 

~ERSONAL ",715,b89,179 17,62b,915,219 2.00~ 1IS2,538,30' 12,583,440 1129,171,99G 114,Ob4,209 81 B.m 

rERSO~Al REAL 11,979 ,B89, 110 $1,879,889,110 2.00! m ,597,182 1103b, n9 131,8l8,43i 154,201,447 -~I.2bl 

UTIliTIES 15,3'6,1'9,531 $5,3110,179,531 2.001 110b,9ll,S91 11 ,BIO, 894 190,5",tB7 1121,212,15' -2B.841 

DlHE~S S8,770,739 f9,170,739 2.001 S175,11~ 12,911 1148,544 1231,131 -l6.5bl 

!OTAL 1105,291,1010,211 182,180,915,563 rt,l59,151,OOI 11,9!S,3e2,lll Ill, 794,121 11,391,945,122 11,410,259,bb9 - I.l01 

NEW THI RATE m.9363 

.... 
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1918179 TO 1\83181 ~~O~,RTI m ~~"L!SlS: 

rO~'~RISO~ OF ACTUAL REVENUE ANQ REYENUE U~OER A LEVI LI~ITATION 

17.6 1 LEVY LI!ITATIONI 

1978i79 
1977 VALUATION: NEW CONSTRUCTION ------------------

------------------------------------ AS A PERCENT OF ACTUA~ REVENUE 
fROPERTY CLASS TAIAiLE VALUE NAR~ET VALUE KRKT YALUATION AFTER CREDITS 

RH! DENTlAL 114, 397 ,0~7, ~21 $I1,m,057,521 UOX 
AS LAND 115,m,B.o,m 115,299,866,~97 o.m 
A6 BUILDING i3,521,020,968 13,527,020,968 UOX 
CO~~ERCIAL $1,910,953,422 $1,910,953,122 2.001 
INDUSTRIAL 12,344,792,501 12,341,792,501 2.001 
PERSONAL 12, m,Iol,092 14,622,838,182 MOl 
UTll1 TIES 14,071.,591,713 $4,070,594,713 2.00X 
OTHERS $13,955,478 113,955,419 2.001 

TOTAL 147,315,645,192 $49,223,079,282 

1978 VALUATIONS NE~ CONSTRUCTION 
-------------••• -•••••••• --- ••• -.-•• AS A PERCENT Of 

PROf'E.TY CLASS TAIABlE YALUE ~ARKET VALUE ~RH VALUATlDN 

$~16,DDS, 162 
1238,01';,285 
167,312,751 

1147,405,30e 
16~, ID9,743 
m,090,297 
194,561,586 

1371,004 
$950, 162 ,191> 

1~78119 TAl lEVY 
mES 1.076 

1979/80 

HE~ TAl LEvr ON ACTUAL REiEHUE 
CONSTRUCTIO~ HE~ COHSTRUCTIO~ TOTAL NEW LEVY ~FTER CREDITS 

.. ,·1'"'''.\(''' 
\ , 111:\.'\' ,"" 

pmENT 
DifFERENCE 

M _____________________________________________________ ________________________________________________________________________________________________________________ _ 

,ESIDENTlAl 11~, 170, 167,971 119,~86,~99,730 •. o~x $775,155,989 Ill,7",261 1344,856,537 $329,715,154 1.591 
A6 LAND 116,017,857,991 11.,612,276,200 O.lOX 183,211,381 11,480,212 5296,012,414 1251,647,945 17.bIt 
A6 8UILOING H,974, 173,099 $4,129,091.,811 0.50X 120,615,484 1367,254 S73,450,772 170,295,012 -3.m 
CO~~ERCIAL I6,049,7~O,071 16,048,750,071 2.001 $120,975,001 12,151,974 1107,599,679 $177,917,IOB -39.m 
IHDUSTR1Al 12,871,051,269 $2,871,051,268 2.00X 157,421,025 11,021,139 151,071,927 179,411,010 -35.m 
PERSONAe 12,747,629, 39~ 1~,220,753,26B 2.001 $104,415,065 11 ,857,396 192,Bb9,791 119,,43,490 m.m 
UTIlITIES 14,413,506,222 11,413,506,222 2.Ml 188,270,124 II ,570,200 178,510,012 II02,n8,9ID -13.m 
OTHERS 112,451,b05 112,451,605 2.001 1249, 0J2 11,430 1221,496 $328,968 -32. O'l 

TOTAL 151,255,587,628 158,721,295,175 $1,022,371,523 11,250,04,,103 $21,217,166 $1,OI4,621,b8~ 11,011,990,591 O.bI! 

NEW TAl RATE 117.7986 
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19]~ V~LUAIIONS NE~ COKSlRUclIO~ 

------------------------------------ ~S A PE,CENl ~F 
PROPERlY CLASS lAIABlE VALUE KAR~El VALUE KA,T VALUAIiDK 

lil~!90 TOH~ ~HI 

mES U ' • 

1%~!81 

WEW gl LE~Y eN .mAL mt~UE 
CONSlRUClIO~ NEW CON,lRUClION lulAL NEW LEVI AFIEA (AEOllS 

HRCt~iT 

mm£N~E 

.--~---------------------------------------------------------------------------------------------------------------------------.------------'---------------------.-----
,ESIDENIIAL lib, 488, 4l1~ ,5'~ $:5,bll,O~9,198 4.001 
A& ~AND 111,011,052,1.99 111,91>9,J~I,513 0.501 
A6 BUILDING 1I,402,550,18e 1I,650,394,B10 0.501 
CC~KERCI~l Ib, btl, 932,198 P ,487 ,518,'~'.l 2.001 
INDUS 1 RIAL 13,142,b81,Q39 13,1I1,eBI,~.l9 2.001 
PERSONAL 12,150,413,40. 15,942,9~8,954 2.001 
UllcITlES fI, '99,145,950 1I,799,145,95b 2.00~ 

OlHt~S fIO,~18,b14 110,518,1.14 1.001 
10m 155,208,821,855 109,014,039,027 H,124,ClI2,9~7 

NEW TAl R~lE UI.5i1' 

:980 VALUArIONS liEN CONSTRumON 
------------------------------------ AS A PERCENl Of 1980191 lDIAl lEVY 

PROPERlY CLASS IAIA~lE VALUE ~ARKEI VALUE ~Rrl VAlUA1;ON !IXES 1,011> 

11,024,411,192 $lo,92I,4~2 1423,Ol.,29i Im,m,959 
189,94B,058 11,484,091 129b,819,321 li14,429,51b 

121,251,974 B84,010 In,eI4,001> 18b,1!b,~)1 

11l9,750,.l64 $2,~73.537 Il2J ,PI" 8!B 1199,0)[',130 
Ib2,B53,otl II,03S,2C10 151,909,984 f88,1S?,514 

1118,859,119 1!,%>,765 m,lbI,242 H3,887,lbl 
195,992,919 fl,585,421 119,271,038 111~,OI',b88 

11II,S7J 13,495 1iJ4,131> m!,111 
11,505,19',480 125,853,55b $1,149,B.o,493 f!,153,.)0,030 

1981182 

NEW lAX LE~i "N ACIUAL ~EV£~U£ 

CONS1RUCllON NEW CONSTRL'CT!ON lOlAL NEN LEVI' AFlEP. CREDITS 

12.50l 
8.m 

-10.91, 
-.\7,811 
-4Ull 
bul>.841 
-31.08t 
-15.2ll 
-0.33% 

PERCE~T 

DIFFERENCE 
_____________________________________________________________________________________________________________________________________________________________________ 0 

RES I OEN TlAL 117,046,121,520 120,441,89'),('29 2.001 .S2el~37180\ 19,141,081 14/,) ,('54,030 1111,10' ,12b 13.591 
Au LAND 111,b90,Ool,21b Hl,B51, bOO, 408 0.251 144,.29,001 178B,30(> 1315,320,195 1291,b90,715 B.IOI 
A6 BUllDINS 11,828,229,085 ",912,31~,,\i2 0.2S1 112,180,198 1215,154 IBb,Obl,J89 '~5,JiQ,lbb -IQ.08! 
COK~E~(!"l 1),I1b,Bb~,169 11 ,10I,l('~,891 1.001 $)1 ,011,099 fI, 300, >85 llJo,038,m 1216,4IQ,027 -31.m 
INDU5lRIA. t~,t.81)98,:75 12,b81 ,298,))~ 1. OOt 12O,B12,988 1411,M9 HI,loO,SBB Slb, 7:!, 24q -38.m 
PE~SONAL 1~,)5I,814,lBS 1.,816,363,1,25 I.VOX Its,lb3,blb fl,214,I>01 1121,410(0,052 Il1,~9),nO 598.291 
~ERSONAL REAL t83tt t 53:? I in '839,532 ,272 1.00l 125,141,20. 18,395,323 1118,190 $1\,829,005 '25,14I,20b -41.021 
UT I LlllES '5,010,385,051 '5,010,,85,051 1. (001 '50,103,851 '885,005 188,500,5(02 fI20,40Q,99] -2b.5QX 
OTHERS 111,381,178 '11,381,118 1. ('OX $11~,8lB $2,010 110 1,0.41 SlOb,006 -lUll 

10 I At 158,b>5,100,311 112,281.,481,131 fI,lb2, 391, 55" 1810,854,314 S14,4?B,435 $l,27b,825.QSS S:,~55,Olb,UB 1.1\l 
~EN 1 .. 1 RAJ[ I1J .l.bJ4 
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198,/8) 
!9BI VALUATIONS NEW CONSTRu[T~DN -------------------------------

------------------------------------ AS A mCENl OF 19B!m mAL lEI'! IIE~ m LEVI 011 ACTUAL ~EVEfiliE meEk! 
PROPEATI CLASS TAiABLE VALUE "ARKET VAlUE "RtT VALUATION TI~ES 1.07. {O~STAUCTIDN ~EW CONSTRUCTION TOTAL NEW LEVY AFTER C~EDIT5 DlfFEREHC, 
---.-------.----------------------------------.----.-------------------------------------------------------------------------------------------------------------------
~ESIDE~TlAL 

AS l~NO 
AS BUILDING 
CO""ERCIAL 
IHDUSTRIAL 
PERSONAL 
PER SOHAL REAL 
UTIlITIES 
OTHERS 

..... 
'" UI 

TOTAL 
NEW TAl RATE 

PROPERlY CLASS 

$21,161,401,250 
$18,817,441,591 
$2,I!1,Ob4,945 
l',bB5,02b,8Co2 
$2,007,869,188 
$2,748,523,550 
11,8B9,048,144 
$5,215,981,796 

$9,149,071. 
m,302,11l,312 

$13,593,140,479 
fl9,bb2,153,3b2 
S2,261,)I~,I02 

18,748,l>b3,001 
12,070,180,S)! 
17,4b3,496,532 
$1,889,048,144 
15,215,981,1% 

19,749,07b 
$80,917,356,3b1 

2,001 
o.m 
O.2Sl 
LOOX 
UOX 
1.001 
l.001 
1.00l 
1.00) 

1982 ~ALUATIONS HE~ CONSTRUCTION 

$I,373,864,lb; 
$l7.18b9 

--------------.--------------------- AS A PERCENT Of 1982/81 T~TAl LE~Y 
TAIABLE ~ALUE ~ARKET VALUE MR~T ~AlUATIOH TIKES 1.~76 

WI,862,9W $iI,547,245 1577,362,m 1507,,.1, l81 
$", ISS, 38) $844,829 $331 ,m,611 $lI2,824,105 
$5,600,859 $97,293 138,917,061 $42,569,018 

S87 , 486, I>lO fl,501,b25 1150,362,412 $229,.12,174 
HO,7(Ol,B~6 .355,903 135,590,111 $56, b38, 260 
f74,b14,~6S 11,282,714 1128,274,433 115, 8BI, :89 
$18,890,481 m4,ob' 132,I6b,898 $51,lSB,m 
152,159,8IB $896,4bb $89,64b,601 $124,052,726 

S97 ,49T $1 ,61b $167,55~ 1258,685 
1980,65b,m Ilb,854,449 11,390,119,212 11,341,252,510 

