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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: 1Illinois, 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. wWe 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 1lie in any one 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.




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 1in 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 1lncreases. 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 1in 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 Bolden, Senator
Norman Rodgers, Representative Lowell Norland, and
Representative Hugo Schnekloth, who made such valuable
contributions to the work of our Committee as nonvoting
members.

ROBERT N. HOUSER, Chairman
Tax Study Committee
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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 1law, 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




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
tc 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 1its 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 cofficio 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
appolnted to put together a bid proposal for the Study
Committee. The subcommittee consisted of Mr. Gregory Brown,




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 congultant
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 1in 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 cne 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 Study Committee conducted public hearings in
September and October at sites in Des Moines, Carroll, and
Towa City.

In 1its 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.




The following represents positions taken by the Tax Study
Committee on particular issues which came before the Study
Committee,

INDIVIDUAL INCOME TAX

l. OPPOSES ELIMINATION OR PLACING A CAP ON THE
DEDUCTIBILITY OF FEDERAL INCCOME TAX PAID.

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

Present 1law 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 1in 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 1is 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. RECOMMENDS RETENTION OF THE MARRIED SEPARATE FILING
STATUS AND INCREASING THE TAX BRACKETS FOR MARRIED JOINT
FILING STATUS BY FIFTY PERCENT.

The tax consultant said that married persons file
separately 1in Iowa to avoid the higher tax rate applicable
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when spouses file an Iowa joint return. Some feel that 1t

' is unfair to offer a tax advantage to married couples only

i in those <c¢ases 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 £ifty 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
ITowa minimum tax which is a percent of the federal minimum
tax and 1s 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
minimum tax plus the regular tax be set at thirteen percent
of the taxpayer's taxable income.

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

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

The C(Committee recommends that the minimum net income 1is
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 reguired
to file or pay an income tax to the state.

6. OPPOSES CHANGE 1IN 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 Ffrom the
current formula for determining the state income tax on
Social Security benefits.

The Ame;ican Association of Retired Persons recommends
the exemption of all Social Security benefits from state




income taxation. Beginning in 1984, a portion of a person's
Social Security benefits will be included in the taxable
income if the person's adjusted gross income plus nontaxable
interest income and one half of the person's Social Security
benefits 1is 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 actlion 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
Social 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 half of the person's Social Security benefits which
are included 1in the formula, in most cases, represents the
employer's contribution to Social Security. This, of
course, would not be true in the case of former self-
employed persons.

CORPORATE INCOME TAX

1. RECOMMENDS RETAINING TEE STATE'S SINGLE-FACTCR
APPORTIONMENT FORMULA.

Present Iowa corporate tax law provides that a
corporation deing business within and without the state
apportion its income based only upon the sales factor. The
sales factor 1is 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 appeortionment formula to the three-factor
a?portionment formula. The main reason for retaining the
single-factor is the belief that the current formula is a
deflpiFe 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.
88-9]1 and Stanfield Minority Report)




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 1s 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. 91-94)

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 1increases up to twelve percent. A substitution of a
flat rate at a rate that would not affect revenues would
result in an 1lncrease 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 bugsiness in Iowa
calculates 1its own income 1in 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 wunitary group which is doing business in Iowa would
calculate its income on the combined income of the group and
apportion 1its 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 1is also the concern of the Tax Study
Committee that there c¢ould 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 wuse combined
apportionment, claiming they are not related. {See
Consultant's Report, pp. 94-96)




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 fimancial 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, 1is recommended. {See Consultant's
Report, pp. 97-101)

6. OPPOSES TAXING INSURANCE COMPANIES UNDER CORPORATE
INCOME TAX -— FAVORS IMPOSING GROSS PREMIUMS TAX ON BLUE
CROSS-BLUE SHIELD

The Tax Study Committee considered a proposal by the
consultant to subject insurance companies to the reqular
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 1in the state of Iowa is similar to a gross premiums
tax which 1is imposed by all of the other states. (See
Consultant’'s Report, pp. 101-109)

. The Tax  Study Committee spent considerable time
dlscg551ng this issue and also whether the rate of the gross
premiums 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 1Iowa, 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-of-state companies would result in a fifty~
state tax increase for 1Iowa c¢ompanies 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 1is used by several states and
results in a lower tax burden for domestic companies. The
Tax Study Committee £feels there 1is 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 1inappropriate 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 1is thoroughly evaluated, the
Committee feels it 1is inappropriate to recommend major
changes in the taxation formula at the state level.

Representatives of the Towa 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 tc 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
Assocliation 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.
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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 1impose a significant tax burden on one
fraternal beneficiary association headguartered in this
state. The Study Committee also tock cognizance of the fact
that no other state applies the gross premiums tax to
insurance policies issued by fraternal beneficiary
assocliations. 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 Committee opposes the elimination of use of
the accelerated cost recovery system in determining income
tax liability in 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 c¢limate for Iowa and the need to retain
conformity with the current federal law,.

SALES AND USE TAXES

1. OPPQOSES BROADER BASED TAXABLE SERVICES.

The Tax Study Committee first looked at the base of the
tax on services. Presently 1Iowa taxes a wide range of
perscnal services and certain business services.
Professional services, such as those provided by doctors and
lawyers, are not 1included in the 1listing 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,
pPp. 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 1is consumed, dissipated, or
depleted in 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 pnoted that agricultural and
manufacturing machinery and equipment 1is exempt from the
sales and use tax in all states surrounding Towa and that
this exemption 1in 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, 1including replacement parts. (See Consultant's
Report, pp. 125-129)

3. _FAVORS EXEMPTION OF WAREHOUSING 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 USE TAX EXEMPTION.

The Tax Study Committee discussed the proposal to
substitute a graduated income tax credit for the existing
sales and use tax exemption on food and prescription drugs.
While there was some agreement that more equity might be
accomplished with such a recommendation, the Tax Study
Comm}ttee 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 use 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 of 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 of pericodicals 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 retaillers are reqguired 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 receiving payment f rom 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 1it, 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 wuse 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 1in 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 1t 1s not a severe encugh problem tc 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 1inheritance tax law changes. There are indications that
the present law 1is at ieast 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 LIEOU OF
ASSESSMENT AND RATE LIMITS.

The Tax Study Committee rejects the imposition of a
direct 1levy limitation in 1lieu 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 1its assessed value which would be a
percentage of the market wvalue 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 Repcort, pp. 189-191)

3. SUPPORTS EXEMPTION OF ALL PERSONAL PROPERTY 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. 191-154)

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

The Tax Study Committee recommends against the imposition
of payment 1in-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 1local 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 as a complete inventory of
exempt property would need to be developed. (See
Consultant's Report, pp. 196-198)

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 methodology has
created substantial controversy and is currently the subject
of costly litigation. The Committee is concerned that this
method 1is 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 wview 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 welghting when assessing 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 1is 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 asscciated 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 FOQUNDATION
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 opposes the recommendation as an increase
1n the already heavy burden on property for educational
purposes. The Committee also was concerned that some
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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 1is 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 1land 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 tc protect cattle from inclement weather,
Retaining the agricultural land tax credit 1in light of
recommendations to eliminate the homestead tax credit and
military service tax credit 1is supported by the need to
support the economically-depressed agricultural economy.

The TIowa State Education Association recommended, as a

part qf'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 1little 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.

1l. RECOMMENDS CHANGE 1IN CLASSIFICATION OF MACHINERY
USED 1IN MANUFACTURING FACILITIES AND COMPUTERS FOR PROPERTY
TAXATION.

The Tax Study Committee recommends striking sections
427A,1(1l)e and 427A.1(1l))] 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 1in
section 427A.1, subsection 3, be tightened so that it only
applies to property which 1is frequently moved within its
location.

The Committee concluded that machinery used 1in
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.




The Tax Study Committee recommends elimination of the
military service tax credit.

The military service property exemption reduces the
taxable wvalue of real or personal property ¢f 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 1is generally an
inappropriate method of recognizing 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 1low-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 1s 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. 1$8-200 and Shaff Minority Report)

14. RECOMMENDS REVISION OF THE ASSESSMENT FORMULA FOR
AGRICULTURAL LAND.
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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 1in the rate per year. It also
recommends that the period over which income 1s averaged be
changed from five years to three years. The Committee also
recommends that additiconal meodifications be made in the
agricultural 1land productivity formula as it applies to
production and other factors within individual counties.

The present farmland productivity formula 1involves
average production and county 4grain prices less expenses
averaged over five years and a capitaliization 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 c¢limatic and
econcmic 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 1s more responsive to actual income production, but
it also tends to be more wvolatile. ( 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 tharn 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 1IN
AGRICULTURAL AND RESIDENTIAL PROPERTY ASSESSMENTS.

The Tax Study Committee recommends that statewide
increases or decreases 1in the assessed valuation of
agricultural property and residential property remain
coupled as provided in section 421,21,
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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
ingurance 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 1local option taxes after a
referendum. The recommendation does not include
auvthorization 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 1local services without increasing
property tax burdens 1is desirable, 1local 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.




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 1is 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 1is a definite need for educational services growing
from the use of computers.

The seventy millien used to 1ncrease the school
foundation could be replaced by the ten million not lost by
eliminating computers and by delaying and ultimately funding
the loss 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
18tudy 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 wuse wvaried 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 1limiting 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 1income 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 1it. 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 business tax reduction, such as exempting
machinery and equipment from the sales tax are not
justified.

If there is a problem with Iowa business tax, it 1s with
the nature of the tax, not the total burden.

For that reason, I believe, the decision not to recommend
that Towa Join most other states 1in using the standard
three-factor process for taxing corporation profits was
wrong. With three-factor apportionment, the corporation
income tax could provide a fair replacement for the loss of
sales taxes on machinery and equipment,

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 1in 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

T

INDIVIDUAL INCOME TAX:

b Adjust Income Brackets for Married Joint Filings. The committee

recommends that income brackets for married 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 $32-35
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: 1Increasing the minimum income level would
decrease state income tax collections by $5-
7 million. :

Revise Calculation of Taxable Social Security Benefits. Current-
ly, state 1income tax 1s 1mposed 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
noct more than half the benefits) is then counted as irncome.
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 1income 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 minimum tax revenues represent $8-10
million 1in 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 1in
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-
ticns 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 1issued 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.




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 1in a
decrease of $16-28 million, Taken together,
this represents a loss to the state general
fund of $44-64 nmillion. An evaluation of
the agricultural economy may reveal that the
ag M&E figure 1is 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
tural products
base.

Fiscal Effect:

Subject the Sales of

recommends that warehousing of raw agricul-
also be exempted from the sales and use tax

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

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.

Increase Sales and Use tax. 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, 1if 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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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.

PROPERTY TAX:

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 going into detail
explaining the school aid formula, it should be known that
property tax assessments are linked to spending for K-12
schools; the level of a district's tax base affects the
amount of available state aid.

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 1liabilities. 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
of personal property pertaining to "attached" property be
amended from that c¢ited in Chapter 427A.1(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 1loss 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 1local 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
.10 - 7.29 ...... 308
NO levy...ieveeuunnn 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 1is difficult to provide due to con-
templated changes in assessment practices.
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However, a loss L& 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, 1f 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 1if 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 1local qovernments 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, 1in which case the state costs
would be $4.2 million and the local revenue
$49 million,

Ag Productivity Formula. The committee recommends that the cap-
1talization 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 1income 1s averaged would change from five years to
three years.

FPiscal 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 1local 1loss, 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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Change the Homestead/Elderly and Dlsabled Tax Credlts. < The com- -
mittee recommends that the Homestead Property Tax Credlt be
abolished and the Elderly and Disabled Tax Credit be expand-

ed to all low income owners and renters with incomes less
than $12,000.

The homestead credit is paid to local taxing
authorities in 1lieu of collections made on
the the first $4,850 of assessed valuation
for homeowners. The repeal of this credit
would increase individual homeowner's prop-
erty taxes by approximately $125-150.00 per
year. However, to some extent this effect is
offset by the expansion of the elderly cred-
' 1t to a “c1rcu1t breaker"™. ellglbllltles.

Fiscal Effect:

" i

A

»*_'_' ~. r&"? 5l

‘ Whlle there is a savings 'to” the state with

© the repeal of the homestead’ credlt, there is

. a 'cost related to. the new low income owners
and renters credit...The net effect of the

. change is difficult ¥o prOJect due ko.a lack

"of housing cost and :rélatéd income data.
Roughly, the circuit breaker represents an

increase to the state general fund of $44-64
milliion. _ R _

Local Options Tax. The committee recommends that the state allow
local governments the choice to levy a local optlons tax.
The tax could come from a broad base (wheel, ‘gsales, 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 have the same local optlons, 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 levylng cxtles go to the county.

Fiscal Effect: The flscal effect of thls recommendatlon,
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 1i1mposed.

Fiscal Effect:

Repealing the inheritance tax will decrease
collections by removing a revenue source and
by affecting the base of the remaining
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.
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TAX STUDY IMMEDIATE RECOMMENDATIONS:

SUMMARY OF FISCAL EFFECTS

AREAS OF STATE IMPACT:

Pigscal 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 MsE
- Industrial Ms&E

Exempt Warehousing
Newspaper Sales Tax

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

PROPERTY TAX
Exempt Personal Property-
{lst five years)

M&E Redefined

AG Productivity
(lst two years)

Military Credit Repeal

New Circuit Breaker
(Hmdstd/Elderly Credit)

AREAS OF LOCAL IMPACT:

32~-36
3-7

7-8

44-64

million
million
unknown
million

million

million
million

million

million

million

million

million

million

million

million

decrease
decrease
decrease
decrease

increase

decrease
decrease

decrease

increase

increase

decrease

decrease

decrease

increase

increase

Fiscal Effectt

PROPERTY TAX
M&E Redefined S

AG Productivity
{1st two years)

LOCAL OPTIONS TAX
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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 local tax system. The
Committee was c¢harged with presenting 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
individual income tax, the corporate income tax, the sales and
use taxes, the inheritance and estate taxes, the motor vehicle
fuel tax, and the property tax. Data were gathered from state
sources, iaterviews were conducted with state personnel, a
literature search was undertaken, analytic c¢omputer models were
developed, and policy analysis was accomplished. Throughout this
period Progress Reports were seat monthly and nine meetings were
held with 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 I) and the data used to arrive at the
findings are contained in the Appendix (Volume II),

B. Gloasary

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 burden, effective tax
rates, incidence, federal deduction, federal tax offset and
elasticity,




Part II. Iowa Tax Structure Qverview

Policy QOverview

According to tax policy theorists, a reasonable tax structure
should be equitable, neutral with respect to economic decisions,
adequate in yield, and simple to administer. The Iowa tax struc-
ture, in general, meets the criteria of a 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, 1.e., the relative burden 1increases as
lncome 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 tc cause eccnomic¢ 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 macninery under the
property tax is also non-competitive but perscnal property roll-

backs and partial exemptions of industrial machinery serve to

lower the overall burden on these items. The fact that spouses




are still subject to the inheritance tax iIs a non~compeltitive

Feature of that tax but only until the proposed full exemption is
tax burden for all

ohased in. The property rollbacks iower the
less than the

taxpayers and the increase in taxes has been

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 1liability 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 i3 the
property Lax, The complexity 1is 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
Towa = 12,14%)}. When compared to the
Minnesota, Missouri,

(J.8. average = 12.07%:
eight comparable states (Illinois, Kansas,
Nebraska, North Dakota, South Dakota, and Wisconsin) it is nigher

than four and lower than four.
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gconomic Development Overview

It is difficult to quantify the effect of taxes on location
and investment decisions and on purchase decisions. Natioral and
local economic cycles, the demand for Iowa products, the size of
the market, the c¢ost and availability of labor and the cost of
capital are all more important determipants of economic growth
than state and local taxes,

A number of studies indicate that once a brcad geographic
region 1is selected, taxes play an important rele 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 3election
within a region.

The lowa system does not contain a large number of so=-called
business incentives such as state inveatment tax credits, but
neither does it contain the major disincentives such as a
disallowance of the Accelerated Cost Recovery System or the
imposition of worldwide combined reporting for unitary
businesses, The major tax incentive for attracting multistate
husinesses 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, lowa'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 1s based on federal adjusted gross income with
certain modifications to c¢reate Iowa net income. A deduction is
allcwed for federal taxes paid and standard or itemized
deductions are alsoc allowed. The rates are graduated and range

from 0.5 percent to 13 percent.
2. Policy Considerations

The tax 1is progressive, particularly at lower income
levels, The federal deduction and federal offset narrow the
progressivity. 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 1increases 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 1s 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.




Possible Modifications

a Cap or Eliminate the Federal Deduction

The modification would increase vertical equity and increase
the effective tax rate and, thereby increasing the tax bDurden.

Individual income tax revenues could increase by approximately 41
percent. If revenues were to be held constant, nominal rates
could be decreased. Simpliecity would not be affected by the

modification.
b) Substitute a Flat Rate for Graduated Rates

The modificaticn could increase neutrality by lowering the
effective rate for taxpayers with income over $20,000, would
lessen the progressive nature of the tax and wouid have to be
applied at a rate of 3.7 percent to produce like revenues.

c) Substitute a Modified Flat Rate

At either a 5% - 7% - 9% or a 5% - 7.5% -~ 10% rate structure
the tax would become less progressive and more neutral, could
increase individual income tax revenues from 1.5 percent to 2.2
percent (all from those éarning $20,000 or less) and would be
somewhat simpler to administer,

d) Eliminate Married Separate Filing
This wmodification 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




could decrease individual income tax

This modification
revenyes by 12 percent and would benefit present joint filers
while increasing effective tax rates for present married separate

filers.

£) Change the Add-0On Federal Alterpative Minimum

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 Jowa net income. Multistate c¢orporations 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 apporticoners the single-factor formula is an advantage
and decreases the amount of income taxable by Iowa.
it serves to increase the apportionable

For non-

resident apportioners
base. Recently 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., Jowa relies on the tax at the average for

the ¢omparable 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 lncentive for locating or expanding in Iowa, and
{based on a study completed ten years ago) could lncrease

corporate income tax revenues approximately 32 percent.

b) Eliminate the Federal Deduction

Under this modification the tax would be slightly more
progressive, the effective tax rates would increase to a small
degree, and ccorporate taxXx revenues could increase by approxi-
mately 18 percent.

c) Substitute a Flat Rate

Under this modification the tax would become proportional,
rather than progressive, effective rates for corporations with
income over $100,000 would decrease and, depending on the rate
chosen, corporate tax revenues could remain constant or be
reduced by 24.8 percent to 37.8 percent.

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 § percent flat
rate franchise tax on a net income base which does not alliow 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 ILowa than
in most of the surrounding states and revenues from financlial
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institutions could decrease.

) 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 writteéen 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 receant federal
tax changes which will seriously alter taxable income for

insurance companies.
C. Sales and Use Taxes

1. Description

The tax 1is imposed on retail sales of tangible personal
property, wutility 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 in Iowa, on which tax has nadt been
paid. The motor vehicle use tax is imposed at U percent on
vehicles subject to registration,.

2. Policy Considerations

Sales and use taxes are regressive when measured by income,
although exemption of food and drugs lowers the effective tax
rates and increases equity. The major ©business location
disincentive relates to the 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




relative to surrounding states. Growth in revenues lagged benind

Zrowth 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 ofF
revenue than most of the c¢omparable states, Capacity 1s 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 froum
sales and wuse 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 Sales and Use
Taxes

This modification would increase effective tax rates, could
cause inequities related to the distribution of revenues, would




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 increase in progressivity 1in
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,

£} Tax Newspapers and Advertising Supplements

This modification would increase regressivity, would lead to
problems of neutrality in relation to other news mnmedia 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. Policy Consideratioans

Assuming the size of the estate is an income measure, the
inheritance tax is progressive. Horizontal inequities are built
in through the system of classification based on the relationship
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of the beneficiary to the decedent. Iowa's rate structure i3
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 growa at a greater rate than
personal income, but recent legislative 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 c¢ould 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 regular fuel, 11 cents per gallon for
gasohol and 15.5 cents 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

xii




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 administer 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 property
with certain exemptions. All property, except agricultural landg,
1s 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 LIs
limited by statutory "rollback" rates varying by c¢lass., Various
modifications are made to the assessed base to reach the taxable
base against which local governments may levy taxes, Colleg¢tions
are limited by various maximum rates or spending levels.

2. Policy Considerations

Property taxes are coasidered 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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noth for real property and personal property, have kept taxes
from growing as rapidly as the growth in market value. The
taxation of machinery and eqguipment is often ¢cited as a location
disincentive but this property is subject to rollbacks or partiai
exemptions. Revenues have grown at a rate less than the rate of
growth ian personal iancome since the rollbacks were instituted.
Iowa is reliant on this revenue source at about the average for
the surrounding states, has an above average capacity, and is
making a greater effort in relation to it than the national
average. The tax 1s extremely difficult for taxpayers to

understand, but there are few compliance problems.
3. Possible Modifications

a) Impose Levy {Collection) Limitations 1in 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 Assessament 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 1increase horizontal equity and
enhance JIowa's more competitive position, Revenues could

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

d4) 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.

£) 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 Towa formula more comparable to other states,
and c¢ould either decrease local revenues or shift the tax burden

to owners of other c¢lasses of property.




Eliminate 3State-Funded credits and Increase State
Iscome and Sales Taxes to Fund School Per-Pup:il

Costs.

This modification could have horizontal -equity effects
related to renters versus owners, would iacrease equity in
relation to education, would increase the burden for non-resident

apportioning corporations with no property in Iowa, couid lead to

frequent rate changes in the income and sales taxes, and wouild
simplify the property tax through the elimination of most state-

funded credits and state equalization.
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I. INTRODUCTION

On June 1, 1983 Senate File U461 was approved and by this
instrument, the state of Jowa created a Tax Study Committee 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 e¢conomy, employment, treasury, and
citizens,

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

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

5. Examine how the 3tate's entire tax strugture
compares with the tax structures of other states.

6, Examine tax preference items.

File U461 further directed the Committee to conduct the
comprehensive study through hired research personnel and on
October 23, 1983, the Committee issued a Regquest 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
“ile. The Request for Proposal specified that the services to be

provided encompass a determination of the relative tax burden on
different c¢lasses 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
Wwith 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 possaible changes in the tax laws and their

impact on equity, revenues, and economic development.




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 U461, the study was
conducted in three distinct phases:

Phase I: Organization and Data Collection

Phase IT: Data Analysis

Phase II1: 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 establisn the formal goals
and objectives of the study, to develop aan analytical framework
for conducting the study, and to collect data to be used in the
study in an appropriate format. This phase was organized into
seven tasks.

Task 1: 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




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 1issues 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

. UJ.5., 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 JIowa tax
structure and with guidelines for developing areas evaluated
during the policy analysis,.

Task U: Collect Data Regarding lowa'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,




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 de described together.) The initial work in
tnis task was to determine for each tax (individual Iincome,
corporate income, sales and use, motor fuel, 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 c¢hanges 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: QObtain 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 thne
impact of the current tax structure,
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Task 8:

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 of 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: Revenues received by type of fuel
Wwere measured.

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

Property tax. We evaluated taxes paid by urban/
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.

incidence for each tax are discussed in the chapters of Part
of this report.

Task 9: Analysis of Tax Expenditure Data. The following

expenditure items were evaluated:

Personal Income Tax: Personal Credits

Dependent Credits
Federal Tax Deduction

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

Specific analytic¢c issues relating to the calculations of tax

III
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Corporate Income Tax: Federal Tax Deduction
Venture Capital Credit
R&D Credit

Sales and Use Taxes: Food Exemption
Prescription Drug Exemption
Fuel Subject to Motor Fuel Tax
Exemption

Motor Fuel Tax: Gasohol

Estate and Inheri-
tance Taxes; Individual Exemptions
Surviving Spouse (Credits

Property Tax: 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 doliar
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 Towa Tax Capacity and Tax Burdens

With Those of Other States. Data on the tax structures of gther
states were collected during this task and added to tax capacity

data collected during Phase I. 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-
tions; from various papers published by the National Association
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of Tax Administrators, the International Association of Assessing
Officials, and the Institute of Property Taxation; from the
Journal of State Taxation; and from telephone interviews with
state tax officials. These data were arrayed to compare Iowa's
tax structure with that of competing states.

Task 11: Examination of the Relationship Between Tax
Structure and Burden and the State's Economic Performances. As

part of this task we evaluated the changes 1in 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 Preparation

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 eriteria 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




analysis were developed. The list was based on discussions held
at progress meetings throughout the course of the study and on an
evaluation of current trends in state taxes., It was presented 0
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.

In 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 JIowa's industry, and to estimate the impact of
modifications to the property tax.

The evaluation of the impact of possible modifications was
presented to the Committee at progress meetings held on Qctober
18 and November 5,

Task 13: Draft Final Report

Task t4: 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,




Task 15: Assistance in Presentation of Final Report Members

of the Coopers & Lybdbrand study team met with the Tax Study
Committee to provide assistance in preparation of their final
report ta the Governor and members of the General Assembly
through December 17. In addition, the appropriate officlals
within the state government were provided with computer models
developed during the study and with instructions on their use.




Glossary

A. Policy Criteria
1. Equit
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 or 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 alsc not
srecisely defined. It is clear that a gasoline tax which iIs 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 i1s 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
itke circumstances, It is related to equality of tax treatment
among hose with the same income or tnose who receive the same

governmental benefits,




2. Neutrality

I+ is assumed by most economists that taxes should be aneu-
tral, i.e., they should have little, if any, effect on economic
decisions and should not unintentionally reward or punisn certa:in
economic activities. If they are not neutral, choices regarding
decisions such as consumption versus investment or location in
one geographic area or another may be made on the basis of tne
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 In 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, 1i.e. those in which
revenues increase by a greater percentage amount tnhan does
income, may produce increased revenues automatically, they nave
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 c¢hanges, 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
basiec question: what level of resources are available to draw
tax revenues from? In answering this question a measure of
overall income or wealth (called the "tax base") is developed.
Comparison of tax revenues to the tax b»ase 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 1is per capita income; however, the components of per
capita income have been variously defined and disagreement
remains on how it should be specified.

In recent years the Advisory Commigsion 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:




- sum all state tax revenues by type of tax {(total for
J.S5.).

- 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 Lo represent
the potential tax revenue that a state would generate by adopting
RTS. Thus, tax capacity 1is defined as "the amount of revenue
that each state would raise if it applied a naticnally 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 nave

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
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paid by retailers and others, but the burden of the tax is
shifted to consumers at the point of sale. The denominator,
income, measures individuals' ability to pay and thus should Dbe
broadly defined to include non-wage income. For the purposes of
tnis report, individuals' adjusted gross income as defined by and
reported to the Iowa Department of Revenue is used as the measure

of income.

2. Effective Tax Rates

Effective tax rates are the ratio of taxes paid to income and
thus directly wmeasure 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 deductions,
exemptions, and credits, which reduce taxes paid below the
statutory rates.

4. Incidence

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 progressive tax, effective tax

rates increase as income increases.

5. Federal Deduction

The Federal deduction refers to provisions of the Iowa tax
code which allow tax pavers to deduct a portion of their federal
taxes paid from their Iowa taxable income.
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6. Federal Tax Offset

The Federal tax offset reflects federal tax law which allows
the 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 refers to the change in tax revenue produced
by a change in community incone. 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 1is
less than one percent, the tax is inelastic.

* See Donald Phares, Who Pays State and Local Taxes?
Oelgeschalger, Gunn & Haine, Cambridge MA, 139803, for a
complete discussion of the federal tax offset.
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I. IOWA TAX STRUCTURE QVERVIEW

A. Tax Structure Policy Overview

This section provides an overview of the tax system as =z
whole when evaluated under the general tax policy criteria. The
ITowa Tax system does not require a great deal of change. Overall
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. A1l
of the taxes avallable 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 c¢onsumable 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, 1s 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 majbr horizontal
inequity is the differential effect of the single-factor appor-
tionment formula on resident and noneresident 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 Jowa sales tax less regressive than

the norn.
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The motor fuel tax, while regressive when measured by income,

is proportional when considered as a benefits received tax.

The inheritance tax is progressive if size of estate is
considered a measure of wealth,. The tax ceontains inherent
norizontal :inequities since both the amount of the exemption and
the rates are varied by the relationship of the taxpayer tgo the
decedent.

Property taxes are generally considered to be regressive wnen
measured by income, The relationship of the tax to benefits-
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 hcmestead
credit, the agricultural land credit, and the real and personal
property rollbacks have heen instituted to provide relief. 1054
these, only the elderly and disabled c¢redit 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 individual 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 wmake the

effective rate more comparable with those in effect in other

states.




The sales and use taxes rates are low in comparison to total
state and local sales and use taxes rates in comparadle states.
The major disincentive to business location or investment in 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 1is 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 <c¢lass of
taxpayers, but the use of a fixed capitalization 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
3tate revenues, has grown less than personal income during the
last five years and is relied upon somewhat above the average.

The corporate Iincome tax has grown at a higher percentage
than has corporate income, probabdbly 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 most of

the surrounding states.

Motor fuel tax revenues have grown at a rate greater than lne
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 iIn income and property value. Iowa's
reliance is approximately at the average for comparable states

whiech impose the inheritance tax.

The growth in property tax c¢ollections 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
oproperty 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 abgve
the national average f(average = 100; Iowa = 102). In terms of
the tax effort measured as the ratio of actual collections to
capacity, Iowa ranked slightly below the national average
(average 100; Towa = 98).

Simplicity Considerations

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 iIncome tax and the ability to

exchange information with the Internz]l Revenue Service,
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Sales and use taxes are nmore 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 lowa
nas 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 1Is collected at the distributor level, bdut
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 1is not difficult to collect but the
system of classification and phased-in exemptions and credits

serve to make 1%t complex.

Property taxes, as stated above, are always complex. Iowa's
system is further complicated by the unusually 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 burden study was published
in 1980 and is contained in Who Pays State and Local Taxes, by
Donald Phares. Professor Phares has compiled data from all SO
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




increased income ,and/or sales tax rates or imposed surcnarges;
all have instituted preferential treatment for farmland or

inereased the existing preferences and all hpave instituted or

inereased 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 eéX-
pressed as percent of income devoted to taxes.

State 92 of Income

Iowa 12.14
Illinois 11.97
Kansas 11.19
Minnesota 14.21
Missouri 10.21
Nebraska 11,55
North Dakota 12.86
South Dakota 12.64
Wisconsin 13.45

Summary

Iowa's major taxes are generally progressive or their in-
herent regressivity s somewhat mitigated through exemptions,
deductions, credits and limitations. The federal deduction makes
the income tax less progressive than it could be and the $12,000
cut-off on the elderly and disabled c¢redit is probably not
reflective of the present economic situation. The non=-neutral
elements are, for the most part, intended to produce social or
economic benefits 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.




The economic down~turn has seriously affected Jowa and the
slower recovery in revenue c¢ollections is more a reflection of a
depressed economy than of the 3tructure 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, 1is 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 sSystem is
conceptually sound and functioning well,

B. Economic¢ Development Qverview

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
rescources to be inefficiently allocated., In reality, almost all
taxes do affect the full range of economic activity from business
investment and production decisions to persconal investment,
saving, and work-leisure tradeoffs.

This section reviews the performance of the Jlowa 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 dbehavicr i3 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 possible impact of the tax change on those decisions.
For example:

. Do taxes prevent Iowa from growing as fast as it
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 1is 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 to 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 naticonal and international
economic cycles as well as local demographic and economic trends
which affect the demand for Jowa products, the size of the market
in Jowa, the labor supply, and the availability of capital.
These powerful trends dominate year-to-year changes in the Jowa
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 emplovment, gross
state produce, and personal income from 1977 to 1982.%% yhile
gross state product and personal income grew during the period,

b For example, a recently developed model of the Massachusetts
econonmy found that the national trend in real value added was
the most important factor in forecasting the 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 Studies of MIT and Harvard,
1983, p. 181.

*% ZEmployment and gross state product figures were taken from
the 1984 Statistical Profile of lowa, lowa Development
Commission. Employment shown in Figure 1 is in millions 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 iIn 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 dincreasing
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 tax policy are
difficult to discern and, in general, do not account for changes
in the performance of the Iowa econoay.

If state and local taxes seem $o 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 cutput

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

t U.S. Department of Commerce, Bureau of the Census,
Statistical Abstract of the United States 19384, p. 663-666.
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it would have been without the tax. Thia "welfare

below what
10oss" 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 2 smaller
amount than consumers would be willing to purchase beécause the
price they receive is lowered by the tax. The tax reduces the
amount produced (and therefore c¢onsumed) below the optimum
amount; thus producers receive lower profits and coasumers 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 reason 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 specifie 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 incurred under each.
Taxes may Iimpact decisions on the margin, influencing choices
between a limited number of options. The impact of state and
local taxes has been carefully studied 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

research findings.

* For example, if two tax policies under consideration have

very similar effects on equity, yield and administration, but
different effects on the efficiency of resource aliocation,
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 smalier
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 t¢ Iowa's four percent rate, Thus, Dbecause
Iowa's neighbors tax sales at roughly the 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 3tate

# John Mikesell, "Sales Taxation and the Cross Border Problem,"
Quarterly Review of Economics and Business, XI (Spring 19715,

*#% Reschovsky et al, 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 way face nigh 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
locational 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 early as the mid-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

determinantg . "®¥

Taxes, which vary so much from c¢ity to city, and financial
incentives seem to have relatively little impact on the location
of business. At least two reasons nave been discussed regarding
the role of taxes and incentives: -first, other factors are much

more important to the firm's profitability than taxes or finan-

¢ial 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.S.

Roger Vaughn, "3State Taxation and Economic Development,
Washington, D.C.": Council of State Planning Agencies. '979,
p. 990




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 {8
revealed by economists’' work on tax incidence.*® In this
analysis, the taxpayer may not bear the full burden cof 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 increase prices toO 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 number 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
are a large fraction of business profits, and local variations in
them are substantial enough to imply an important impact on
locational decisions, especially for firms choosing among sites
within a metropolitan area."®%* Small argues that when firms
compare four to five sites that are roughly equivalent in terms
of suitable available labor supply, proximity to markets, low
land costs, etc., variation in state and local taxes is large
enough to influence final site selection. This stage in the
comparison of sites usually comes when a firm has selected a
region in which 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", Washirngton, D.C., 1981,
p. 32-34,

®®*  John F. Due, "Studies of State-Local Tax Influeaces on
Location of Industry" National Tax Journal, Vol. '4 (1961),
p. 163172,

#4% Kenneth Small, op. cit., p. 23.
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concessions and financial incentives to influence a f:
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 lixely to be somewhat biased,* the 28 respondents ranked
state and local taxes of significant but lesser Iimportance than
proximity to markets and suppliers, labor availability and costs,
and transportation c¢osts 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 consistent

with the arguments of Kenneth Small,

Summarg

The impact of taxes on economic¢ behavior is difficult to
quantify, Even for the two economic decisions reviewed the
evidence 1is 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 iImpact 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

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 betweea Jurisdictions that create the most

important financial incentives affecting economic benavior.®

Recognizing that the impact of state and local taxes on
n

economic behavior can have important effects on a broad range of
economic decisions, but that it is very difficult 1O quantify
those effects, we have compared the tax rates, and where
relevant, bases, of those states neighboring Iowa for each tax
analyzed. The relative tax rates help to determine the potential
impact of each tax on econo ic behavior and thereby aid policy-
makers in considering the neutrality of parti ular tax

modifications.

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.




PART ITITI

TAX ANALYSIS




INTRODUCTION

This section of the report separately examines the most
important Iowa taxes. The four c¢riteria described in Part I,
equity, neutrality, yield, and simplicity form the basis of the
analysis of each tax. In addition, a number of modifications in
the current tax system are analyzed in light of the four
eriteria. The following taxes are analyzed in separate chapters:

1. Individual Income Tax

2. Corporate Income Tax

3. Sales and Use Taxes

4. Innheritance 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 c¢riterion. 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 Appendix

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 c¢reate 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 individuails. In contrast 0
the federal tax, only one rate schedule is
provided,

C. The statute provides for "indexation" of taxable
income brackets and Civil Service Annuity exemp-
tions. Annual adjustments are to reflect one-half
of the annual change in inflation wmeasured by the
price deflator for the Gross National Product.
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

1. Deduction for married ccuples 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
Towa Board of Regents.

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

4, Iowa modifications to partnersnip income

(Threatened as a subtraction if the
modification is negative)
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5. Certain deductions associated with a 3al
leazsback arrangement gualifying 2a2s a 3a
narbor leasa.

Subtract:
i Interest and divigends from federal securitilies

Z. Towa income tax refunds if included in Federal
r\ h
&CI

3. U.8. Civil Service Apnuity Exclusion for
disabled individuals, individuals 52 years or
older or survivors of disabled or 62 years or
clder annuitants; maximum Exclusion $5,627 or
$8,184 if filing joint raturn.

dlcohol Fuel Credit to the extent the C(Credit
increased Federal Adjusted Gross Income

(@ 3

7. Small business deduction for 50% of wages paild
to disabled individual or convicted felon

3. State legislators® travel expenses and living
expenses on a per diem basis unless itemized

9. Income and c¢ertalin deductions associated with a
sale~leaselack arrangeunent gualifying as a safe
harbor iease

10. Net operating .03s5 carrylforward f{rom a prior
tax year

1t. Gains and iosses determined Ty using a tasis in
property pricr to January 1.1G34,

Instalimenti payzenis rece.vag
under zn annuity when
includeg in dezcedent’s
inheritance tax purposes

Disability Income Execlusicn computed under
provisions in effect as of Lecember 31,1982.




3.

Adjustment to Iowa Net Income

AL

Add:

1.

Federal ¢tax refunds attributable to federal
income taxes deducted on an Iowa return for a
prior year

Self-employment tax to the extent that the
federal income tax deduction for the current
year includes self-employment tax

Subtract:

1.

Federal income taxes paid during the tax year
which include:

a. Federal income tax withheld
b. Federal estimated payments

c. Other federal tax payments ian the current
year

Standard or itemized deductions

a. Standard deduction of 15% of net income
after federal tax deduction (maximum $1,200
for single, married separate filers, $3,000
all others) or

Itemized deductions allowable for federal
income tax purposes with following
ad justments:

1) Ad4d:

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 maximum)

¢) Mileage incurred in voluntary
work for a charitable organiza-
tion

Standard deduction filers may claim additional
deduction for charitable contributions.
Effective for tax years 1984 through 1986,
taxpayer may c¢laim deduction




for 25 percent of up to 3300 of charitable
contributions or a maximum deduction of $75.

Compute Tax on Iowa Taxable Income - Rates range from
.54 on first $1,000 of income to 134 on income 1in
excess of $75,000 (see attached rate schedule)

Additions to Computed Tax

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

B. Lump Sum Distribution Tax - 254 of the federal tax
imposed on such distributions

Credits From Computed Tax
A. Nonrefundable Credits

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

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

Credit for blindness ($20)
Credit for dependents ($15)

Child and dependent care Credit of 10% of
employment related expenses

Political contributions Credit of 54 of first
$100 ($200 for married joint filers)

Towa Venture Capital Fund Credit (5% of
investment)

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

Nonresidents and part year residents receive a

tax Credit equal to percentage of income which
is from non-Iowa soutrces.

Refundable Credits

1, Research Expenditure Credit (6.5% of qualifying
regsearch expenses, effective January 1, 1985)

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




Table 1

Iowa Individual Income Tax Rates

But
Over Not Over Rate

0 - 1,023 .50%
$1,023 - 2,046 1.25%
2,046 - 3,069 2.75%
3,069 - 4,092 3.50%
4,092 - 7,161 5.00%
7,161 - 9,207 5.00%
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 11.00%
40,920 - 76,725 12.00%
$76,725 - Over 13.00%

* Brackets indexed by 2.3 percent.

The Towa Individual Income Tax is based on the ability~to-pay
concept., The tax is imposed on and largely borne by individual
taxpayers. Since state 1income taxes are deductible from the
federal income tax by those who itemize deductions, some of the
ourden 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 tne tax burden for
the Individual Income Tax is Iowa net ipncome: federal adjusted
gress 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 deductibiliity of
state income tax paid from the federal income tax for those
taxpayers who itemized deductions on their federal return. For
each dollar paid in state income tax, these taxpayers are ab.e Lo
reduce their total federal tax paid by some portion of that
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dollar, cdepending on their tax 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
of fset, 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
ad justed gross income using estimates developed Dby Donaid
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 4,999
$5,000 9,999
$10,000 15,999
$16,000 19,000
$20,000 24,999
$25,000 49,999
$50,000 74,999
$75,000 99,000

$100,000
$125,000
$150,000
$250,000

More than

Dorald Phares, Op. Cit., p. €8-70.

124,499
149,999
249,999
499,999

$500,000
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Figure 1

1981 PERSONAL INCOME TAX INCIDENCE
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The graph portrays incidence both before and after the [ed-
eral tax offset iz deducted from taxes paid. Table 1.82 in the

appendix provides the supperting data for the graph and describes

the federal tax offset calculation.
uit

1) Vertical. The differences in the effective tax rate
determine the progressive, proportional, or regressive nature of
the income tax. Figure 1 shows that the income tax is progrés-
3ive in nature; as income rises, so does the tax burden. Due to
the federal tax offset and the federal tax deduction the Iincoae
tax is most progressive at lower iacome levels, The federal tax
offset and deduction have the greatest impact on taxpayers 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.

Inmarried 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 ccmbined figures with the married joint figures in an
income category in order to check on the horizontal equity
between married couples. The separate effective tax rate for
each mempber of the couple can be compared to the 3ingle filer in

the same income category. An example may clarify the situation,

Mr. & earns $40,000. In 1982 the effective tax rate for

single filers in his income category was 3.97 percent.

Mr. and Mrs. B. earn a total of $63,000. Mr, B. earns
$40,000 and Mrs. B, earns $23,000. They file as married separate
taxpavers. In Mr. B.'3 category the effective tax rate is 3.93




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 Jjoint return. On their combined :income category of
$63,000, the effective tax rate is #.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
conbined effective tax rate is lower for their income category,
3.99 percent. The burden for 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 wmore filing Jjolint
than they would filing separately,. The combined income of the
higher income couples places them into a bracket to which nigher
rates are applied.

Single filers in the $50,000 and over categories have lower
effective tax rates than married separate filers but this 1is
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 3statistical variation in burden
based on filing status but the variations are narrow and the tax
is basically equitable across income c¢lasses on the basis of
filing atatus.

Famjily 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 family size increases, Dependent exemptions, deductions and
credits account for thnis wvariation. (See pages 6G-11 of the
Appendix for the supporting data).
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small amounts. The largest difference (approximately one-hall 2
perceatage point In the last two data vears) is in the $50,000 o
$100,000 category. Over $1C0,000 of income the difference again

narrows. {See pages 14-16 of the Appendix).
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3} Equity Summarv.
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The Iowa Individual Incom Tax is designed, through .is
aduated structure, to be a progressive tax based on ability-to-

In general, the intent i3 fulfiiled. The two areas which
o} nighlighted a3 leading to either a narrowing of the
reszsive nature of the tax or Lo rorizontal ‘uequ;vxes, are
Federal deduction and <¢he standard or Iitemized deducticns.
federal tax deducticn s gensrallv considered a M"relief®
provision and will be discussed under neutrality. The different-
ial effect on family size i1s generally seen as an equlitv provi-
2i0on which was imposed to respond to the fact that at low and
middle incomes, larger families will have less income availabie
for tax gurposes than small families and should, therefore, be
given preferential trestment.
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D. Neutrality

The income tax can affect a number of economic decisions
including iandividuals' work wvs. Lleisure decisions, Linvesiment
choices, and possibly location decisions. The factors which
should be analyzed in relation to this tax inelude the rate and
the modifications to taxable income or tax liability intended to
either offer relief or influence behavior.

1. Tax rate
Towa has a high top rate of 13 percent. Only Minnesota,

New York, Delaware and Oklahoma have higher top rates. The
states chosen for comparison have the following rates:

Table 2

Comparison of Tax Rates

State Rates

Iowa 0.5% to 13%

Arizona 2% to 8%

Illinois 2.5%

Kansas 2% vo 9%

Minnesota 1.6% to 16%

Missouri 1.5% to 6%

Nebraska 20% of Federal Tax as
computed on Nebraska
ad justed federal incone,

North Dakota 2% to 9% (option to use
10.5% of Federal tax
liability)

South Dakota None

Wisconsin 3.4% to 10%
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The specific bracket and rate breakdown for these states are

as follows:

Towa

0.5% 13t $1,023; 1.25% 2nd

$1,023; 2.75% 3rd $1,023; 3.5% 4th
$1,023; 5% next $3,069; 6% next

$2,046; 7% next $6,138; 8% next $5,115;
94 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;
44 3rd $1,017; 5% 4th $1,017;
6% 5th $1,017; 7% 6th $1,017;
8¢ over $6,102

Kansas

2% tst $2,000; 3.5% next

$1,000; 4.0 next $2,000; S% next
$2,000; 6.5% next $3,000; 7.5% 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, 8.8%:; next $2,685, 10.2%;
next $2,685, 11,5%; next $4,999,
12.8%; next $10,070, 14%; next $10,070
15%; over $36,925, 15%

Missaouri

1.9% 1st $1,000; 2% next

$1,000; 2.5% next $1,000; 3% next
$1,000; 3.5% next $1,000; 4% next
$1,000; 4.5% next $1,000; 5% next
$1,000; 5.5% next $1,000; 6% over
$9,000.

=
o




Nebraska
Flat 20% of federal tax.

North Dakota

2% on 1st $3,000; 3%, $3,001 - $5,000;

4%, $5,000-$8,000; 5%, $5,001 - $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, it is well to remember that while
Iowa's top rate is high, it is applied to income over $76,725.
For taxpayer making $25,000, the marginal rate (not considering
modifications such as the federal deduction or personal and

dependent exemptions) would be as follows:

lowa 9.0%
Arizona 8.0%
Kansas 9.0%
Illinois 2.5%
Minnesota 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 comparative tax
burden is alsc a factor in spending and location decisions. The
following table shows relative tax burdens using a slightly
different measure of income and earlier data.
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Table 3

Comparison of Tax Burden

State Tax Burdern
U.S. Average 1.66
Iowa 2.34
Illinois 1.08
Kansas 1.44
Minnesota 3.70
Missouri 1.27
Nebraska 1.19
North Dakota 1.76
South Dakota -0~
Wisconsin 3.54
Source: Donald Phares, Who Pays State and Local Taxes,

Olegeschlager, Gunn and dain, (Cambridge, MA),
1980, p. 11-12.

2. Modifications to Adjusted Gross Income

The sections below describe the principle modifications 0
adjusted gross income allowed in Iowa and <c¢oanirastis these

provisions with those of other states.

a, Federal Tax Deduction

The ability to deduct federal taxes has 2 large influence on
actual state tax liability. As shown in Figure 2, the federal
vtax deduction reduces the progressivity of the income tax Sel.ow
what it would be without the deduction. The states examined

abocve offer the following treatment:
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Table 4§

Comparison of Federal Tax Treatment

State Deductibility of Federal Taxes

Towa ......... Yes

Illinois ... No
Yes - $5,000 ($10,000 on a joint return)
or 50% of Federal tax prorated in a
ratio of Kansas income to Federal
adjusted gross, if higher.

Minnesota .... Yes - on income taxed by the state

Missouri ..... Yes - on inconme taxed by the state

Nebraska No

North Dakota . income taxed by the state

South Dakota

Wisconsin ...,

b. Credits

The 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
Tuch less relevance than proximity to educational institutions,
skilled labor, and the loecal 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 1.8, Congress, "Location of
High Technology Firms and Regional Economic Development ,"
GPO: Washington, D.C., 1982,




Alternative Minimum Tax) it can be expected to influence deci-
sion-making. The Alternative Minimum Tax is dJdesigned to re-
capture some of the tax dollars lost because of tax preference
items. Those states previously examined which have special
treatment for tax preference items are as follows:

Minnesota ..... Losses from tax preference items arising
from out-of-state businesses or property are
added back to federal adjusted gross income.

Nebraska ...... The Federal Alternative Minimum Tax s
included in the base of the tax against
which the 20% is imposed.

Wisconsin .,.... The state has its own minimum tax based on
seven specified preference items at a rate
of 5.5%8 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 which 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 upcon which the tax is
based. While this does not change what is due to the federal
government, it gives an Iowa taxpayer an Lncreased federal
deduction and reduces or eliminates the Iowa minimum tax
addition.

Taxpayers who invest in preference items to maximize income
expect to pay something on items which are given preferential
treatment. The situation is different for one who makes a sa.e

on a non-voluntary basgis.
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An alternative minimum tax is non-neutral intentionally since
it is imposed to redress other non-neutral tax treatment. Iv is
necessary, however, to tailor the tax to the circumstances whicn

the state rather than the federal government intends to address.
3. Neutrality Summary.

Iowa's individual income tax rates are nigh in comparison
with thos2 1in effect in other states but tne federal deduction
reduces actual tax 1iability, particularl for incomes over
$20,000. The Alternative Minimum Tax, as presently structured,
does iead to some distortion but in general, this tax 1is fairly
neutral. it shouid be noted that the close conformity to the
federal tax base automatically carries over the distortions

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

[$3]

. Yield

1. Growth/Elasticity

In fiscal years beginning 1978 and through 1982, revenue from
the Iowa Individual Income Tax increased from $54% miltlion to
$684 million, or by 25 percent and the tax continues to be tne
most important source of state revenue, Figure 3 shows tnhat mar-
ried separate returns have accounted for the largest percent of
taxes paid over a four year periocd.® The share of taxes paid by
those filing Jjoint returns has fallen relative to separate and
single returns, reflecting in part the growing numbers of two
income and single households. The growth in Iowa personal income
during those years was 33.5 percent, The rates have not Dbeen
c¢hanged 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.




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

seiected states for comparison purposes, the states in this area

piaced the foliowing reliance on this revenue source:

Table 5

Comparison of States'
Rellance on Income Taxes

£ of Major State & Local Taxes

Iowa 24.50
Illinois 17.40
Kansas 20.06
Minnesota 27 .43
Missouri 22.70
Nebraska 17.50
North Dakota 6.07
South Dakota -0-

Wisconsin 28.99

Source: Computed from the most recent annual reports for
each state.

ACLR, Significant Features of Fiscal Federaiism, 1982-83
tdition, Washington, D.C., 1984., p. 36.




Because of different methods of reporting and differences in

use by the states of gross and net revenues, tnese f[igures are
not exact., They do show, however, that Iowa does not rely on
this tax to a greater extent than other states.

3. Capacity.

The latest data available from the Advisory Commission cf
Intergovernmental Relations® shows Iowa to have a capacity to
raise revenues from this source at less than the rational average
(National average = 100; JIowa = B88.1) 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 ¢apacity, is high.

F. Simplicity

While the Iowa Individual Income Tax contains a fair numbder
of additions, subtractions, deductions and c¢redits, the number s
by no means unusually high,. The tie-in of the tax to federa.
ad justed gross income makes it relatively easy for the Department
of Revenue to administer, Even with this advantage, audi:
efforts by the state are necessary. Again, this effort is helped
by the 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, cver
70 percent of the revenue from this source came from withholding
agents.

* ACIR, 1981 Tax Capacity of the Fifty States, Washington, D.C.
Sept. 1983




Simpiizity Summary. The Iowa Individual Income Tax is cost-
effective for Dbotn taxpayers and state administrators because of

its tlie-in to the federal tax and the withholding provision.

Posgible Modifications

Eliminate or Cap the Federal Deduction

Description

Presently individual income tax filers may deduct federal in-

come taxes paid during the tax year from their Iowa Net Income.
Under this wmodification 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

0 $ 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




Explanation of the Data

The analysis of this and all other individual income tax
modifications was performed using the Towa Department of
Revenue's Individual Income Tax Model. This meodel is based on
1981 returns and 1981 tax law and, therefore, the revenue and
incidence effects for 1984 would be different due to:

federal tax reductions,

changes in income, deductions and credits occurring
naturally over time, and

change in the method of taxing non-resjidents.

The impact of tnhis 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 1liability 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 income brackets receive a
greater benefit from the federal tax deduction than do those in
the lower brackets, Eliminating the deduction would increase the
effective tax rate for all filers: the percentage increase would
be greater for each income bracket ranging from 23.5 perceat for
income of $10,000 and less, to over 81 percent for those with
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 :in
conjunction with the elimination of the federal deduction, as
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all filers would

shown in Table 10. Under $40,000 of
nave a lower effective tax rate. The percentage decrease would

income,

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
cut 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) Horizontal. 1If the deduction is eliminated or capped on
a percentage basis, this modification will do nothing to change

the existing horizontal equities or inequities in the individual

income tax.

D. Neutrality

Assuming the rates and brackets remain unchanged, the Iowa
individual income tax burden and effective rates would incrgase
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
proportionately and tax effort, relative to tax capacity, which
is presently high, would risge.

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. Simpiicity

The modification would slightly affect tax forms by removing
cne computation if the deduction were totally eliminated or by

adding one calculation if a percentage cap were imposed.
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2. SubYstitute a Flat Rate for the Present Graduated Rate

System

A, Descoription

Under this modification a single rate would be applied to ali
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 i3 to reduce the
impact of taxes on economic decisions.

B. Explanation of the Data

The analysis was based on 1981 data and a tax rate of 1 per-
cent was utilized t¢ demonstrate the effects on effective tax
rates and revenue generation.

C. Eguit

1) Vertical. Under this modification the tax retains its
progressive aature but the percentage difference batween 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 progressive
features of what would otherwise be a proportional tax,.

2) Horizontal. The flat rate tax removes norizontal in-

equities which are related to filing status. The dependent
exemption would lower the effective tax rates for those with
larger families.

0. Neutrality

A proportional tax or flat tax tends to make the tax more
neutral since increases in iIncome do not lead to a greater

proporticn of the income being paid in taxes.




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.

Simplicity

This modification would greatly simplify the current tax
system for taxpayers.

Substitute a Modified Fiat for the Present Graduated Tax
Rates

Description

Two different rate structures were analyzed to replace the
present thirteen rate structure,. The two structures were as
follows:

Table 7

Revised Rate Structures

Rates

Taxable Income Structure 1 Structure 2

$ 0 - $25,000 5% 5.0%

$25,001 - $50,000 7% 7.5%

$50,001 and over 9% 10.0%

The purpose of the modification 1s to simplify the current
tax system,




B. Explanation of Data

The modifications were analyzed using 1981 data and assuming
no changes in the present additions, subtractions, deductions anc
credits. In addition, married taxpayers filing separately on

combined returns were assumed to file as separate individuals.

c. Eguitx

1} Vertical. Under this modification the tax becomes less
progressive, At the middle range of income, it would actuaily
become regressive with those in the $10,000 to $20,000 income
range having a higher effective tax rate than taxpayers with
income from $20,000 to $40,000. This {s true for both rate
structures, although the 5%, 7.5%, 10% 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, Illincis, Missouri and Nebraska, and the 10 percent rate
higher than Kansas, and North Dakota.

Under this revised rate structure, lowa would have the second
iowest tax rate applicable to taxpayers earning $25,000,
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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.

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.

Eliminate Married Separate Filing

Description

Presently, Iowa permits married couples to file a joint re-
turn, a combined return as separate taxpayers, and ccmpletely
3eparate returns. No adjustments for rates or income brackets
are made for joint filers; as a result, when both spouses have
income, 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.




B, Explanation of the Data

The analysis is based on 1981 returns and reflects use of the
$2,000 maximum standard deduction rather than two $1,200 de-
ductions. Existing tax rates were applied to joint or ccmbined
taxable income. We also analyze the effects of doubling the tax
brackets for joint filers based on 1981 tax returns.

C. Equit

1) Vertical. The tax remains progressive and the effective
tax rate for each income category increases. The percentage
increase is greatest for those in the $30,000 to $40,000 inconme
bracket. Revising the tax brackets for joint filers would
slightly reduce the progresaivity of the income tax.

2) Horizontal. While the effective tax for those presently
filing Jjoint 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 i3 present under the existing sys-
tem, Revising the tax brackets for joint filers would also
create a larger difference in effective tax rates tnan 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 percent
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. On a
joint return the income brackets are doubled.

Illinois:

Married couples must file for the state as they file for
federal purposes. Since the rate is flat, there is ao
"marriage penalty" and no modifications are necessary.

Kansas:

Married filers wmust 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 c¢ombined 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:

4

[ Married filers must file a joint or combined return Iif they
¢ file a joint federal return. The combined return aliows each
spouse to compute his or her own income and the tax 3is

determined on that income only.

Nebraska:

Married filers must follow their federal filing. Since {(ne
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 nave
increased revenues by 14,4 percent or $95,400,000 in 1981,
Doubling joint filers' tax brackets would nhave reduced reévenues
by $55.4 miliion, a decrease of 8.4 percent.

F. Simplicity

This modification would simplify the system by eliminating
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 Jjoint ilers' 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. 4

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 - ¢ Uu,092 3.00%
$ 4,092 - ¢ 7,161 4.50%
$ 7,161 - $ 9,207 5.50%
$ 9,207 - $ 15,345 6.00%
$15,345 - $ 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 11.00%

Over  $153,450 13.00%

The modification would be imposed to improve horizontal

equity.

8. Explanation of the Data

The analysis was done using 1981 data.
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1) Vertical. The tax would become progressive; effective
sax 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 tha%t which would occur if joint filing were
mandatory and no rate adjustments were made: present system,
3.28%; mandatory joint filing without rate adjustments, #4.16%;

mandatory. joint filing with rate adjustments, 3.54%.

D. Neutrality

To the extent %that married filers pay more tax at Lhe same
income level than single filers, <the tax system establishes

disincentive to marriage.
£. Yield

This modification would have produced a 6% increase in
revenues in 1981, All of the increase would have come from those

who filed married separate refurns,

F. Simplicity

Providing for one filing method for married <couples
simplifies the system but a dual rate/brackel structure adds

complexities,

6. Impose an Iowa Alternative Minimum Tax and Eliminate the
Federal Add-Cn

A. Description

The federal alternative minimum tax is imposed Lo recapture
taxes frcem those whose use of tax preference items reduces their
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tax 1liability to a point where it does not reflect their sub-
stantial economic income. Only if the alternative minimum tax-
able income multiplied by a 20 percent 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. The reduced
amount {s then added to regular %taxable income.

Presently 70 percent of the alternative minimum tax is added
to Iowa regular tax liability to the extent that the preference
items or c¢redits 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 tax by using Iowa
taxable income as the base and adding the federal preference
items to the extent they affect Iowa taxable income. The sub-
traction would be a general exempition 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 tax
rate of 8 percent., The regular Iowa tax and any applicable Iowa
credits would then be deducted and the excess, if any, would be

the Towa minimum tax,

Two variations c¢ould 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,
commercial or industrial); and, 2) reduce the general exemption

to 320,000 for all filers since the Iowa income tax does not
provide for different rates or brackets based on filing status.

Explanation of the Data

The analysis is based on Iowa Depariment of Revenue research
performed during the last year and from publications produced by
the Towa C.P.A. Society.




C. Equity

1} Vertical. The present tax and the proposed modification
affect mainly taxpayers in the higher income brackets (75 percent
ig paid by taxpayers with income over $50,000). To tnat extent,
the income tax becomes more progressive at the high end of the
income scale. The general exemption would prevent those
individuals with few preference items who are subdject to a rate
less than 8 perceat 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 iImposed 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 result in a capital gain. The sale is
usually made for non-tax reasons, is not recurring and is not
part of an investment strategy. For this reason, income arising
from such sales could be excluded from the list of preference

items.

If the tax on preference items 1is too high it 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 deducztion,
attempts to recapture revenues only when the effect of the tax
preferences is considerably out of 1line with <the economic
ability-to-pay of the taxpayer. An Iowa tax based on the 3ame
principles would cperate in a similar manner.
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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 item 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 lowa tax should not add much
complexity,




I1. CORPORATE INCOME TAXES




A.

Description

CCRPORATE INCOME TAXES

r
i
Fa

A,

. Qverview

The base is federal! taxable ircome after <2ertain
modifications which result in Iowa net inccme,

Corporations doing business exclusively 1in Icwa
are subject to tax on their entire income from
taxable scurces, Corpecrations doing bSusiness
within and without Iowa attribute a porticn of
total income to Iowa through allocation and
apportionment,

Graduated tax rates are applied to Iowa taxable
income to result in computed tax.

Modifications to Federal

A.

Subtract:
1. 50 percent of federal income tax
2. Interest and dividends from federal securities

3. Wages not deducted from federal taxable inccme
due to federal Jobs Tax Credit

Amount included in federal %taxable inc
to federal Alchoheol Fuel Credit

5. Small business deduction for 6531
twelve months of wages rpaid to
employees

er

&, Income and certain deductions associated with
a sale-leaseback arrangement gualifying as a
safe harbor lease

Add:

1. Iowa income tax deducted in computing federal
taxable income

2. Interest and dividends exempt from federal tax
(foreign and state securities) except certain
iowa Board of Regents bonds

3. Windfall profits tax deducted in compuring
federal taxable irncome .

4, Federal net operating lcss




III.

Iv.

VI.

VII.

VIII.