1983/84 

WEN TAl LEVY ON ACTUAL RE~EHUE 
CONSTRUCTION NEW CONSTRUCTIOH TOTAL NE~ LEVY AfTER CREDITS 

IUbl 
8.on 

-8.581 
-34.531 
-31.161 
701.5b1 
-40.m 
-2),]51 
-15.28X 

3.4bl 

PERCENT 
DIFFERENCE 

------------------------------------_ ... _---------------------------.-.-----------.--------.------------------------------------------.----------.---------------------
RES I DENTI AL 122,9~B,I59,912 131,018,661,261> 2.00) $b81,573,225 $12,51>2,203 Ib28,IIO,140 1533,b20,211> 17.m 
AS LAND $19,59I,108,m 119,b7S,791,bl0 0.251 14~,189,494 1906,621 1362,618,2B3 1326,741,5b3 ta_99l 
AS BUILOIN6 $2,310,87b,111 12,320,830,754 0.251 $5,802,077 $106,939 142,115,663 $45,316,110 -5,011 
CO""ERCIAl 1B,214,311,1B3 IB,961,356,202 1.001 $99,643,5b2 11,652,237 $165,223,715 $244,301,418 -32.m 
INDUSTRIAL 12,285,515,112 12,285,515,112 1.001 m,8S5,151 $121,248 $42,124,151 164,512,415 -11.121 
fERSDNAL 12,145,I>B9,479 17,626,915,219 1.001 $lb, 269 ,152 $I,105,HI $140 ,51! ,092 114,0~1,209 899.511 
PERSONAL REAL 11,879,889,110 $1,B79,889,110 I. OOX $18,798,891 114b,486 I14,tlB,58b 154,201,447 -36.0Bl 
UTILITIES 15, 31t, 179,531 15,316,179,511 1. OOY. 151,4~I,795 $985,31>4 n8,53b,429 1127,242,154 -22. SOX 
OTHERS 18,170,119 18,170,139 1.001 m,7Q7 U,b17 $Ibl,m 1234,137 -30.961 

TOTAL Ib5,291,IO~,211 182,186,915,Sbl 11 ,196,413,812 1991 ,681,055 $18,38B,445 11,514,802,311 11,410,259,tb9 7.111 
HEW TAl RATE 18,411185871 
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1982/81 TO 1983/84 PROPERTY TAl AKIlYS1S, 
CAlCIUTll* OF RATES REIIlIIREO 10 RAISE SAI£ REVENUE IF AS5£SSI£IITS 

IlERt BASED ON BOt I)f "ARm VALUE 

PAOPERTY ASS£SS~TS 1981 IlEVEIU BASED ON NEW TAl RATES TAl RllTES 
_.- .... _--------_ .. _-_ .. _- ----------_ .. _--------_ .. _------ BASED 01 

PilCPEtTY CUSS A8SESSO VAlUE+ JIIIRI:£T VALUt: I BEfORE CR£DIIS AfTER CREDITS 801 ASSESS 

Ul RATES 1982183 TAl R£VENUt: 
8ASED 011 CR£DIlS BASED -------- .. ---------------------

II!Kl VALUE ON NU RATES I£fORE CR!:D!TS AfTER CREDITS 

-----------------_ .. _---------------------_ .. -------------_ .. ,.-------------_ .. _--_ .... _--.. -----,-_ ........ _------------------------------------------------ .. -------~-
R£SIDENTtAL 126,87.,512,383 fJ3,~91, 140,419 1'06, 471 , 20~ '~07,96"JlI m.mo 117.'783 n',~12,m 1~7,149,701 ~Ol,964,181 

AS lAMO '1~,129,722,619 119,662,153,362 1356,301,630 tl12,82',405 m.m5 '18.1212 143,417,225 1356,301,630 1312,824,.05 

AS BUllD11I6 11,811,474,722 '2,264,343,402 U2,~",Ol8 142,56',048 1ll • .,91 ItB.7997 10 142,569,041 U2,569,04B 

CDIU£Rl:IAl 16,"1,930,403 18,74B,663,004 112'l,612,274 '229,672,274 m.B153 $26.2523 10 122',672,274 In9,672,274 

INDIlSTRIAl 1I,~6"24,451 12,070,780,573 1~6,63B,260 156,63B,260 134.18'10 127.3512 10 ~.,m,2'0 156,6:18,26(1 

PERSONAL S',970,797,m 17,463,4",532 196,153,110 U5,88',289 SU.I040 112.882'l S80,269,521 196,151,182 115,884,289 

PERSONAL REAl 1I,511,218,515 11,189,048,144 S54,358,262 1~4,351,262 US. 9693 m.7m 10 ~4,35B,262 154,3~,U2 

UTILITY 14,172,785,437 15,215,981,796 '124,OB2,726 1124,082,726 129.1362 123.7889 so 1124,082,126 1124,082,726 

OTHER 17,799,261 ",749,076 1259,B85 m8,I8S Ill. 1935 m.~8 10 '258, ll8S 1259,88:1 

TOTAL .64 ,731 ,885,093 110,917,356,367 '1,566,512,099 11,344,252,530 123.9007 119.1205 '222,259,549 1I,547,I91,96B 11,14',252,530 

+~DPERTY ASSESSEO AT 801 Of "ARKET VAlU£ 
+P~DPER!Y ASSESS~ENTS BEfORE ROlL8ACKS 

~OPERTY ASSESSREMTS 1982 REVEHUE 14\5£) 01 IlEW UI RATES TAl RATES TAl RATES 1983/94 TAl REVEKUE 

------------------------_ .. _----
_______________ w ____________ ... 

lASED OK mEa 011 CREDITS lASED ---------~--- .. ----------------
PRIlI'ERTY a.ASS ASSESSU VAlut + IlAR1(ET VAlUE- BEfORE CREDITS AfTER CREDITS lOt ASS'tSS I!RlT VALUE OM m RATES BEFDIE CREDITS AfTER CREDITS 
______ .. ____________ ~ ______________________________________________ .. ________ .. ____________________________________ .. __ .. _______ .. _________________ M ___ .. __________ 

RES I DENTI Al 127,261,929,013 U4,078,661,2U $640,62'l,75O '533,620,216 123.4912 118.1095 1I07,009,m 1617,I48,I4l 1533,620,216 

A6 LA_D 11~,740,638,104 119,675,797,630 '370,241,563 1326,741,563 m.52l1 119.8171 143,500,000 U70,241,563 '326,741,561 

AS BUILDIIIS f1,856,664,603 12,320,130,754 145,316,110 145,116,110 124.4073 m.525B 10 145,ll6, 110 145,116,110 

CORIlER( I Al S7,171,481,962 18,964,354,202 '244,304,418 1244,304,418 m.0661 S27.2529 .0 1244,30','18 1214,30',418 

INDI/STRIAl f1,82B,I12,090 12,285,~15,1I2 '64,532,415 164,532,415 135.2942 126.2354 10 16',532,41~ 164,532,415 

PERSaiCAl 16,IOI,~32,176 17,626,915,219 197,775,725 11',064,209 116.024B 112. B200 183,711,516 197,777,020 U',064,209 

PERSONAL ~Ol f1,503,91l,289 11,879, B89,1I0 154,204,447 '54,204,447 136.0423 128.9339 10 '54,2t4,447 1"',204,447 

UTILITY 14,276,943,625 '5,346,179,531 1127,242,1~4 1127,242,154 129.7507 123.8006 .0 1121,242,154 1127,242,154 

OTHER 17,016,591 te,770,739 '234,137 '23' ,137 Ill. 1691 126.6952 10 1234,137 1214,117 

TOTAL 165,7",532,451 '82,lB6,'15,563 '1,044,480,719 '1,410,259,669 124.6542 119.7233 1234,221,051 11,621,000,406 11,110,25',669 

+PROPERTY ASSESSED AT 801 Of "ARKE! VALUE 
'PROPERIY ASSESS"ENTS BffOAE ROllBACKS 
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Appendix B 

State Payments in Lieu of Taxes 
to Local Governments 

Governments in most of the 50 states have de
veloped a variety of payment methods to compen
sate local governments for the loss in tax revenues 
arising from state acquisition and ownership of 
real (and. in some instances. personal) property. 
The methods and scope of payments vary widely. 
Like the federal government. some of the states 
have occasionally given their consent to direct lo
cal taxation of certain agencies and instrumental
ities. However. as a whole. the states use the same 
methods of compePSation as those used by the 
federal government and described in Chapter 2 of 
this report. 

The nature of state compensatory efforts can be 
summarized as follows: 

• 37 states either make payments to local gov
ernments for certain state-owned property or 
allow local taxation of selected state property. 

• 13 states neither provide compensation nor 
permit taxation.' 

• rmancial payments for one or more categories 
of state-owned real property are made regu
larly' in at least 29 states. Some states. such 
as Hawaii. have in lieu statutes in their laws 
but do not have operating payment programs 
because they have not yet appropriated any 
funds. Seven of these states did not document 
expenditures in recent surveys although they 
may actually be fully funded. 

Source: ACIR, "Payments in Lieu of Taxes on Federal 
Real °rooerty," Washinqton, D.C .• May 1982 
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• States seldom provide for full coverage of all 
stotc property when they adopt payment pro
grams TY;:l\cally. only a select category of 
property. such as forest land or parks. gives 
flSC to a payment Or is allowed to be taxed.' 

The wIde '·.flety oi fiscal arrangements used by 
the slates for compensating local governments for 
the presence of state-owned land can be classified 
wIth", the same conceptual framework as that used 
to desc:Jbe federal payment programs. :-':0 pay
ment programs using 0 grant or fixed percentage 
of own· source (property tax and other local levies) 
reVenl'es were found among the state programs. 
however. The 77 different state-payment programs 
can be broken down as follows: 

• 18 receipt·sharing programs: 
• 37 payment in lieu of tax-type programs; 
• I 9 formula·based programs; and 
• three of a miscellaneous nature. 

Together. these programs show a majority of the 
state legIslatures throughout the country have ac-

knowledged some state responsibility to local gov
ernments as landowner. In fact. many states have 
gone the entire route to assume full tax res pan
sibihty for government-owned lands: of the 37 
PILOT-type programs. 11 prOVIde for full tax 
equivalency payments. while 24 provide parhal tax 
equivalency payments based upon either a per
centage of land owned within a jUrISdIction or a 
percentage of the value oi lands within a iurisd!c
tion which is state owned.' Indeed. the Iion's share 
of these programs has been passed in the iast de
cade and additional legislation continues to be reg
ularly proposed each year. The remainder of this 
Appendix lists state compensatory payment pro
grams and details the provision of each state pay
ment. 

• Although the partial tax equivalency programs provide only 
an arbitrary portion of the states' property tax liability wen 
its lands held in private ownership. it is based upon property· 
related measures and 1S therefore ('onsidered .l more direct 
payment scheme than most other federal programs 

STATE PROGRAMS PERTAINING 
TO COMPENSATION OF LOCAL 

GOVERNMENTS FOR ST A TE-OWNED 
PROPERTY, 1980 

ALABAMA 

:-';0 provisions for state compensation to local 
governments for state-owned property. 

ALASKA 

No prm·isions. 

ARIZONA 

f'.:o provisions. 

ARKANSAS 

1\0 major provisions; indirect program author
izatIOn eXIsts for compensation for state-owned 
forests. although no payments have ever been made. 

CALIFORNIA 

State statutes provide for an in lieu of taxes 
equivalency payment to those local governments 
in which state-owned forest and wildlife manage
ment land is located. (West's Ann. Rev. &- T. Code. 
38901 et seq.) 
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The state also provides for payments based on 
shared revenues and receipts derived from state 
lands acquired for highways and from tidal and 
submerged lands on which mineral rights were 
reserved. 

COLORADO 

No provisions. although there is some minimal 
recei pt sharing from state-owned forest lands. 

CONNECTICUT 

The general statutes include a provision requir
ing an inventory of state-owned property. Each 
state department and institution must transmit to 
the comptroller annually an inventory of all real 
and personal property owned by the state and in 
the custody of such department or institution. 
(General Statutes of Connecticut. Title 12. Ch. 201. 
Sec. 4-36) 

The state provides grants to townships in lieu 
of taxes on all state-owned real property. except 



highways and bridges. The grants are computed 
as the product of a fractional portion of the as
sessed value of all state-owned property in the 
town (determined by tbe ratio of total tax levied 
by tbe town on all real property to tbe total lax 
levied on real property by all towns in the stale) 
multiplied by ten times the local mill rate. Grants 
are limited to no less than $2.000. or the value of 
the state-owned property. whichever is less. and 
may not exceed $&00.000 (General Statutes of 
ConnectIcut. Title 12. Ch. 201. Sec. 12-19a-d) 

The state makes an additional annual payment 
of $1.400 in lieu of taxes to the fire district of 
Warebouse Point (Sec. 12-1ge). (The state is also 
unique in its provision for the reimbursement of 
municipalities. by the state. of a sum equal 10 25% 
of the property laxes which would have been paid 
by any private nonprofit institution of higber ed
ucation or general hospital facility. had these in
stitutions not been tax exempt-Sec. 12-20a) 

DELAWARE 

No provisions. 

nORJDA 

Limited state payments may be made to munic
ipalihes for improving the physical condition of 
state-owned lands. (Florida Stat. Ann .. Ch. 196. 
Sec. 301 Some prison farmland in Bradford County 
does receive a tax eqUivalent payment. 

GEORGIA 

The state prOVides payments in lieu of taxes on 
all state-owned land in counties If in excess of 
20.000 acres. prOVided tbat the county receives no 
revenue directly from the land. 