5§, Certain deductions associated with a saie-
leaseback arrangement qualifying as a safe
harbor lease

Ad justments to Modified Federal Taxable Income

A. Subtract total net nonbusiness income

Apporticnment of Adjusted Federal Taxable Income

A. Income from sources such as interest,‘dividends,
rents and royalties 1is allocated using various
criteria,

B. Income from manufacturing or sale of tangible
personal property 1s apportioned to Iowa on ratio
of Iowa sales to total sales. Income from other
activities is apportioned using similar criteria,

Modifications to Apportioned Income

A. Add net nonbusiness income allocated to Iowa

B. Deduct net operating loss apportioned to Iowa

Compute Tax on Iowa Taxable Income - Rates range from

6% on first $25,000 of income to 12% on income 1in

excess of $250,000 (see attached rate schedule)

Additions to Computed Tax

A. Minimum Tax - 70% of federal  minimum ‘tax
apportioned to Iowa

Credit From Computed Tax
A. Nonrefundable

1. Iowa Venture Capital Fund <Credit (5% of
investment)

B, Refundable
1. Motor Vehicle Fuel Tax Credit
2. Research Expenditure Credit (6.55% of

qualifying expenditures, effective January 1,
1985).
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Taxable Income

$0 $ 25,000
$ 25,000 $109,000
$100,000 - $250,
$250,000 Qver

Explanation of the Data

For purcoses of this study, the burden of the corpcrate and
franchise income tax 1s measured against nst corporati
before the Federal tax deduction. Tnis incidence <
allows Towa <orporate taxes to be directly compared to
and franchise taxes in svates., These interstate
s0rs c¢an play a role in corporations' investment and
decisions., In addition, this incidence calculation allows intra-
state analysis of the treatment of different kinds : gorpera-

tions under current tax law.

While conmparing %tax paid to gorporate 1income is
uitimate burden of the corporate income tax is borne

not ¢orporations. The tax may be paii either

-

form of rnigher prices for the corporation®s products,

pital and stockholders in trhe form of lower return
or hy, labor in tae form of reduce W3
differ widely on which of
income tax*. Th2
group bears its burden., If
tax, ths incidence 1s regressive, while
the burden, 4the tax 1s progressive.
seen Iin table & which <compares the
corporate iacome tax calculated under different
data were drawn from Donald Phares' bogk Who Pa

Taxes? and are hased on 1977 tax information.

Joseph Pechman, Federal Tax Policy,
Bookings Institution), 4tn Edition,




Comparison of Effective Tax Rates:

Table §

Tax Bracket

Corporate Net

Income Tax

Effective Tax Rates

1/2 Consumers,

1/2 Ouwners
of Capital

under
$3,000
$4,000
$5,000
$6,000
$7,000
$8,000
$10,000
$12,000
$15,000
#20,000
$25,000
$30,000

$3

1

,000
3,999
4,599
5,999
6,999
7,999
8,999
11,999
14,999
29,999
24,999
29,999
34,999

over $35,000

0.45%
0.36
0.37
0.39
9.25
0.18
0.29
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Consumers

in General

Jwners of Capital

in Ceneral

0.83
0.52
0.49
0.39
0.38
0.36
0.32
0.31
0.28
0.26
0.24
0.23
0.22
0.20

0.07
0.20
0.25
0.40
0.12
0.00
0.26
0.29
0.05
0.10
0.11
0.13
0.67
0.91
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Figure &4 shows tax incidence based on corporate, rather than
individual income, for three types of corporate tax returns:
resident apportioning, non-resident apportioning, and non-
apportioning. The tax is clearly progressive with respect 1o
corporate income®; incidence rises from f{ive tQ nearly ten
percent for firms with more than $1 million in net income before
the federal tax deduction. For firms with equal income, tax
incidence is nearly the same for each category of return.
Overall, however, average incidence for non-apportioning firms 1is
lower than for other types of returns. 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 Average Income Per Return

Resident Apportioning $167,356
Non-resident Apportioning $245,054
Non-apportioning $ 31,823

Eguitx

1)  Vertical. Both with and without the federal deduction,
the Iowa Corporate Income Tax is progressive, although it is more

progressive without the deduction.

2) Herizontal

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

the largest percent for firms with more than $100,000 in net
incaome.




resident apporiicners., Because the Income measure used for data
analysis 1is apportioned income, i.e., 1income taxable by Iowa
based on the single-factor apportionment formu.z, it i3 not
possible to measure horizontal inequities which may exist between
resident and non-resident apportioners. Non-apporticners pay “ax
on 130 percent of their income but are not taxed by any other
state. Apportioners are taxed by Iowa on only that portion of
their income attributable to Iowa activities, but as multistate
corporations they are subject to tax on the other portions oty all

the states in which they have taxable zctivities,

It can be assumed that resident apportioners receive greater
benefits from the single-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 Iowa and these measures of activity are naot
taken 1nto account 1in determining the percentage <of income
taxable by Iowa. Conversely, non-resident appcrtioners cannot

use their lower percentages of property and payroll to offset

their sales percentages. An example follows:

Resident Corporation Non-Resident Corporation
Iowa Property 1,000,000 _ .67 250,00¢C _ .67
All Property 1,500,000 1,509,000

Towa Payroll 100,000 _ .67 50,000 _.23
All Payroll 150,000 150,000

Towa Sales 2,000,000 _ .25 _2,000,000 _ .375
All Sales 8,000,000 5,000,000

Income $3,000,000 2,000,000
Aprortionable

Income~- Single-

Factor $750,000 $1,125,000

Apportionable
Income-3-Factor  $1,583,320 $874,699
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This example compares the advantage that resident
corporations receive from the single-factor as compared to an

equaily weighted three-factor apportionment.

Banks and Insurance Companies. Neither financial institu-

rions nor insurance companies are taxed under the lowa 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 S percent tax rate imposed on banks, their
average effective tax rate is a proportional 5 percent across all
income categories, while other corporations nave average
effective tax rates whicn range from 6 percent to over 11
percent. The base used to calculate income differs, however, in
that financial 1institutions cannot deduct federal taxes nor

income from federal securities.

The base of the gross receipts tax is not 1income but
premiums with some exceptions. Domestic and foreign insurers are
subject to the same tax.

3) Fquity Summary. JIowa's tax is progressive due to the

graduated rate structure, The main horizontal inequity relates
to the apporticnment formula which was adopted to provide an
incentive for locating capital and jobs in the state,.

. Neutrality

1. Rate

The rate of the tax, the bhase of the tax and the method of
apportionment are factors in location and investment decisions
for corporate taxpayers. Towa's rate is nigh in comparison with

those in the surrounding states as seen in the following table.

For a comparison to all states' tax rates, see the Appendix.
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Table 11

Corporate Tax Rate Comparison

State Rates
Iowa 6% to 12%
Tllinois 4% state; 2.5% corporate personal property

replacement tax.

Kansas 4.5% + 2.25% on income over $25,00C
Minnesota 6% on first $25,000 and 12% on remainder
Missouri 5%

Nebraska 5% to $50,000; 7% remainder

North Dakota 34 to 10.5%
Soutn Dakota None

Wisconsin 7.9% plus 10% surtax

2. Modifications to the Base

The modifications to federal taxable income are also very
important to taxpayers. Towa has few modifications and has not
chosen to decouple from the federal changes relating to benefit
such as accelerated depreciation, Corporate taxpayers are
allowed to deduct 50 percent of their federal taxes in arriving
at Iowa net income., A comparison of Icwa's treatment of Uederal

taxes with those of the comparable states' faollows:
P




a. Federal Tax Deduction

Table 12

Federal Tax Deductions

State Treatment

Towa

Iliinois

Kansas

Minnesota No

Missouri Yes, for income taxed by
Nebraska No

North Dakota Yes, for income taxed by
South Dakota No tax

Wisconsin No

b. Research & Venture Capital Credits -- These credits
nave not been 1ln efiect for enough time to be analyzed,

c. Ffederal Minimum Tax Add On. Icwa requires 70
percent of this tax to be apportioned or allocated o
the state as an addition to the computed tax. Minnesota
is the only surrounding state with a similar provision
and the percentage add-on is B0 percent.

3. Apportionment

Iowa's single-factor formula is intended to reward
corporations for locating in the state. All states determine
income attributable to the state by comparing certain ine<state
activities to the total activities of the taxpayer. The most
common formula is the 3-factor formula, A percentage i3 computed
for property, payrcll and sales. Tre three percentagzes are
summed, divided by three and the resulting {raction is applied :o

inceme., Formulas used by the surrcunding states follow:




Table 13

State Apporticnment Formulas

State Formula
Iowa Sales
Illinois 3 factor
Kansas 3 factor

Minnesota 3 factor or T0% sales, 159 npayroli,
property

Missouri 3 factor or single "volume of business" factor
(includes 1/2 of receipts frem transacticns
partly within and partly without Missouri)

Nebraska 3 factor
North Dakota 3 factor
South Dakota No tax

Wisconsin Sales S50%, payroll 25%, property 25%

4, Neutrality Summary

The high rate of corporate income tax is moderated bty 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 tend to
look with disfavor at states which employ the throwback rule
(attributing cut-of-state non-taxable sales back Lo the
criginating state) and states which impose combined apportionment
on unitary businesses. It is well to remember, however, that
states which employ these methods claim they have not suffered
from a loss of business due to them and have, in some iInstances,
increased their revenues and have been able to provide bpetier

sarvices.,
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1, Growth/Elasticity

Corporate Income Tax. Measured as revenue, total tax
liability grew from $101 million in fiscal year 1978 <o $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 %o 12
percent in the tax rate applicable for firms filing in the high-
est income brackets. If this rate increase had not gone iato
effect, revenue from the corporate income tax would have changed
little from 1980 o 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 czax 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 %o 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
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 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.
2. Reliance

In 1980, revenues from corporate income taxes represented £
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 reiiance of the

comparable states 13 shown below.
Table 14

Reliance of Corporate Income Tax Revenues

2 of Major
State Local Taxes

Towa
Illinois
Kansas ‘
Minnesota
Missouri
Nebraska
North Dakota
South Dakota

Wwisconsin

Capacity

According to the most recent ACIR figures, Towa had 2
capacity for this tax of 89.5 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 and in
the economy have served to hold down growth in corporate taxable

income,

Iocwa's reliance on this revenue source 1is somewhat 1lower
than the average but if revenues from financial institutions and
insurance companies are added in, the reliance is c¢loser tc %the

national average.




F. Simplicity

The tax is simple to compute and administer due to 1its close
tie to federal taxable income.

G. Possible Modifications

1. Employ a Three-Factor Formula

A. Description .

Income from corporations 1s 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
business only in Iowa are required to allocate 100 percent of
their income to Iowa. The words in the TIowa 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 Ccde in Section 422,32,
10, states, "For purposes of allocation and apportionment of
income under this division, a taxpayer 1s taxable 1in another
state if: (a) In that state he or she is subject to a net income
tax, 3 franchise tax measured by net income, a franchise tax for
the privilege of decing business, or a corporate stock tax; or (b}
tnhat 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 Ioéa to the concept of taxability in
ancther state, the law has been interpreted Lo allow
apportionment only for corporations which are taxable in another
state.

A modification requiring property and payrsll to be included
in the apportionment formula would be imposed to increase
revenues and to increase horizontal equity between resident

apporticners and non-resident apportioners.
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B. Explanation of the Data

Because it is not possible to determine what the property
and payrecll factors would be for apportioning corporations, the
analysis was based on data developed for three hypothetical
corporations: a high value-added manufacturer or one in whichn
the business costs such as wages, rents, interest and other 2osts
associated with producing goods are high compared with the cost
of the raw material supplies and profits are generally high; =2
low value-added manufacturer or one in which production costs are
net great and profits are generally lower; and a non-
manufacturing operation. Examples of lhese 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 equity
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, property 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 c¢orporation doing business in and deriving
income from the state, The use of the single 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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heir employees and property within Iowa in relation to sales

ct

will, under this mcdification, bear an increased tax burden. The
righ value-added manufacturer is likely to have less of his total
property and payroll located within Iowa but more of his sales
within Iowa. The low value-added manufacturer tends toc have more
sales out of Lowa but more operations within the state. The
wholesaler is likely to have a more even distribution of each
factor within and without Iowa. The low value~-added manufacturer

would, therefore, have tine greatest increase in tax burden.

0. Neuytrality

The single-factor formula is intended to be non-neutral and
Wwas 1instituted to act as an incentive for choosing an Iowa
location over locaticns in competing states. To the extent that
state %taxes influence location decisions, the modification can
affect 1location decisions for those corporations which have a
considerable portion of their property and payroll in Iowa and
sell most of their goods cutside of the state.

E. Yield

Because of tne variations 1in income and apportionment
factors, 1t is difficult to assess accurately the revenue change
Which could be attributed to this modification. The most recent
work done in this area was a survey by the Iowa Department of
Revenue taken in 1975, Their work resulted in an estimate of the
increase in the corporate income tax due to a three-factor
formula of 32 percent. In 1984 this would have meant approxi-
mately $54,000,000 in 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 value manufacturer.
Tax 1ncreases could be much larger depending on the geographic
distribution of firms' property, employment, and sales. For

example, the tax increase would be approximately 320 percent for
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a high value added manufacturer lccated in Iowa (395 percent of
its property and employment) which makes only 20 percent o 1its
sales in Towa. Companies witn this allacatior of factors would
face the largest tax increases under a three factcr formula,
increases for other firms would vary based on the allocation of

the three factors,

F. Simplicity

This modification would make the tax somewhat less simple
for the tax administrators, but because the three factor formula
is the most common formula used by the states, it would not have

a great 1mpact on taxpayers.

2. Eliminate 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 2adjiusted federal taxable income. dnder tnis
modification the subtraction would be eliminated. The

modification would be imposed to increase revenues.

B. Explanation of the Data

The anaiysis was based on 1981 data and broken down into the
following three categories: resident apportioning; non-resident
apportioning; and non-apportioning - The marginal rates in effect
in 1981 were 6%, 8% and 10%. In 1982 the marginal rate for
income of $250,000 or more was increased to 12%.

C. Equit

1) Vertical. The elimination of tne federal deduction

wouid not affect the progressive nature of the tax.
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2) Horizontal. Percentage increases in taxes due the state

ana 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. WNeutrality

The federal deduction tends to lower the effective tax
rate. Eliminating the deduction increases the effective tax rate
by a maximum of 2.6% (B8.31% to B8.53%) for corporations with
income between $100,000 and $250,000 and less than that for all
other income categories. It is wunlikely that this level of
increase would affect locaticn/investment decisions. Of the
comparable states, only Missouri and North Dakota allow the
federal tax deduction.

. Yield
In 1981 tnis modification 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 preseant 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 reutrality purposes.
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Expianation of the Data

The analysis was done for the vears 1978 through 1982. The
rates were derived three ways: the mean, or average Lax 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. Equitx

1) Vertical. The imposition of a flat rate will make the

tax basically proportional rather than progressive.

2) Horizontal. 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,
make Jowa 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 leas iacome and a 9.65 percent
rate would represent an increase (based on average 1income 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, but a 20.8 percent increase for
those corporations with $25,000 income or less.
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The median rate of & 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 calculate and reduces incentives
to calculate lower 1income figures to avoid entering a new

bracket.

4, Impose Combined Apportionment on Unitary Businesses

A. Description

Presently, Iowa treats each corporate entity as a single
taxpayer. Each corporation doing business in lowa calculates its
own income in a ratio of Jowa receipts to total receipts of the
corperation. 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 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

lowa to total receipts of all members of the group.

Different states determine membership in the unitary group
on different grounds, the most commen difference bdeing the
inclusion or exclusioa of non-U.S. corporations. A worldwide

unitary group consists of members who meet the above criteria
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with no regard for the country in which any member may be
incorporated or may be conducting most of its activities, A
domestic wunitary group consists of members meeting the above
criteria who are incorporated or conducting a substantial amount

of business in the United States.

B. Explanation of the Data

The analysis does not include revenue data since there 1is
considerable disagreement as to tne validity of revenue estimates
in this area of taxation. No state to date has been able to
verify decgcreases or increases in revenues arising from the

elimination or imposition of tne combined apportionment method.

C. Equity

1) Vertical, The modification does not affect the progres-
sivity of the tax.

2) Horizoatal. If one assumes that a unitary business or

integrated economic enterprise may be condueted by either a
single <corporation which employs branches and divisions to
perform different functions or by a group of corporations in
which different functions are performed by separately
incorporated entities, then combined apportionment inereases the
horizontal equity of the corporate income tax. Presently, if a
corporation 1is 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 n¢ 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
ceorporation, Under combined apportionment the form taken by the
business 1is ignored and income 1is <c¢alculated based c¢n the
economic activities which underlie the production of total
income.

Non-apportioning corporations would not be affected by the
modification.
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Neutrality

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 uncertainty and instability. 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 tne 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.
Yield

Most states believe combined apporticonment leads to
increased revenues in the long run but the short run experience
1s generally a loss 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 c¢laim refunds or carry their losses forward.
Companies which would nave 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. JSimplicity

Combined apportionment adds considerable complexity 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.




5.

Tax Financial Institutions Under the Corporate Income Tax

A. Description

The State of Towa imposes a franchise tax according tc and
measured by net income on financial institutions including state
banks, naticnal oanks having their principal office in Iowa,
trust companies, federal savings and 1loan assoclations and

production Credit associations.

The franchise tax is imposed annually in an amount equal o
5 percent of the net income received or accrued during the
taxablie 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 1if the busi-
ness 1s carried on partly within and partly outside of Iowa, the
portion of net income reasonably attributable to the business in
Iowa shall be specifically allocated or equitably apportioned
within and without Iowa. All financial institutions with the
exception of Production Credit Associations determine their |
business activity by a ratio of "total savings or customer !
deposits net withdrawals" for each office locaticn to the entire
"total savings or customer deposits net of withdrawals" for all ;
office locations. Production Credit Asscociations determine their

pusiness activity by a ratio of "loan volume" for each office

location to the entire "lopan volume™ for all offirce loecations.

The tax base of the franchise tax on financial institution
is computed as follows:

a. The starting point used 13 taxable income per the
federal return computed after the dividend credit
but before net operalting 19ss.

b, Interest and dividends from evidences »f indebdted.
ness and from securities of state and othner
political subdivisions exempt from federal income
tax 1s an addition to federal taxable income.

Other additions include:




Iowa franchise tax deducted op the federal
return; and,

Federal deductions ralated to safe-harbor
leases,

Reductions to federal taxable income include the
following:

(1) Iowa net operating losses;

(2) The amount of the Work Incentive Credit allowed
Lo the extent that the ¢redit increased federal
taxable income; and,

(3) The amount of income inciudeq in federal
taxable income because of sale-leasebaci
transactions.

The major difference in the modifications to federal taxable
income between financial institutions and regular corporations is
that interest andg dividends from federal securities and any
federal income taxes paid M2y 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 concurrently 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 a1l net iacome over $100,000, to a flat 5%.




Under this modification financial institutions would be

subject to the corporation tax rates.

3. Explanation of the Data

The modification was analyzed using 1981 data and tax rates
and no change was made in the taxable base, i.e., the federal tax
daduction and interest and dividends from federal securities were
not deducted from taxable income, If these deductions were
allowed, financial institutions would decrease their taxable
income by approximately 20%, most of this due to the large part

federal securities play ia generating financial institutions'

income.
C. Equity

1) Vertical., The present franchise tax is proportional.
If the modification were instituted the tax would become

progressive.

2) Horizontal, Data is not available on differences in

effective tax rates between types of financial institutions at
the same income level, Assuming no change in the taxable base,
this modification would not change any present horizontal

equities or inequities,

D. Neutrality

Financial institutions are taxed at regular corpodrate rates
in 46 percent of the states. Thirty-five percent impose a rate
which is higher.

Following 1is the tax treatment of financial institutions in

the comparable states.
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Table 15

Comparative Treatment of Financial Institutions

State Tax Treatment

Iowa ......... Franchise tax at 5 percent

Illinois  ...... Corporate income tax at
corporate rates

Kansas ....... Excise tax on income at 4-31/4%

+ a 2-1/8% surtax on incone
over $25,000 for national 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,

Minnesota ..... Excise tax based on net income
at corporate rates.

Nebraska  ....... Corporate income tax at
corporate rates,

North Dakota .... Excise tax based on net income
at 5%. Additional privilege
tax on banks and trust
companies at 2%.

South Dakota .... Excise tax on all but financial
institutions organized under
federal laws; based on net
income at 69%.

Wisconsin  ..... Corporate income tax at
corporate rate,

E. Yield

While the corporate rates are higher than the franchise tax
rates, many banks would pay no tax at al] 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 of this, 1984 ravenues from financial
institutions would be likely to decrease. If corporate rates
were applied to the franchise tax with no change in base,
révenues from this source could increase almost 100% (in 1981
this would have resulted in an increase of $16,186,969).
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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
different 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, with the exception of (fraternal
beneficiary associations and non-profit hospital and wmedical
service corporations are subject to the Gross Premiums Tax.
Unauthorized insurers are also subject to the tax and Iinsurers
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, anauity, profit
sharing plan or individual retirement annuity qualified
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 c¢redit of policy-
holders or annuitants;

b) Other companies-gross premiums, assessments and fees
received for business done in Iowa after deducting
amounts returned upon cancelled policies or rejected
applications;

¢) Fire insurance companies may deduct premiums rcreturned
upon cancelled polices issued on property located in
Towa;

4} Unauthorized insurers pay on gross premiums charged for
insuyrance on subjects located, resident or to be
performed in Iowa.




any state imposes taxes, fees, fines, penalties,
licenses, 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

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, is drawn from the testimony given to the
Committee by the Iowa Life Insurance Association and the Iowa
Insurance Institute based on their survey of the five largest
lowa based life insurance companies and the five largest Iowa
based property and casualty companies,

C. Equity

1) JVertical. Since the present tax is imposed at a flat
rate it results in a proportional tax burden.

would

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 ig Ssubstantial ways from the average
manufacturing or mercantile corporation on both the income
production and éxpense sides of the general profit and loss
picture, Banks, for example, receive muech 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 c¢ompanies. The Blue Cross and Blue
Shield Plans are tax-exempt organizations for federal purposes.
Mutual insurance companies receive different federal treatment
than either life or other insurance c¢ompanies. In short, the
type of linsurance 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 providing
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 1in
interstéte 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,
like 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 I{s 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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Grogs Premium Tax Rates Imposed on

Foreign and Domestic Insurance Companies

State Foreign Domest ic

Alabama L.00% 1.00%
Alaska 3.00% 1.50%
Arizona 2.00¢% 1.00%
Arkansas (1) 2.50% 2.50%
Caiifornia 2.33% 2.33%
Colorado (2) 2.25% 1.00%
Connecticut (3) 2.00% 2.00%
Delaware 1.75% 1.75%
District of Columbia 2.00% 2.00%
Florida (%) 2.00% © 2.00%

Georgia 2.25% 2.25%
Tdaho (9) 3.00% 3.00%
Illinois (&) 2.00% 2.00%
Tadiana (7) 2.00% 2.00%

Iowa 2.00% 2.00%
Kansas 2.00% 1.00%
Kentucky 2.004% 2.00%
Louisiana (8) - -
Maine 2.00% 2.00%
Macryland () 2.00% 1.00%
Massachusetts 2.00% 2.00%
Michigan ' 10) 2.00% -
Minnesota (11) 2.00% 2.00%
" Mississippi (12) 3.00% 1.50%
Missouri 2.00% 2.00%
Moatana ¢ 13) 2.75% 2.75%
Nebraska ' '4) 2.00% .60%
Nevada 2.00% 2.00%
New Hampshire (15) 2.00% 2.00%

New Jersey 2.00% 2.00%




State Foreign Domestic

New Mexico ' 16) 2.50% 2.50%
New York 1.00% 1.00%
North Carolina 2.50% 1.50%
North Dakota 2.50% 2.50%
Ohio 2.50% 2.50%
QOklahoma (17) 4,00% -~

Oregon (18) 2.25% -

Pennsylvania 2.00% 2.00%
Rhode Island 2.00% 2.00%
South Carolina (19) 2.00% 2.00%
South Dakota 2.50% 2.50%
Tennessee ' 20) 2.00% 1.75%
Texas 3.30¢% 3.30%
Utan 2.25% 2.25%
Yermont 2.00% 2.00%
Virginia 2.25% 2.25%
Washington 2.16% 1.16%
West Virginia 2.00% 2.00%
Wisconsin (21) 2,008 2.00%
Wyoming 2.50% 1.50%

(1M

(2)

(3)

Arkansas - Foreign and domestic insurers who fail to main-
tain a home office in the state are subject to the gross
premiums tax. Domestic insurers who maintain a home office
in the state are subject to the net income tax.

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%.

Connecticut - Foreign insurers pay the gross premiums tax.
Domestic insurers pay the gross premiums tax apd the

corporation business tax. B80% of the corporate business tax

is a credit against the gross premiums tax,
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Florida -~ All iasurers mus: pay the gross premiums tax and
the corporate income and emergency excise taxes. A credis
is allowed against the gross premiums tax for income and
excise taxes paid, Additionally, foreign insurers owning a
regional home office in Florida are entitled to a credic
against the gross premiums tax equalling 50% of the premiums

tax due.

Idano - All insurers must bay the gross premiums tax.

Domestic insurers are entitled to pay the tax at a rate of

'2 if more than 25% of their gross assets are invested :ip
Idaho.

Itlinois - All 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 premiums tax. Domestic
companies may be éxempted from the gross premiums tax if:

A. their principal place of business is in Illinois;

they maintain in Illinois personnel Kxnowledgeable
of and responsible for the company's operations;

they conduet in TIllinois substantially all theipr
underwriting, policy issuing and serving operations
relating to Illinois policyholders and,

they comply with Insurance Code provisions per-
taining to the availability of company books and
records,

Indiana - Foreign insurers must pay the gross premiums
tax. Domestic insurers may elect to pay either the gross
premiums tax or the gross income tax. Domestic¢c insurers
must also pay the supplemental net income tax. If a
domestic insurer elects to pay the gross premiums tax, he is
entitled to a deduction for taxes paid for the supplemental
net income tax.




(8)

(9)

{10)

(11)

(12)

(147

{15)

Louisiana - $140 minimum tax plus $170 per $10,000 or

fraction thereof for premiums over $7,000.

Maryland - All insurers must pay the gross premiums tax.
Domestic 1insurance companies are allowed a credit for
franchise taxes paid.

Michigan - Foreign iasurance companies pay the gross
premiums tax. Domestic insurers are subject to the Michigan
Single Business Tax,

Minnesota - All insurance companies must pay the gross
premiums tax and the corporate excise (income) tax. A
Credit is allowed against the income tax for gross premium

taxes paid.

Mississippi - All insurance companises must pay the gross
premiums tax and the c¢orporate net income tax. 4 credit 1is

allowed a3gainst the gross premiums tax for net income taxes

paid.
Montana - All insurance companies pay the gross premiums
tax. Domestic¢c insurers may obtain a rate reduction by

investing a certain perceantage of their assets in Montana

securities,

Nebraska - All 1insurance c¢ompanies must pay the gross
premiums tax and the corporate income tax. A credit 1is

allowed against the income tax for gross premium taxes paid.
New Hampshire - All insurance companies must pay tne gross

premiums tax and the corporate income tax. A credit 1is
allowed against the income tax for gross premium taxes paid.
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New Mexico « Al insurance companies must pay the groass
premiums tax, All insurance companies are entitled to a
reduced tax rate of -75% 1if U40% of the company's assets are
invested in New Mexico investments.

Cklahoma - Foreign insurance Companies pay the Eross
premiums tax, Domestic insurance companies pay tne
corporate income tax.

Oregon - Foreign insurance companies pay the Eross premiums
tax. Domestic insurance companies pay the ccrporate income
tax.,

South Carolina - All insurance companies pay the gross
premiums tax. However, domestic insurepst Bross premium tayx
liabiiity can not exceed 5% of net income computed under the
net income tax laws.

Tennessee - 513 insurance companies must pay the gross
premiums tax, All insurance Companies may obtain a3 rate
reduction by investing a certain percentage of their assets
in Tennessee Securities,

Wisconsin - 71} insurance companies pay the Bross premiums

tax. Domestic companies must also pay the corporate income
tax, Gross premium taxes paid may be deducted from the
taxable income base.




Yielad

The bases of the gross receipts tax and the corporate income
tax are so different that without good data on each kind of

insurance 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 2nd of 4%1.3% on
property and casualty companies would have peen needed to produce
revenues comparable to those from the gross receipts tax in
1983, The American Council of Life Insurance calculated a 26.4%
rate on life insurers and a higher rate on property and casualty

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
well over 50%, for a 1983 loss of at least $25,000,000.

Further complicating projections are two federal issues: 1)
the 1984 Tax Reform Act included a major change in the formula
used for 1ife 1insurance companies; and, 2) a recent General
Accounting Office report on taxable income for casualty companiz2s
may lead to legislative changes for the taxation »f this group of

iasurers.

F. Simplicity

A tax based on federal taxable 1income Iis 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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SALES AND USE TAXES

Description

1.

Qverview

A.

The retail sales tax is imposed at a rate of &
percent on retail sales of:

1. Tangible personal property

2. Utility services,

3. Selected personal and business services,

4. Rooms rentals, andg

5. Amusement activities,

The use tax is imposed on the use in Iowa of
tangible personal property or services which
otherwise are subject to Iowa sales tax but for
which an eqivalent tax of 4 percent has not been
paid,

The motor vehicle use tax is imposed at the rate of

4 percent on the use in Iowa of vehicles subject to
registration, '

Retail Sales Tax Exemptions

A.

Agriculture

1. Commercial fertilizer and agricultural
limestone,

2. Materials used to c¢ontrol disease, weeds, or
insects or promote the health of plants or
livestock produced as part of agricultural
production for market.

3, Fuel consumed in implements of husbandry used
for agricultural productions.

4. Fuel used in grain drying.
5. Agricultural aerial application service,

6. Horses, sold and used as draft animals.

7. pPortion of purchase price attributed as a
discount on <certain agricultural equipment
purchased during period June 1, 1982, and July

1, 1984,




Business and manufacturing exemptions

-

i. Processing

a. Tangible personal property which Dy means
of fabrication, compounding, manufacturing
or germination becomes an integral part of
other tangible personal propertly ultimately
sold at retail.

Chemicals, solvents, absorbents or
reagents, used consumed, dissipated or
depleted in processing personal property
intended to be sold ultimately at retail,

#uel used to create heat, cpower or steam
for processing or used to generate electric
current,

Flectricity or steam used In processing
tangible personal property.

Taxable services when 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.

Resale

a. Tangible personal propertly purchased for

resale or purchased for resale in
connection with a taxable service.

b. Sales of taxable service sold for resale.
Ot her exemptions relative to businesses.
a. Envelopes for advertising

p. Railroad rolling stocks or materials or
parts used for railrocad rolling stock.

Containers, labels, cartons, pallets, and
certain other materials used for packaging
ar facilitating the transportation of
property sold at retail.




Tangible personal property, purcnased b
its lessor, if the periocd of the lease i
for more than one year and certain othe
conditions are met.

y
5
r

Chemicals used in the production of free
newspapers or shoppers guides,

Sales of tangible personal property or services
Specifically exempted from tax.

1

Food for human consumption if eligivle for
purchase with USDA food stamps and not:

a. prepared for immediate consumption, or
b. sold through vending machines.

The following medical supplies 1if soid for
human use or consumption:

a. prescription drugs

insulin, hypodermic syringes and diabetic
testing materials

prosthetic, orthotic or crthopedic devices
4. medically prescribed oxygen

Sales of newspapers, free newspapers or
shoppers guides and the printing and publishing
of such periodicals.

Motor fuel and special fuel where fuel tax has
been paid and not refunded.

Vehicles subject to registration or subjiect
only to the issuance of a certificate of titlie,

Investment counseling performed by trust
department.

Services performed on property deiivered
interstate commerce.

Services performed on or in connection with new
constructien, reconstruction, alteration, or
remodeling of a building or structure.

Services of a private employment agency, where
the placed employee's principal piaze of
employment is outside the state.




10,

1.

12.

Sale, furnishing or service of transportation
services including aerial, commercial  and
charter transportation services which are
specifically exempt,

Sleeping rooms and other rooms rented for more
than 31 consecutive days.

Exempt medical services including:

a. rental of prosthetic, orthotic, ang
orthopedic devices if used by humans,

b. services performed on humans by test
iaboratories

Sales exempt by virtue of the status or operations

of

+
[

the seller,.

Saies under the auspices of educational,
religious or charitable institutions, where the
entire proceeds from the sales are expended for
religious, educational, or ¢raritable
purposes. The exemption 1is not appiicable to
the gross receipts from games of skill, chance,
ar raffles and bingo games.

Sales by cities and counties, except sales of
gas, electricity, water, heat and communication
services to the public by a c¢ity.

Sales by elementary and secondary educational
institutions of tickets or admissions to
amusements, fairs and athletic¢c events.

Sales by the State Historical Department of
mementos and other items of property under the
Department's control and at the State Capitol,

Sales exempt based upen purchaser's status or
operations,

1.

Sales to tax certifying or levying bodies of
the state if the property or services so0ld are
used for public purposes, except sales to a
municipal utility.

Sales to municipal solid waste facilities,
Sales to nonprofit, private educational

institutions 1if the oproperty or services are
used for educational purposes.
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Sales to relief agencies {(the agency must first
pay the tax and then make applicartion for
refund).

Exemptions dependent upon the status or operations
of both the buyer and the seller.

.
3

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 and
then make application for a refund).

Sales by a trade shop to a printer of certain
materials used to complete a finished product
for retall sales.

Miscellaneous exemptions

1.

Sales the State is prohibited from taxing by
the Federal Constitution, Federal statutes or
the Towa Constitution.

a. sales by the federal government (such sales
are subject to use tax)

b. sales %o the federal government

¢. sales to certain federally-chartered
corporations

d. sales to American Indians with delivery on
recognized settlements or reservations,

e. sales of newsprint and ink
Casual sales

Sales made within Jowa to be delivered outside
Iowa.

Discounts, refunds and the value of tangidie
personal property traded toward the purchase
price of other intangible personal property if
certain conditions exist.
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Use Tax Exemptions

A.

The use of any property witnin Iowa upon which
sales, use or an occupation tax has already been
paid to Iowa or another state,

The use of tangible personal property, the gross
receipts from the sale of which are exempt from
retail sales tax under the retail sales tax

The use of services exempt from taxation

The use of tangible personal property by the sale
of that property in the regular course of business.

The use of tangible personal property in
processing.

The use of tangible personal property by non=-
resident individuals while within the State of
Iowa,

Advertisement and promotional materials, seed
catalogs, enveliopes for the former, and other
similar material acquired out.side of lowa,
temporarily stored in the State and subsequently
sent outside the State.

Motor Venicle Use Tax Exemptions

A.

B.

Value of property traded

Lease vehicles in interstate commerce - vehicles
subject to registration, other than those designed
srimarily for carrying persons, and property which
by means of fabrication, compounding or
manufacturing become a part of such vehicles, if
the vehicles are purchased for lease and actually
leased to a lessee for use outside the State of
Iowa, and the subsequent sole use in Iowa 1is in
interstate movement.

Vehicles tranaferred due to business reorganization
- vehicles subject to registration transferred from
a sole partnership or a partnership to a
corporation formed by the sSole proprietorship or
partnership for the purpose of continuing the
business when all the stock of the corporation so
formed i3 owned by the sole proprietor and the sole
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
$1

8,000 1.15%

$8,001
$10,001
$12,001
$14,001
$15,001
$18,001
$20,001
$22,000
$24,001
$26,001
$28,001
$30,001
$32,001
$34,00!
$36,001
$38,001
$490,001
$45,001
$50,001
$55,001
$60,001
$65,001
$70,001
$75,001
$80,001
$85,001
$90,00)
$95,00!
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10,000
12,000
14,000
16,000
18,000
20,000
22,000
24,000
26,000
28,000
30,000
32,000
34,000
36,000
38,000
40,000
45,000
50,000
55,000
60,000
65,000
70,000
75,000
80,000
85,000
90,000
95,000
100,000

1.00%
1.03%

.99%
.89%
.32%
.90%
.87¢
.85¢%
.83%
.81%
.79%
.78¢%
.76%
.75%
.73%
.72%
.67%
.63%
.60%
.58%
.55%
.53%
.52%
.50%
9%
Lu8%
479
Uu6%

®Calculated by dividing figure from the Optional Sales Tax Table
in IRS Form 1040 by the upper end of the income bracket.




3. Explanation of the Data

Table 17 presents estimates of the incidence of the lowa
sales and wuse taxes. The estimates were derived from the
Optional Sales Tax Table included in the federal tax form 1040,
The data reflects average sales %taxes paid broken down by dif-
ferent family size and income bracket. These averages were then
divided by the upper end of the income brackets Lo obtain esti-
mates of the incidence, The incidence estimates reflect thne
March 1, 1983 increase in the Iowa sales tax rate from three %0
four percent and range from a high of 1.38 percent for families
with more than five members in the lowest income bracket %0 a low
of 0.46 percent for one and two member households in the highest

income bracket,

cC. E

1) Vertical. A sales tax, by its nature, tends to be

regressive when measured by income. The tax is imposed on a
proportional basis, 1i.e., a single rate is applied %to all
purchases with no gradations related to the cost of the goods or
services purchased nor to the income of tne 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 most regressive but even the absence
of these items does not lead to proportionali‘y or progressivisnm.
Because of the inherent features of a consumption tax (sales %tax)
lowa's tax remains regressive,

In lowa, personal services like repair services are subject
to the sales tax, while professional services, e.g., legal,
architectural, ete., are not. Professional services tend %o be
purchased by those with higher incomes, while purchases of
versonal and repair services %tend to account for a larger share

of a lower income persons' income than those in higher income




brackets. Thus the c2urrent taxation of services tends to

reinforce the regressive nature of the sales tax.

2) Horizontal. The greatest horizontal inequity in the area
of sales taxation relates to family size. Larger families
require more goods and, as a result, the effective tax rate for

oy

these families will be greater than that for small families wit
the same iacome.

Another inequity in the tax relates to differing treatment
of agriculture and industry. Warenousing of all products excent
raw agricultural products is exempt from tax.

3) Equity Summary. The sales tax in Iowa is less regressive

than %t 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 deoes the much Llesser tax
cost. The tax c¢ost ¢an have an impact on the purchase of
expensive items such as vehicles, machinery and equipment.
Because of the complementary use tax, TIowa resiients cannot
escape taxation by purchasing goods out of state for many items
but location decisions as opposed to purchase decisions may be
affected by the szales and use tax systems.

1. Rate

The following table compares the sales tax rate in Jowa with
those in effect in surrounding states.
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Table 18

Comparison of Sales Tax Rates

State Rates

Iowa 4.0%

Tliinois 5.0% plus local

Kansas 3.0% plus local

Minnesota 6.0% pius local

Misscuri 4,13% plus local

Nebraska 3.5% plus local

North Dakota 4,09 plus local on lodgings
South Dakota 4.,0% plus iocal

Wisconsin 5.0% plus local authorized
2. Base

The base of the Iowa tax is bdroad; most items of tangible
personal property and many services are subject to sales and use
tax. Economists believe that, in general, the broader tne base,
the more neutral the tax and on that measure the Iowa tax I1s

oasically neutral,

One exception relates to the taxation c¢f machinery and equip-
ment used In processing. Only %ten states allow no preferential
*rreatment 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
competitive advantage to the extent the rate affects decisions.
The full taxation of macrinery and equipment imposes 2 higher tax

hurden than other states which may affect investment decisions.
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1. Growth/Elasticity

Revenue increased from $422,520,655 in fiscal year 1978 -o

$517,946,374 in fiscal year 1982, or 22.6 percent as shown in

y 1

Figure 9. Iowa personal income increased 34.1 percent. Tne

national inflation rate on commodities (not including food) from
977 to 1982 (most recent data) was 52 percent. The tax 1is,
therefore, somewhat inelastic as compared to income, and did nst

Keep pace with costs of goods.

Retail sales tax receipts are by far the greatest of all the
saies and use revenues. However, in relative terms, the increase
in tax receipts from retail sales (26.4%4) has not been as great
as 1in 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
revenues, Based on recent data, %he table below shows the

reliance for the comparable states.
Table 1§

Relative Reliance on Sales Taxes

2 of Major State
State and Local taxes

Towa...... . 16.60%
Illinois.. 23.12%
Kansas.... - 18.309%
Minnesota, 15,4194
Missouri..... . vee. s 23.07%
Nebraska..... ' 20,369
North Dakota. cee 17 .86%
South Dakota, . 29.68¢%
Wwisconsin,...... .. C2n.229




3. Capacity

Tne latest ACIR study for capacity and effort was based on

1981 rates and showed Iowa with a capacity of 195 and an effort

of 69.9, Given the rate change, the effort would indoubtedly be

nigher,
4, Yield Summary

The sales tax is relatively inelastic, but the change in ra
should allow revenues to grow in the future. Jowa has, in the

past, relied on this source of revenue less than some of its

neighboring states.

F. Simplicity

3

Generally, the sales and use taxes are most difficulit to
administer since no exchange of federal information is possibie.
They require more work by state auditors than do income taxes.
Avoidance of sales and use taxes comprises a large part of the
underground econcmy because S0 much retail activity occurs on a
cash basis, thus making "off tne books"™ transacticns feasidle and
difficult to find.

The number of exempticns makes record keeping complex f{or

taxpayers and administrators,

3 Possible Modifications

1. Broaden the Base of Taxed Services

A. 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 (A4
tisting of tax-exempt services appears in the Appendix). This
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modification would impeose a tax on all services and would pe

imposed for purposes of neutrality and equity.

B. Explanation of the Data

The analysis 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

1) Vertical. Economic studies indicate that persons in
lower income brackets spend a larger perceatage 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 1likely 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, admissioans and
transient accommodations. Three states impose the tax on ser-
vices generally; Hawaii, New Mexico and South Dakota. Hawaii
exempts hospitals from the tax, New Mexico exempts medical lab
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services only if they are ordered by a physician and taxed on his

»ill and South Dakota exempts health services generally.

Of the 21 states which tax services on a limited Dbasis,
Arizona, Connecticut, North Caroslina and South Carcliina tax a
narrow range whiie I[owa, Washingtor and West Virginia tax 3 broaa
range. Although, ¢thne taxation of servigces <¢ouid lead =2
decisions o purchase the services from an ocut-of-3state provider,
service provision more often requires the purchaser and provider
to be in a <closer physical proximity than <thne purchaser and
provider of tangible perscnal property. Thus the taxaticen of

services 1s not iikely to affect purchase decisions.

[
"<
'_l-
1Y)
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In 1681, the sales and use tax on taxed services produced
revenues »f $44,225,879, If all service indusiries, personal,
business and professional, had been subject to the tax in 1982,
revenues would have ingreased by $75,767,495, which represents a
171.3 perceat increase in service tax revenues and 14.6 percent
increase in total sales and use tax revenues. A breakout of

revenues by seérvice industries ¢an be found in the Appendix.

F, Simplicity

Tne taxation of professional services 1is more Zifficult to
administer than the taxation of personal services or of tarngible
personal property. In the case of persconal services , the pro-
vider is very likely to be physically located in the state and
the service 1s likely to be performed totally in~state, Profes-
sional services, when contracted for from a firm with muiti-state
offices, may be performed partially in the state anc partially
out-of-state.

It is also easier to become aware of sales of Tangibie per-
sonal property into the state and to require the cut-of-state

sroperty seller to collect the use tax on the sale (assuming thne
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seller has the reguisite nexus). It is more difficult to become
aware of services performed in-state by out-of-state providers in
arder to collect from either the provider or from the user cf the

sarvices,

-
b

2. Exempt Agricultural and Manufacturing Machinery and Eguipmen
£

rom tne Sales and Use Tax

A. Description

Prasently Towa exempts tangitle personal property which
baccmes a part of the ultimate product, or which 1s ccnsumed,
dissipated, or depleted in processing tangible personal prop-

rey. Fuel and electricity used in processing and services used
in processing tangible perscnal property which is later sold at
retail are also exempt. There is no exemption, however, for the
machinery and equipment which is used directly and primarily for
processing, fabricating or compoundcding, either in manufacturing

or in agricultural endeavors.

[

This modification would permit an immediate or phased-in
exempticn for industrial and agricultural machinery or equipment
ased directly and primarily 1in tae grocessing of gpersonal
property intended to be sold ultimately at retaii. The purpose
>f tne modification would be tos ingrease the neutrality of the

sales and use tax,

3. Explanation of the Data

The revenue data is based on a projecticr made by the iowa
Department of Revenue wusing 1981 figures. The industrial
machinery and equipment estimates were revised downward fronm
earlier projections due to the availability of data gathered from
ine oroperty tax program limiting the assessment of such pragerty
to 30 percent of the property's net acquisition cost.
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Equity

1) Vertical. This analysis 1s not applicab.e.

2) Horizontal. This modification is not restricted new

and expanding businesses. The states which permit the exempticn
only in these c¢ircumstances have been c¢riticized for discrini-
nating between present businesses and newly locating businesszs.
In the same way, restricting the exemption to new macthinery,
rather than allowing it for new and replacement machinery,
discriminates against older plants. Permitting the exemption for
agricultural only or industrial only leads Lo horizontal inequ-
ities related to ¥kind of business, A troad-based modification
would not cause horizontal inequities.

D. Neutrality

Of tne 45 states imposing sales and use taxes, 5 totally
exempt manufacturing machinery and eguipment, 30 confer some
benefits (e.g., reduced rates, new facilitiss only, etc.) and 10
allow no preferential treatment. In regard to agricultural
machinery and eguipment, 21 totally exempt 1it, 2 confer scme
benefits and 12 allow no preferential <treatment. The following
is a list of the sales and use tax states indicating tneir tax

treatment of machinery and equipment.

Table 20

Sales Tax Treatment of Machinery and Equipment

State Manufacturing Agricultural

Alabama reduced rates reduced rates
Arizona if used directly no benefits

Arkansas new & expanded + total exemption
enterprise zone

California nc benefits no benefics




State

Colorado

Connecticut
Fiarida

Jeorgia

Hawali
Idaho

Iilinoils

Indiana
Towa

Kansas

Kentucky

Louisiana

Maine

Maryland

Massachusetts

Michigan
Mississippi

Missouri

Minnesota
Nebraska
Nevada

New Jersey

Manufacturing

in-state use up
to $5,000

exempt
new & expanded

if used directl
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

replacement/new
facility

Tools equip. 1 yr.
new & expanded
no benefits

if directly in
production
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agricultural

no benefits

axempt
reduced rates

some =xempt

no benefits
some exempt

exempt

axempt
no benefits

some exempt (used
machinery & equip.)

exempt

some exemptions

exempt if greater
than $5,000

exempt
exempt
exempt
some 2xempt

exempt

no henefits
ro benefits
rno benefits

axempt




State

New Mexico

New York

Northn Carclina
North Dakota
Ohio

Oklahoma
Pennsylvania

Rnode Island

South Carolira
South Dakota
Tennessee

Texas

Utahn

Vermont

Virginia

Washington

West Virginia

Wisconsin

Wyoming

Manufacturing

if directly for
production

exempt

reduced rate

no benefits
exempt

if used directly
if used directly

useful life 1 yr./
directly

if used directly
no benefits

exempt

enterprise zone/if
directly in pro-
duct ion

no benefits

if directly in pro-
duction

economic zone for
5 yrs./directly in
production
no benefits

exempt if used in
taxable business

if directly in pro-
duction

no benefits
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Agricultural

partial benefit

axempt

partial exempt
partial Dbenefits
exempt

gxempt

exempt

no benefits

exempt
reduced rate
exempt

exempt

exempt

exempt

exempt

no henefits

1o benefits

exempt

no benefits




While it 1s wunclear whether businesses make location/in-
vestment decisions primarily on a tax basis, this particular %ax
sreference has been cited by many businesses as one of the most
important to them. This is prcbably due to the fact that start-
up and expansion costs often lead tc temporary unprofitability
and sales and use tax costs add to the outlay before income is
generated. An income tax, for example, would not become onerous
until and unless tne business were profitable, A sales or use
tax liabiiity is paid up-front and cannot be deferred until the

casn {low improves.

&}

. Yield

Tne Towa Department of Revenue estimates the revenue 10sSS
from tne exemption for agricuiture machinery and equipment at
$7,0C0,000 to $9,200,000 for each penny of the sales and use :ax
and at $4,000,000 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 T.h% of the total sales ang use tax revenue base.

It should be noted that broader economic factors influence
“he amount of machinery and equipment purchased and, therefore,
:nfluence both the size of the base and the amount of the loss.

F. Simplicity

Exemptions always add to the complexity of the sales and use
tax system, Retailers must compute differing rates and, gener-
ally do extra paperwork in order to assure that the sale 1is
properly exempt, State auditors must also increase activities
Since exemptions, total or partial, on a gross receipts base are

harder to track.
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3. Exempt Warehousing of Raw Agricultural Products from Salss

and Use Tax

A. Description

Prior te¢ 978, warehcusing of any tangible personal prcpertiy
was considered a taxable service under the Iowa Sales ana Use
Tax. Effective July, 1978, the law was changed to exempt all
tangible personal property warenousing except raw agricultural

products.

The modification would exempt warehousing of raw
agricultural products and would be instituted for purposes of

horizontal equity.

B. Explanation of the Data

The Iowa Department of Revenue calculated the revenue losses
when the law was changed in ‘1978 of exempting raw agricultural
products warehousing. Since costs have changed since 978, the

percentage will be more applicable than the actual dollar amount.

»

C. Eouity

1) Vertical. This analysis is not applicable.

2) Horizontal, The modification would lead to greater

heoerizontal equity since the present law discriminates between 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 law 1s quite specyfi

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 iaw
included items such as "household or building furnishings, foods,
clothes, furs, luggage, automobiles, airplanes..." One c¢ould

assume that the distinction relates to items which when sold will
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undergo grocessing belore ultimate sale, and those which are
ready for sale to tne ultimate consumer or user. In the former
~ase the warehousing c¢ost is passed on tc the processar; in t

latter, pre-~processing ¢osts have probadly been factored into the

retail price already and the acditional cost would more directly
increase the cost to the c¢consumer, Since the <consumer will

probably bear the burden in either event, this 1s probably a

distinction without a difference.

D. Neutrality

Since the costs of transporting the raw agricultural products
to a non-Iowa warehouse are likely to exceed the tax, and sSince
the storage of products shipped from the warehouse to points out
of Iowa is exempt from the tax, it is not likely that many de-
cisions will be based on the tax., The exemption appears in Rule
730-26.42(422),(4)C and relates to the interstate commeérce

exemption on services.

E. Yield

In 1978 the Iowa Department of Revenue calculateJ a loss of
revenue of $1,000,000 to $1,300,000 or 0.27 percent of total
sales and use tax revenues. in 1987, at a 3 percent rate, the
loss would have, on a percentage basis, totalled approximately
$1,426,000.

F. Simplicity

While exemptions generally add complexity, an exemption of
this nature, i.e., one which puts all warehousing on the same

basis, simplifies the system.
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4. Allow Lecal Governments to Impose Sales and Use Taxes

A. Descriptinn

There 1s, at present, no authority under Iowa
governments to impose sales and use taxes at the
Under tinis mcd:ification, municipalities and c¢ounties
unincorporated areas) could impose sales and use taxes at a
of 1 percent. The base would be the same as tne state sales
use tax base and the tax would be collected by the reta:
administered by the state, Tne modification would be

increase local revenue yield,

B. Explanation of the Data

Revenue figures are based on 1981 data calculated per region.

C. Equitz

1) Vertical., Assuming the iocal tax would be imposed on the
same hase as the state tax, the same degree of regressivity would
occur {percentage change between income categories) and the
absolute effective tax rates would increase.

2) Horizontal, As in the vertical =2quity discussi

same tax base at an increased rate increases the effe

rate but does not change the present eguities ar inegui

the system as they relate to taxpayer.

Horizontal 1inequities 1in regard to revenues returned to
local governments could exist depending on the methecd of
distribution. If point-of-sale determines dollars returned, "hen
those areas of the state with the most retail activity will
receive the greatest benefit: planning area 1! {the counties of
Boone, Dallas, Jasper, Madison, Marion, Polk, Story and Warren)
will receive 21,42 percent of the new revenue, while araa 14 ‘the
counties of Adair, Adams, Clarke, Decatur, Ringgold, Taylor
Union) will receive only 1.6%1 percent (figures based on

132




e

dataj. while, in general, those local governments containing
more retall establishments expend more revenues tgo service them
{roads, police, fire, sewage, etec.) the population whig
generates the business is often drawn from neighboring cities and
counties wnhich also incur certain costs (roads, traffic control)

ia order to faciiitate the movement %o shopping outlets.

If the revenues are returnesd on a basis other than point-of.
sale, such as population, then the state could as easily increase
the state rate and earmark the additional one percent of revenues

for local gevernments,

Since local gzoveraments containing viable retall businesses
generally also receive the benefit of a higher property tax
assessment base, some states nave tied local sales and use taxes
t0 a decrease 1n property taxes, i€ this is considered, a local
government <collection or spending limitation would need to be
imposed to make the system work. Indiana increaéed the sales and
use tax rate for this purpose, but had to establish a state
system of review boards and appeal boards in order to assure that
the system worked and property taxes did decrease. However,
Indiana has just passed a new local option income tax tied to
decreases in property taxes since the pressure to lower property

taxes has not disappeared.

D.™ Neutrality

Twenty-seven states have local sales and wuse taxes 1in
place, One state {(Wisconsin) has given local governments the
option to impose them but as of August, 1984 no local government

had done s0. Local total rates {for the comparable states are as
follows:




Table 21

Comparison of Sales Tax Rates

tate State Rate Local Range Maximum
iowa 4.0% - &.5%
Illinois 5.0% 5 - 3.0% 3.9%
Kansas 3.0% .5 - 2.0% 5.0%
Minnesota 65.0% 1.0% 7.0%
Missouri 4.,13% .5 - 1.5% 5.£3%
Nebraska 3.5% 5 - 1.5% 5.0%
North Dakota L.0% - 4.0%
South Dakota b,0% .5 - 2.0% 5.09%
Wisconsin 5.0% - 5.0%

To the extent sales taxes influence economic decisions, a
combined state and local maximum rate of 5% would not make Iowa

non-competitive.

I¢ all local governments imposed the local sales Lax there
would be no greater impetus to purchase gocods oOr services in a

qeighboring city or county than now exists.
E. Yieid

In 1981, a one percent local sales and use tax could have
produced local revenues of approximately $176,000,000, if alil

local governments imposed the tax.

F. Simplicity

Tne local tax will only be simple if t*nhe base remains the
same as the state base and the state administers %the Ltax. o7

lacal taxes are on a different base, retailers woul? be faced

with complicated record keeping and 1f local governments ad-




minister the tax new staff would be required to collect the

revenue and to register and audit the same taxpayers.

Substitute Graduated Income Tax Credit for the Food and Drug

N

Exemption

A. Description

Presantly food for human consumption and prescription drugs
are exempt from sales and use taxes. Tnis exemption was

instituted irn 1974, Prior to that time a credit was allowed,
Under this modification food and drugs would De subject %o
the tax and a credit allowed or refund giver on the income tax

which would be graduated as follows:

Tncome Bracxel Percentage of Expenditures

Under $5,000 100%
$5,000 tc $ 6,000 7C%
$6,000 to § 7,000 50%
$7,000 to ¢ 8,000 40%
$8,000 to $ 9,000 30%
$9,000 to $12,000 25%

Qver $12,000 -0-

The purpose of the modification 1is to ingcrease the
progressivity of the salea and use tax.

8. Explanation of the Data

The analysis was based on 1981 data and on the 1981 rate of
3 percent. Expenditures on food and druzs were derived from
Bureau of Labor statistics and 1980-81 Consumer ZExpenditure
Survey. The $12,000 income cut-off was used to conform to Iowa's
property tax c¢redit for the elderly and disabled. Complete
description of the analysis c¢an be found in the Appendix.
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1) Vertical, Tf food and drugs were gubject tc taxatic
and no c¢redit were granted, the incidence of the tax would be
sharply regressive, Effective tax rates would range from .15
percent for those with income under $5,000 tc 0.2' percent for

those 2arning over $30,000,

A graduated credit, from 1C0 percent for those earning unter
$5,000 to 2% percent for those in the $9,000 to $:2,C00 income
bracket, would reverse this situation and the tax on food and

drugs would become progressive up to $20,000 in income.

2) Horizontal, No changes f{rom the present horizontal

equities and inequities would occur as a result of this

modification.

D. Neutrality

While exempting food and drugs is common, only six states in
1682 gave tax credits against the income tax: Hawaii, Idano,
Massachusetts, Nebraska, Utah, and Vermont. Kansas gave senior
citizens and the disabled an annual $20 refund %o offset the
sales %tax on food and South Dakcta and Wyoming gave this group a
refund on sales and service taxes dependent on income, Indiana
and Coisrado, like Towa, replaced their tax Credit plans with

exemptions.

m
]
[N
[1+]

1
1

The modification would cost the state $4,0G8,243 on thne
income tax credit side, but, in 1981, taxation of food and drugs
would have %rought in $67,157,067, for a net gain in state
revenues of $63,058,824. This represents a percentage increase
of 11.3 percent over the 1981 sales and use %tax base,
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ALl taxpayers with income over $5,000 wculd pay more in
sales taxes than previously, Average tax expenditures on food
and drugs per household in 1981 ranged from $27.55 for those with
uncer $5,000 of income, to $82.52 for income over $30,000.

v, Simpliclty

A C¢redit mechanism is more <complex than the exemption.
Taxpayers would have extra calculations and administrators would
nave additionral work. Also, low income people who presently have
no Liability under the income tax would have to fill out forms
and the state would have to send refund checks to possibly

thousands of taxpayers,

Tax Newspapers or Advertising Supolements

A. Deszcription

Presently Iowa 3llows an exXemption for the gross receipts
from the sales of newspapers, free newspapers or shoppers guides
and their printing or publisning, as well as envelopes for
advertising. Advertising is not considered 2 taxable service in
Iowa. This modification would place a tax on rnewspapers as well

as advertising supplements.

B. Explanation of the Data

The data used to determine the estimated revenyes which would
be generated from the sale of newspapers was based on newspaper
circulation figures for 1981 from the Jowa Press Association at a

rate of 1 cent per paper.
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1) Vertical, Since low income earners wouid pay the sams
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amcunt of tax as upper income earners, the percentage
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would be mueh smaller for the upper income earners. {This as-
sumes that consumption is the same for both classes of earners).
Thus, this type of tax would be regressive since the tax burden,
expressed as taxes paid as a percentage of income, would Jecrease

as income increases.

2) Horizontal. No horizontal equities or ineguities would

arise as a result of this modification for taxes,

D. Neutrality

As of January, 1982, 38 states exempted newspapers from
taxation. Some states extend tLhe exemption to magazines, to
those publications admitted as second class mail or as controlled
circulaticons, to those published at regular intervals, to those
selling below a specified price, or to those published for

general circulation containing matters of ¢urrent events.

In regard t0 advertising supplements generally, the laws
vary by state. If the supplement is considered an integral part
of tne newspaper, and if the newspaper is exempt, then s0 is thne
3Supplement. Unless specifically exempted in states' statutes,

advertising supplements could be taxed on a use tax basis.

Differing treatiments would result if advertising supplements
were taxed, but billboards, handbills, and commercials were
exempt. Taxing one kind of advertising but not athers could lead
Lo impermissable discrimination.

The same problem arises if newspapers were taxed but other
periodicals such as magazines were not subject to the tax.
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Based on 1981 circulation figures, the revenues generated

from the tax on newspapers would have been $3,772,000 in that
year, No figures are available regarding advertising supple=-
ments. The State of Wisconsin taxes supplements and exempts
newspapers but the state is unable teo provide an estimate of

revenues generated at this time.

F. Simpiicity

State taxes o¢n newspapers are collected usually through
distributors. This alleviates c¢ollection from nanewsboys and
newstands. Tt also cirgumvents the problem of collectioan on

vending machine sales.
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INHERITANCE AND ESTATE TAXES

A. Description

Tne inheritance tax i3 paid on estates of all deceased gpa2r-
sons, There are seven c¢lasses of Leneficiaries: spguse;
children; parents; gzrandchildrer and other 1in=2al; Dbrothers,
sisters, in-laws, etc.; uncles, aunts, cousins and others and
charit:ie The tax rate varies agcording to tane amount of the

s.
estate and the bheneficiary.
1. Overview

Under Iowa law the transfer of property at death may be
subject to three forms of taxation:

a. Inheritance Tax = imposed on value of crop
transferred to bhenaficiary with exemptions and r
differing according to type of beneficiary

h. Estate Tax - "pickups" credit provided on federal taxes
for state taxes when the credit exceeds the Iowa
inheritance tax,.

[¢]

. Generation Skipping Transfer - tax ezual to excess credis
provided on federal generation skipping taxes for stats
taxes (tax has not been collected at state level).

"

Inheritance Tax

a. Property subject to taxation iacludes rea:l
tangible personal property lccated in Iowa arnd
intangible personal property o Icwa residents.

b. Exemptions - Tax 1is not imposed orn the fsilowin
forms of property or transfers:

"3

1. Jointly Held Property - Fifty percernt 2f prope
held 1in joint tenancy with surviving $pouse
exempt. However, 1f spouse <c¢an prove grea
scontribution to property, then kat shars sh
be exempt.