HAWAII 

Tbe statutes provide for compensation to coun
ties for tbeir sbare of improvement district costs; 
however. offiCials observed tbat the provision is 
"ineffective" because the requirement that appro
prialions be made "from time to time" allows the 
legislalure to postpone appropriating the funds in
definitely. In fact. the slate has owed the City and 
County of Honolulu some $1.5 million in improve
ment district costs for several years. [Hawaii Re
vised Statutes. Sec. 67-81 

IDAHO 

State lands may be charged for local benefits 
(services) specially accruing to sucb lands. (Idaho 
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Code. Title 58. Sec. 336) The slate may also share 
receipts from its lands acquired for parks and for
ests. 

ILLINOIS 

The slate makes payments to school dislrlcts 
which have minimum amounts of state land or a 
certain number of state employees. If the state
owned land comprises one eighth of the land area 
of the district. or if a stale institution is located m 
a district with less than 250 pupils and 5% of the 
pupils who 3re members of families employed in 
the institution attend public school in the dislrict. 
the state then pays an amount equal to the school 
taxes that would have been collecled if the land 
were privately owned. The program was essen
tially addressed to University of illInois properties 
used for income purposes or leased to staff mem
bers. (Illinois Revised Statutes. Ch. 122. Sec. 18-
4) 

The slate may also share receipts from state
owned forest lands 

INDIANA 

No provisions. 
1979 Senate Bill 332 would have prOVided com· 

pensstion to municipalities for lighting state roads; 
however. the bill did not become law. 

IOWA 

1979 HF. 734 passed and appropriated $35.000 
10 reimburse school districls for laxes lost due to 
state acquisition of lands for the stale's open space 
program. Payments are to be made accordmg to 
prescribed assessment practices or reduced pro
portionally if the total taxes exceed the appropri
ated $35.000. Iowa Code. Sec. 284.1 et seq. also 
provides reimbursement to school districts for tax 
losses resulting from exemption of federal. state. 
or locally owned lands. 

KANSAS 

No specific provisions. although voluntary In 

lieu of tax payments are made by some state agen
cies. without established formula bases for cal
culating payments. 

KENTUCKY 

No provisions. 

LOUISIANA 

No provisions. although receipls from lands 



containing mineral leases are shared With locali
ties. 

MAINE 

No provisions. 
1979 Legislative Document 1049 would have al

lowed a municipality. at its option. to levy a user 
charge in place of taxes for services the munici
pality provides relative to state and county-owned 
property. The user charges would have been lim
ited to the cost of the following services: road 
maintenance and construction. traffic control. Snow 
and ice removal. water and sewer service. and San
itation services. The measure failed to gain legis
lative approval. 

MARYLAND 

In accordance with state statute. Maryland pays 
for utility services. makes special grants to An
napolis for its role as the capital city. and pays 
local government 15% of receipts from state parks. 
forests. scenic preserves. parkways. and recreation 
areas. (Maryland Code. Natural Resources Article. 
Sec. 5-212) 

MASSACHUSETTS 

A state-determined average mill rate is applied 
to the value of state-owned land in each com
munity which is used for game sanctuaries. state 
military camp grounds. state forests. universities. 
and public institutions under departments such as 
correction. education. mental health. public health. 
and welfare. The equalized mill rate is applied 
against the full-market value of state land to yield 
these payments to municipalities. (MasSQchusells 
General Laws Annotated. Ch. 58. Sec. 13) 

MICHIGAN 

1977 Public Act 289 provides for the payment 
to municipalities for fire protection services re
ceived by state facilities. not to be less than $500 
annually. 

Flat payments per acre are also made for lands 
controlled by the State Military Board and De
partment of Natural Resources (ONR). including 
swamplands. lands dedicated as wilderness. Wild. 
or natural areas under DNR are also entitled to tax 
eqUivalency payments although nOne has been 
made. Finally. when ONR lands are sold. some of 
the receipts are shared with the localities. 
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MINNESOTA 

Laws of 1979. Chapter 303. provides for state 
payments to local governments in lieu of taxes on 
lands presently owned by the state in fee title and 
administered by the Commissioner of !':atural Re
sources. Payments are made on a flat-rate per·acre 
basis. With the rate depending upon the nature of 
the property (and receipts from economic activ
ity). The law requires that 40% of the payments 
be deposited in the general fund for property tax 
reduction purposes. and further prescribes a diS
tribution scheme for the balance of the payments. 

MISSISSIPPI 

The state shares receipts from its park and forest 
land. 

MISSOURI 

On November 4. 1980. the voters of Missouri 
approved a constitutional amendment requiring 
the Conservation Department to pay the counties 
taxes for property it has purchased. 

Authority also exists for the state to make flat 
payments per acre for forest cropland although it 
appears that funding has not been provided. 

MONTANA 

During the 1979-81 biennium. interim legisla
tive committees are studying the subject of state 
compensation to local governments for state-owned 
property to determine if legislation should be pro
posed. 

The state currently has authority to share re
ceipts from acquired forest land and also make 
payments for grazing land if it comprises more 
than 6% of a county's area. although it is not clear 
whether these programs are actually funded. 

NEBRASKA 

No provisions. 

NEVADA 

For a number of years. t he legislature has pro
vided a payment to the government of Carson City 
as an in lieu payment for all the state-owned prop
erty located there. However. the payment is not 
large and does not approach what the taxes would 
be on the property if it were privately owned. (Ne. 
vada ReVised Statutes. 361.055) 

Since July 1. 1978. all state-owned real estate 
has been required to be listed on a separate county 



tax list and assessment roll at its full cash value. 
If the total value of the state's real property in a 
county is greater than 17% of the total value of all 
other real estate listed in the county's tax list and 
assessment roll. that portion 01 the value of the 
state holdings in excess of 17% may be taxed by 
the county as other property is taxed. (Nevada 
Revised Stotutes. 361.055) 

The Nevada Department of Fish and Game is 
also to pay to the county tax receiver of the county 
where each parcel of its acquired real property is 
located an amount equal to the taxes levied and 
assessed against each parcel. (Nevada Revised 
Statutes. 361.055) 

!I.'EW HAMPSHIRE 

1979 Senate Bill 49 has been relerred for interim 
study. The bill would have established a uniform 
appraisal. levy. and appeal procedure whereby the 
state would pay cities and towns an amount equal 
to one-half the normal tax levy in return lor local 
services in lieu of property taxes. Presently, the 
state makes tax equivalency payments only for cer
tain forest lands and lands acquired lor parks and 
recreation. State forest receipts are also shared. 
Under the new measure. still under study as of 
January 1980, the state could still make applica
tion to the local unit for exempting the property 
from payments. 

NEWIERSEY 

State land and improvements owned, except for 
lands used for highways. bridges or tunnels, are 
assessed and subject to an in lieu tax payment to 
compensate municipalities for the costs of local 
services to state property. The assessment is cal
culated by applying the effective local purpose tax 
rate for the tax year to the aggregate amount of 
state property in the municipality to yield a sum 
constituting the state's liability; not to be less than 
$1.000 or greater than 25% of the local (municipal) 
purpose tax levy for the year for which the cal
culations are made. (New Jersey Revised Statutes. 
54:4-22a et seq.) 

1976 Senate Bill 274 provided for payments by 
the state to municipalities that exempted publicly 
assisted housing projects from real property taxes. 
As proposed, the amount of state rebate is com
puted by the Director of Local Government Ser
vices as a product of the total replacement cost of 
publicly assisted housing units times the effective 
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tax rate of the qualifying municipality Th~ in lieu 
tax payment would be received by the munici
pality and then deducted from the tax equivalency 
figure to determine the final amount due to the 
municipality. If appropriations are insuffICIent to 
pay the qualifying municipalities the full amounts 
to which they are entitled. the amount appropn
ated would be prorated so that each municipality 
is distributed the same percentage of the total ap
propriation it would have received. Th,s legIsla
tion was reintroduced in 1978-79 as Senate Bill 
369 but died in session. 

Three other state-local payment programs In lieu 
of taxes also exist. (1) The state makes a flat 10e 
fee per acre payment on certain state parks and 
forests. (2) State water resource projects. covering 
predominantly rural and agricultural lands, pro
vide the base lor a 100% tax equivalent payment 
on lands. equal to the taxes paid during the year 
prior to acquisition. For impro\'ements on these 
lands. a declining payment is made. also based on 
the taxes paid during the year prior to acquiSitIOn. 
and phased out over a 13-year period from acqui
sition or commencement 01 construction. (3) The 
state's "Green Acres" legislation required tax 
payments on the parks. forests. open space and 
environmentally sensitive areas which it'acquires. 
These payments are based on the taxes paid during 
the year prior to acquisition at a dec\ming rate 
phased out over the 13-year period from acquisi
tion. 

NEW MEXICO 

No provisions. 

NEW YORK 

The state offers local government units com
pensation under at least seven types of pa}'ment 
programs: 

(1) Lands owned by the state for reforestation 
purposes are subject to taxation for all purposes 
except county purposes. Such lands are valued as 
if privately owned and assessed at the same per
centage of full valuation as other taxable real prop
erty. (New York Real Property Tax Low. Sec 534) 

(2) The following state lands are subject to tax
ation for all purposes: (a) all wild or lorest lands 
owned by the stale in foresl preserves: (b) aJlwild 
or forest lands owned by the state in the towns of 
Altona and Dannemora: (c) all state lands of the 



Allegany State Park; (d) all land in Rockland County 
acquired for public use; (e) all land in Rockland 
County and the towns of Cornwall. Highland. Tux
edo. and Woodbury acquired for public use in con· 
nechon with the Palisades Interstate Park: (I) lands 
acquired or leased by the state and used for the 
construction and management of a railroad Irom 
Lake Champlain to Clinton Prison; (g) all lands 
owned by the state or leased from the United States 
for a term of 50 years or more. for use by the con
servation department as a fish hatchery. game farm. 
game management area. or game refuge. (New York 
Real Property Tax Law. Sec. 532) 

(3) Lands owned by the state and situated in a 
variety of school districts are subject to taxation 
for school purposes. (New York Real Property Tax 
Law. Sec 536) 

(4) Whenever the state Or a state agency acquires 
real property that becomes exempt as a result of 
the tax acquiSition and constitutes 2% or more of 
the total taxable assessed valuation of the latest 
preceding assessment roll. or there is a reduction 
in assessments on taxable state lands. the state tax 
board IS responsible for establishing a "transition 
assessment" which effectively prevents any loss 
of taxable assessed valuation on the assessment 
roll for the first year affected by the state acqui
sItion. For each succeeding year. the board is re
sponsible for establishing a transition assessment 
effechvcly limiting to 2% the loss in taxable as
sessed valuahon resulting from the acquisition or 
subsequent acquisition or reductions in the as
sessments. This process continues until the tran
Sition assessment IS phased out. (New York Real 
Property Tax Law. Sec. 545) 

(5) State aid is payable to any county. city. or 
city school district when the assessed valuahon of 
the unit's tax base is decreased in anyone year by 
10% or more as the result of the removal from the 
assessment roll of a public utility company as the 
direct or indirect result of the surrender of any 
license. franchise. permit. or authorization where 
the undertakmg was by law or regulation of New 
York or of the Untted States. The state aid payment 
for the first year is 80% of the total taxes that would 
have been leVied for the year preceding removal. 
For the next three years. the state aid payment 
would be 60%. 40%. and 20%. respectively. of the 
total taxes that would have been levied for the year 
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preceding removal of the utility. (New York Real 
Property Tax Law. Sec. 546) 

(6) State aid is payable to any city With a pop
ulation of 75.000 or more when new land acqui
sitions by the state for other than highway pur
poses would cause the total assessed valuation of 
state-oyo'tled property in the city to be 25% or more 
of the total taxable assessed valuation of the tax 
roll. State aid for the first year the land IS acquired 
is payable in an amount equal to the tax levy lor 
the year preceding acquiSition. Subsequently. in 
lieu of tax payments are made lor the period of 
probable usefulness of the improvements. not to 
exceed 30 years. in an amount equal to I % of the 
acqUISition cost of the land and improvements plus 
construction costs of new facilities The city must 
apply to the comptroller for these aid payments. 
(New York Public Lands Law. Sec. 19-a) To date 
only Albany has qualified for this program. 

(7) Tax equivalency payments are also made on 
land acquired by the Port of New York Authority. 

Optional Service Charge Law In addition to these 
specific payment programs. New York has since 
1972 permitted local governing bodies to levy 
property taxes on certain kinds of lormerly exempt 
property. For example. associations organized ex
clusively for "Bible. tract. benevolent. missionary. 
infirmary. public playground. scientific. literary. 
bar or medical association. library. patriotic or his
torical purposes. or for the enforcement of laws 
relating to children or animals" are subject to tax
ation at local discretion to cover costs for fire. po
lice. sanitation. water supply. and street mainte
nanCe services. Moreover. organizations which 
maintain their exempt status are still subject to a 
service charge on most local services. determined 
by multiplying the tax rate by a fraction repre
senting the costs of chargeable services in relation 
to all expenditures financed from local property 
taxes. (New York Consolidated Laws Annotated. 
Art. 4. Title 2. Sec. 421) 

NORTH CAROUNA 

The state shares receipts from timberlands and 
lands which are donated for forests Or parks. 