*AD T
— T3 L
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r

2. 3Small Estates - net vaiue less than $°5,000.

3. <Charitable, Religious, Educational - property
transferred to such organizaticns organized ungder
iowa law or the laws of a state winich grant
reciprocity to Iowa organizations,




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 - <hat portion of
installment payments included as net income by 3
beneficiary under an annuity which was purchased
under an employee's pension plan

7. Life Insurance - insurance on decendent's 1life
payable to a named beneficiary other than Lthe
decendent's estate.

8. Wrorngful Death - Proceeds from the wrongful death
(e.g., automobile accident} are exempt when
individual does not have interest in property.

9. Power of Appointment - oproperty passing the
nonexercise of a power of appocintment.

10. Property Located Out of Iowa - real and tangible
persoanal property of Towa decedent which 1s
located outside of Iowa.

1. Nonresidents Intangible Property - Intangible
personal property of residents of other states
which provide reciprocal <treatment of TIowa
residents are exempt.

Value of Property Determined for Tax Purposes:
1. Property valued at either:

a., Market value occuring in the ordinary course
of trade or,

b, Federal alternate value under Section 2032
IRC

¢. Qualified use value establisned for federal
estate tax purposes for real estate or farm
or 2losely held business. Provisions exist
to recapture pertion of tax benefit if
disqualifying disposition occurs,

Deductions Allowable in Determining Net Estate - If
property located out of state is included in estate,
the following obligations must De prorated on the
basis the Iowa property bears to the tntal estate.

1. Debts of decedent and time of death
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Decendent's federal and

Allowance for surviving

children

Funeral expenses

Court costs, appralsement costs, tonding Tees
Costs of seliing property

Fees fcr attorneys and perscnzl reprasentatives
Expenses incurred In marketing assets

[USIAN]

-

.

QO -~ Ohv\N =

Obiigations Not Prcerated - mortgsges
to th

real estate taxes are allocabdle
property is located,.

Exemptions to Arrive at Net Estate

1 Surviving Spouse - $180C,000 {(se=
2 Children ~ $54,000

3 Parents - $135,000

u Other lineal decedents -

-~

Rates Appliec to Net Estate

Surviving Spouse, Children, Parents and other lineal
decedents {Class I vernefliciaries) are taxed av rates
ranging from 1% on first $5,000 of value after
exemption to 8% or value of excess of $100,000.

Brothers, sisters, sons and daughters-in-law, step
¢hildren (Class II benefic:iaries) are taxed at rates
ranging from 5% on first 359,000 to 15% on value in
excess of $100,00C.

Individuais not included in #1 o #3 are taxed az
rates ranging frow 10% of first $5C,005 teo 15% on
valde in excess oF $105,000.

Charitable, religious, aducational
whiich are not exempt (see 2%. - 3 and
104 of value,

5. Firms, organizations or societies organized for
profit are taxed at 15% of value.

Credits Applied to Tax

1. Closely reiated individuals
heneficiaries) are eligible for
on progerty which can be Identi
received by the decedent from the
person who died within 2 years ¢
decedent, or whiach can be Iidenti
acquired by the decedent in excrarng
received.




Figure 10
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2. Surviving spouses receive 3 cradi
s

annually resulting in phaseout =7 Lax on spouse.

Death Occurring In Credit
1986 1/3 of tax on spouse
1987 2/3 of tax on spouse
1988 and after 100% of tax <n spcuse

3. Estate Tax

a. Rate - Amoun%t equal to the federal =state hax credit
state death taxes 1s imposed upon eve r“ transfer of
net estate.

&. Credits - Tax due shall be reduced by the amount of

inheritance tax due the state.

B, Explanation of the Data

Figure 10 shows the incidence of inheritance taxes paid from
1978 to 1982 by class of beneficiary. The incidence is the tax
paid as a percentage of the net value of the estate. In summary,
family members closest %o the deceased have the lightest tax
burden while those farther away from the decessed have a heavier

Tax burden.

Uncles, aunts and cousins had the highest incidence of taxes
paid rising from 1'0.54 percent in 1978 to 11.5& percent

o

16982, Brotners, sisters, and in-laws had the sec¢ond highest
ingidence wWwnich stayed fairly eonstant durin the five vear
period. Family membhers closest to the deceased, spouse, ohil-
dren, grandchildren and parents, had an effective tax rate of
aporoximataly three percent from 11973 to 1932, Df tnese
beneficiaries, parents were the oniy class which nad an overall
decrease in the incidence of taxes paid during this pericd. The
above classes of beneficiaries will probahly continue to have a
low incidence, as the allowabie exemptions were increased as af

January 1982.
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C. Equit

1) Vertical., The Inheritance Tax is paid by beneficiaries
and the income figures of the taxpayers are not ceollected. The
differential exemptions granted to different classes of benefi-
ciaries and the differential rates on the taxable estates are
designed to tax those individuals with the closest ties Lo the
deceased the least. Further, the graduated rates within classes
of peneficiaries are designed to tax benefibiaries of larger
estates more than beneficiaries of smaller estates. Because of
the tax structure the tax 1is vertically progressive if one

equates larger estates with higher income,.

2) Horizontal. Horizontal inequity is intentionally built

into the system through the classification of beneficiaries.

Since the Estate Tax is based on the Federal credited amount
minus JIowa taxes pald for the Inheritance Tax, the -equity
considerations for it will be the same as those for the

Inheritance Tax.

3) Equity Summary Larger estates are subject to higher

taxes within each classification. The tax burden is lower for

veneficiaries having the closest relationships to the decendent.

D. Neuirality

1. Rates

The rates for surrounding states are shown in Table 22.
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Table 22

Comparative Tax Rates and Exemptions

Rates Exemptions

1% -~ 15%

$50,2000 to $1

under $10,000

exempt
Illinois Federal Estate Tax Credit

Kansas 19 - 15% Spouse 1C0% - otners
$5,000 to $32,000

Minnesota 8¢ - 12% Spouse 00% - others
$325,0C0

Missouri Federal Estate Tax Credit

Nebraska 1% - 18% Spouse 100% - others
$500 to $10,0C00

North Dakota Federal Estate Tax Credit

Soutn Dakota 1.5% - 30% Spouse 100% - otners $1C3
to $3C,000

Wisconsin 2.5% - 30% Spouse 100% - others

{(iimited to 20% of $500 o $25,C00
full market wvalue)

Credits and Exemptions

a, Spouses

Spouses in Iowa are granted a $180,000 exemptiorn and a credit

against computed tax will begin in 1986 at one third of tax ani
wiil total 100% in 1988.

Wealthy older individuals have been said to
location decisions based on the inneritance ta;
family considerations also play a part in the
warmer states, Arigzona, California, Florida
deatn taxes which are based only on the
Credit. Of the comparable states, tnose which
ance tax as well as a tax on the federal cres:

spouses from the inheritance tax.
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5., Family farm or family trade or business

The value of the realty portion of <these properties .3
determined by federal provisions if the property quaiifies and 17
an election is made. Generally, this has the ffecy of
decreasing the taxable value down o a dollar limitation as se:
forth in the Internal Revenue Code. If the property is disposed
of Lo non-family member within 15 years, an additional tax i3

due.

The purpose of this modification 1is to avold neavy tax
burdens for family members who c¢ontinue operations of family
enterprises since fair market value is apt to be nigh, but any
gain is unrealized if the farm, trade or bdusiness is not sold.

3. Neutrality Summary
The rates appiied to estates are not high in comparison with
other states imposing inheritance taxes but the present lreaiment

of spouses 1s less advantiageous,

’

1. Growth/Elasticity

From 1978 to 1982 inheritance and estate %ax revenues grew
153 percent while community income grew 34 percent and propertly
values less than 46 percent. 1983 revenues were down from the
1983 hign. The unusual increase in 1982 was due %o a change ina
gcollections and statutory increases in exemptions. This along
with the spouse credit will eventually reduce anticipated

revenues by one-third,

2. Reliance

The 31980 national figures include gift-losses and are

r
i

O

therefore, not comparable. The surrounding s-ates reilance
e

inheritance 2ax is shown in Table 23,




o]

elative Reliance 9on Inheritance ang

Estate Taxes

State

% of major
state and
iocal taxes

Iowa
Illirois
Kansas
Minnesota
Misscuri
Nebraska
North Dakota
South Dakota

Wisconsin

3. Capacity

The ACIR index for Iowa indizates a 22p

effort of 145,3, The figures pre-dated the

4, Yield Sunmmary

e

The inheritance tax nas grown sia

hes
‘
Lo
po

<

<

1.86%
unavailable
1.25%

R4
1.09%

L2u%

.36%
1.51%
1.07%

acity of 133.4 and an
1981 changes.

er the vyears and has

been relied on somewhat more heavily In Iowa than in surrounding

states, Changes 1n the law wili reduce

reliance on this tax.

F. Simplizcity

Because of classification, differentia:l

revenyée growtn  and

exemptions, Zi“fer-

ential rates and aiternative valuaticn, the irheritance tax is

. The tax on the faderal e3tate

n 0 the inheritance tax form.

credit is a simple




Possible Modifications

i. Eliminate the Inheritance Tax and Impose the Estate Tax Crnly

A. Description

Estates federal estate tax are usuzlly alsc

to state death tauxes,

sub ject to

sabject In order to minimize multiple

e

taxation of ithe estate, the federal estate tax 1s reduced by

15C

credit for state death taxes paid with respect to property in the
Eross estate. Tne state death tax credit 1is given for any
estate, inheritance, legacy or succession taxes paid to 2 state,
The state death tax credit may naot exceed <Lhe amnount
determined under the following table:
Table 24U
Maximum State Death Tax Credit
Ad justed Taxable Estate Maximum Credit
But Not Credis for Plus this
Over Qver lower amount of the excess
(&) (B) (C) (D}
40,000 $ 50,000 o} .B
90,000 140,000 400 1.6
140,000 240,000 1,200 2.4
240,000 440,000 3,600 2.2
449,000 640,000 1¢,0Q0 4.3
640,000 840,000 18,000 4.8
340,000 1,040,000 27,800 5.6
1,040,000 1,050,000 38,800 6.4
1,540,060 2,040,000 706,850 7.2
2,040,000 2,540,000 106,800 8.0
2,540,000 3,040,000 145,800 8.8
3,040,000 3,540,000 190,800 9.5
3,540,000 4,040,000 238,80¢C TG.Lu
4,080,000 5,040,000 290,80¢C 11.2
5,040,000 6,040,000 4c2,890 2.0
6,040,000 7,040,000 522,800 12.8
7,040,000 8,040,000 65C,8G0 13.6
8,040,000 §,040,000 786,800 14,4
9,040,000 10,040,000 §20,800 15,2
10,040,000 - 1,082,890 6.5




The amount of 3tate death taxes for which a credit will bpe
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-
able.

An example of now the federal state tax credit 1s computed

follows:

. D died 1/1/83 with an adjusted taxable estate of
$250,000.

State estate and inheritance taxes paid were $5,000.

. Maximum credit for state death taxes is calculated
from the preceding table as follows:

Taxable Estate Bracket Tax

$240,000 - $440,000 $3,600

Sxcess over $240,000C at
3.2% = 10,000 X 3.2% 320

Maximum Credit allowed on
an Adjusted Taxable Estate

of $250,000 $3.920

The maximum credit allowable is $3,920. Therefore, even
though state estate and inheritance taxes pald were $5,00C, the

individual would receive a credit o¢ conly $3,320.

Sevaral factors may make the actual state death taxes paid

greater than the allowable credit for them.

and federal tax structures may d4iffer as to

1) S 2
usions, deductions, or credits against the tax,

o
ta
ing

t
1

2) A state may impose otnher death taxes, such as an
innheritance tax,.

To the extent the federal t%tax allows a credit, a state
tate tax places no additionrnal tax bdurden upon a decedent's
ate, Tne total tax burden is the same 53 i thnere were aon
state tax; some of the federal estate tax 1Is simply diverted to

the state ratner than going to the federal goverament.
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Consequently, some states impose death taxes in a manner Jasigned
to assure them of their share of the death taxes beling impessad.
These taxes are commonly referred to as "pick-up" Taxes, be

the states merely "pick-up" as much of the federal tax as tney
2an, without imposing arny additional tax burden on tne decedent's

estate.,

iowa's estate tax 1s imposed in 4the amount of the federal
credit and a state c¢redit egual to state inheritance tax payments
is allowed. The inheritance tax is imposed on the wvalue of
property transferred to a beneficiary with exemptions a
differing according to type of beneficiary. Surviving spou
receive a credit which increases annually resulting in a phase-
out of tax on the spouse. The c¢redit ranges from one-third of
the tax on the spouse in 1986, two-thirds in 1987 and 130 perce

]

of the tax on “he spouse in 1958 and after,

Below 1is an example of how the Iowa and Federal death taxes

operate,
Total
Inheritance Iowa Estate Iowa Tederal
I. Tax Tax Tax Tax
{(a) 4,000 16,000 {a+b) 10,000 25,000
[ 4,000] (10,000}

If Iowa eliminated the inheritance tax the effect would be
as follows:

Federal Iowa Estate
IT. Tax Tax

$25,000 $10,000
(10,000] Maximum
Credit
15,000
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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 wmaximum 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 wouid have to pay
$27,000.

Under the modification, as shown in Example II, the total
tax on the decedent's estate is alsc $25,000; $10,000 of which
remains in Iowa as a "pick-up" tax. therefore, the tax effect in
Examples I and II is that Iowa retains death taxes paid of
$10,000 arnd the federal government recéives $15,000 of death
taxes., Because of the state tax c¢redit, the total tax is
$25,000. 1If Iowa :imposed no inheritance or estate taxes, $25,000
would still be the total tax, all of which would be paid for fed-

eral death taxes.

3. Explanation of the Data
The Ioswa Department of Revenue projected losses from %the

inheritance tax in 1981 and had information from Missouri which

was gathered at the same time.

C. Eguitz

Elimination of this tax does not raise questions of equity.

e



Neutrality

i o I

about evenl divided 1in this3 rez Wit

Tne states are
irheritance tax along with

twenty~-three imposing an
se, one {(Nevada

inheritance tax per

tax, twenty~five having no
tax, and one {(Ohic) having a

having no Llnneritance or estate
state estate tax in addition to the federal pick-up.

Since an inneritance tax is imposed on resident benefici-
ies, an older couple would only nave an incentive to meove out

ax 1f there were no spousal 2xempticn 20

QO W

-~

ri
f Iowa Lo escape the t
£ they had no heneficiaries in Iowa.

Yield

<4

of Revenue estimated that when the 1681

The Iowa Department
revenues from

changes in the inheritance tax are fully phased-in,

this source will decrease by one~third. Besides the spouszl ex-

increased exenptions for other

emption ophase-in, tne changes
astates

classes of heirs, increased the value for totally exenpt
election for alternative valuation of family

and permitted the
If the changes had been fully implemented

farms and businesses,
in 1981, revenues would have been $36,665,565.

also estimated 1981 revenuves from “he 2state

The Department
or a decrease of £3%, This

tax at $12,000,000 to $15,000,000,

modification could, therafore, result in a decreass 0f 539 of

anticipated revenues when the spousal exemption is fully pnased-

in.

Simplicity

The federal pick-up is a very easy tax to acdminister.




V. MOTOR FUEL TAX




MOTOR FUEL TAX

A. Description
The motor fuel tax 1Is imposed on purckases of gasoline,

diesel fuel, liquified petroleum, aviation fuel, and gasonol.
1. CLompuZation of Tax
a. Motor Fuel {including gasohol)
1. Total invoiced gallons of motor fuel received
2. Less exemptions (Part III)
3. Less discount for evaporaticn, shrinkage and
administration (2% of first 300,000 gallons, 1%

of gallons in excess of 300,CC0)

Total Taxable Gallons x Rate {(Part 2) = Tax

b, Special Fuels - Number of gallons of Special Fuel
delivered less exempt gallons x Tax Rate {Part 2) =
Tax.

2. Motor Fuel Tax Rates
a. Motor Fuel - 13 c¢ents per gallon

b. Gasohol

$.12/gallon from 7/1/85 - 6/30/8%
$.13/gallon from 7/1/86

1) Exempt until 5/1/81

2) $.05/gallon from 5/1/81 - 8/31/81
3) $.06/gallon from 9/1/81 - 4/30/82
4) $.08/gallon from 5/1/82 - 4/30/82
5) $.10/gallon from 7/1/83 - 6/30/84
6; $.11/gallon from 7/1/84 - £/30/85
7

8}

c. Special Rules
1. Diesel Fuel Rate - $,1%5

d, Other - the rate for all other s3pecial fuel
(including LPG) 1is the same as for mstor fuel.

{.13). The natural gas equivalent Ffor this is 10.
1/2 cents per 100 cubic feet.
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3. Exemptions

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 Trom Iowa to
any other state, territory or country.

2. Motor fuel sold to any U.S. or any agency or
instrumentality.

d. Motor fuel sold to any post exchange or other
concessionaire on any federal reservation within
this state.

e. Motor fuel used in the operation of an Iowa urodan
transit system or regional transit system (i.e., a
public bus system.

R Motor fuel sold to the state, 1its agencies, or
political subdivisions, which 1is used for public
purposes.

4, Refunds/Credits®

a. Purchaser is entitled to refund or income tax credit
of taxes if fuel is used for any purpose other than
propelling motor vehicles operated or intended Lo De
operated on the public highways, or for propelling
watercraft on waterways.

5. Distributor, dealer or user may receive a credit for
tax paid on fuel which is lost or destroyed through
accountable leakage, fire, accident, lightning,
flood, storm, act of war, public enemy or iike
cause.

c. Persons who use tax paid motor fuel %o blend gasohol
may obtain a credit on the differerce Dbetween taxes
said on motor fuel purchased to produce gasohol and
the tax due on the gasohol biended,

d. Motor fuel used to denature algonhol

e. Bona fide commercial fisherman, licensed and
operating under an owner's certificate o
commercial fishing gear shall bDe entitled e a
refund for tax paid.

i Certain exclLusions may also be claimed as 3 credit applied to
individual or corporate income taxes.
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8. Explanation of tne Data

The average weekly expenditure on motor fuel is from tne
Department of Labor Consumer Expenditure Survey: Diary Survey,
1980-1981. The data on the aumber of housenholds in each lacome
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 Dby allocating the
tetal motor fuel tax receipts for 1982 over the hrackets
according to the percentage of total expenditure on motor fuel.
The incidence of motor fuel cax 1is calculated by dividing the
annual cost per household Af the motor fuel tax by the midpoint
of the income bdbracket For the over $30,000 bracket, 440,000 was
ased as the income levpl since the average income of households

in that bracket was calculated as approximately $40,000.

1) vertical. Wnile average effective tax rates have Dbeen
calculated for motor fuel Uaxes by income categories, it 1is

important to note rthat the motor fuel tax is imposed nct on the

ability to pay concept, but on the concept of benefits received.

Measured by income, the tax is regressive since rae tax costs of
rotor fuel represent a larger percentage of the income of lower
:ncome people than they do for higher income ingividuals as shown

in Tigure 12. In this respect it is similar o> a general sales

and use tax since moior fuel is a consumable good.

Thne basis for a motor fuel tax, however, 1is
user fee,. Those who use tne highways most snould,
theory, pay for ¢construction, maintenance and repair ©

system,

2) Korizontal, On an income ©asis there are oc horizon

nequities. on a bYenefits-received basis it is also unlik

worizontal ineguities occur since neavy Lrucks, whilch




responsible for more wear and tear on the rcadways, generally use

diesel fuel which is taxed at a higher rate.

3) Equity Summary. Mecasured by income the tax is

regressive, but in a benefits-received basis it is basically

proportional.

Neutrality

Rates

At border areas, individuals c¢ould purchase gasoline out of
state L0 save tax ¢osts. As seen in Table 25 below. Iowa's rate

makes tha% unlikely.
Table 25

Comparison of Tax Rates®

State Regular Fuel Diesel Gasohol

Towa 13 t per gallon 15.5 i

Illinois 12 + local in 13.5
Cook County

Kansas 11 1

Minnesota 17 1

Missouri & local

Nebraska (set periodically)

North Dakota

South Dakota + local

Wisconsin {set periodically)

—
S

—

¢
¢
:
§
i
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Rates as of January 1, 1984

Gasohol

The major modification to the tax base is the partial exemption
granted to gasohol. The purpose of the lower rate Is to stimulate
purchase of fuel made from vegetable products in order both ¢ benefi:
agricultural producers and to decrease reliance on petroleum, a non-
renewable resource. Twenty 8ix states otnhner %than Iowa also give
preferential treatment £o gasohol.
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3, Neutrality Summary

Iowa's average rate makes the %ax basically neutral.

Yield

1. Growth/Elasticity

From fiscal year 1978 to 1982 total receipts
percent, despite a decrease in Z2as consumption,
Figure '3; community income graw 3L.?! percent.
rates explain this growth. In 1378 gasoline was taxed at
per gallon and diesel fuel at 10¢; by 1982 the rates had

increased to 13¢ for gasoline and 15.5% for diesel.

Rate c¢nanges tend tn be more frecuent when a tax 1s based on
units rather *han applied as a percentage of cost. During the
years under study, the cost increased but consumption dropped as
a result more of a move to smaller, more fuel-efficient automo-
biles than of cost per se, A number of studies show that demand
for motor fuel does not decrease as a function of cost on 2
to-one ratio. Rates changed from 1957 to 1977 only »nce Zut
1977 to the present they changed four times, indicating the

to increase the rate when the base of the tax decreases.
2. Reliance
In 198C, ir tne states as a whole, motor fuel

sented 4.30 percent of total state and iocal revenues.

below shows t“he reliance of the surrounding states.




Table 26

Relative Reliance on Motor Fuel Taxes

4 of Major State
States and Local Taxes

Iowa . . S.67%
Illinois. . 2.75% (prior to rate increase)
Kansas . . . L,77%
Minnesota . . 6.39%
Missouri . . 5.7L44%
Nebraska . . 6.27%
North Dakota. 5.15%
South Dakota. 10.19%
Wisconsin . . 4 .80%

3. Capacity

Tne ACIR index includes motor fuel tax under the larger
heading of "selective sales™, and therefore, data from this

3purce is not available for motor fuel taxes.

b, VYield Summary

The yield from this tax has kepl pace with growth in income,

but only because of frequent rate increases.

Simplicity

Tne tax 1s collected from the distributors, those who first
receive the fuel in the state and sell it to the dJdealers for
resale, The distributers are licensed and, since there are far
fewer distributors than dealers, collection and compliance are
act a major problem.

Motor fuel wused for non-highway or waterway purpcses 1is
subject to a refund or may be applied as a credit on the income
tax. The cradit mechanism makes the income ftax more complex but

reduces the need to process as many refunds.




G. Possible Modifications

1. Tax Motor Fuel on a Variable Rate Basis

A. Description

Presentiy, Iowa taxes motor fuel based upon the amount of
gallonage received by the distributor and thereafter sold, less
an allowance of 3 percent to cover evaporation, s3shrinkage and
loss. The tax 1is an excise tax imposed upon the use of motor
fuel within Iowa. The tax is paid in tre Ffirst instance by the
distributor and thereafter is added to the selling price of each
gallon of motor fuel sold in the state. The ultimate c¢onsumer
bears the burden of the tax.

The rate of tax on motor vehicle fuel is 13 ? per gallon.
The motor fuel tax is presently applied on a cents per gallion or
unit basis. This modification would impose the motor fuel tax on
a variable rate basis, i1.e., an amount to be calculated as a
percentage of the cost of gasoline and the cost of highway
maintenance, When costs increase, revenue also increases, The
information needed to derive rates based on these facts usualily
takes anywhere from 2 months to 2 year to obtain. Therefore,
implementation of adjusted rates does not coincide with current
costs, though the variance from one period to the next is usually
gradual. For example, based on information received from various
states, the c¢onstruction cost index of highway maintenance

increased from 1978 to 1980, then gradually dropped off in 1381,

Consideration should be given to setting maximum rates,
minimum rates and maximum percentage of increase in rates o
stabilize revenues, Michigan used all three limitations and Dnig
has set a maximum rate which can only be changed by legisiative

acrtion,
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B. Explaration of tnhe Data

Tne analysis was based on consumption ard price data for
Towa for the period 1978 to 1982.

C. Equity

i) Vertical, Measured by income, the tax would bde
regressive since the costs of motor fuel are a larger percentage
of 1income for lower income people than for higher income
irdividuals.,

As the cost of gas rises, under this modification, 3o would
the tax rate. Individuals in all income brackets tend to retain
vtheir consumption habits in spite of inecreasing c¢osts and,
therefore, on an ability-to-pay basis, the tax would remain
regressive.,

Measured on the benefits-received principal, however, =the
modification would improve equity since the tax would bear a
greater relationshiy to the service provided, i.e., highway

maintenance,

) Horizontal. On an income basis, there are no horizontal

e N

ities. Tne basis of the motor fuel tax is that of a user
fee, Those who uSe the highways most shoul” bear a greater tax
cost than those who do not. They snould contribute more f[or
construction, maintenance and repair of the road system.
Therefore, as costs increase to the user, it is assumed that this

15 due to increased use,.

D. Neutrality

As costs of hnighway maintenance and motor fuel increase, the
tax rate under this modification would also increase.
Indivicuals, depending on tne difference in tre price of motor

fuel, could cross over state lines to take advantage of lower

prices. Under a variable rate system, Iowa could %»e less
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competitive but little evidence exists $o indicate that tinils

action 1s often taken.
£. Yield

Tne foilowing tables show what rate would be necessary on an
ad valorum basis to preoduce the same revenue generated by the
unit price basis,

Table 27

Moter Fuel Revenue

A B (A X B) o

lowa Ave, Gallons Used Iowa Motor Average Price

Tax Rate in Iowa Fuel Tax Revenue of Gasoline
1978 7.037 ¢ 2,033,887,902 $143,125,000 £7.70 ¢
1979 8.744 1,947,541,599 179,886,233 9¢,30C
1380 3.744 1,789,106,846 178,050,670 123.490
1981 9.481 1,745,514,749 165,494,376 136.60
1982 11.244 1,688,948,834 189,910,797 121,40

* Note: Column D would be increased slilightly %o refllect hnighway
maintenance costs,

In the above zhart, Column C is the total %ax revenue gener-
ated by the present Iowa system for taxing metor fuel. In order
2 produce the same amount of tax revenue i 2ach year usiag the
proposed modification, the tax rate for each vear would be com-

puted as follows:

Motor Fuel

Cost of Motor Fuel Revenues Required

(Col, B X Col. D) Col. C Rate
1378 $1,376,942,110 $1483,125,000 10.39 ¢
1979 1,875,482,560 170,886,233 9.1
1980 2,207,757,848 178,050,670 8,06
1981 2,207,757,848 165,494,376 £.394
1982 2,219,278,702 189,610,797 8.55

If the 1978 required rate of 10.39 ¢ had besn used

for 1979-1982, revenues would have increased by $£198,226,029
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If tne 1979 required rate of 9.11 & nad been used
for 1980-1982, revenues would have increased by 87,063,580

If the 1980 required rate of 8.06 ¢ nad neen used 1
for 1981-1982, revenues would have increased by 15,649,165

-

If the 1981 reguired rate of 6.94 ¢ had heen used

for 1982, revenues wouid have decreased by . 35,832,855
Total z2dditiocnal revenues $265,C045.92¢C

While revenues could increase under the mocification, they
are iess stabie and predictable, In order to build stability,

frequent rate changes would still be necessary.

¥. Simplicity

The taxation of motor fuel on a variable rate basis as com-
pared t0 a unit rate basis would be more difficult from the point
of view of 2stimating future highway costs, consumption patterns
and expected gasoline price trends. Because the price of motor
fuel c¢an change from any number of factors, the lag time of :two

months to one year may produce rates which do not reflect the

true ¢o38%t associated with them.
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VI. PROPERTY TAX

A. Description

1. Property Subject te Tax
a., All real and tangible personal progperty
Classifications of Property

Residential

Agricultural

Commerical

Industrial

Personal

Personal property assessed as real property
Centrally assessed (utilities, railroads, etc.)
Other

Assessment of Property
a. Fair Market Value is the principal standard for all
classes of property

dgricultural - valued on basis of productivity and
net earning capacity determined on the basis of 1its
agricultural use

Director of Revenue biannually equalizes residential,
agricultural and commercial classes,

Statutory Limitations - Growth in taxable valuations
timited annually as listed below

Residential 4% or %

Agricultural 4 =

Commercial & Industrial - 4%

Jrility 34

Railroad 4% - Assessed at the same
percentage of market value as
gommercial, industrial or
centrally assessed property,
whichever is less

fersonal Property Assessments reduced by a
uniform percentage in each
assessing jurisdiction so the
gurrent year agaregate
assessed value does not
exceed that for G73.

(*Residential and agricultural land may increase only at an
equal rate if less than 4 percent,




5.

Exemptions

a,

State

1)

2)

Federal and state property

Municipal and Military property: Property of a
county, township, city, school corporation, levee
district, drainage district or miliitary company
of the state, when devoted to public use and not
held for profit. The exemption for property
owned by a =2ity or county also applies 1t
property operated by a city or 2 county as a
library, art gallery or museum, or as a :ocation
for holding athletic contests, sports or
entertainment events, expositions, meetings or
conventions, or leased from the city for any such
purpose.

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.

Fire Eguipment and Grounds: includes equipment
and publicly owned buildings and grounds used
exclusively for keeping them and for meetings of
fire companies,.

Property and Associations of War Veterans: does
not include property held for profit.

Property of Cemetery Associations: does ot
include property wused for the practice of
mortuary science,

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.

Property of Religious, Literary, and Charitable
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 1its 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 institutions included
in the above three areas and devoted to sustaining
them.
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Homes for soliders: inciudes bhuildings, grounds,
house and equipment of homes operated for nonprafit

Agricultural Produce: Growing agricultural
horticultural c¢rops and produce and all crops
produce hnarvested within one year previous 9o
listing.

Family Eguipment: inciudes all tangibie rpersonal
property customarily located and used in or about tne
residence or residences of the owner of the property;
all wearing apparel and food used or o be used bHy
the owner and nis family; and all personal effects.

Farm Equipment - drays and tocols: not exceed
$1,111 in value.

Government Lands: include government lands entered
and located, or lands purchased from the state, for
the year of the entry, location or purchase.

Public Airports: includes any lands whose use

beern granted to or accepted by the state cor

poiitical subdivision of the state for airport
aircraft landing area purposes. (Either state
local)

Graia which i3 subject to grain handling tax

Property of Servicemen: If any person enters the
armed services in time of aational emergency, alil
personal property used in making nis livelihocd in
excess of $300 shall not be taxed upon receipt of an
affidavit that such property was not used during his
absenge,

Rural Water Sales: includes the real and personal
property of a nonprofit corporation engaged in the
distribution and sale o2f water (o rural areas when
devoted to public use and not heid for profit,

Goods Stored by Warehousemen: provided such p
property is not offered for sale or soid by ik
at retail directly from the public warehouse.

Personal Property: All nerscnal property in
interstate commerce and certain property temporarily
stored in Iowa.

~
Zu

Pollution Control: New instaila ns [
2 peri
F the

o

“ion
control property and impoundments for
years, limited to the market value
Impoundment structures are alsg exem
year limitation does not apply.

; how
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23.

24,

25.
26.
27.

28.

Low=rent Housing: includes property owned and
operated by a nonprofit organization providing .ow
rent housing for the elderly angd the phyvsicall

n
.y and
mrentally handicapped. The exemption applies only
untii the terms of the original low-reat nousing
development mortgage is paid in full or expires,

noads anrnd Drainage Rights of Way: includes real
estate occupied as a public road, rignhts of way for
established public levees and rights of way for
gstablished, open, public drainage improvements,

Forest and Fruit Tree Reservations: incliludes forest
and fruit tree reservations meeting certain
aonditions. In all other cases wher trees are

planted ugon any tract of land, without regard to
areas, for forest, fruit, shade, or ornamenta.
purposes, or for windbreaks, the assessor shall not
increase the valuation of such property because of
such improvements.

Livestock
Motor Vehicles and Semi-~trailers
Busses and Trackless Trolleys

Coal which is held in inventory except when nheld dy a
centrally assessed entity.

Local Option

-
HY

Natural Conservation or Wildiife Areas: Locally
approved exemption for property used for certain
purposes must be applied for annually except for
wetlands which are allowed a three year exemption.
Subject to acreage limitations of one percent of
acres assessed as agricultural land or 3,000 acres 1in
gach county, with some allowances made for additional
acres after 1983. Lands included in this provision
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. Approval of
board of supervisors 1is not required.

Tndustrial Real Estate, Machirnery, and Equipment:
includes actual value added to indusirial real estate
by the new c¢onstruction of industrial real #2state and
the acquisition of or improvement to machinery and
equipment assessed as real. estate. A public nearing
must be held, The exemption 1is for a period of five
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years. Maximum benefits are prescribed by 3tatue as
ranging from 75 percent in the first year o '5
percent in the fifth year.

Urban Revitalization Tax Exemptions: Cgon
designation by the governing body ¢f an area 3as 3
revitalization area, an exemptisn Tor taxation based
upon the value added by improvements applies %o
qualifying real property.

Credits, Exemption or Reduced Valuation
a. Agricultural Land Tax Credit
1. <Credit against general fund school tax levies
in excess of the basic levy of $85.40 per
$1,000 wvaluation, Since the credit is only
partially funded the actual tenefits are less
than those presceribed,
Military Service Tax Exemption

1. Reduction in taxable wvalue depending on
period of military service.

2. Exemption varies from $1,8%2 to $2,778.

Homestead Tax Credit

1. Taxes levied on first 4,850 of taxable
value,

2. CLertain disabled veterans may qualify for
eredit equal to 100 percent of taxes,

Elderly and Disabled Property Tax Rent Assistance

1., Eligible  Thomeowners and renters irclude
individuals who are &% vyears and older,
surviving spouses 55 and oider or disabled.

Maximum household income 1is $12,000.

Reimbursement based on property taxes paid or
25% of rent paid for occupancy.

Percentage of base reimbursed
income ingreases. Property ne: must
deduct any homestead tLax credit,




Special Assessment Credit

1.

2.

Individuals with less than $5,C0C or income
may receive a direct reimbursement equal to
special assessment pa:d.

£ligibility requirements parailel those of
eiderly credit program.

Mobile Home Tax

1.

Tax 1is imposed in lieu of property tax at
rate of 10¢ per square foot semi-annually.

Assistance parallel to tnat provided under
elderly credit program is provided to reduce
tax burden of elderly and disabled mobile
nomeowners.

Industrial Machinery and Computers

1.

Taxable value of eligible property is limited
to 30 percent of property's net acquisition
cost. '

Eligible property includes industrial
machinery and equipment used in manufacturing
establishment and computers.

The reduced assessment applies to property
acquired or 1initially leased after December
31, 1981, ‘

Personal Property

1.

2.

Taxpayers receive a
annually by the State.

For taxes payable in 1984-1985; the credit is
equal to tax levied on first $175,000 of
assessed value.

Amount of c¢redit is to increase with ten
annual increases until personal property tax
is eliminated.

Personal property values are rolled back to
1973 assessment levels by assessing
jurisdiction.




B. Explanation of the Data

All the analyses 1in this chapter are bhased c¢n data compiled
by the Jowa Department of Revenue., The data covers fiscal years
1978/79 to 1983/84 for the follawing:

. Valuations after rollbacks by property class

. Gross tax levies (before state credit 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,

We developed two models to analyze modifications o the
current property tax system. The first model ¢alculates the
average tax rate that would be required to raise the same amgunt
of after-credit revenue if: 1) property was assessed at 80% cf
market value (property tax c¢redit would be retained) and 2)
rollbacks and c¢redits were eliminated, The second model
23t imates the revenue that would have been raised had the state
enacted a levy limitation rather than tha existiag system of

rolibacks and eredits,

The first model uses data from 1982/83 and 1983/34 for
property assessments, rollback percentages, tax revenue, and
sredit payments. To calculate the effect of reclacing rollbacks
with an 80% assessment ratio (and retaining credits), taxabdble
valuations were divided by the appropriate rollback percentage tc
cbtain market valuations. These valuations were thnen nultipiied
by .8 to obtain the new taxable valuations. The model then

aigebraically solved for the new tax rate, taking into account

the impact of ine new rate on the value of state ayments for ihns




homestead and perscral property tax credits. To caigculate the
effect of eliminating rollbacks and credits, tne same procedure
was foliowed, except that the new tax rate cculd be calculated by

dividing actual after-credit revenue by market valuations.

Trhe second model compares actual after-credit revenue
veginning in fiscai year 1878/79 to the revenue that would have
been aliowed if a levy limitation restricted revenue growth to
five percent per year plus the levy on new construction. The
amount of revenue ailowed wunder the levy limitation was

caiculated as follows:

1) Multiply actual tax revenue for 31978/79 by 1.05 and
divide 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.

Multiply market valuations by class by the new tax
rate calculated in 1) to obtain the levies coilected
from each class,

L
~—

4) Sum the revenues calculated in 3) to obtain total
revenue allowed in 1979/80. This sum becomes the
base for the next year.

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
mid 1970's the Department used the following percentages as a

rule of thumb,

Residential - 4.0%
Agricultural Land - 0.5%
Agricultural Building - 0.5%
Commercial - 2.0%
Industrial - 2.0%
Personal Real - 2.0%
Utilities - 2.0%

Qthers




In the early 1980's new construction declined as a percentage

of market value assessments. Because assessors do nobt separate
out new construction within classes of property, the Department
is unable to estimate the level of new construction activity in
the 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 new
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. Equit

1} JVertical. It is difficult to relate property tax costs
to income since tax records are based on properiy assessments
with no relation to the income of the property owners. Also,
economists' property tax incidence theories have undergone a
change in the last iwo 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 structures,
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 wmore recent theory postulates <that in the nation as a
whole, the tax is an element in the cost of using taxed capital
goods, including land and structures. The further assumption is
that investors will shift their investments from heavily taxed to
more lightly taxed, or untaxed activities, thus lowering the rate
of return to all 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.




Another criticism of the regressive model of the property tax
burden rests on the use of annual income as the measure to which
tne tax is applied. The argument is made that housing cholces
are made based on assumptions as ¢$to long range incCome and,
therefore, the proper measure is average income over a reasconable
period ¢f time, similar %o the income averaging used for Iincome
tax purposes, Under this income measure, the property tax is
proportional. )

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, it 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 %o address this
problem and does lessen the regressivity of the tax at the lower

income levels for particular groups of taxpayers.

2) Horizon<tal. Since income data for specific property

taxpayers is no! available, <the horizontal equity must be
examined in anothner way. Owners of different classes of property
may be treated differently even though their property has the
same value, For example, If agricultural property increases in
value three percent and residential property increases seven
percent, both will be rolled back %to %the three-percent level. ¥
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 owners of
farmland not available to other taxpayers for costs of
education. Because of the state reimbursement, the burden is
shifted to non-farm owners. The farm owners are also eligible

*  Assuming taxable valuations equal or exceed market

valuations.
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for the homestead credit available %o owner-occupants of
residential property.

Differential methods of assessment also affect horizontal
equity. Agricultural land is assessed on a productivity or
income basis wit no regard for market or purchase value.
Commercial and industrial 1land and property is also income
producing, but market value c¢oansiderations are the major
componen% in their wvaluation although income producticn and

capitalization are also considered.

Personal property owners also receive differential treat-
ment . Farm equipment, for example is exempt up to $1,111.
Machinery and equipment, farm or gpon-farm, is not exempt.
However, if such machinery is attached, it is taxed as realty and
is not subject to the personal property tax credit. Indussrial
machinery is considered to be realty whether it is attached or
noy, The machinery and computer credit partially address <Lhe
latter disparity. Agricultural produce, while growing or
harvested in the last year is exempt, as is grain handled by
elevators, mills and processing plants but <the inventory of

mapnufacturers and merchants is not exempt.

3) Equity Summary.

The property tax is generally considered a regresgsive tax
when measured by income. If a benefits-received principle is
assumed to be the basis for imposition there are still equiuy
problems since the assessed value of property does not

necessarily relate to local government benefits, 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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Horizontally the different tax treatment accorded differens
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 district to
taxing district, Location decisions are more often based on

droad measures, such as exemptions rather than rates alone.

Rate

The tax rate in 1983 varied from a low of $24.80 per $1,000
to a high of $34.72 per thousand. Rates, however, untied to
Assessment levels do not give an idea of comparative tax
liability. The 1984 Prentice-Hall All States Handbook, lists the

following composite average rates and assessment bases for the

comparable states based on rates in effect prior to 1982,

Table 28

Comparison of Tax Base and Rates

Composite Average
State Rate (per $1,000) Assessment Ratio

Towa $ 29.78 100.00%
Kansas $140.88 30.00%
Minnesota $100.07 43.00% (for comm-
cial-industrial;
18 categories with
different ratios exist)
Missouri $76.63 33-1/3%
Nebraska $33.27 100.00¢%
North Dakota $271.02 508 X 10%
(9% for residential)
South Dakota $17.68 60.00%¢
(Agricultural 49.44)
Wisconsin $45.10 100.009%




2. Special Farmland Treatament

Beginning with Maryland in 1956, the states nave been moving
toward special, favorable assessment treatment for farmland. One
of the two most common approaches is based on reéstricting the
conversion of farmland by restricting the value to current use.
Missouri, South Dakota and WNebraska use <his 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 %o
recognize de facto special assessment treatment and to avoid
court ordered increases in assessments,

The methods used by the states Lo determine the productivity
or income value varies. Most states {(40%) tie the capitalization
rate %0 %the Federal Land Bank Mortgage interest rate averaged
over a_period of years. Other methods used are a set rate [ixed
in the 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 of the farmland value. Asseased values have risen
in JIowa, but declined 1in Illinois,. Agricultural economistis
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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Limitations

The roll-back is the most recent limitation factor 1lapcsed In
Iowa to offer tax relief. GEarlier ones included rate limits for
cities, counties and other local governments and rate and
spending limits for school districts. Tne roll-back does not
iimit rates or spéending, but, rather, 1limits the assessment
growth, In order to produce relief, both the rate and tne
assesament must be limited. 1If, for example, the roll-backs had
10t been in effect in 1982-83, local governments could have taxed
o2n a bdase §$386,000,000 greater without raising tneir rates.
However, school spending limits could rave restricted the use of
this base since they are tied to changes in enrollment and the

rate of inflation.

Under the current roll back system taxable valuations are
zllowed to grow at four percent per year for most classes of
property. As long as taxable valuations remain below market
value, taxable valuations may grow at four percent, even 1iFf
market value increases at less than four percent. Taxabie
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. This was
possible Decause the rapid growth of market values in the late
1970's created a large difference between taxable and market
values. The difference 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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pubilc airports. Other exemptions are partial and are applied to
a portion of otherwise taxable property. Examples 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 (T71%), with non-profit organizations accounting for
13.5 percent and the rest held by the federal government, The
intent of most of these exemptions is to allow for the provision
of community service 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 s2ll their homes
wnen the taxes become too high, businesses are most concerned
with assessment practices and exemptions, and farmers operating
in the margin, may sell their farms to conglomerates or to

developers when taxes become too burdenscome,
<

Iowa has responded to these concerns through the homestead
exemption, the personal property roll-dack, 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 business 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
which could be due to several factors, e.g., the five ysar
rolling average, the set capitalization rate and the country-wide
averages. The roll-backs, however, have stablized both the

property tax burden and revenues.
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', Growtn/Elasticity

Actual collections from the property tax increased during the
years 1978-72 to 1983-84 from $950,000,000 o $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 in 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-
&3 was 29.5 percent, The taxable base, subject to 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., Because of the rate and spending limits, it 1is 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 130.30
percent of total state and local revenues for the states as a
whole. The percentages of the comparable states are found below.

Table 30
¥ of Major state
State local taxes
Iowa . . . . . . 0 e e e e e e e e 40.15¢%
Illinois. . . . . . .+ . « « « « .+ . . 40.35%
Kansas . . . . . . v e e e e e bo.82¢
Minnesota . . . . . . . . . « v . . . 32.37¢
Missouri . . . . . . . . .. ... 39.55%
Nebraska . . . . . .+ v v v v v v . . Uy . 66%
North Dakota. . . . . . . . . . . . . 32.73%
South bDakota. . . . . . . . .+ . . . . Uy, 29¢
Wisconsin e e e e e e e e e e 36.66%
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3. Capacity

According to the most recent ACIR index the capacity of the
oroperty tax in Iowa is 119.98 and the effort 103.1.

4., Yield Summary

Coliections 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 1s assessed
locally but subject to egualization 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 or dollar limitations. The actual rate is then applied
to assessed value to produce the computed tax which is then
subject to further credits. There are hundreds of taxing bodies
and a single tax b»ill 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 d»o
not understand the system. It is commonly believed that this
lack of understanding, coupled with the lump-sum billing system
(as opposed to the withholding system on income taxes and the
transaction-by-transaction nature of the sales tax) makes the
property tax the least favored of all state and local taxes.
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Possitle Modifications

Impose Levy Limitation in Lieu of Assessment and Rate Limi%s

Description

lowa currently limits increases in the property tax burden
through a combination of assessment rollbacks and tax rate
iimits, The interaction of these two provisions indirectly
limits the growth of property tax revenues, altnough the extent
of the Limitation depends on tne 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 construction so that levies
in rapidly growing towns could increase by more than five per-
cent., The current system of rollbacks and credits woulcd be
eliminated. The purpose of this modification is not to radically
change the amount of revenue raised by <the property tax, but
rather to simplify the current property tax system,

B. Equity

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 1limitation
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.




F........................-lIIIlIlIIII-.---.-.-.---.----.----_____-___________

C. Neutrality

Introducing a levy limitation would not have a large impact
on the pneutrality 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. 1In this 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.

4 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 c¢redits 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 future
impact of rollbacks.) The following table compares the state-
wide consclidated tax rates for fiscal year 1983/8%4 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 is important %to note that each taxing Jjurisdication
applies a single rate to 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

Comparison of 1983/84 Property Tax Rates Required to
Raise the Same Revenue in 1933/84

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 differences in tax burden

for different property classes that could arise if the rolliback
and credit system were eliminated, we have calculated what reve-
nues would have been if the state had implemented gz 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




under the levy limitation was calculated by allowing revenue
raised in fiscal year 1978/79 {(the last year before the roll-
backs) to increase at five percent each year, not including
levies collected from new construction. Year-by-year calcula-
tions appear in the Appendix,

Table 32

Comparison of Actual Revenue and
Revenue Allowed Under a Levy Limitation

1978/79 Actual Revenues (After Credits) $950,162,196

1983/84 Actual Revenues (After Credits) $1,410,259,669

1983/84 Estimated Revenues - Levy Limitation $1,342,453,190
% Difference 4.8%

Had a levy limitation Dbeen implemented in fiscal year
1978/79, revenues would have been five percent less ($67.8
million) than actual after-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. Both scenarios are pre-

sented in the Appendix.

E. Simplicjity

A levy limitation in place of the current system of roll-
backs, rate limitations, and c¢redits 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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levy limitation would also increase tne predictabilit

The
and stability of property tax revenues., This predicability can
nelp in the planning process as local governments 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, In times of high
inflation, such a strict limit could force an erosion of lccally
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 comamon types of state limitations are based
on the growth 1in 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,
many states were facing shortfalls and any surplus which had not
been given to eithner residents (Wisconsin and Alaska) or to local
governments (California}) were spent as a part of "rainy day"”

provisions built intc the limitations.

Of the limitations referenda on ballots this November,
California "Jarvis II"™ and Michigan's state limitation lost.
Oregon's also lost Dby a narrow margin. Marvland loosened the

country spending limitations in its referendum.

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.




2. Reduce tne Assegsment Ratio in Lieu of Rollbacks

A. Description

Under this modification, all property would be taxed at the
same fixed percentage of market or productivity value, The
current property credits could remain, but the rol iback

provisions would be eliminated.

B. Explanation of the Data

For <tne purposes of this analysis wWe have estimated the tax
rates that would be required to raise the same amount of revenue
after credits were paid if property were taxed on 80 percent of
its market value,

. Equity

Vertical. The proposed modification 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 1acrease 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 decisiosns
would change little. The total tax bill of some taxpayers would
increase, while the tax bill of others would decrease by the same
amount. Again, because residential taxpavers have received the
greatest benefit from the rollbacks, their bills would increase
the most. The financial incentives established by these changes
could cause some taxpayers to buy or sell property in order to

minimize their changed tax burden.

189



A numder oI states assess oroperty at less than full market*
value as snown earlier in Table 47. Without a corresponding
iimit on tax rates, the reduced assessment ratis would have
littie effect o©on tax revenue because the tax rates couid be
ralsed or lowered to obtain the desired revenge. AS shown in the
tabie the tax rates in states with iow assessment ratios are much
nigher thar those in states where property is taxed at 00

percent of market valuye.

As discussed earlier, the revenue raised uncder this modifi-
cation would not necessarily change since tax rates could be ag-
justed to obtain the same revenue. The table below compares the
actual 1983/8Y4 rates with those needed %o obtain the same reve-
nue, These new rates take intc 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. 3Simplicity

This modification would somewhat simplify the administration
of the property tax. The chief simplification would be to
eliminate the need to calculate a new rollback percentage for
each year; 1in effect this modification would establish a

permanent rollback of 20 percent,

The reduced assessment ratio would eliminate the restrictions
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, increases in market value would




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, if 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. Deseription

Presently, tangible personal property, except personal prop-
erty assessed as real property, 1is subject to a rollback pro-
vision which reduces current aggregate assessed value to the 1973
aggregate assessed value by assessing district. In addition,
taxpayers receive a credit up to an amount established by the
state on an annual basis (1984-8%5 credit 1is $175,000). The
personal property tax is to be phased out through increases in
the credit over time, The tenth increase results in elimina-
tion. The phase-out is in its fifth 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 1s treated as
real  property. Further, machinery wused {n manufacturing

establishments is also treated as real property.

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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B. Explaration of the Data

The analysis was based on 1982/83 data to calculate the
effect of the elimination.

C. Equity

1} Vertical. The present credit and rollback provisions in
the personal property tax law tend to exempt the majority of
farmers and small businesses from the tax. Businesses with large
inventories or many tangible assets bear most of the burden, but
since the presence of such property may bear little relation to
present income, the gresent %ax is not necessarily related to

ability 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, winich is not available for commercial equipment, and
the harvested crops and produce exemption, which is not available

for manufactured goods.

The modification 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 sSuch property acquired or initially leased after
December !, 1983 is valued for tax purposes at 30 percent of its

net acquisgsition cost.

D. Neutrality

Seven states, as of January 1, 1984, exempted perscnal
property generally (Delaware, Hawaii, Illinios, New York, North
Dakota, Pennsylvania and South Dakota). Nineteen exempt inven-
tories of merchants and manufacturers held for processing or

sale, and one exempts inventories with minor exceptions. A

listing of the comparable states' tax treatment follows:




Table 34

Comparison of Property Tax Treatment of Inventories

State Inventories Taxed

Iowa Yes - subject to credit & rollback
Illinios No tax

Kansas Yes

Minnesota No tax

Missouri Taxed under business license tax

(Merchants Ad Valorem Tax)

Nebraska Exempt
Noarth Dakota No tax
South Dakota No tax
Wisconsin 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. Attachment 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 commeon 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 that year revenues from personal property

accounted for one percent of total after credit revenues,

Simplicity

The elimination of the tax on personal property would simp-
lify the current system of rollbacks and partial exempiions, re-
ducing the administrative effort required from county and state
governments. In addition, the elimination of the Zax would end
the uncertainty over future tax liability generated by the de-

iayed ten year phase out.

Treat Industrial Machinery and Computers as Other Machinery

and Equipment

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 property 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
B

The analysis 1is based on Department of Revenue estimates
based on 1983 data.

Tax revenue would have been approximately $22 million if only
the personal property credit were deducted from personal
property tax revenues and the $8,000,000 live stock credic
was not discontinued.




C. Equity

1) Vertical. This modification would have little effect on
vertical equity.

2) Horizontal. This modification 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
lowa 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 c¢redit program would reduce: 1) tax revenue
received from business, 2) state payments to counties to replace
lost revenue, and 3) the drain of state resources to fund the
credit program. The Department of Revenue estimates that, based
on 1983 assessments, $7.! 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 1lose approximately $10 million total in
property tax revenue, The $10 million represents only tne
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 c¢redit would reduce the
administrative work load of the Department of Revenue. Taxpayers
property tax calculations would be somewhat simplified.
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5. 1Impose Pavment In-Lieu-of Taxes on Non-governmental Exempt

Progertz

A. Description

Under this modification, the state would c¢ollect payments
from non-governmental property currently exempt from property
taxes to replace the revenue that, if ownership were different,
would be collected. Payments could be collected from some opr ali
of the properties 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 lands whose use has
been granted to and accepted by the state, or any
political subdivision of the state feor airport or
aircraft landing area purposes. (Either state or
local)

- Property of Cemetary Associations: Does not 1include
property used for the practice of mortuary science,

- Libraries and Art Galleries: Incliudes iibraries and
galleries owned and kept by private individuals,
assoclations or corporations, for public use and not
for private profit.

- Property of Religious, Literary, and Charitable
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.

- Personal Property of Institutions and Students:
Moneys and credits belonging to institutions included
in the above three areas and devoted to sustaining
them, Includes books, papers, apparatus, works of
art used solely for those purposes,

- Property of Educational Institutions: Real estate
ownecd by any educational institution of this state as
a part of its endowment fund with certain limitations
depending upon the year acquired.

196




- Homes for Soldiers., Includes buildings, grounds, and
house eguipment., Must be not for profit.

The payment could be calcuiated in many different ways and/or
couid be negotiated between the state and the property owner.
The federal government makes payments in-lieu-of-taxes on fed-
eraliy owned parks, wilderness areas and other open land, based
on a formula allocating a flat sum per acre. A number of states
makxe payments in-lieu-of-taxes on state owned property. New
Jersey, for exampie, makes payments to local governments based ¢n
the assessed value of state owned property ang 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. Equity

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, vet provide basic municipal services to these
property owners, While most towns have a limited amount of
axempt property in their Jjurisdiction, in a smal number of
towna, exempt property accounts for a sizeable portion 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 1implications of the imposition of payments in-
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

Special treatment.
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D. Neytrallt

The 1imposition of a substantial payment in-lieu-of-taxes
could influence the location decisiosns of certain 1institutlions
Wwnicn 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 little effect on

neutrality, although specific decisions could be affected.
p

E. Yield

It is impossible to calculate the total vyield from this
modification due to the uncertainty of the methodology used to
calgcuiate the payment. Total revenue, in all probability, would
not be significant, although the additional revenue could be

significant for t{owns with large amounts of exempt property.

F. Simplicity

The imposition of payments in-lieu-of-taxes would be diffi-
cult to administer. An equitable method of calculating the
payment as well 33 a complete inventory of exempt property would
need to be developed. Thus the 1initial effort would be a
significant administrative burden; once an operating system was

established, the administrative burden would decline,

6. Fxpand the Elderly and Disabled Credit to Include all Low-

Tncome Owners and Renters and Abolish the Homestead Credit

A. Description

Under this modification, all low income owners and renters
would receive a credit graduated by income class. The homestead
credit would be abolisned., The expanded credi: would be admin-
istered by the Department of Revenue in the same fashion as the
current Elderly and Disabled Credit.
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B, Explanation of the Data

The apalysis 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 c¢lass, median rent paid by income

class and the number of owner occupied and rental units in Iowa.

. Equity
1} Vertical. This modification would improve the
progressivity of the property tax. Homeowners with income

greater than the income cutoff would lose “he homestead credi:
and would pay more in property taxes. Based on the consolidated
state-wide average tax rate of 23.11 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

¢redit check equal to a percentage of their total property tax

bill. The percentage would change based on income as shown
beiow:
Income Percent 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 differences

in the amount of property tax paid on houses of the same value if
the owners had radically different incomes. A low income person
owning a house would receive a tax credit, while a nigher income
person would not. To the extent that low income persons who own
nemes are elderly {(and thus receive a credit), this horizontal

ineguity is present in the current system. Thus, the expanded
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credit would probably not have an important impact on horizontal

equity.

D. Neutrality

The expanded <c¢redit would have 1little impact on the
neutrality of the property tax., A table from the ACIR

publication Significant Features of Fiscal Federalism, 1982/83

describes circull breaker property tax relief programs In other

states and appears in the Appendix.

Yield

The total cost to the state of funding the credit for all low
income owner renters would be very unlikely to exceed the amount
currentiy 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. Simplicity

The administrative cost created »y the modification would be
greatest in the first years after enactment, Howaver, as the
state already administers a program with similar provisicns, the

modification would not cause undue burden.

7. Eliminate the Military Service Credit

A. Descriptiocon

Tnis modification would abolish the military service
exemption which reduces the taxable value of real r personal

property of eligible Iowans who served irn the military forces
during specified war time periods.




Explanation of tne Data

Data from 1983/84 was used in the analysis,

C. Equity

1) Vertical. The modification would nave little effect on
vertical equity.

2) Horizontal. The modification would eliminate the
differential treatment accorded to Veterans. The present

exemption aiso differentiates by the war in which the veteran

served.

D. Neutrality

Tnis modification would have little effect on neutrality.

E. Yield

The elimination of the military service c¢redit would have

created a gain of revenue of $3.3 million 1in f{iscal year

1983/84. The amount of the revenue gain would slowly decline as

the population of veterans of early wars (and their spouses)

decreases over time.

F. Simplicity

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 administration.
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8. Change the Farmland Productivitv Formula

A. Description

The present farmland productivity formula is based on input
factors f{average production and county grain prices less ex-
penses) averaged over five years and a capitalization rate of 7
percent, The modification would change the capitalization rate
from 7 percent %0 the Federal Land Bank Mortgage 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. Explianation of the Data

The data was received from the Towa Department of Revenue.

C. Eguity

) Vertical. The modification does not affect vertical
equity.

2) Horizontal. 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 rapidiy.

D. Neutrality

Since this modification would decrease values, farm owners
would have lower taxes and less 1incentives to sell their
properties, Forty percent of the states peg their cap rates to
the Federal Land Bank rates although most wuse 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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£. Yield

The modification would decrease revenues since the Federal
Land Bank rate 1is between 12 and 14 percent compared to the
aresent 7 percent, If the increase were limited to one percent
per year, the revenues would not change radically in any s3single
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. Desc¢ription

Under tnis 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 for direct educational and most operating costs of public
s3choolis. Local school districts would continue to be responsible

for most special school taxes.

A State Tax Commission would be created to conduet an annual
review of the need for additional revenues te furd education. If
necessary, the commission would temporarily increase income and
sales taxes at rates sufficient to Rgenerate tne funds required
for schools,

Because the state would be assuming the bulk of educatiocon
¢costs currently covered by property taxes, property tax credits
now paid by the state would be eliminated. The only exception
would be the extraordinary property tax credit for low-income
elderly and handicapped Iowans which would be available only o
those whose homes are assessed at less than $30,000 and whose net
worth is less than $50,000.
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Zqualization orders of the Iowa Depariment of Revenue, which
would no longer be needed for equitable distribution of schcol
aid, would no longer be legally binding and would serve only as !
guidelines.

1. State assumes property tax burden of eduycation coats,

A, State Lo assume 100 percent of the funding ~{or the
controlled budget cost per pupil,

Present concept of controlled school budget and allowable
growth to be continued. 1

Funding to be based on actual head count for current
budget year,

B. Local districts to be responsible for +that part of their
€08ts now covered by bond levies, site fund levy, ete.

C. Local districts may vote enrichment tax as now permitted
if they wish %o exceed the state mandated cost per pupil
spending.

IT. State Tax Commission adjusts income and sales taxes %o
generate revenues needed for education.

A. A State Tax Commission to be established chaired by the
Governor and including the Comptroller, Majority Leader of
the Senate, Speaker of the House and Director of the
Legislative Fiscal Bureau.

Tax Commission to meet July 1 of each year to determine
additional revenue, if any, necessary to fund %the 100 1
percent school aid.

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 4the dollar. if this
provision results in an unequal blend of <¢axes, it shall
be corrected the following year if possible.

Special surtax for education %o apply to personal and
corporate income, bank franchise and insurance premium
taxes.

C. Tax Commission to be authorized to impose special taxes
for one-year period without legislative action.
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IV.

Property tax c¢redits to be eliminated.
Remaining personal property tax o be discontinued.

Machinery and equipment to be taxed at 30 percent of value
but state will not replace balance.

The extraordinary property tax <c¢redit for low-income
elderly and disabled Iowans will be replaced by the
following:
A house valued for tax purposes at $30,000 or more
shall not be eligible for tax credit.

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 appiica-
tion. The assessor may also consider the lacome 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.

Equalization orders to be guidelines.

A,

The Revenue Deparitment 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.

In school districts which overlap assessor jurisdictions,
the assessors shall confer %o equalize values 1in the

border areas.

Assessor Jjurisdictions, 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).

Explanation of the Data

tate assumes property tax burden of education costs.

A.