NORTH DAKOTA 

The state has authority to make tax equivalency 
payments for land under the control of The Fish 



and Game Commission, and to share receipts from 
its acquired forest lands. Payments under these 
programs are not documented, however. 

OHIO 

Ohio Revised Code, Chapter 163 provides a 
standard state appropriation procedure to local 
governments for state-owned property; on a tax 
equivalency basis for lands held by the Division 
of Wildlife: and also via receipt sharing for forest 
land and lands adjacent to certain lakes. 

OKLAHOMA 

No provisions. 

OREGON 

The state shares large amounts of revenues de
rived from state forest lands and also provides tax 
equivalency payments for lands under the control 
of the state game commissioner. 

PENNSYLVANIA 

Public Act 32 (printer's no. 2628). signed into 
law in April 1980, provides for an annual charge 
to be levied on all lands acquired by the Com
monwealth or by the U.S. government for forest 
reserves, conservation of water. or to prevent flood 
conditions. The charge is to be levied and distrib
uted for the following local units: (1) 13t per acre 
for the county in which the lands are located; (2) 
13¢ per acre for the school districts in which the 
lands are located; and (3)13( peraCIe for the town
ship in which the land is located. The law au
thorizes the charge only until such time as the 
charges equal or exceed the amount paid by the 
Commonwealth in lieu of taxes, under a 1935 law , 
which provides for tax equivalency payments on 
lands acquired for flood control, recreation, con
servation, and historical purposes. and receipt 
sharing on state forest lands. 

RHODE ISLAND 

The Generol Laws of Rhode Island do not pro
vide for compensation to local governments for 
specific types of land. However, the state does make 
tax eqUivalency payments for reservoir land ac
quired by the State Water Resources Board when 
in excess of 25% of the value of all real property 
within that jurisdiction. These payments are made 
only on Big River and Wood River Reservoir land 
and are based on a declining scale over 25 years, 
beginning in 1963. 
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A bill (79-5-437J relating to state grants in lieu 
of taxes on state-owned property was introduced 
in 1979. However, the bill was not reported out of 
committee and its prospects for 1980 enactment 
do not seem any better, largely due to an estimated 
$21.7 million projected annual cost to the state 
The bill would have provided an in lieu payment 
equal to 25% of the property tax which would have 
been paid for nonprofit institutions of higher ed
ucation and nonprofit hospitals, and an in lieu 
payment for state-owned property to be computed 
as a fraction of the total state municipal tax levy 
times the assessed value of all state-owned real 
property and then multiplied by ten times the mill 
rate of the municipality. 

SOUTH CAllOUNA 

The state has a program to make tax-equivalency 
payments on public service authority lands ac
quired before 1950. and to make flat per-acre com
pensatory payments for forestlands. parklands. and 
forestry commission lands. 

SOUTH DAKOTA 

The state pays for endowment and school lands 
it owns in each county and school district at the 
same tax rate of taxable agricultural lands. The 
state also pays its counties a tax equivalent to the 
amount that would be paid by properties outside· 
of incorporations under the State Board of Char
ities and Corrections and State Board of Regents 
were such lands privately owned. (South Dakota 
Compiled Laws. Vol. 2, Ch. 5.11) The same section 
provides that public shooting areas and state-owned 
lands acquired under the Rural Credit Act may be 
taxed by local taxing districts. 

TENNESSEE 

No provisions. 

TEXAS 

No provisions. 

tITAN 

Minimal tax equivalency payments are made for 
land managed by the State Wildlife Division. 

VERMONT 

The state shares its receipts from forest and 
park lands. All state land is to be assessed at fair 
market value and listed separately. Whenever the 



total value of state land is greater than 10% of the 
total value of all other property listed in a town, 
the portion greater than 10% ~y be taxed by that 
town. (Vermont Code, Sec. 36558) 

Local taxation of state forests. parks, and forest 
reserves is also authorized although it is unclear 
whether thiS is actually done. (Vermont Code, Sees. 
3615.3657) 

VIRGINIA 

The governing body of any county, town, or city 
is authorized to impose and collect a service charge 
upon tax exempt state-owned real property based 
on the assessed value of the real estate and the 
amount which the local unit shall have expended 
m the preceding year for the purpose of furnishing 
police and fire protection, and refuse collection, 
excluding any amount received as a federal or state 
grant for that same purpose, but not to exceed 20% 
of the real estate tax rate. The charge is computed 
by dividing the expenditures by the assessed fair 
market value of all the real estate within the local 
unit. including nontaxable property. The service 
charge may be imposed on owners of all real estate 
in Virginia, except for church property, but cannot 
exceed 20% of the locality's real estate tax rate 
except for educational institutions, faculty and staff 
housing which has a 50% limit. (Code of Virginia, 
Sec. 58-16.2) 

WASHINGTON 

Receipt-sharing payments are made for forest 
and parklands, as well as harbor areas and tide
lands within an established port district. State game 
lands of over 100 acres are also the base for annual 
tax equivalency payments. Other state agency Or 
institutional land is also subject to state compen
satory payments although they are made to the fire 
districts only. 

WEST VIRGINIA 

~o provisions. 

WISCONSIN 

Wisconsin's numerous in lieu programs provide 
payments for nearly 9OO", of the state's tax exempt 
acreage: 

(I) Enacted in 1973, the "payments for munic
ipal services" program was one of the earliest and 
most comprehensive state compensatory policies 
to emerge The plan's purpose is to "make equi-
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table annual payments to municipalities. from a 
specific state appropriation. in recognition of crit
ical services directly prOVided to state facHities." 
Payments to municipalities are authorized for po
lice. fire. and garbage collection. computed by 
prorating a portion of the municlpality's net costs 
for these services to the state property based on 
valuation (that is. the amount of these services 
financed by the property tax. multiplied by the 
ratio of the value of state improvements to taxable 
improvements plus state improvements). (Wiscon
sin Statutes. 70.119) 

(2) State Department of Natural Resources (DNRJ 
lands. including state parks. forests. fish and wild
life management lands. and lands leased from the 
federal government. provide for flat-fee per acre 
payments (50¢). (Wisconsin Statutes, 70.113) 

(3) An alternative "formula" payment scheme 
for DNR lands acquired subsequent to July 1969. 
provides for a ten-year declining ad valorem pay
ment for these lands. not to fall below the nat rate 
per acre. Under this program the first year's pay
ment is determined on the basis of the local as
sessment following acqUisition mulhplied by the 
county, local. and school tax rate levied against 
all assessments for that year. Subsequent pay
ments are 10% reductions of the first year's pay
ment throughout a ten-year schedule or until the 
50¢ acre minimum is reached. (Wisconsin Statutes, 
70.113. as amended by Ch. 90. Laws of 1973. Sec. 
323) 

(4) The state pays 20¢ per acre to towns and IOe 
per acre to counties for county forestlands situated 
in each. In addition. when timber is cut in the 
county forest system. the state receives a severance 
payment of 20% of gross value. sharing 10% with 
the towns and the remainder with the counties. 
(Wisconsin Statutes, 28.10-11) 

(5) The private Forest Crop Law provides for 
additional in lieu payments based on conservation 
and production/severance tax issues. It prO\'ides 
that an owner of 40 acres or more of forestland 
may sign a 25 to 50-year contract with the state. 
agreeing to practice sound forest management and 
pay annually 10¢ per acre (pre-1971 enrollment) 
or ZO¢ an acre (post-1972 enrollment) in lieu of 
property taxes. The state contributes an additional 
20¢ per aCre and the proceeds are then divided 



between town (40%). school district (40%). and 
county (20%). The landowner then pays a 10% 
severance tax to the state when timber is cut or 
the contract terminates. (Wisconsin Statutes. 77.01-
.14) 

(6) The private Woodland Tax Law provides the 
same benefits as the Forest Crop Law to woodlot 
owners of less than 40 acres. Herein. landowners 
pay an annual tax of 20% per acre to the local 
town treasurer with no additional sharing require-

FOOTNOTES 

I These states ue: Alabama, Alaska. Arizona. Delaware. In· 
diana. Kentuckv. Maine. Nebraska. New Mexico, OkWloma. 
Tennnsee. Tnas. and West Virginia. 

, "Regularity" herein beInS determined by specific mt. pay. 
ment listed on at least one or the 5W'Y~ which supportS 
this research 

'AOR. The Adequacy of Federal CompenSOlion for Federal 
Tax Extmpt Lond, p. 22. 

NOn:.: In addition to those programs itemized in the preceding 
Hetion. prOgrams that compensate localities for 6tate-oWned 
property hive been identified. but not verified. by other re
searchers. For example. in The Ff'H List- Property Without 
Taxes. Alfred Balk lists the re$ults of • questionnaire be sent 
to state governments. One of the relevant questions was. "Does 
the state pay a service charge or payments in lieu of talteS for 
certain types of property?" The affirmative responses would 
add several state compe~tion programs for public housing: 
Azkansas. Colorado. Maryland. Massach ..... ts.· MiIlDOSOtA. 

ments. No severance tax is assessed. nor i$ there 
a rollback provision for early termination 01 the 
ten-year contract. However. no state payment is 
made to the local town treasurer under this pro· 
gram. (Wisconsin Statutes. 77.16) 

WYOMING 

No specific provisions; however. because prop, 
erty owned by the State Game and Fish Commis
sion is not used primarily for a government pur· 
pose. it may be taxed. 

Missouri. New Jersey,- Oklahoma. Pennsylvania, Texas. Utah. 
.nd Washington;· for fuh and game preserv~: Arkansa~. Mis, 
liHippi" Pennsylvania.· South DU.ota: and VermonL· (or 
au.e parks: Vermont;- for state forests and timherhtnd: Maine. 
and lot port authorities: Arkansas. Miuiuippi, and New YOO: 

- These paym.enu were cited only indirectJy in other surveys 
and reseuclI. 

SOURCES: Survey at state source documents and con\,ersa· 
tions with state and local taMtion officials; U.S. AdviSOry Com· 
mission on inteJlO"ernmental Relations. The Adequacy of F t>d. 
m:U Compensation toI..occJ Governments for Tax Exempt federal 
Lands. Table 3. A-68. Washington. OC. AOR. 1978; EBS Mao· 
asement Con$uitant&. Inc .• Revenue SharJll8 and Po}'ments in 
Lieu of T ...... on the Public Lands. Washington. DC. Pubhc 
Land Law Review Commission. 1968; Kenneth T. Palmer and 
Roy W. Shin. ''CompeDUtory Payment Plans In the States," 
Stat. Govomment. yol. 18 (Autumn. 19751, pp. 211>-2t9. The 
Library 0/ CoD8J"ss. Congressionat Research Service. Report 
1361 (unpublisbedl. deted June 26. 1978. 
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191), 1974. 
1975. 1971. 
PH8, 1980 

19" 
'.vl.ed: 1,11 

(continued on ncat paRe~ 

~EY F£4TUats or STATE CtaCUIT-lllAttR 'loPtRT! TAX ItLttr PROClAKS. 198) 

o..(.rtptlon of 
.knf'tlchrJ~. 

(M •• bet of 
'f'""ttclarJu> 

"~o""'.r. and 
unten 6S .I'ut 
o'ller •• fW1 d1.
ablM 
()O,340) 

Mo.eoV!'ler a 6 S 
and O'Iet'. vldove 
62 and 0'1"1" 

32,20) 

KcMteovneu and 
renter. ~l .nd 
(Wet'. rotall, 
cU .. bled 
If~o",".r. 

(tt7,~0) 
~nt.n 

(281.400) 

Hoe.owners and 
refttcn 6S and 
0'1.'. 4h.bled 
or .~rvlvlT13 
apouu sa .nd 
.. or 
(57 ,.IS) 

fkIiM'~r a .ftC! 
rSlftau 6) and .... 
('9.)04) 

lion-elderly 
haae ownc r a • ncI 
:.1\(,,1" 
(6,000) 

$l.7501 
at,,&1. 

$5.1501 
.urte4 

'12.000 

520.000 
.tOU 
hou.chold 
incase; 
512.000 
net hou ...... 

"" I. 
Inc .... 

S1.~OOI 
shIh 

511.2001 
carrted 

$11, tool 
.JJJ.ll. 

$14.3001 
.. rried 

S10,OOO 

H •• t.u. ca. cr~tt t. $)96 
(ln4.~~ anftually) for .In,t. tupr.ayt!t'I .arn!", Ie" 
thal\ Sl.'~ and .. trted 
t~~yer ••• rnt~ lea. t~.n 
52,500. KSnt_lIIIo taw; cudtt 
t. $44 V1th an tncoae eefl1ng 
of $).7SO for singl,. and 
SS,SOO for ... trled tu;~y.r,. 
Social Security payment. are 
es~ptcd frae Incooc It.it •• 

.. ll.1 baaed on .. ount t~t 
pro~rty taxes exceed varloua 
parteataaea of household ift
(~. b • .-d on 1ftc~c atze. 
"-.t.~ relt.f r.~e. fro. 
S250 tf tfte~e 1a 57,000 or 
le •• to 550 If lnco.e t. be
tween S11,000 and S12.ooo. 