Current K-12 formula funding
based on budget enrollents
{including "phantoms™) for
1984.85
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State Aid 702,748,733
Property Tax 683,737,549

Total $1,386,486,282

Proposed X-12 funding based
on actual head counts, with
full state assumption

State Aid (current) 643,523,144
Plus shift from property tax® 607,597,062
Total $1,310,345,795

Statewide property tax relief
resulting in change to actual
head counts 76,140,487

Assuming S percent allowable
growth for 1985-86, additional
state funding for that year of 65,517,290

#This $607.6 million is the additional cost to the
state of "100% school aid".

B. Local districts may continue to vote the enrichment
vax.

In 1983-84, seven special school
taxes, on a statewide basis,
generated 38,494,544

C. Local districts may continue to vote the enrichment
tax.

In 1983-84, 53 school districts
assessed the enrichment tax 2,895,876

Income, sales tax adjustments

Based on most recent estimates of FY85 revenues available from
comptroller and Revenue Departnment:

Each 1¢ sales tax yields $177 million

Estimated FY85 (millions)

Personal income tax $1,0017
Corporate income tax 156
Insurance premium tax 55
Franchise tax 7.6

$1,235.6 million
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THEREFORE:

Each 1% surtax yields $12.4 million
Cost of assuming 100%
school aid $607.6 million
Eliminating property tax credits
saves 200 million
Need additional $407.6 million
Additional 1¢ sales tax $177 _million

Need income surtax
equaling $230.6 million

Therefore, a surtax of 18.7 percent and an additional one-cent
sales tax would be necessary for the state to assume all public
school operating costis.

Elimination of property tax credits

Savings estimated at $200 million

Homestead 97.4
Personal property 53.8
Agricultural land 43.5
Military service 3.3
Special assessment J
Mobile home N
Industrial machinery 7.0
and computer -
#Total property tax credits# $205.2 million

#Estimated expenditures for FY85

The elderly and disabled property tax credit is estimated L0 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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.credi: would be because the Revenue Department does notl have
specific data on the assessed value of the homes or the nel worin
of current recipients. In addition, the loss of the nomestead
credit could result in a significant increase in %the number of

property owners eligible for the elderly/disabled credit,

Because it is possible that costs to the state of the
elderly/disabled c¢redit could increase, the figure wused for
savings on property tax credits is $200 million rather than $205.2

million,

C. Equity

1Y) Vertical. The %tax changes %o fund the modification could have
a significant effec¢t on vertical equity. The proposal would increase
the sales tax by one percent Lo 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, tihe

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 the

same proportion.

The modification could have an overall regressive lmpact on tne
individual income %tax, in that the reduction in property taxes whicn
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 Count Dallas County  Renter
(Mason City) {Adel)

Gross Tax $841 $884 n.a.-
Homestead Credit _$136 _$iu3
Current Tax Bill $705 $74 n.a.
School Tax $373 $351 n.a.
Proposal Tax Bill (w/o) $468 $533 n.a.
Homestead Credit or
School Levy) R
Effect on Property Tax -$237 -$208 n.a.
State Income Tax $1,353 $1,353 1,353
18.7% Surtax +$253 +$253 +253
Sales Tax®® $285 $285 $285
¢ Increase +$ T +$ 71 +$71
Income and Sales +$324 +$324 +$324
Property _-$231 _~$208 -0
Net Effect on total +$ 87 +$116 +324
Taxes Paid

*1 wage-earner, married, 2 dependents with an income of $30,000 and a
home taxed a%t $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 corporatiens, financ.al
institutions, and insurance companies which own relatively ittlie
property in-state, Dbut have part of their income apportioned <o
lowa, These companies, which are generally non-resident apportioners,
wouid probably not benefit substantially from the property tax
reduction and would pay more under the surcharge. To the extent lhat
non-resident apportioniag corporations tend %o have larger incomes
than firms residing 1in Iowa, the surcharge would increase the
progressivity of the corporate income %tax with respect to corporate

income.

2) Horizontal. The proposal would reduce tne horizontal in-

equities which result from differences in school funding due o
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 distriet in

which they lived.

D. Neutrality

The proposal could impact business location decisions. The
financial incentives established by this modification would depend on
type of business and investment considered. The proposal would reduce
the tax burden on companies which own or plan to purchase .Large
amounts of property in Jowa, and which make few sales In Iowa thus
having little of their income apportioned to Iowa 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 companies
which would be subjeect to the single- factor formula and which would
not benefit from property tax reduction, the atiractiveness of Iowa as

a business location would decline,
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E. Yield

The proposal is intended to be revenue-neutral in that reductions
in the property tax will be offset by increases in the income and

sales taxes.

F. Simplicit

The proposal is not simple since it involves yearly estimates of
additional revenues, changes in forms, changes in retail tax tables
and so forth. Constantly changing tax rates tend to lead Lo 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 1is
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 Towa individual
income tax. This section first examines the tax incidence for
all returns and then analyzes incidence for different subgroups
of lowa 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,




Table 1,01

STATE INDIVIDUAL INCOME TAXES: JANUARY 1, 1984

Tnconms Wrackels
Lowest Highest

Tederal
Income Tax

Rate RNange la) Pecsonal Fxemptions

State

[percent)

lenda)

[over)

singTe

FHarcied

Dependents

Deductible

Alabama
Arcizona(b}
Atkansas
Californlaib)
Colorado(bl)

Delaware
Georgla
Hawail
Idaho
11linole

Indiane
Jowa(b)
Ranaas
Kentucky
Louisliana

Maineid)
Maryland
Masnachusetts
Michigan
Minnesotaib)

Missteeippl
Missouri
Montana(h)
Nebraska
New Jersey

New Mexico
New York

North Carollna

Horth Dakota
Ohio

Ok lahoma
Qregonib}
Pannsylvanla
fhode lTeland

South Carollnaib)

Utah

Vermont
Vicqinia

West Virqinia
W, sconsinib)

District of
Columbia

Tax Administrator's Hews,

(=R E-F N -N-N-X-X-

3.001)
3.0(7)
7.016}14)
11,0(1t)(a)
8.0t1l)1q)

- 13.5(1%)
- 6,018)
5 - 1100t la.n}
- T.5(6)(1)
3.0

3.0

= 13,0011} (o)
9.010)
6.01%)
6.0t

19.0{8)

- 16.0(13)¢(d)

- 5.00))

- 6.00(10)

= 11,0010}
U.5, tax

- 3.5%(3)

1.8019)1¢}

14,0000t

7.015)

y.0(m{v)
- 9.5(8)

- 6,007 {x)
- 10.8(7)
2.485

6% U.S, rex
.0 -

7.0(6)

= 7.75(8)
U.S, tax{y)
- 5.75(4)
- 13.001M
- 10.0(8)

2.6 - 11.90410)

500
1,017
3,000
4.600(a,f)
1,413

1,000
15041
1.300¢a)
1,000
rlat

rFlat
1,02)
2,000{c)
1,000
10,000

2,000(c)
1,000
Flat
Flat
€12

3,000
1,000
1,200

10,000

1,000
1,000
1,000
), 000
5,000

1,000
500
Flat
2,000
150(c)
3,000

1,000(z)
1,900

1,000

§ 1,0001c)
6,1021c)
25,000
25,430101)
14, 1%)

50,900
7,000(L)
30,800
%, 000
rate

Tate
76,12%
25,000(c)
8,000
50,000

25,000(c)
3,000
rete
rote
16.92%

10,000
9,000
42,000

50,000

100,000
23,000
10,000
50,000

106,000

1.%00
5.000
rate

10,000

),15014c)

12,000
60,0001t}
51,600

25,000

$1,500
1.75%
11.50(e)
J8(e)
1,20}

600
1,500()}
1,000
1.000(1,m)
1,000

1,000
20(e}

1,000
20{e)

4,500(p)

1,000
2900
2,200
1,500
68ie}

6,000
1,200
960

1,000

1,000(m)
hoo
1,100
1.000(m)
1,0001w)

1,000
BS(e)
]

400

150(m)

s00
8oo
20(e]

150({m)

$ ),000

J.51e
ISte)
T6ie)

2,408

1,200
3,000(9)
2,000
7.000(1,m)
2,000

2,000(n)
401e)

2,000
40{e)

$,000(p)

1,000
1,600
4,4001r)
).000
1)6te)

$,500
2,400
1,920

2,000

2,000(m)
1,600
3,300
2,000(m}
2.000(w)

2,000
170(e)
9
1,600
1.500(m)
1,200

1,600
10{e)

1.500(m)

National Association of Tax Adminlstrators

300

1,058
6{e)
12(e)

1,203

600

100
1,000
1,000(1,m)
1,000

500
1%(e)

1,000
20(e)

1,000

LR B B N

1,000
800
100

1,%00

68(e)

1.%00
199
560

1 Xm0

1,000

1.000(m)
809
800

1,000(m)

1,000(w)

1,000
A5(e)
]
800
150(m)

800
800
201ie)

750(m)

o




Table 1.C2
Page 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
lowa 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 hicher graduated tax rates
than when the tax is computed on Iowa source income. The tax-
payer receives a credit 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 Jowa tax liability of these
individuals. The law aflected 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-Jowa 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 was 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
Page 2

Minimum Tax and Tax on Lump Sum Distribution

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 percent of total tax liability.




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 nhigher 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 menmbers,

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
sumnming 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.

J
!
p
|
:
ﬁ
!
b
L
4




b I TE IRTIT

VIAD Y Met'ee
645 041 -000° 05
-t
bbb 019960 418

S6b'40-000° Gk

SR Y S ¢
LIE Bt}

il
NS e
MM VL BOML

n®i’ s Lo L ILTE T

- ws . LRl N s me e LT T
- iy bh st

ut'- gt L TR R 1ms utt Mg Y e
"~ we'L . sed'r2s-pe'ety ury 1t e LOCIR Y
- - 60410001 s g e "'ie-e'us
ne- wm’ ' : wit e usY PRI YT
ne ue) LN o' st -0t
w ue us we'1-0

W08 SO S MOm!
2Tt U] I»

- —veens et

NN SN L SO ? i
Lk It ) 1} ]
NN M
TN 1v) DO L1
IS ANWS Ar
INMIm 1yt 3O

1064 s uig SN 1IN U

1816 10's (N : S0P AL CHTS
us's i RE ¥ 1T
b1{N 't i N At 'l ue's o' 5400006 ¢
" Wy "'y PR TER N 4 we't 052
1wt 't L KR : ®ee ey N
TLM IS b0 00 : L | bt

TN 1t : Ak 50-008°S)

us w

S e SN SN ST SEMNN I DR |
SUINI ) SUMNME UMM IR\ LIS IRET) ]

st
iest S 1y 29
1S 1w 1A THXIN v, MM
TMMINE (v 3OMI

TZ2*'T arqel




Table 1.22

AVERAGE DIFFERENCE IN INCIDENCE
BETWEEN DIFFERENT FANILY SIZES
By TATABLE INCORE
1978-1982

1XCDAE 1978 1919 198d 1981 1982

— o -

$1-$4,959 -39 -.182 -0 -2 -2
£3,000-49, 599 - -9 -m - 821 -.861
$18,088-524,999 -7 - -1 -3 -3
$25,890-349,008 -S54 -9 -5 - 431 -3n
§50, 008-$59 999 30 -1 -.261 - 381 - 361
$189,800 & OVER 531 A3 22 141 - 861

4 & positive nusber 1ndicates that as family size increases, the
effective tax rate also increases. A negative nusber indicites
that as fasrly size intreases, tax incidence gecreases.

AVERAGE DIFFEREMCE IN IMCIDENCE
BETMEEN DIFFERENT TAIABLE JNCOMES
BY FARILY SIIE
1478-1982
FamiLY
511 1978 1979 1988 1981 1982

e

I RERBER 4,54 4.961 4.952 L5811 3N
2 MEMBERS Sa . S 4,681 L™
3 WEMBERS 5.201 .34 .18 4.811 5. 541
4 MENBERS L 5.20 S.31 3.5t 3.461
5 MEMBERS 5. 462 5.211 3.351 % J.401

48 4 positive nusder 1ndicates that as taxable incose increases, so does the
effective tax rate.



1.3 BURDEN BY FARM/NONFARM CLASSIFICATION

The chart compares the tax incidence for filers seif-
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.




INCIDENCE FOR FARM/NONFARN
1981

ABJUSTED BROSS INCIDENCE INC1BENCE
INCOME BRACKET

$1-4,999
$5,000-59,999
§10.008-524,999
$25,890-849,999
$50,008- 499,999
OVER $109,08¢

AVERABE

Table 1,31




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. '
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Table 1,41

TA1 INCIDENCE FOR
URBAN; RURAL ARERS
1978

T T O T T Y T T Y R T R T T LR T LT I L)
- MURALCURBAN

BRACKET RURAL URBAN  + RURALURBAN
$1-84,999 391 BT -’
$5,008-$9,999 1,142 1.782 -2
’1‘.""’2‘.“? 2-m 2cm 0“1
$25,090-549, 080 i 3.461 641
$58, 88897, 999 5. 581 469 891
$100,083-0VER 5,75 s 631
AVERAGE 3.2681 3.061 I

TAR INCIGENCE FOR
URBAN/RURAL ARERS
1979

SR H R TH HRP HE HE R Rt R S R R L AR R AT I
- RURAL CURDAN

BRACYEY RURAL URBAN ¢ RURAL MURBAN
$1-44,999 A8 L1l -
$3,380-49,999 1381 1.541 -. M
$18,800-524,999 .M .11 881
525, HE-545 00 3.3 3,391 . 381
$38, 108599, 999 312 4,481 1)
$100,088-0VER 5.1 . A
RYERAGE 3. 3.1 Mm

FAL INCIDENCE FOR

URBAN/RURAL ARERS
1984

$5485930045 RS RS ISR EEE R IR A0S RN I E AN
*+ RURALCURDAN
BRACKET RURAL URSAN ¢+ RURAL URBAK
§i-84,999 13 . 182 -85l
$3.080-49,99¢ l.491 1,50 -5
10, M0-524,999 2.8 .14 N )
‘23| m""9|m L5 721 3. @1 osn
350, 000-599, 199 . 3N 0
$180, 098-0VER 3,341 .13 21
AVERASE N i N )4

TAx [WCIDEMCE FOR
URDAN/RURAL AREAS
1984

Ty Y Y L Y L LR R TR IR AT T T T L L Ry PRy T oY)
= RURRL CURBAN

MACKE) RURAL URBAK ¢ RURALURBAK
$1-54,999 R an -
$5,800-9,999 1.4 1,581 -.861
£19,008-524,599 2.751 .73 A2
$25,480-449, 068 3.0 3.4 2
£50, 000495, 999 Lot 411 S
$109,939-0VER 5.011 4.811 01
AVERAGE 3.152 1183 - 41

TAL INCIDENCE FOR
URBAN/RURAL AREAS
1982

FEFRRRRE LR R LR ELES RS SRS ES PRS0 A LA F R4S A S
~ RURALCURBAN

BRACKEY RURAL DREAN  + RURALURBAN
$1-34,999 L1351 A8 -
$5,000-59,99¢ 1,191 L4 -m
$10,800-524,9%99 .1 2.7 A1
$23,008-649,880 3.561 3.9 JATT
$30,800-499, 999 4,51 4.8 A91
$180, $09-0VER 5.311 5391 A28
AVERAGE 3. 180 3.3 -7

le




Tat INCIDENCE FOR
URBAN/RURAL AREAS
1978-1981

Table 1,42

SHEEL AR AR LA A R St A A L R L O S L R A A 0 A R R R A R 01

BRACKET 1978 1979 1968 1981

1982

- - B A o e e v T . W -

$1-34,999 -2 - -3 -1

$3, 09055, 999 -1 -1 -85 - B4l
$18,008-424,999 161 Bl N 1) 821
$25,800-549. 088 N1t .381 S0 . 281
£350,090-499,999 891 «O41 .45 15
$100,000-0VER NH 22 W21 )8

AVERASE L220 AN 451 -.8i1

#45 negative nuaber (ndicates that the effective tax rate for rural f1lers 15 lower
than for urban filers. A& positive sign indicates that the rate for rural f1lers
1s higher than for urBan filers,

.C.sl
ol 1
1
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A
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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.




AVERMGE 1ICIDENCE FROM

AL 1nCONE DRACXETS Table 1.51
nee-192)
CHHIL, LR S OV M L B HH 00 MM PN M S A I 0 M M RN L
REC IO 171 ] e 1% 1M 2 ST ML
MEION 3 .41 .m . im 3.1 im
MSion 9 p W7o 3.n .M b 95 .1 4 . .m
RESION 7 3. i3t 3.1 im 3.3 3.1
Miim3 .m l.in L3 .14 l.m 3.2
MEIO® 52 . i .zt 3.1 m .24
EEion 8 .m 319 .M .3 3.3 .21
EEI0n 2 .74 3.1 . L.in Lin 3.21%
330 WY .0 . im .12 L1 211
MEIM 10 3. 3.082 it 3.in . 3.1
REGIOM 14 3.1 3.001 . 0 . l.in 3.44%
RERIOW 31 m .3 L b BT S 3.241 .an
RESI0N 4 .2 3048 .ann 3.081 . .
QERIon 13 314t .M 3.on b W} § .m 3.041
RESION | . am 3.011 2.1 2.%1 3.
RECIOM 14 L1 .05 .%1 2.111 M .73t
PECIDE |3 M N b 2.641 24 .,

o8 The average (ocideace for sach yeor incisdes taxes pait ¥y filers with so adjusted
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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 c¢redits,
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
ad justed 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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TAI REVERIE MO INCIDENCE ¥ITH
PERSOWAL NMB DEPENDENT EIEWPTIONS

1982
ADIUSTED GROSS .  TOTAL ADJUSTER  WUMBER OF AWOUNT OF MY TAIMBLE  WEW TAIES 7]
INCOME CLASS GROSS INCOME  EIEWPTIONS  EXEMPTIONS ICONE MED  INCIOEKCE
$1-84,999  $314,771,614 189,100 $480,109,000 $30,162,810  $1,129,0%7 221
$5,000-69,99¢  $1,400,207,598 526,895  4520,895,000  $871,392,508  $32,417,449 2.1
$10,000-524 999  $5,804,377 634 1,035,438 $1,433,438,000  $5,368,939,631  $200,947,074 2951
$25,000-843,999  $9,847,182,900 SAS,SI1  $345,311,000  $8,301,671,900  $310,743,42¢ 52
$50,000-999,999  $2,189,157,268 86,110 $64,110,000  $2,122,057.268  $79,431,633 .43
OVER $100,000  $1,029,952,842 14,187 $14,187,000  $1,015,763,842  $36,021,%3 1.0
TOTA.  $20,788,240,033 3,078,250 $3,078,250,000 $17,708,990,053  $662,910,204 3in

FLAT TAT RATE IF ONLY
PERSONAL AND DEPENDENT
EXENPTIONS OF $1,000 EACH

ARE BIvER

L

23



1.7 FEDERAL TAX, ITEMIZSD AN STANDARDIZED OEDUCTIONS

on the following chart np1]1 Deductions Taken” refers to the
revenue and incidence that occurs for all tax returns with the
tax system as it stands. ngtand. & Item. Deductions Not Taken"
contains estimates of the change in the revenue and incidence
that wourd resuit if the standard and itemized deductions were
not allowed. "Federal Tax neductions Not Taken® estimates the
affect on tax incidence and revenue if the federal tax deduction
Jere disallowed. The final column shows the effect on taxes if
no deductions were allowed. The information presented is for

1678, 1981 and 1982 so that a trend can De seen.

As can be seen, the removal of standarized and itemized
deductions would effect the lower income brackets most severly.
The effect of the removal of the cederal 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 progressivily of
the system. "Credits Taken" is a derived figure achieved by
substraciing the caiculated "Tax Owed" from the given "Iowa Tax
Paid".
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Table 1,71
Page 2

TATAMLE IMCOME  aiL DESUCTIONS
ARACKEr

STATE AL REVEMKE

CITH D WITHOUT BEQUCT IOMS

m

STAID, 4 (TEN,
BEOUCT IS
M TAKEN

FEMANL Tal
BEICTION A DESUCT IONS

([ 1]

-0,
$2,000-62,09¢
$1,000-$3, 90
04,000-84, 144
17,0040, 190
".m"l‘|m
$15,008-011,99
20,000-124, 999
473,000 420, 419
$30,000- 439,999
$40,000-174 91
orer £15,080

)L

(3L Ny |
LT H
$13,008,2%
119,007,303
419,920, 43¢
SIS, 354,791
618,013,190
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1.8 TOTAL REVENUE

wable 1.81 shows total revenue by filing status for the tax
calendar years 1978-1981. The figures reflect tax liability
rather than tax collections. Thus these figures, and those in
the report differ f{rom the Department of Revenues' collections
Ffigures reported in the Annual Report. The tax 1iability numbers
were used because they most siosely refliect tax swed in a given
year. Flgures from calendar year 1982 are not consistent witnh
earlier years (see Table 1.02) and thus are not included in tne
table.

Table 1.82 shows the calculation of the federal offset
discussed in the report.
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FILING
STATUS

SINGLE
SEFARATE
JOINT
TOTAL

Source:

Table 1,81

£97,420,520
$277,845,221
$£174,270,253
$545,536,094

¥103,659,544
$287,196,802
180,945,261
£571,801,608

TOTAL REVENUE EBY FILING STATUS

FERSONAL RETURNS

1978-1982
1980 1981
$120,873,464  $133,489,135

$327,661,807
$181,978,467
$6I0,517,738

lowa Department of Revenue,

£353,547,148
$176,229,066
$667,265,349




1981 PERSOMM. INCONE TAZ: FEDERAL TAL OFFSET
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3,000-4, 99
5,000-9, 999
10,000-13, 994
18,000-19, 999
20,000-24,999
23,000-49,99¢
$0,000-74, 999
79,000-99,99%
100,000~ 124 489
125,000-149,99¢

130,000-249, 999
30, 000-499, 999
) 300,000
Sub-tetal

Mo &b

GRAND TOTAL

[owa Mjusted
Groas lncom

£209,508, 449
$364, 192,702
#1,330, 188,921
$2,504,484, 393
$1,964,513,228
$2,701,084,210
2,789,337, 144
$1,580, 148,743
1499, 796,073
$261,040,483
§161,952,021
$273,579, 409
$129,948, 330
9,130,952
$21,070,868, 480
$0

121,070,848, 480

Federal Dfiqet an
4 Perceat of lacome

9.0187
0.1414
0.2347
0.3363
0.
1.M21
1.2
.83
1.8344
LB
1.8384
1.8384
0.4692

q
0. 4%

Federal Offset

$8,170. 76
$10,757.40
$439,220. 76
$3,544,140. 63
$4,610,712.5%
49,629, 293.9)
$48,023,748.23
$21,207,176.28
$6,707,743.10
$4,808,442.30
$2,974,08,91
$3,060,740.27
$2,386,371.13
$1,745,495, 71
499,846,048, 3¢
$0.00
$98,866,040. 34

lona
Tax Paid

94,260.03
$874,941.92
$22,193,510,02
$38,791,932,75
435,328,263.9¢
$62,541,747.22
9307, 308,484, 01
$47,330,767.58
623,333, 106. 66
$12,402,022.89
47,918,590, 99

613,417,069, 88
#6,376, 369,83
64,820,441.07

$663,284,910.85
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1.9 POLICY ANALYSIS

The tables 1.91 through 1.923 report results {rom simulations
run by the Iowa Individual Income Tax Model on 1981 tax returns.
For a complete desgcription of the Iowa Tax Model see the
Department of Revenue "Overview of the Jowa Tax Model",

31




Table 1,91

COMPARISON OF PROPOSED TAX LAW WITH 1981 1AW
1981 RETURNS
BY FILING STATUS
(Married Separate - Separate)

1SSUE: Fliminate federal tax deduction,

Tax Liabllity Incldence
Number Current Proposed
Filing Status of Returns (M11l1ons) (Mill1ons) Current Proposed

Single 439,430 $114.9 $ 161.3 2.76% 3.87%
Married Joint 273,067 171.0 233.2 3.51% 4,79%
Married Separate 738,782 355.6 512.8 3,28% L.73%
Separate 12,341 3.6 5.1 2.79% 3.90%

Head of Household 50,337 17.6 23.7 2.73% 3.68%

All Returns 1,513,957 $662.7_ $ 936.1 3.21% 4.53%

L ERE—————

sMarried taxpayers which flle separate returns are not joined together in tax model.

pifference

In Tax
{M1111i0n8)

% Change
In Tax

$ 46,4
62.2
157.2
1.5
_6.1
$273.4

40.4%
36.4%
Wy, 2%
n.7%
4. 7%
41.3%




Table 1,92

| COMPARTSON OF PROPOSFD TAX LAW WITH 1981 [AW
1981 RFTURNS
BY ADRJUSTED CROSS INCOME
‘ {(Married Separate - Separate)

\ ISSUE: Fliminate federal tax deduction,

Tax Liability Incidence Dif ference

Adjusted Number Current Proposed In Tax % Change

Gross Income of Returns {(Mitllions) (Millions) Current Proposed (Millions) In Tax
$ 0 - $10,000 728,707 $ U3.9 $ Ss4.2 1.26% 1.54% $ 10.3 23.5%
$10,000 - $20,000 452,961 189,5 248.0 2.88% 3.77% 58.5 30.9%
$20,000 - $30,000 220,231 192.9 264.5 3.62% 4.96% 71.6 37.1%
& 430,000 - $40,000 67,038 93.9 134.6 3,13% 5.92% 40.7 43.3%
$4%0,000 - $75,000 36,379 86.4 132.8 4.68% 7.19% u. i 53.7%
Over $75,000 R,641 _S6.1 __102.0 5.10% 9.27% _h5.9 81.8%

Total 1,513,957 $ 662.7 $ 936.1 3.21% 4,53% $ 273.4 h1.3%

e




Table 1,93

COMPARISON OF PROPNSED TAX [AW WITH 1981 1AW
1981 REDNIRNS
RY ADJUSTED (ROSS INCOME
(Married Separate - Combined)

ISSUE: Fliminate federal tax deductlon.

Tax Liability Incldence Difference
Adjusted Number Current Proposed In Tax % Change
Giross Income of Returns (Millions) (Millions) Current Proposed (Millions) In Tax

$ 0 - $10,000 434,816 $ 23.4 $  28.2 1.15% 1.38% $ 4.8 20.5%
$10,000 - $20,000 295,670 ©123.9 156.,0 2.85% 3.59% 32.1 25.9%
$20,000 - $30,000 213,345 193.2 253.6 3.67% 4,.82% 60.4 31.3%
$30,000 - 340,000 117,118 170.7 234.6 4,25% 5.85% 63.9 37.4%
$40,000 -~ $75,000 72,385 172.8 255.1 4,82% 7.12% 82.3 47.6%

Over $75,000 11,232 Th.1 129.9 5.30% 9.29% 55.8 75.3%

Total 1,144,566 $758.1 $1,057.4 3.67% 5.12% $299.3 39.5%




Table 1,94

COMPARISON OF PROPOSED TAX LAW WITH 1981 LAw
1981 RETURNS
BY FILING STATUS
(Married Separate - Separate)

ISSUE: Allow a 50% federal tax deduction.

Tax Liability Incidence Difference
Number Current Proposed In Tax % Change
Filing Status of Returns (Millions) {Millions) Current Proposed (Millions) In Tax

Single 439,430 $114.9 $ 137.3 2.76% 3.30% $ 22,4 19.5%
Married Joint 273,067 171.0 200.9 3.51% 4.12% 29.9 17.5%
Married Separate 738,782 355.6 432,0 3.28% 3.98% 76.4 21.5%
Separate 12,341 3.6 4.3 2.79% 3.36% T 19.4¢

Head of Household 50,337 17.6 20.5 2.73% 3.19% 16.5%

All Returns 1,513,957 $662.7 $ 795.0 3.21% 3.85% 32.: 20.0%




Table 1.95

COMPARISON OF PROPOSFD TAX AW WITH 1981 LAW
1981 RETURNS
BY ADJUSTYDD (ROSS INCOME
(Married Separate - Separate)

ISSUE: Allow a S0% federal tax deduction.

Tax Liability Incidence Diff'erence
Adjusted Number Current Proposed In Tax % Change
Gross Income of Returns (Millions) (Millions) Current Proposed (Milllons) In Tax

$ 0 - $10,000 728,707 $ 43,9 $ u8.7 1.25% 1.38% $ 4.8 10.9%
$10,000 - $20,000 452,961 189.5 218.0 2.88% 3.31% 28.5 15.0%
$20,000 - $30,000 220,271 192.9 227.6 3.62% 4,27% 34.7 18.0%
$30,000 - $40,000 67,038 93.9 113.4 4.13% 4.99% 19.5 20.8%
$L0,000 - $75,000 36,379 86.4 108.8 4,68% 5.89% 22.4 25.9%

Over $75,000 8,641 56. 1 78.5 5.10% 7.13% 22 39.9%

Total 1,513,957 $ 662.7 $  795.0 3.21% 3,85% 20.0%




Table 1.,9¢

COMPARISON QF PROPOSED TAX LAW WITH 1981 LAW
1981 RETURNS
BY FILING STATUS
(Married Separate - Combined)

ISSUE: Allow 50% federal tax deduction.

Tax Liability Incldence
Number Current Proposed
Piling Status of Returns (Millions) (M11lions) Current Proposed

Single 439,430  $114.9 $ 137.3 2.76% 3.30%
Married Joint 273,067 171.0 200.9 3.51% 4,12%
Married Separate 369,391 451.0 540.5 4.16% 4,98%
Separate# 12,341 3.6 4.3 2.79% 3.36%

Head of Household 50,337 17.6 20.5 2.73% 3.19%

All Returns 1,144,566 $758.1 $ 903.5 3.67% 4,382

e

*Marrled taxpayers which flle separate returns are rnot jolned together In tax model.

Difference

In Tax
(M11l1ions)

% Change
In Tax

$ 22.4
29.9
89.5

T

_ 2.9

$145. 4

19.5%
17.5%
19.8%
19.4%
16.5%
19.2%
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Table 1,97

COMPARISON OF PROPOSED TAX LAW WITH 1981 LAw
1981 RETURNS
BY ADJUSTED GROSS INCOME
(Married Separate - Combined)

ISSUE: Allow a 50% federal tax deduction.