~eOVfter r.ltef rsnsss fro. 
961 of tax ps)'ftent Oft flrst 
34,000 of full value If net 
houHbold tncaa.t 11 not over 
$),000 to 4% ot rax pa,.ant 
1( net bo~.ehold t~co.c ts 
ItOt ov.r 512.000. le>arar 
nHef U ba .. d on hoUMhold 
tn(~ .nd • atatutory prDp
ert, res equtvalent of S250. 
~lfet .1to ransea fro. 96% 
of tM pt'opert1 tax equiva
lent to 4% of propertr t.x 
equivalent (or .... l~~e 
bracketa a. ho.covnera. 

~llef cannot exceed S500 
and 11 equ.l to S500 rcdUCM 
by 10% ot 1ncaa. over S5,ooo 
for tadt.tdual. and 20t of 
tnc~ oyer S8.700 for .. rrted 
couplca (20t of rent equ.alt 
tax o9utvalent). 

Taxe_ eac.ed'nl ~l of lft(aa.. 
K .. JII~ ,.etvnd UI\(e. up to 
S500 toe dft&h ,upayer. 
vith an J~~ IJ_Jr of 
S11,9OO and S600 for .. rrl~ 
tup.ye('a with .lncOH UIIU: 
of S14.300. (20t of rent 
end uct'fti.a equal. t •• 
esut.aleftt). 

~ll.t tak«. the tor. of a 
variable credit ra'lllnc tr~ 
'Slot Ca. t~ .ace •• of 1.51 
of laco.. for Inc~_ lea. 
than S1,ooo to 'St of ca. In 
.xce •• of 4t of tncoat. for 
Iftca..a b,t .. en $15,000 and 
S20.OOO. ~t.~ credlt "S0. 
(1St of rent .qual. ta. 
e,ulvalent.) 

Sur. 
tftC~ ta. 
crtdJt ot 
f'ebaU 

State 
tncQlte tax 
credft Ot 
r.bate 

SCate 
tnca.e tax 
credit or 
rebate 

hduetlon 
1n tex bill 
or .tate 
,.,bate 

u.~. Advlaory Co .. l •• lon Oft Iftterlovet~fttat &rlatlon. 

206 

Avef'.," 
Icl\efH CPu 
<Apt ~a CaU) 
I Total Con 

($1 ,000>1 

$)27.09 
(",76) 
/16,466) 

$ 41. 35 
(S2,02) 
/ 1,6S11 

Howeowner. 
S '),00 
(S ,41) 

/1I.~01 
"nt.ra 
S147.00 
(SI. 79) 
/44.)00/ 

S261.61 
(S4".) 
/15,161/ 

S284.16 
(S 4.44) 
114,010J 

,lO]. Sf> 
($6.4)) 
/4,102,3/ 



1/ 
State- Date of MopUon 

D1at. of Col. 1974 

Hawal t 
(1981) 

Idaho 
(j 981) 

10 .. 

lcvl.ed: 1911 

1977 
."t'ed: 1981 

1914 
RevU~: J976, 
1978, 1980, 
1982 

1972 
Rtovised: 1974 
1975, 1977, 
1981, 1982 

197) 
Reviled: 1975 
1977-81. 1983 

(eontlaued on &ext page) 

KEY fEATURES Of STAT! CIRCUIT-BREAKER PROPERTY TAX RELlf.~ PRQCRAMS, 1983 
(contfrtwd) 

t)ell(.dpt Ion of 
knc(1clar1cs 

Ohaber of 
lenefJcUUu) 

Elderly. bUnd 
or dl •• bled 
hCllM'o wrU!' c. • od 
renterS 
(12.632) 

All rc"ttera 
(41,494) 

Roeeovnera qe 
6S • .,d OVer, 
widows. bl1nd 
disabled veter
ans, hthetle .. 
chlldren under 
18, PO\oIS. 41&
.bled 
(17,)23) 

Hoceovncrs and 
renter. 65 .nd 
oYor or dt •• bl~ 
(317 .000) 

Koweowner. and 
renter. 65 .nd 
over. 'urvtvtn« 
spouae S5 or 
old.r •• nd 

tot.lly dl •• bled 
(n,OOO) 

If'lCOILU 

Ceil ins 

520,000 

$20.000 

S).soo 

$10,000 

S12.000 

De.e~lprlon of Pro8ca. 

CrecHe t. baud on ~unt of 
property ta. ~ld tn exce •• of 
v.rlaus ~rcent~e6 of hQuee
hold 81'0 •• lnco-e. Credit 
ranges trOll c&.IIea p.atd tn Cl(
ce •• of It of household tnco.e 
if tncas. 18 under S~.OOO to 
t.~e. paid in CXCC5' of 2.~t 
of tncOGe for Incases betvecf'l 
SIS,OOO and $20,000. '"' ... :la .... 
credit 18 S7~O. (15% of rent 
equals tax equivalent.) 

Taxpayeu with ACt under 
$20,000 vho have paid eo~e 
than 51.000 in rent qualify 
tor at.", Ct'edH or refund of 
SSO per quallfi~ exeaptlon. 
Tax~yer. 6S and over ~y 
el.l~ dOuble t.~ er~lt •• 

Jell.t range. fr~ le.aer of 
5400 or aetual taxes tor tho._ 
with Inerae. $4,780 Ie •• to 
le •• er of SSO or t.xes for 
tho,e vt tll lneOflH!a betveen 
11,701 .nd 11,900. Ir.cleta 
adju.te4 .nnually with COLA 
ba.ed on Social Security 
lncre •• e. 

Rellef based on MOunt by 
vhlc~ prope~ty t~ (o~ rent 
equivalent) exeeed. 3.S% of 
household 11ft:oae. Relief 
11.lt It $7~ Ie •• St of 
hou"hold ftlc~ (30t of 
rent equal. tax equivalent). 
An .ddltlon.l Irant I. pro
vld~d rea.fdle •• of the 
_ount of property tax or 
rent paJllent.. The addl
tlon.l grant I. S80. 

lellef tange. froe 100% of 
property tax for IncODe. 
below 5S.OOO to 2St for 
incaa~5 59.000 to $12.000. 
PToperty taxes are llafted 
to $1.000 for caleulattng 
reltef. (tn addition, .11 
baaeovn~t. receive a ft.te 
ftaaneed ho.eatead t •• 
exe.ptlon of 54,850. Ro.
ever. hQ.c.Ccad ••• lftance 
au.t M dedueted froe 
elderly <'red! t prOST •• ) 
(2S~ of rent equal. t.x 
!1uh.lent.) 

fo!"f'l of 
lteltd 

IncCGt' tu 
credit 

Reduction 
of en bill 

Stato fun-
6ed loea! 
credit 

U.S. Ad.taory Go.af •• lon on Interlov.rn.encal lel.cloaa 

207 

AvlO1'" 4git 

knef1t (Pu 
(;.sp!t& ColOt) 

!Total Coat 
(Sl,OOO} ! 

534 i. ~) 
(Sa.zt.) 
lS.2~".q 

SIOO.t:5 
(S4.27} 
(4.11; J 

$181.48 
(5J.H) 
13.200; 

$246.00 
('6. 79) 
(78.100 j 

5179.25 
(S).26) 
{9. '001 



Maryland 

(continued Oft 
U.S. Advhory 

Dat~ of Adoption 

1~10 

R,evtNCi, 1912 
1.71, 1975 
1978, 1919 

1911 
R~lnd· 1913 
1~14, 1~71, 

1981 

197~ 

~vhed: 1911 
"81 

1'7) 
.evteed: 1975 
1982 

If67 
RevtaC!d: 197) 
1915-198) 

n •• t ,..a) 

-K£l fEATtR!S Of StATt ClI1tCCIT-BREAl£R PROPERTY TAl ~L't' P~oGRAKS, 198) 
(c;ontlnu~d) 

~~erlp(ton of 
~n~(lclal"1~& 

(""lPIb~r o( 
B.n.I1(1art~.) 

HOIMo""".r, and 
r.nt.ra S~ aM 
over, diaabled, 
bUnct or h...,lna 
a d~~nd.nt 
child under 18. 
(60.r.18) 

Koaeovnera and 
rent~ra 62 and 
over disabled 
aurvlvt", 
II poua~ ~ ~ arwt 
over (20 ,186) 

AU hoa.ovnU·' 
(99,6H) 
Rent.ra .. e 60 
and over or 
disabled 
(8.606) 

• • 

All ~oseovn~r. 
and [enCet. 
(l,4~6, 500) 

All hoeeovne n 
a~ rantara 
(100,000) 

$1).000 

56,2001 
a10.le 

57,4001 
.. tried 

none (nat 
VIOrth 
5200,000) 

oone 

noftO 

lItaU.t i. dapendent upon 
Incoma l~v.1 with varlo ... . 
percantag •• of locoe.. .... b-
rueted froe property taa 
to d~t.~ln. r~fund. 
~na •• fro. ot lor In(ndea 
~Iow 53,000 to 4.~t for 
tncc:.ca abova $1,000. Prop
~rty ta ••• ara llatteii to 
$400 tor calc;ulat11tfC rell~f. 

(1St of r~nt ~quala tax 
~qulval~nt. ) 

Reltef eq ... al to "ount of 
tu up to Sr.OO (2St of rant 
~q .... l' ta. equivalent.) 

M~ownar' rallef, not to 
e.ceed 51,200. equal. prop
erty ra. e.ceedlng aua of 
~raduat~ per(~ntale of 
lnc~ ranal~ froe )/41 
01 ftr.t s4,ooo of houa.
hold locoae to 9t of iocoee 
ov~r S16,ooo. "nt.ra' 
rallef, not to eacead '450. 
equala tha .. ount by which 
I~% of the lndl~tdual tent 
eaceada the _.e ,r&d\Utad 
per(~ncace of lnco.e a • 
hoaeovn.r. relief. 

Cr~dlt ~ual. 60% of prop
erty t •••• In eace •• of }.~X 

o( 10coa. (100% of a lov.~ 

Stat. 
r.bat. 

St at. 
rebata 

Mo..owner. : 
Cr«lt 
.. atnat 
property t&1l 

b111 
hncer.: 
dlract pay
... ft' 

Stlte 
(fteoae tAX 

cradit or 
percent.e of tncoaa fo~ rebate 
eld.rly). "-al.u. rall.f 
1. 51,100 (17% of reftC 
equal. ca. ~u{~.lene). The 
ere·ct! t 1& red~.d 101 tor 
each $1,000 of ho ... a.hold 
lnco.. .bov. S6S.000. 

Ta. nCaM1na: vadCNa ,.r
c.nt.,e. of Iftcaae 1& ta
_{teed; petcencase. ranee 
fro. 0.5% o( Inc~ below 
$).000 to 4% of lncoae 
$10,000 or 8Ora. The ret~d 
ta 11alt~ to a ... t.~ of 
5650 and a It.it of S850 tOt 
•• ntor/dt.abled appllcantt. 
Add'tlonal r~fund 01 exce" 
ta. reaalntnc after the .. x{
IIU. haa ~" reacM4 la 
avaUable to aU appltcants 
up to a a.coRd ... i.u. of 
51.000. (leftt equt.al.nt It 
11%. ) 

State 
rebata 

eo..l •• ion on Interlov.rnaeAtal lelatloa, 

208 

Av.ra8~ 

kn.tt, (P~r 

c.ptta Cou) 
ITotal eoat 
($I.OOO)! 

SIH.l } 
(5).79) 
19.0191 

$270.00 
(SS.)7) 
IS. 917 1 

$)6).97 
($8. SO) 
IJ6.260) 

5117.11 
( .36) 
rn,242J 

S)69.19 
($S8.16) 
1"8.S9J) 

5270.00 
(54~.J7) 

1188.900) 



111stourl 

Nevada 

~" York 

Oat~ of Adoption 

197) 
~vlud: 19750 
1977 

.. al 
RnJaed: 198) 

197) 
Rt'Vlaed: 1975 
1977, 1979. 
1981. 198) 

1977 
(tnteed: 1981 

1978. 
Rnlae-d: 1981 
1981 

(continued on next page) 

-K!Y PEATU~ES Of STAT& tIRO/IT-BREAKER PROPtRTY TAX RELIEF PROGRAMS, 1983 
(co."o[fnued) 

[)e&(:rfptlOt'1of 
len"U,l.rJea 

(N ... ber of 
~nefic1.rJ.u) 

llaeownere and 
renter. 6S and 
over 
(S6,260) 

H<meOtlncra 8nd 
renters 62 and 
over 
(1 S,42S) 

HotHowners and 
reMere 62 .nd 
over 
(10.066) 

Ha.eovner. and 
rectus 65 and 
over 
(20.000) 

All hcMeovnen 
and renter. 
(lIS.9)4) 

$.0.500 

none 

516.000 

SI6,OOO 

For tneo.ca not over S}.~)O 
th. credit t. equal to actual 
property tax or tcnt eflulv..
lent paid up to 55000. for 
tneOCel ~tl~en $3,1)00 ~nd 
S10,OOO, ta. e.ceeding varlou. 
percent .... ran«e froa 1/8X 
accu.ulattve per S200 vI In
e~ for Inca.ea bet~en 
$),000 and $4,000 to 41 for 
!neece. b.twen $6,200 And 
$10,000. Ma.tD~ reltef, 
$SOO (20% of rent ~ual. ta. 
equ1valent.) 

Cred1t is baaed on a percen
tORe t.",ln,g fro. .006 [0 .OS 
~lttplied by houaeh~ld tncome 
and then .ubtract~ fro. pror 
erty tax liabtlity. Hou •• hold 
Inccae .eans $0 or the -.out'lt 
Obtained by .ubtractln( $4,000 
fto. 11'0" bo1.aMhold inc_e. 
Kaxt.u. credit 11 $400. 

Relief rana_. fr~ 90% of prop
erty ta. for incomes leaa than 
$4.500 to 10% for iftcoae. be
tween S11.000 and SI4.000. 
"-xtkUft relief ts $5000 (17t of 
rent equal. tax equlval.nr). 

Tb~ .ount of credt l allowed 
1. b •• ed oa a table prov1ded 
indicattng for vartous aDdi· 
tted gro.a t~aa~ classes. 
The credlt te the difference 
betweeft Kt~l p!'ope!'ty tax 
ltabiltty aad thl ... xlaum 
..ount, QOt to e~eeed 5250. 
The ~i.UD ltabiltt, raAgea 
fro. 520 for Mel of $1,000 or 
Ie •• to $180 for Mel of $15.000 
to $16.000. 

kltef ia equal to 50% of tM> 
d!fferel'Y:e bet_eft real pro~ 
ere, cax M\d a cert.aln percent 
ot Inc~e. lbe perc.ent of In
co.e raQt •• from 4% fot tax
ptyen 6S and ewer' Vlth S).600 
or l~ •• to 6.~X for taxpayera 
(all .. ea) witb Inco.e over 
510,000 but not over 516.000. 
The ... tau. credit rang.a frOil 
$250 foT taxpayers 65 .nd over 
witb tnca.(!! of 57.200 or Ie •• 
to $45 for ta.pay.r. und.r 6S 
vtth t.ftCoae (WeI' 510,000 but 
aoC o.er $16,000. (2St of 
tent .,ual. tax eQuivalenr.) 

FOnl of 
hitef 

Stat~ 

tnc()Ou t.x 
cl"~ft or 
r~bate 

State 
tncODe tax 
,ebste 

State 
h'ICoae tax 
credit or 
rebate 

U.f. Advisory Ca.alaalon Oft Incerlovera.entftl Relatione 

209 

Aver.~e 

kneHt (Per 
Capita Co,~) 
t'TotAl' Cost 

($1.000) I 

$1 }Io. ,., 

(5 .. $3) 
(7.~82: 

51910 .4~ 
(S 3. 710 ) 
1).000) 

$1 ~2.66 
(Sl.1i) 
I' • 5)7 1 

S 97.00 
(S1.49) 
Il.OIl 1 

$ 73.92 
01. ))) 
123.l511 



II 
State- Dat~ of Adoption 

Horth Od.ota- 1969 

Ohio 
0)79) 

Oklahoea 

Pcftn.ylv,nla 
09'1) 

JavtMd: 1971 
1915. 1977. 
1979. 'fat. 
198) 

1911 
Raviled: 1912 
1973, 197~. 
1977 

1974 

1971 
levi,~; 197) 
1911 

1911 
Revhed: 197) 
1979. 1981 

(Continued Oft next P&Sa) 

--XlV ~eATVRfS 0' STATE cr.CUIT-.REAlE. PIOPERTT TAX ~LI!' PIOClAMS. 198) 
(Cbf\tif\~4) 

o.aerlPttoti of 
~netlel.rl~. 

(S..-!IIber of 
aen_!leinl.,) 

No-co"",,,e ... 
601 and over 01' 

dlublM 
(9.4J J) 

~nt.", 6~ ,M 
ov.r or 4l"bled 
(2.635) 

Koa.eovn~n 6S 
and ov~r 01' 

cU .. blad 
(HZ •• On 

HOS4!OVfters a". 
1>5 .. nd o"e,. or 
dl"bhd 
(1.96~) .. 

All hoI.eO\lften 
and "entar' 
('13.101) 

Kotteovnert aft4 
ranter. 60S and 
o.ar or ds~ 
abltd 18 aM 
ove", Vldovt 
aftd vldowr. 
501 and ewtr 
(US,148) 

$:0.000 

$10.000 

515.000 

$1.200 

SlI.9" 

D~.ertptton of Pro,r .. 

'or p.Rr*Onf wUh Incc.e WId.,. 
S~,~OO the ta.abl. value of 
the ha.e.tae4 i, re4~.4 1001 
<.ad."" red~clon. 51.000). 
'or per,Oft. with lncaaa be
tw.~n $~.~OO and 510.000 the 
rtductlo" (ti taxabl, valu. 
v.rl~e. ~llat r.nR~e fro. 
an 80l r"~t1otl for tncaa.. 
b.tV*~n S5,100 and 56.500 vfth 
a .axi.u. reduction of 51.600 
to a lOt reduction tor tnca. •• 
betw.en 5a.~OO .nd 510,000 
¥lth , aaalau. teductloa of 
'<QO. 

Property taz ift ~xcea. of 41 
of lftcoae I. refunded. Ka&1-
au. rellaf i' 5190 (101 of 
rent equal. taz asulvalant). 

lenaft" rtf'lla fro. reductton 
of 75% or $5.000 .aae.,ed 
value (vblchevar ta laaa) tor 
Incose. belov 5~.OOO to 2S1 
01' 1.000 for inea.ct a~. 
10,000. 

IeItef equal to property tu~a 
due 1n *~ce •• of Il of hov • .
hold 1neo.e. not to excetd 
S2OO. In addit10n. ha.eo~tra 
W1.cl'l hou~ho1d 1nco.a of $4.000 
or le •• rec~ive a doubla baa.
ataad c ... ptton (S(,Ooo). 

"fund of all property tua. up 
to varloua a .. ta~, Chat depend 
on 1nco.4'. 'or hotteown~t'" 
theu .azl.a. urce frotl $7S0 
if houtehold 1nc084 ta utlder 
5$(10. to SJ6 t( hou.~hold 1rr 
C~e 1. $17.000 to $17.4". for 
renter ..... taua. ran«a fro. 
5J15 it houaahOld inca.. 1t 
under $SOO to $~8 1t hCluwhold 
incoa. I. $11.000 cO SI1,499. 
(17% of rent ~qua1. taz tq",f.va
l.nt.)· 

'-li.f ranae_ fro. 1001 of t •• 
fot In<:a.ea le .. than '1.000 
( ... 1.~ reltaf. $$00) to lOt 
of tax fo" tncaaea ,re.ter tbaa 
59,000 (lOt of rant ~U&la taa 
aquiyahnt). 

Fof'll of 
Reltef 

led~tton 
of tn btll 

Steee 
lnca.e tax 
credH or 
reb"e 

SCata 
raban 

State 
r~bata 

U.S. Advisory Co.ai.atoa art tnteraovernaantal 

210 

,,..,.t .... 
knef1t <P.r 
C.pha eo,t) 
fTot&1 Coat 
(Sl,OOOll 

$120.20 
('I.a6) 
tl.l~" 

5141.11 
(' .S~) 
(l88' 

$113.20 
('5.01 ) 
(S'.O~" 

5 a9.71 
(,0.0') 

(1761 

S20S.08 
('31 •• 9) 
(84.719) 

'21a.~ 
(SS. Sf» 
(SlOl.679) 



!! 
Scate 

South OalLota* 

Utah 

(cooUnued Oft 
u.s. Advttory 

Date of Adoption 

1971 

1976 
lnhed: 197, 
I'S2 

1972 
ae.ttaed: 1979 
1982 

1.17 

1969 
bvUed: 1911 
1'73, 1983 

nut ,.,e) 

-en ,FAtuUS C1f STAft CIlaJlT-aKMP PI.OPERn TAX IlLIEF PI(I(;IN(S. 1983 
(coaUnulPd) 

DutrhtlOft of 
IendlcUrle. 

(lI .. iter of 
Ie1acfictarlu) 

l!I~n.M 

retltC',.. 65 aed 
.. or 
O. "6) 

~.tl6S 
aD4 over or 
dluMed 
(6,629) 

~en6S 
a1M ower or 
.i .... 1ed 
(18.m) 

~.r." 
teeter. 65 -..d 
OVet:' aM thoR 
that an widcnfN. 
(10,000) 

All t acta 
aad I'C'Qtera 
(full-year 
yWaideau) 
(22.963) 

$4.625 
(atft«le _be. 
houaebol.) 

$1.37S 
(8UlUple _be. 
laDuaehold) 

$6.000 

57.000 
<
ated 
In e.
(ea. of 
$10.000) 

$35,000 

Dea~rtptlon of .tear .. 

tlR ~reUt. ~ual. (two -.ount lPy 
.... h:b pro,."., taxe. p.ald exce.-4 
".Uoua perc.-nt .. e. of houuho1d 
loc:oee. ~ ta\le h proylded 
Ma. on i.:o-e atwt houkhold 
al... 'nte ~redtt f •• e. frc. 
t .. e. patd in exce •• of Jl of 
tIou.eehold 1eca.e for taxpa.,en 
~th tnea.e of 51.000 or Ie •• to t.... peiet i4 esce •• of 7% of 
IMKaaehoJd .inca.e for two or .ore 
pttMtt MuMholda wi th 11\C~ 
MtlReQ $11,001 and $12.SOO. 
!be ... l~ credit or rebate t. 
$200. (20% of rellt eqvala tax 
!9_S_alent. ) 

Ikfund u Need Oft a pttc.entqe 
of real e-atate ta ~~ordtng to 
Joca.e. For d-WI ....... Mr 
bDuaebo1d., tbe percent .. e r~ 
f-.d.ct renlU frca lS% of tAX 
if bou_bo14 tACaae .ta le .. thAn 
$2.1SO to 191 lf I~ 1. ~ 
tReQ $4.S01 and $4.625. fot 
.a.1t1-..bn hovaeho1d •• refvnd. 
taQSe troa S5% of tax lf Incc.c 
la leaa thaD 5S.SOO to ZSI If . 
.iaca.. .i' bct~ $7,2SI and 
$7 ,375. 

If laco.e t. $6,000 oc 14 ••• 
t_payer. "UI tee.lYe a 
-....tead _.tUOft of $12.000 
of .. r\at _alue. nth Jtl'ocr_ 
caft aho be ~ .. dUed a. a 
~at.ed exeaptlon. 

ft. Hkte t"aQC4I fr~ 5300 
for Incoae. under S1,000 to 
$2S for fDc:a.e. bet""ten 5'.000 
to $10,000. ~t ... credit 1. 
a"lie« ftrat; t..-lnlAl ta. 
liabUtty can b<e reduced by 
tall'CC1lt aWteM'nt of cme-baU 
of t~tntftl tea up to $300. 
laco.e 11.1t 00 .b.teaent 1. 
$'.000 for .. rrled and 57.000 
for: .tfllie t.UP!7ua • 

.. fund of taxec exe~IQI 

.. rtattle perceat of locOtW 
.... 1 .. fr. 4% for iaCCllM'. 
1 ... tbaA $4,000 to 7% fQr 
Sec ... ap to $24.999. Maxt-
... relfct S. $)00 (20% of 
~ .,uah Us !'ulva1ent). 

fOnl of 
Relief 

State 
IAC~ ta. 
crM1t: or 
re~te 

State 
rebate 

St.te 
r.bate 

State 
(llbate (or 
tnca.e tas 
credit f01" 

elderly) 

eo-Sadoe GIll 1Dt."'O'f'O~tal .la"", 
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Av.!'~e 

~nef1t (Pu 
C.plte eo.,::) 

{Total· eo.t 
(51 ,Ooo)} 

S159.19 
(50.33) 
1l)81 

Sll 3.14 
($).09) 

I) '" I 

$ 92.6) 
( .1)1 ) 
, 7.2701 

SI06.oo 
( .68) 
, ).0601 

S236.'8 
($)0.6) 
I 5.4301 



._K,t;Y !'EATUItES Of St'4T~ ClItCtJtT-Uf.Atu:1t PItOPEItTl TAl( aU.IF:f ,.~IVV't$, 1"e) 
(continued) 

A~tale 

lend it (Pu 
Capita Co.t) 

Oea(;rlptlol'l of 
h!"l~f\dad~ 

('Ou~r of 
len.flc"arl .. ) 

P.,r. of (Totd Coet 

"o_cHII'n~" and 
tenC'tn .,e 6) 

and o"~r 
( 106) 

51,000 

Pre.,r 1 ptl Oft ot Prolraa _____ ~.~.~l~l~.~f ___ ~_~(~S~l~.~OO""O~)~I_ 

aallef raft'~ fro. ]Ql to 7)t 
of t .. ell •• (;.e41~ ~ ,I"~n 
prrtt!ftta. of lnr.oe.. Th ... 
perce'It .. ra"le truol .11 to 
4.S: "'lth ,r.eluated In<:.)jM 
br.dtet. ra''Ilna fra. 0-54" 
to 56,910-5).OOU. 1ncl~dlnc 
Social ~ec~ttt,. bcr)eIH_ .. 
(12l of t.nt equal9 ta. 
cq~1val.nC; not .ore t~n 
512) tonatd.red for r.lt~I). 

5 16.19 
( ft.a. ) 
I 'J 

IJlac'}na 1:1 1964 All ho1llPovn.,.. 
&~ tenCe" 
(163,)97) 

SII.IOO If ho~.cholJ inC08e .a • .ore 
thAn 51.000. eaCH. taX" .re 
t .. e~ .b~ve 12.91 of 1nc".. 
•• , •• 41ne S7.oo0. Tax credle 
eq.~l. 80t 01 axc ••• tax._. 

Stat'! 
Inc". t.x 
tredlt or 
reb.te 

SJ18.00 
07.S8) 
18),1101 

".'11 .. 4: 1,71 
1973. 1911 
1979. 1981. 
198J 

If hou.e~14 1nco .. va. $7.000 
0(' leu. crocHe equ.ah 8M of 
cocal ta,. lQ dl « ... a14-
able propertl tue. cannot 
uced 51.100. (20X of Uflt 
.suals cax e9uivalent.) 

4Z: In addltlon, there 1a • renters lnca.R t&a cre41t progr~ with no .ce or 10co8e restrt,Clona Whleh .ubatdlles 101 of re~t 

pald ~p to •• a.1~11 of SlU. There .re lS6.6S4 r«tpt.e'lt. vith a totd pr~r .. (.uat of SlO.1 alllion. 

C4: 4dd1t1on.lly there 'S •• t~te fl~.nced ~t.ad e •• .,t1on of 57,000 tor all ho~ovqer •• 

CT: There &1.0 1 •• property taa freUe prO$r .. Chat h (;~rrenely b.ln& ph .... d out .1ch a total coat of $17.1 allHon lor 
fY 8). .. 

1 !II: In 19110. en. ({rl;\lt.t-bre .... t va. revl.ed to ebe Un1Cle4 T •• CrC'dU (or che £1~rly Which en.bles all genlor dtlter., 
re6~rdless of whether they 41'. h~~ra to qualify for the credit 1f th.lr lnco8e 1. belov $10,000. Th •• tace .lso 
olf.r •• '~nt.r. prograa for .en1or clt1.en renCer. which pro"lJ •• for ... ~1~ 51.S00 4e4~etton on .eat. 1n(;o.e e ..... 

h'V; Cbl, .. nt, .. y not Olm Neva .. r.alty. otMC than cheir own ho ......... cd at ovec $)0.000. 

vR: Lov-lncOlM sanl'lr c1tiUM (ase 18 and 0.,.1' "lth lnct)l)(e und.r 51.000) are provided optl0n&1 rent&.!. lo uell1t,. a •• ist.nc •• 

1\0: St.te hu sepaute progt'&!I Which l~n tM taxable val~ of 10v-1-\..:" .. elderly twwovneu b,. u ~cl\ .s $2.000. Ia 
4earwlnl1l4 • person'. 1ncQee for .UalblHty. the ..a~nt of .-died e.perwo. tne~rt'cd .n4 not (;OI'tpc .... t~ for .ll&1l !l8 
deduct.d. 

~O: The f9.1 .. l>cr of beneft(;tarle ••• v.ra" benefit., .ntI ca.c data .r" fot 
• bl.d. Ale and inco8e requlre~nt. are the .... for both pro" .... 
'a. relund. The Depatt~nt of R.v.l'De procell ... tbe cl.i .. tor both 
.t ... nt.... Sep.race data by prolfa. U not avaUahIe. 

pr~rc,. or .... le .. ca. re(vnd. to the elderly or dl.-
4ppllcant. can re(;e1ve either • pro~rty or a •• 1 •• 
prosr ... and rc(~~. which.".r 1. to the applicant'. 

NOTE: Clrc"lt-brealt.r propetcl c ... teUet prOSt' .... fot' hcwIeMlft.ra and renters are ,en.rall,. d.flned .. st.t.-funded 
prolTa .. that taraec property ta. rell.f to •• l.cted lnc~ I'oup. or sen10r cltl.ens and take the for. of •• t.t. 
1,..(;()jM t .. (;r..tlt •• d1rect pe,._aC to qu.llUl~ lndtvt4u.ah. or a at.Ce pay.nC to che local pv.tn.ant ttl.e lent 
tsa: r~vct\\M. Ho ... ca&ll ec.o.ptlotla ceQ be uate of laeally Un.ne.d and ope tate by lubnactln, & liven dollar • .aunt 
troe assused "all1Atlon before COIelklttf'C the cu lh~U1ty and .,.. ofta" .vallabl. to .11 ho.aownert (or Just .. nlot 
clelten ho..ownet.) re,ardl .. a of l",c~ 1 • .,.1 •• "ceQtl,.. 40 ... tat •• (~., •• r.non ..... ) h.Ye bean r .. tructurln, 
1\0Hst • .t .... pt10 .. to u .... a 8e.I:ta of propertl ta. r'!l1.f for l..w-lnc~ ~<wner •• "nocher hybtld croat ht"'e.,.. 
(.lr(;~it-br •• ~r •• nd hoeeatead •• ..,tlona Is used by the .cat. of Waahift'ton whl(;h in 1'8S vt'l .11low ~t\lor (;1el
lena and disable4 ho.cOolncra .itb In,nme. lCI. Chen $9.000 Co t~e1v. a valuatton e •• ~ptlon 01 S2~,OOO or )01, 
wht(;hev.r la .or •• ra.paler. vith IftCQae9 bet~ft $9,000 co S12.OO0 rc<ct.,. a,.. e.e.ptio,.. of 520,000 or 101 of total 
".l~ ot r_Iden<:e up co • &ad.,,, of 540.000 e".pee4. A14 'peelal a.ce •• property t •• levt .. al'II u.o exe.puld. 
Unltu che typlcal .t.te circuit-br.aker prop ..... thla progr •• 1. lotally fI"'anced. 

Aefer to rable 40 on P4,e )4 rqanSl", .taCe tr.nd. 111 ptoperty tea rllltd acrac.,l_. 

Source: ACIR .taft co.,11atlon froe qu .. tlonnalre r •• pona .. and Coa.erce Cl.at1n, Hou .. data. 
U.S. AdvtSOf)' C~seloft Oft tftCar,oven ... nCal Rdatto_ 
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7ab1e 7.01 

Report to Iowa Tax Study Committee 
Bus i ness Survey 

BACKGROUND 

The following organizations were asked to supply representative names of busi. 
nesses who could help the Committee to understand the role state and local taxes 
play in location/investment decisions: 

National Federation of Independent Businesses 

Iowa Small Business Employers 

Iowa Association of Business and Industry 

Iowa Retail Federation 

Iowa Taxpayers Association 

The organizations responded with a list of names totalling 55. Each business 
listed was sent a copy of the questionnaire and a cover letter explaining the 
purpose and assuring the confidentiality of the responses. 

STATISTICS ON RESPONDERS 

By September 7, 1984, twenty-eight responses had been received. This 50.9 response 
rate is considered good, especially considering the short response time given and 
the fact that the survey was conducted during the summer months- the prime vacat ion 
season. 

Of those respond ing, 60.71 percent engage in manuf actur ing, 21. 43 percent are 
retailers and 17.86 percent are in miscellaneous other occupations. Multistate 

firms represent 64.29 pecent of the total and those with operations in Iowa only 
represent 35.71 percent of the total. 



LOCATION DECiSIONS 

The order of importance given the listed and unlisted criteria follows: 

~ROAD MARKET AREA 

Factors MM 1M 
Geography 5 6 

Cost-Expanslon7 
Relocation 3 2 

Proxlmlty-Markets/ 
Suppliers 1 

Land or 
Facil ity 
Available 4 4 

Pub Tic Finance 
Incent i yes 5 5 

Access 
Transportation 1 6 

Avail abi 1 i ty 
of Labor 2 2 

Cos t of Labor 2 2 

State & Local 
Taxes 2 1 

Collltlun ity 
PJnen it ies 6 5 

Other-
Government 
Atti tudes 5 

MM = Multistate Manufacturers 
1M = Iowa Only Manufacturers 

MR = Multistate Retailers 

IR = Iowa Only Retailers 

MO = Multistate Others 

IO = Iowa Only Others 

MR IR 

2 

2 

1 1 

2 

3 

3 

3 1 

1 

KEY 

L ____________________ _ 

COMPET I ~G SiTES 

MO 10 MM !M MR IR 

1 

1 1 1 

1 1 2 1 1 

2 

2 

2 2 

2 1 

1 

1 ~ Most Important 

6 = Least Important 
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-' 

A. Broad Market Area 

From the foregoing, it would appear that in making regional decisions, 

multistate manufacturers consider proximity to markets and suppliers and 

access to suitable transportation as most important with labor, both availa

bility and cost, and taxes as next most important. Those manufacturers with no 

faci I ities outside the state are more concerned with taxes and secondari ly with 

labor and proximity to markets and suppliers. 

Retailers and other businesses rank proximity to markets as most important with 

secondary considerations of-expansion costs, availability of land or facili

ties and geography. 

B. Competing Sites 

When competing sites within a region are looked at, state and local taxes and 

expansion vs. relocation costs are of most importance to multistate manu

facturers while in-state manufacturers are concerned with expansion costs and 

labor costs equally. Proximity to markets remains the most important 

consideration for retailers and other businesses. 

C. Non-Iowa Expansion 

This Question was responded to by 53.57 percent of the businesses. Two of the 

15 who responded had not opened new facUities out-of-state, but did give 

reasons that they might. The responders ranked thei r reasons as fo llews: 

1) changes in or expansion of the market; 

2) lower wage area; 

3) lower land or facility costs; 

4) mre favOrable state and .local taxes; 

5) climate and90ve~nt attitudes. 
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TAXES 

A. Importance 

While 35.71 percent of the respondents indicated that state and local taxes are 

not of primary concern 1n business location decisions, the negative wording of 

the question may; ,h,avel¢ 10, answers which do not reflect the respondents 
belief. The 64.2 percent whO believe they are of primary importance. represent 
a substantial majority. 

, oIiI~' """""~-"..,,,,,,,,,,,, • 
<':'::,'':'''+~*'IP.m¢~~~~!I+f.~~~~~~I,~,@,l~<>Oo;' '," .' 

To the extent that taxes do infl uence dec i s ions, 78.57 percent belfeved a 11 

. comll?nent~"~~.(;~(~.: .. ~~~JJ~!j:j~~t.,a,l!J,~,,.~~,iJe~r:a!l!";",I?ase and certainty and 
stability received equal shares from the remaining 21.45 percent of the 

respondents. 
", -',''''''. "," ,,+. ,,' ,,-.-~.< 

8. Percept ion 

,,, : ",.,'.,;"":.'~,,'.~"';:. ,;:;~>.:, ,_,_.;~:JfTA1t,,,,(d(Mi!~i '.· .. nt~'~·"~"~ .. (' ... ·:'·-'-,-··'" ""',." "". 
Iowa was ranked as a high t'ax state by 39.29 percent, a medium hjghtax state 

by 50 percent, a medium low tax state by 10.71 per,cent,-a a low tax state by none. 
, "". ,:,:"" .,_\~i;,,:.. .. ~:_\ . ~-"',~ ,: _:",~:--..,.'".; .. t;/ .; ":;. 7: ; ·i> .:". ", • -;;:": .:,,(.' ,,,- '--';~ ~. • 

C. Tax Rank ing 

'" --: ~ ;;' 

The rel ative ranking on a cost impact bas is for each seg~ntof the responding 
population as identified in the locatiOll,sectiOll:fOllows. 

<". -._.- _~ . ...i •. -:T.?;i;.-'.>t,., .-. ,f::";~>' ,<,,,.,:,,<~,:~"'~'-'~"""""'---
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IAX Jott 
Property 1 
Corporate Income 5 

Ind Ividua I Income 6 

Sales and Use 4 

Unernp I oyment Compensati 01 2 
. -

Workers' Compen~ati(m 3 . -""' .. 

Other. License Fee 7 

MM· =-Mt!ltistate Manufacturers 

1M ~ Iowa On l~M~riufac turer$' •.... 
MR = /o!ultistate Retailers 

IR = Iowa Only Retailers 

Me "Mult;stat:eOthers 

10 ~ Iowa Only Others 
~.' . 

. -,~ ' .. 

TAX RANKING 

1M. MR IR _MO JO 
2 1 6 2 2 

2 2 5 3 5 

4 5 3 1 4 

5 4 1 .. 5 3 
1 2 2 2 1 

3 3 4 4 4 

1 ~lIIost In.,ortant 
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From the foregoing, multi state manufacturers find the property tax the most 
costly, followed by unemployment and workers' compensation costs. Iowa-only 
manufacturers reverse property taxes and unemployment taxes in their ranking 
with the corporate income tax assuming more importance. Multistate retailers 
also place the property tax first with unemployment compensation and corporate 
income taxes following and workers compensation third. Sales taxes were ranked 
most costly by only two respondents, Iowa-only retailer and an Iowa-only 
"other" • 

The ranking for the taxes by all respondents taken as a whole are as follows: 

1) Unemployment Compensation 

2) Property Taxes 

3) Corporate Income Tax 

4) Workers' Compensation 

5) Sales and Use Taxes 

6) Individual Income Tax 

It is important to note that these taxes were ranked in order of importance 
relative to their cost impact on business, not on individuals. 
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Table 7.02 

IOW~ T~X STUDY COMMITTEE 

Return to: 

BUSINESS QUESTIONNAIRE 

PROF lLE 

1. Company Name: 

2. Address: 

~. Mandelbaum 
Coopers & Lybrand 
1700 Financial Center 
666 Walnut Street 
Des Moines, Iowa 50309 
Before: August 6, 1984 

~LL REPLIES WILL REM~IN 
CONF IDENTIAL 

________ Zip Code ____ _ 

3. Contac t Person: Titlel 
-------- Position ____ _ 

Phone II 

4. Principal Product or Service, or Type of Business 

a) Business: 

b) SIC Code Classification: 
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5. Business locations; 

a) , of plants/facilities in Iowa _______ _ 

b) Please check those locations where you have plants/facilities 

____ Cedar Rapids 

Counc il Bluffs ----
____ Davenport 

Des Moines ----
____ Dubuque 

Iowa City 

____ Sioux City 

Waterloo ----
____ Other _____________ _ 

Throughout the state ----

6. What operations are currently in Iowa? - Out of Iowa? 

list state 
Iowa Non-Iowa or country 

_I _/ corporate headquarters I I 

/ / headquarters of a wholly _/_/ 
- owned subsidiary 

_/_/ manufacturing facilities / / 

1 I distribution facilities I I 

I / retail or sales facilities L--I 

L--I other, please specify ___________ _ 

7. When did your company begin doing business in Iowa? 

221 
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8. a) 

LOCATION DECISIONS 

When deciding in what re~ion or broad market area to expand or 
which of the factors lIs ea below do you consIder? 

Please indicate the overall importance of each factor. 

invest, 

OVERALL 
IMPORTANCE 
(V = Very Important 
S - Somewhat important 
L = Little importance 
N = Not considered) 

__ 1 __ 1 geographic considerations (climate - natural resources, 
etc. ) 

I I 

I I 
I I 

--I __ I 

I I 

--I __ I 
I I 

I I 

I / 

/ / 

cost effectiveness of expansion vs. relocation 

proximity to major markets or suppliers 

land or facility availability at reasonable cost 

public financial incentives (revenue bonds, tax abatement, 
other public assistance/support) 

access to suitable transportation 

availability of labor supply 

cost of labor supply 

favorable state and local taxes 

community amenitites (cost of living, schools, public safety 
etc.) 

other, please specify _______________ _ 

(If add1t10nal space IS needed, please prov1de data on back 
of sheet) 

b) Once a region is chosen, which five of the above factors are 
of greatest importance in choosing among competing sites? 

l. 

2. 

3. 

4. 

5. 
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9. a) Have you recently moved operations or facilities out of Iowa 
or chosen a non-Iowa site for expansion? 

I I yes I I no (go on to Question #10) 

b) If yes, what type of facility or operation has been relocated 
or expanded? 
Type of Operation: 
Number of jobs involved: 
New location: 
(if additional space is needed, please provide data on back 
of sheet) 

c) Indicate the overall importance of each factor in your selection 
of a new location over Iowa. 

OVERAll 
IMPORTANCE 
(V = Very Important 
S = Somewhat important 
L = Little importance 
N = Not Considered) 

/ / change in major markets 

/ / lower wage area 

/ / lower l~d, facility or 

/ / more favorable state and 

/ / other, please specify 

or suppliers 

construction costs 

local taxes 

(if additional space is needed, please provide data 
on back of sheet) 
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10. a) 

TAXES 

Many studies indicate that state and local corporate taxes 
are not of primary importance in business location decisions. 
Do you agree or dlsagree? 

/ / agree 

/ / di sagree 

b) To the extent that these taxes influence decisions, which of 
the following components are most important: 

_I I rate 

/ / base 

/ / certainty and stability 

/ / all 

11. Do you consider Iowa to be: 

_I _I a high tax state (upper 25% of all states) 

I I medium high (second quartile of states) 

/ / medium low range (third quartile) 

_I _I a low tax state (among the lowest 25% of states) 

12. Which Iowa taxes (both state a"d local) have the greatest cost 
impact on your company. (Please rank, 1 = most impact, 7 : least 
impact) 

I / property taxes 

/ I corpOrate income tax 

/ / individual income tax 

/ I sales and use taxes 

I I unemployment compensation 

I I workers' compensation 

_I / other, please specify 

Please add any comments you may have on the above matters on back of sheet. 



Ms. Anita Mandelbaum 
Coopers 8. Lybrand 
1700 Financial center 
666 Walnut Street 
Des Moines, Iowa 50309 

Dear Ms. Mandelbaum: 

June 12, 1984 

I believe these businesses could make a useful contribution to the Iowa Tax 
Study Commission's work. 

1. Name 

Address __________________________ ~ __ ---------------

Contact Person _______________________________ _ 

2. Name 

Address 

Conhct Person 

3. NCIone 

Address 

Contact Person 

4. Name 

Address 

Contact Person 
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'l'able 7.03 

Iowa 
1951 1975 1'17 1879 1981 

FISCAL BLOOD PRESSURE: 
TIl Effort 11M 93 10 13 98 (1917-1911) 881108 
TIl C8plCtty 11M 105 185 101 102 

Tal TIl Tn Revenue, 
CIPICIIY Clpactty TIl TIl Revenue EIIon leu 

TIl Soumt I'IrCap/ll IIodn Clpaclly RtvemIe Per capita IIIIIu ClPKlty 

a..mISaIH $154,10 105.0 $736.646 $514,726 S17755 69.9 - $121.919 
SeItcUn SIIln $11911 97.5 $345.295 $273.847 $94.46 79.3 - $71.447 
UcIIIIe TIln $44.92 122.6 $130.226 $176.899 561.02 135.8 546.673 
""-'I I_me $174.15 88.1 S504.871 5673.472 $132.31 133.4 5168.601 
~Incom. 556.07 89.5 5162.544 5135.867 546.87 83.6 -526.676 
ToIIl ,,",petty 5391.33 1199 $1.134.469 $1.170.202 $403.66 103.1 535,733 
Emte I Gift 513.05 133.4 537.819 554.969 518.96 '.53 $17.150 
"mlftCl $083 2.6 S2.m $0 $0.00 0.0 -$1.402 

ToIII lui. SI.053.56 102.3 53.054.275 $1.999.988 $1.034.84 98.2 -554.286 

1WT1:: All per capI1a ifl\OlIIlI$ Ire in dollars; 0IImWtst. dollar cia!> are In IIIousonds of doIlats. 

S Pit 
capita 

GENERAl. 
SALfS 

KEY 

SELECTIVE 
SAlES 

UCEHSES 

SUtr Tu "'~'1111' 
I'frClplll 

PfRSOHAI. 
INCOME 

S39133~ -
$40366 

CORPORATE PROPERTY 
NET INCOME 

10=: S,.te TIX ~PI~"'f 
1_.IoI_IiIoIi,'. PIf ~pr" 

SEVERANCE 

U. S Tn ~PICIty 

Per CapIta 

ACIR, 1981 Tax Canacity of the Fifty States, September 1983, A-93 
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Ashona 

CalifDmia 

Color"o. 

JUcttf,an 

Montana 

N~vada 

Nev JerKY-

<>reeon 

Ithodf' IIl.nd. 

South Carol S,,-

Te",M~'Me 

Texas 

Utatttt 

W •• hln.gton 

':'able 7.04 
-DESCRIPTION ar STAT!! TAX AND EXPENDITURE LI"ITATION llUSUuS 

Y~ar Coft.tUuUot"ll 
Adopte4 or Statutory 

1982 se:acucory 

1979 

1979 kat"irt"ory"-:" , 

1978 Col'lat1 tutional 

- '~:::- :", ,"'-" . 

1980. 5tatut.ory 

1979 StatutDry 

1978 Coast! cuUonal 

19SO Conatitutiou.l 

I 81 Statuto!"y 

1979 Statutory 

1976 Statutory 

1979·, St..tutory , 

1977 Statutory 

1980 St.atutory 

1978 Coft,t1tut1onal 

1978 Con.tit.Uonal 

1979 Statuter) 

1979 Statutory 

Expend! t ut'eS 
Dr Ileven\)@'. 

bpea4 S t&ar •• 

Nature of 
LJ.Station 

IaflatiDn .nd 
population ~TOVth 

E.e~enc1 Override 
ProvidDn. 

Governor apeeifie. emergency 
le&lal.ture .u.t .~propriate 
..ount. 

f'..a98ftClttures Inflation and Ltait can be excud~ by voter 

Expendi '"res 

population ~rovth .PFO'Ial < to ~ t'e.99t'oved 
after 4 yeara); .n4~ -1n the 
event of an e.ergency.· the 

"""" 
- .: ... 1ta1c:can be aceeded for 1 

.... '···ye.r .. · (the _endaent d~. net 
.peelf, bov .M by whoa en 
e.er,eDC7 Sa deteraioed.) 

Crowth of petaonal 
inccae 

,(Statut0l"7: .. y be aended.) 

2/) vote of -.eqbers to Wh1ch 
each houae ef tbe w,1elat ure 
1. entitled,- Oft .pec1fled 
_to 

ExpeDcUturea- S "1}3% Df pereonal 
Inc ..... 

(StatutO'ry; .. , H azaended.) 

R2venuee 

penditurea 

bpeoditures 

Expend 1 t ure. 

Expenditures 

bpendStur~. 

!apeod 1 t ure II 

bpend1 turea 

P.apendJturea 

Expenditure. 

Growth Df pereow 
inccae 
laUD Df revenue to 
peraonal 1nco.e in 
Nse year 
IaUo Df revenue to 
~rsOll.l iDCQIe in 
ba .. y.ar 

Growth of peraonal 
lnca.e .. 

• 
InUatton and 
population ,ro~h 
Grovth of per.oft.el 
ia.co.e per capl ta 

Growth of pe:rllOn.l 
1",,_ 

Crowth ef per.onal 

Grovth of 
Inco.e 

peraonal 

Crowth Df peraonal 
I"" ... 

Growth of personal 
lftca.e x .8S 

Crout .. of peraonal 
inc ..... 

(St.tutory; ... y be _ended~) 

Gov~rnor fSr.t speclfle. 
flaergeftC,; 2/3 of aembe" tn 
each bou.e concur. 
Governor cen reque.t General 
Aaae.bly to call an eme~ency 
not to' exceed en~ year. 2/3', 
vote O'f leghlature requl red 
for, clUe r u and &mt. 
Covernor .u.e declart- an eme. 
,eney and 2/3 vote of legle
lature Oft. elf Sed "ount. 
Statutory; .. , be .mended. 

Propoa.d lncrea~ lubcStted to 
people a. ret:er~nd\a and .~ 
proved by .. jority of legally 
qualified votera who vote. 
(Statutery; .. y be .ended.) 

(Statutory; aay be amended.) 

SpecifiC exce •• amount can be 
.pprov4l'd by .. ,erit, vote of 
GeDerd ~,eably. 
AccO'rd vote O'f .. jorlty of 
leghlature finda enrgeney 
and Ip!clfle. &mount. 
A 2/3 vote of t~ leslslatlve 
body -.. y da<::lare a f18Cal 
e.erl~nc)' 1n O'rd~r to exceed 
the appropriation, of revenue 
li.lt for .ny f1acal rear.~ 

Note5: 

The 11alt .. , tKo exceeded "to 
~t an ~rC~ncy •• decl.red 
by the LegI.1.ture~ by • 2/3 
VOte. The Leglalatures, v1th 
2/3 vote. approprl~tes the 
additional revenue requested. 

NJ: St.tute exp1red. but .tate i. stl11 adh.r1~ to 11aitatlon; ll: Liattatlon applies to governor'. 
budset requelt, QOt to lealalative; and UT: Llaitatlon 1. not yet In effect. 

Sou~ce: AtlR ataff coap1latlol'la ha .. d on tbe National Confer~nce of State Legialatures. LeKI,latlve Finance 
'aper. State Tax and Spending Li.utatlons: Paper T1g~r8 or Slumbering Clantl?, January 1983. 

O.S. Advisory Co.mi •• lon on IntergovernDental Relation. 

227 