Tax Liability Incidence Difference

Ad jJusted Number Current Proposed In Tax % Change
Gross Income of Retums (Millions) {(Millions) Current Proposed (Milllons) In Tax
$ 0 - $10,000 434,816 $ 23.4 $  25.7 1.15% 1.25% $ 2.3 9.8%
$10,000 - $20,000 295,670 123.9 139.5 2.85% 3.21% 15.6 12.6%
$20,000 - $30,000 213,348 193.2 222.5 3.67% 4.23% 29.3 15.2%
$30,000 - $40, 000 117,118 170.7 201.6 4.25% 5.02% 30.9 18.1%
$40,000 ~ $75,000 72,385 172.8 212.9 4,82% 5.94% 40,1 23.2%
Over $75,000 11,232 LY __101.3 5.30% 7.25% 27.2 36.7%

Total 1,144,566 $758.1 $ 903.5 3.67% 4,38% $145.4 19.2%




Table 1,48

COMPARISON OF PROPOSED TAX 1AW WITH 1981 1AW
1981 RETURNS
BY FILING STATUS
{Married Separate - Separate)

ISSUE: Eliminate federal tax deduction and revise tax rates.

Taxable Tncome Tax Rate Taxablie Income Tax Hate

0 - $1,999 .51 $ 7,000 -~ $ 8,999 4.0%
$2,000 ~ $2,999 1.0% $ 9,000 - $14,999 5.0%
$3,000 - $3,999 2.5% $15,000 - $19,999 6.0%
$4,000 ~ $6,999 3.0% $20,000 - $39,999 7.0%

Over $40,000 8.0%

Tax Liability Incidence Difference
Number Current Proposed In Tax % Change
Filing Status of Returns (Millions) {Millions) Current Proposed {Millions) In Tax

Single 439,430 $114,9 $ 106.9 2.76% 2.57% $ (8.0) (7.0%)
Married Joint 273,067 171.0 157.5 3.51% 3.23% (13.5) (7.9%)
Married Separate 738,782 355.6 344.1 3.28% 3.17% (11.9) (3.2%)
Separate 12,341 3.6 3.3 2.79% 2.61% (.3) (8.3%)

Head of Household 50,337 17.6 15.3 2.732 2.38% (2.3) (13.1%)

All Returns 1,513,957 $662.7 $ 627.1 3.21% 3.04% $(35.6) (5.4%)




th4

ISSUF: Eliminate federal tax deduction and revize tax rates.

Taxahle Income

$2,000 - $2,999
$3,000 - $3,999
$4,000 - $6,999

Adjusted
Gross Income

$ ¢ - $10,000

$10,000 - $20,000

$20,000 - $30,000

$30,000 - $0,000

$40,000 - $75,000
Over $75,000
Total

Tax Rate Taxable Income Tax Rate

5% $ 7,000 - $ 8,999 4,.0%

2,5% $15,000 - $19,999 6.0%

3.0% $20,000 - $39,999 7.0%

Cver $40,000 8.0%

Tax Liabllity Inoidence Difference
Number Current Proposed In Tax 1 Change

of Returns {Millions) (Millions) Current Propaged {Millions) In Tax
728,707 $ 43,9 $ 28,0 1.25% 0.80% $(15.9) (36.2%)
452,961 189.% 160.0 2.88% 2.43% (29.5) (15.6%)
220,231 192.9 185.3 3.62% 3.48% (7.6) (3.9%)
67,038 93.9 3.8 4.13% 4.21% 1.9 2.0%
36,379 86.4 91.4 h.68% 4,95% 5.0 5.8%
B,GMI 56.1 66.6 5.10% 6.05% 10.5 18.7%
1,513,957 $662.7 $ 627.1 3.21% 3.04% $(35.6) (5.4%)

COMPARISON OF PROPOSED TAX LAW WITH 1981 LAW

Table 1,94

1981 RETURNS
BY ADJUSTED GROSS INCOME
(Married Separate - Separate)

L“.A‘M‘___M_Mn__ N P P Y




“able 1.910

COMPARISON OF PROPOSED TAX LAW WITH 1981 LAW
1981 RETURNS
BY FILING STATUS
(Marrled Separate - Combined)

ISSUE: Eliminate federal tax deduction and revise tax rates.

Taxable Income Tax Rate Taxable Income Tax Rate

0 - $1,999 5% . $ 7,000 - $ 8,999 4.0%
$2,000 - $2,999 1.0% $ 9,000 - $14,999 5.0%
$3,000 - $3,999 2.5% $15,000 - $19,999 6.0%

Over $40,000 8.0%

Tax Liabllity Incidence : Difference
Number Current Proposed In Tax % Change
Filing Status of Returns (Millions) (Millions) Current Proposed (M1llions) In Tax

Single 439,430 $114,9 $ 106.9 2.76% 2.57% $ (8.0) (7.0%)
Married Joint 273,067 171.0 157.5 3.51% 3.23% (13.9) (7.9%)
Married Separate 369,391 451,0 434.9 4.16% 4.01% (16.1) (3.6%)
Separate® 12,341 3.6 3.3 2.79% 2.61% (.3) (8.3%)

Head of Household 50,337 17.6 15.3 2.73% 2.38% {2.3) (13.1%)

All Returns 1,144,566 $758.1 $ 717.9 3.67% 3.48% $(40.2) (5.3%)

——————

*Married taxpayers which flle separate returns are not jolned together in tax model.




Table 1,91)

COMPARISON OF PROPGSED TAX I.aw WITH 1981 Law
1981 RETURNS
BY ADJUSTED GROSS INCOME
(Married Separate - Combined)

ISSUE: Eliminate federal tax deduction and revise tax rates,
Taxable Income Tax Rate Taxable Income

0 - $1,999 5% $ 7,000 - ¢ 8,999
$2,000 - $2, 1.0% $ 9,000 - $14,999
2.5% $15,000 - $19,999
3.0% $20,000 - $39,999

Over $40,000

Tax Liability Incidence Difference
Number Current Proposed In Tax % Change
Gross Income of Returns (M111l1ions) (Mil1tons) Current Pro&ed (Mi111ons) In Tax
$ 0 - $10,000 434,816 $ 23.4 $ 14,3 1.15% .70% $ (9.1) (38.9%)
$10,000 - $20, 000 295,670 123.9 99.4 2.85% 2.29% (24.5) (19.8%)
$20,000 - $30,000 213, 345 193,2 177.0 3.67% 3.37¢% (16.2) (8.4%)
$30,000 - $40,000 117,118 170,7 166.7 . 4,25% 4.15% (4,0) (2.3%2)
$00,000 - 375.000 72,385 172.8 175.6 4,82¢ 4.90% 2.8 1.6%

Over $75,000 ' 11,232 74,1 84,9 5.30% 6.07% 10.8 14.6%

Total 1,144,566 $758.1 $ 717.9 3.67% 3.48% $(40.2) (5.3%)

---—_.__—-b-—.......___




Table 1,912

COMPARISON OF PROPOSED TAX LAW WITH 1981 LAW
1981 RETURNS
BY FILING STATUS
(Married Separate - Separate)

ISSUE: Broaden Base: Allow $1,000 deduction for each personal and dependent exemption. Eliminate federal tax
deduction and standard/itemized deduction. One percent tax rate utilized to demonstrate effect,

Tax Llability Incidence
Number Current Proposed
Filing Status of Returns (Millions) (Millions) Current Proposed

Single 439,430 $114.9 $ 36.4 2.76% .87%

Married Joint .273,067 171.0 39.9 3.51% .82%

Married Separate 738,782 96.0 3.28% 892
Separate 12,341 2.791 .863%
Head of Household 50,337 _17.6 2.73% .75%
All Returns 1,513,957 0024 1 3.21% .86%




L=
B

ISSUR: "“Broaden Base" allowing $1,000 deduction for each personal and dependent exemption,
deduction and standard/itemized deduction.

Adjusted
Gross Income

$ 0 - $10,000

$10,000 - $20,000

$20,000 ~ $30,000

$30,000 - $40,000

$40,000 - $75,000
Over $75,000
Total

Table 1,913

COMPARISON OF PROPOSFD TAX AW WITH 1981 LAW
1981 RETURNS

RY ADJUSTED GRCGSS INCOME
(Married Separate - Separate)

Tax Liability

Number Current Proposed
of Returns (M1llions) {Millions)
728,707 $ 43.9 $ 247
452,961 189.5 56.7
220,231 192.9 u7.8
67,038 93.9 20.9
36,379 86.4 17.4

8,641 _56.1 _10.7
1,513,957 $=gg§&7 §==é£2&%

Incidence

Current

1.25%
2.88%7
3.62%
b,13%
4.68%
5.10%
3.21%

Filminate federal tax
Tax rate of 1% utilized to demonstrate effect.

Proposed

.70%
.86%
.90%
.92%
.ou%
.98%
.86%



Table 1,914

COMPARISON OF PROPOSED TAX [AW WITH 1981 [AW
1981 RETURNS
BY FILING STATUS
(Married Separate - Separate)

ISSUFR: Revised Rate Structure Taxable Income Rate
3 - 25,000 - 5%
25,001 - 50,000 T%
50,001 & over 9%
Tax Liability . Incidence Difference
Number Current Proposed In Tax % Charge
Filing Status of Returns (Millions) (M1l1ions) Current Proposed {M111lions) In Tax
s
Married Joint 273,067 171.0 155.0 3.51% 3.18% (16.0) (9.3%)
Married Separate 738,782 355.6 365.2 3.28% 3.37% 9.6 2.7%
Separate 12,341 3.6 4.3 2.79% 3.33% T 15.4%
Head of Household 50,337 17.6 19.5 2.73% 3.03% 1.9 10.8%
All Retumns 1,513,957 $662.7 $ 672.5 3.21% 3.26% $ 9.8 1.5%

———
————

f
f
?!
|
|
?{
|
|
|
|
|
{ Single 439,430 $114.9 $ 128.5 2.76% 3.09% $ 13.6 11.8%
}
|
|
f
?
f
?
f
f
?




L3
<

ISSUE: Revised Rate Structure

Adjusted
iross Income

Numher
of Returns

Table 1,915

COMPARISON OF PROPOSED TAX AW WITH 1981 1AW
1981 RFTURNS
BY ADJUSTFD GRNSS INCOME
(Married Separate - Separate)

Taxable Income Rate

$ - 25,000 5%
25,001 - 50,000 7%
50,001 & over 9%

Tax Liability
Current Proposed
{Mil11ions) (ML11ions)

Incidence

Current

$ 0 - $10,000
$10,000 - $20,000
$20,000 - $30,000

728,707
k52,961
220,231
$30,000 - $40, 000
$40,000 - $75,000

67,038

36,379

Over $75,000 8,601

Total 1,513,957

Proggged

$ 43,9 $  95.9
189,5 221.3
192.9 176.9
93.9 75.3
86,4 63.7

1.25%
2.88%
3.62%
4.13%
4.68%
5.10%
3.21%

2.72%
3.37%
3.32%
3.31%
3.45%
3.58%
3.26%

56.1 39.4

672.5

Difference

In Tax
(Millions)

% Change
In Tax

$ 52.0
31.8

(16.0)
(18.6)
(22.7)
{16.7)

$ 9.8

oy
ey

118.5%
16.8%
(8.3%)

(19.8%)

(26.3%)

(29.8%)

1.5%




Table 1.916

COMPARISON OF PROPOSED TAX LAW WITH 1981 LAW
1981 RETURNS
BY FILING STATUS
(Married Separate - Separate)

ISSUE: Revised Rate Structure Taxable Income Rate

s - 25,000 5.0%
25,001 - 50,000 7.5%
50,001 & over 10.0%

Tax Liability Incidence Difference
Number Current Proposed In Tax 1 Change
Filing Status of Returns (M111tions) (M11l1ons) Current Proposed (Millions) In Tax

Single 439,430 $114.9 $ 129.0 2.76% 3.10% $ 14,1 12.3%
Married Joint 273,067 171.0 156.4 3.51% 3.21% (14.6) (8.5%)
Married Separate 738,782 355.6 367.8 3.28% 3.39% 12,2 3.4%
Separate 12,341 3.6 4,3 2.79% 3.33% 19.4%

Head of Household 50,337 17.6 19.5 2.73% 3.031 10.8%

A1l Returns 1,513,957 $662.7 $ 677.0 3.21% 3.28% 14,3 2.2%

et




Table 1.917

COMPARISON o PROPOSFD TAX 1AW WITH 1981 AW
1981 RETURNS
BY ADJUSTFD GRoSS INCOME
(Married Separate - Separate)

1SSUE: Revised Rate Structure Taxable Income Rate

$ - 25,000 5.0%
25,001 - 50,000 7.5%
50,001 & over 10.0%

Tax Liabil1ty Incidence Difference
Adjusted Number Current Proposed In Tax % Change
Gross Income of Returns (Millions) (Millions) Current Proposed (Millions) In Tax

s 8 0 - $10,000 728,707 $ 43.9 $ 95.9 1.25% 2.72% $ 52.0 118,5%
$10,000 - $20,000 452,961 189.5 221.3 2.88% 3.37% 31.8 16.8%
$20,000 - $30,000 220,231 192.9 176.9 3.62% 3.32% (16.0) (8.3%)
$30,000 - $40,000 67,038 93.9 75.5 b.132 3.32% (18.4) (19.6%)
$40,000 - $75,000 36,379 86.4 65.3 4,.68% 3.54% (21.1) (24.4%)

Over $75,000 8,641 56.1 42,1 5.10% 3.83% (14.0) (25.0%)
Total 1,513,957 $ 662.7 $_6771.0 3.21% 3.28% $ 14,3 2.2%

————, T
————y




Table 1,918

COMPARISON OF PROPOSED TAX LAW WITH 198)1 LAW
1981 RETIRNS
BY FILING STATUS
(Married Separate - Comblned)

ISSUE: Eliminate provisions which allow married taxpayers to flle 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 cam-
bined taxable income,

Tax Liablility Incidence Difference
Number Current Proposed In Tax % Change
Piling Status of Returms (Millions) (Millions) Current Proposed (Millions) In Tax

Single 439,430 $114.9 $ 114.9 2.76% 2.76%
Married Joint 273,067 171.0 171.0 3.51% 3.51%
Married Separate 369,391 355.6 451.0 3.28% 4.16%
Separate# 12,341 3.6 3.6 2.79% 2.79%
Head of Household 50,337 _17.6 . 17.6 2.73% 2.73%

All Returns 1,144,566 $662.7 $ 758.1 3.21% 3.67%

—————

™Married taxpayers which file separate returns are not joined together with spouse in tax model. As a result
effect of revision on these 12,341 taxpayers cannot be estimated,




ISSUE:

Table 1,919

COMPARISON OF PROPOSED TAX LAW WITH 1981 LAW
1981 RFETURNS
BY ADJUSTED GROSS INCOME
(Married Separate - Combined)

Eliminate provisions which allow marrled taxpayers to file separately. Results reflect use of $3,000 maxi-

mun standard deduction rather than two $1,200 deductions and the application of existing tax rates to com-
bined taxable income,

Tax Liability Incidence Difference

Adjusted Number Current Proposed In Tax 4 Change

Groas

Income of Returns {Millions) (Mi1lions) Current Proposed (Millions) In Tax

$ 0

S $10,000

$20,000

$30,000 -
$40,000 -

QOver $

Total

$10,000 431,816 $ 22,0 $ 23.4 1.08% 1.15% $ 1.4 6.4%
$20,000 295,670 113.2 123.9 2.60% 2.85% 10.7 9.5%
$30,000 213,345 170.2 193.2 3.2u% 3.67% 23.0 13.5%
$40,000 117,118 143.3 170.7 3.57% b, 25% 27.4 19.1%
$75,000 72,385 145.6 172.8 4,06% 4.82% 21.2 18.7%
75,000 11,232 _68.4 __ T4 k.90% 5.30% 8.3%

1,144,566 $ 662.7 $_158.1 3.21% 3.67% 14.u%

S ————




Table 1.920

COMPARISON OF PROPOSED TAX TAW WITH 1981 LAW
1GR1 RFETURNS
BY WILING STATUS
(Married Separate - Separate)

ISSUF: Revise tax brackets for Married Joint Fllers,

Taxahle Tncome Tax Rate Taxable Income Tax Rate Taxable Income

$ 0 £2,046 .50 %14,322 ~ 18,414 .00 $61,38n0 - & 81,840
£2 nlk 4 0gp 1.25 $18,414 - $30,690 7.00 $81,8u0 - $153,450
$4,002 - $6,138 2.75% $30,690 - 440,920 .00 Over $153,450
$6,13R - $8 18y 3.50 440,920 - $51,150 9.00

$8,184 - $1L,322 5.00 $51,150 - $61,380 10,00

Tax Liability Incidence Difference
Numbher Current Proposed In Tax 1 Change
Filing Status of Returns (Millions) (Millions) Current Proposed (Millions) In Tax

Single 439,430 $134.9 $ 114.9 2.76% 2.76% $ - -
Married Joint 213,067 171.0 115.6 3.51% 2.37% (55.4) (32.4%)
Married Separate 738,782 395.6 355.6 3.2R8% 3.28% -

Separate 12,340 3.6 3.6 2.79% 2.76%

Head of Household 50,337 17.6 17.6 2.73% 2.73%

————————ta

A1} Returns 1,513,957 $662.7 $ 607.3 3.21% 2.94%




Table 1.921

COMPARISON OF PROPOSFD TAX [AW WITH 1981 raw
1981 RRTIRNS
BY ANTUSTED fROSS INCOME
(Married Separate - Separate)

ISSiF . Revise tax brackets for Married Joint Filers,

Taxable Income Tax Rate Taxable Tncome Taxahle Income

$ o
42,006
4,092
$6,138
$8, 184

$2,016 .50 $14,322 - 818,414 $61,380 - ¢ 81 8uo
$4,049p 1.25 $18,U14 - $30,690 $81,840 - $153,4850
$6,138 2.75 $30,600 - $40,920 Over $153,450
$8,184 3.50 $40,920 - 851,150

$14,322 5.00 $51,150 - #61,380

LI R S ]

Tax I1ability Inctdence Difference
Numher Current Proposed In Tax £ Change
Filing Status of Returns (Mi1lions) (Mi1lions) Current Proposed (Millions) In Tax

$ 0 - $10,000 728,707 % 43,9 $ 0.3 1.25% 1.17% $ (2.6) (5.9%)
$10,000 - $20,n00 452,961 1895 176.2 2.RRY 2.682 (13.3) (7.0%)
$20,000 ~ %30,0n0 220,231 ©192.9 175.2 3.62% 3.29% (17.7) (9.2%)
$30,000 - 40,000 67,038 93.9 84,0 k.13% 3.69% (9.9) (10.5%)
$40,000 - ¢75 a0 36,379 86.4 77.7 4.68% h.21% (8.7) (10.1%)

Over $75,0n0 A,641 _S6.1 52.9 5.10% 4.80% (3.2) (5.7%)

Total 1,913,905 2667, 1 . D . ] A B.4%
22013,957 6607 07.3 3.211 2.94% (55.4) ( )
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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 c¢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 Jowa 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,
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—able 2.01

RANGE OF AT CURRORATY, INOOME TAX, RATES
As of Jamsary 1, 1984¢

Stats

(pervent )

State

__lpercent)

Alabana (a)
Business COTPOTRLIONS....ccvuussnass
Rarks and financial corporations....
Alagka
Business carparations
$0 £0 510,000, .00000000cesvsnenan
Over $90,000...c000vcrsrsncssnss
Barks and financial corporstions....
Arizona (a)
$0 0 81,000, ,,c0icviesnivsssnanans
Over $6,000. .. .ciecitiacrrscsscscas
Arkansas
so t'o s 3'&00.-0-0--Cl‘oiiuoulloo..
Over $25,000. ... ciitncerncnnnsssane
California
BuSiness COIPOratitnNS. . cv.vseanrssana
Banks and financial corporations....
Mlorad.......
oo o ST searssans
DelBBI®, ... iveriissnnncacas tesesssnes
Plorida, ., ...coveuvvecnnnns sescsirrsana
GBOTGiB. .. ovisssnsnansnns
Hawaii
Business oorporations
80 to $25,000...000000ccnnn
Over $25,000....c0ce0invsesrenns
Banks and financial corporations....
Idaho. .o veenivnnann eererseatatnatacans
I1linois, . ...... rainresebesaan ceeranses
InAiand, ., oovvesecacnans srssssserscrens
Iowm (8)
Business corporations
50 to § 25,000....... rrsasecnnen
Ovear 5250.000..-......... -------
Financial insritutiond.........cceese
fangas
Business O POratitnNS. cvvevevrsceens
ms. ..... trbspbocnann Sarsssrdtobaa
Trust campanies and savings and
loan aBeoCiations.....ccvvvnensas
Kentucky
$0 to § 25,000,........ tetrissrnnaan
Over 5100,000.......... etesesssanan
Louigiana (a)
SO to § 25,000.,... rebebeccansrrrane
Oover $200,000.......-0-... cesernanan
maine
SO €05 25,000, .. 000ucnnnsncinnnns .
Over 525000000....----nc.o.c-l---oo
Maryland. ....... tsetesecstassssnannrren
Massachunetts
BuSiness COYPOraAtionS. ... ,vevuneen..
Banks and trust QOMDANIeS...........
Utility COrpOrations. covvsueennnneas

L N N Y

9.4(10)
7{b)

2.5
10.5(7)

l
6(5)

9.6(c)
11.6(c)
5(d)
11.5(e)
8.7
S(f)

5.85(g)
6.435(2)

1.7
7.7(h)
7.3(i)
7(3)

6
12(4)
5

4.5(k)
4,25(x)
4.5(k)
3

6(4)

4

8(5)
3.5

8.93(4)
7

9.4962(1)
12.54
6.5

Minnescots
$O0 to 525,000, .. iciireanisnnnnnrnnns
Ovar §$25,000.. .. ..ccrecerancasenass

$0to 5 5,000...ciiiiennirrncarnnaas

Omr 510,000, .ciiinecrcnnancnnesnas
Missouri (a)

Business oorporaticnB...cveveesssnne

Banks and trust COmMPANieB....cree.es
m‘-'...'.'.......’.‘......l.l...'
Nebraska

S0 o $50,000. . 0vueicansinsninnoans

over $50,000...c0cuteiciesrnnnnnane
New Hampahire, .. ..covivsteencecssnanss
W IBTOEY.covevstisercrvtnassnsarseace
New Mexico

$0 to 51l million...cenaiiananacans,

Over S2 million.eceecriiessceccaeas
New York

Business COIPOTAtiOnNS...covrrrvessre

Banks and financial corparations, ...
Yorth Carolina
North Dakota (a)

Business corporations

$0 €0 § 3,000, .. c0nviarcssosonass
Over §50,000. .00 00iiacancnnas

Banks and financial corporations....
Chio

$0 to $25,000. .. 00niveneinnnccanann,

Ower $25,000,.....00000snen carseass
O AR, .o cvvvcnrienrncnsssosacacansas
CXegOR. ... ccoveeanssesrsrriennansnannes
Py lvanil. cseuiiinssitianntanansrans
Rhode I8land. . c..iivivevesrnsassonsoaas
Scuth Carolina

Business OOIPOraticns.....coeiesvsuss

Banks, ..coveseinscnccns rrsresssarass

Financial &88CCi8LioNS......ccv0se0vs
South Dakota (a)

Banks gnd financial corporations....
TENNESOOe, . ovvivuennss Cetriesvesansraae
19,7 * . VO, setsrtesntonnrrrans
Varmrt

$Oto $ 10,000, iiiicennninscenannns

Over $250,000.......000000..0 erenes

Virginid. . ooiiveenntsiaccnnncrnsnssanns
Vst Vi

$0 to $50,000. .. ccciinnnursananccnns
Over $50,000.. .. .0virniensanncnnans
Wisosin. .ooeerenriencaonnann
District of ColUmbil. ....ovvveevncncnan

6
12

3
513

-1
7
6.75(m}

5

N2 im)
9.5%6(0}
9ip)

4.8
7.2(3)

10(gq)
12(r)
6

k]
10.5(86)
S(=)

5.1{t)
$.2(2Y (¢}
4

7.5(u)
10.5

8(v)

(3

4.5
8

6{m)
[
4{x)

5
7.5{(4)(y)
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Table 2,02

Page 1
Sratet

Peogranm

Formulay

Type of Cradie

Who Qualifien:

Maximum Amount:

When program stacrted:

Restrict ione:

Sunaet:

Lergth of Claimi

Carry forward:
Refundabllity:

Mdback 1Into income:

Studies on effectivensss:
Credit Cost In lost revenue:

Additional Informatlon:

lows I Iowa I
Improved Property in a City
Revitallizatlon Area (Part 1)

1158 x value added Year 1
Year
Year J:
Year 4
Yeac 5:
Yeac 6
Year 7:
Year B3
Year 9:
Year 10:

Propacty tax exemption

All qualified real eatate
assessed as cesidential
propecty

Value added must not excesd
$20,000

The exemptlon shall not result
in the actual value of the
qualitied ceal estate baing
reduced below the actual value
on which the homestead credlt
ls computed

10 yeacs 10 yeacs

Sees also lowa II, III, IV
once one of these exexptlons
has been alected the method
can not be changed

{value
{value
{value
{value
(value
{value
{value
{value
(valus
(value

Area {(Part 2)

added)
addad)
added)
added)
added)
added)
added)
added)
added)
added)

Property tan exemption

B oM ox X oNx MR XN

All qualitled ceal estate

Improved propecty in a City
Revitalization

804
708
60%
508
403
40%
30
0
208
20%

Iowa 111

Improved Propecty In a City
Revitalization Area (Part )

100% of the value added

Property tax exemption

All qualitied real estate

3 years




Table 2,02
Page 2

State;

Program Namer

Formula:

TYpe of Credit)

Who Quallfilest

Maxisum Amount
When Started:

Restcictions:

Sunset

Length of Claim:
Carcy Porwacd:
Refundabllity,
Addback Into lncome:

5tudles on effectlvensss:

Credit Cost In lost revenue:

Additional Information:

Iowa IV

Improved Propecty in a Clty
Ravitalizatlion Acea {Pact 1V)

100% of valus sdded

Propecty tax exemption

All qualified real estate
asscnsed as residential property
or as commerclal properzty (with
restelctions on the type of
commeccial property)

June 10, 1983

Plorida-1

Enterprise Zone Property Credit
{(July, 1984)

Total Advalorum Tax paid on
sxpangfon or celocatlon

Corporate State Income Tax

Any business, new or existing,
located in an entecprise zone

50,000 annually

1/1/81 revimed July, 1984

1) a majority of the esployess
nust live in an enterpcise
0Nne

All entecprise zonea will be re-

evaluated Iln 1986, a poction of

the participante qguallty up to

1383

10 years

Up to 5 years

No

Yes

Ho, this credit is not widely
taken advantage of

N.A,

Plorlda-2

Exemption fcom City or County
Property Taxes

Total exemption

Exenption, City or County Income Tax

Any business located withln an

enterprise tone which 1ls located in
a clty or county which approved the

exenption through cefecendun

Vacliable depending upon the city

1/71/81 cevised July, 1984

1) a majority of the esployess must

1ive Iin an enterprise sone

All enterprise zones will be re-

evaluated in 19686, a portion of the

pacticipants quality up to 1933

L0 years

Up to S5 years
No

Yes

Ho, this credit is not widely
take advantage of

H.A.

This exemptlon has been limlted for the

moat part to small cural towns in
Northeen Plorida




Table 2,02
page 3

State:

Program Name:

Formula:

Type of Credit:

Who Qualifies:

Max imum Anount:

When Stacted:

Restrictions:

Sunset:

Length of Claim:

Carcy Forward:

Re fundability:

Missouri-1

Enterprise Zone Cocporate Income Tax
Credit

Credit on 50% of 1ncome earned within
the zone

Corporate Income Tax

Any business located within an
entecpr ise zone

Ho limit

September 198), 10 zones created,
limited of 15 to be cceated in 198)

1) 108 of employees must live 1in
enterprise aone or be difficult
to esploy undec CETA standards
yeacrly ceadjuscment of credits

pDecembec Jl, 1987 for creating more
zones all credits ace to be ended by
the 25th year trom inception

10 years

$50,000 - lsc year
$25,000 - 2nd year
None = Jtd yeat

year ) - unused lst years ccedit
Yeac 4 - unused 2nd years credit

Addback into income: NO

Studies on effectiveness: Guestimate for the tirst 4 or 5 zones

1) 1,000 jobs created

2] 13 million invested in plant &
equipment

Credit cost an lost revenueé: NLA.

Aditional information: Credits and deductions aimed mostly
at labor intensive (iems, thus @

manufactucing fitm benelfits MOSE

Other states which have similar programs: [llinois, Kansas, loulsiana (5§} credit brought in $1.5% worth

(both considering an entetprise One PLoOgeam)

Missour t-2A

Enterprise 2one Advalotum Property
Tax

At least S0% abatement could be 1008
abatement

Local property Lan abatement

Any business, new Or existing,
located in an enterprise 0ne

None

See M-l

1) 0% of employees must live in
wne

2) if existing businesa, must Create
2 new JObs

1} applies only to improved value

of ceal property

Sec M-1

10 years

$50,000 - lst year
$25,000 - 2nd year
None - Jrd year

year ) ~ unused lst years credit
Yeat 4 - unused 2nd yeacs credit

No

Guest imate for the first 4 or 5 rones

i) 1,000 jobs created
2) 13 million invested in plant &

equipment
N.A.
Credits and deductions aimed mostly

at labor intensive fiems, thus a
manutactucing firm benefits most

Missour1-38

Redevelopment Program

1st 10 years - L0O0W abatement
next 15 years - 508 abatement
Local property tax abatement

Any business, new of existing, located
in a blighted area

1) applies only to improved value of real
property

2) area population must be below 4,000
to qualify for this program

15 years

N.A.

of new )obs and improvements) Texas and Connectacut
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Table 2,02
Page ¢4

State:
Program Name:

Formula:

Type of Credic:

Who Qualf{€iess

Haximum Amount:

When Stacted:

Restrictions:

Sunget:

Length of Claim:

Catry Porward:

Refundabilfty:

Mdback into fncomet

Studies on effectjveness:

Credjt cost in lost revenue:

Additional information:

Missouri-)
Enterprise 2one Training Credit

§400/person/year, not more than 1
training/yeat

Exenpt {on on state COrporste income tax

Any buslness located within an enter-
prise tone

No Limit

September 1983, 10 1ones created,
limit of 15 to be created in 1943

11 10% o€ employess must Yive in
entetprise zone or be ditticult to
employ under CETA standscds

2} Must pay for tralning youcself
(no other g9rants)

December 31, 1987 for creating more
rones, all credites are to be ended
by the 25th yestr from inception

Good tor 1 year/fleld that employee is
trained In (if an employee ls trained
Iin a different field every year then
good for 10 years)

$50,000 - lst year
$25,000 - 2nd year
None - 3rd year

Year )} - unuged lst years credit
Yeat 4 - unused Ind years Credit

No

Guestimate for the firast 4 or 5 zones

1} 1,000 jobs created

2) 13 million invested in plant &
equipment

N.A.

Credits and deductions aimed
at labor intensive firms, thus a
manufactycing (igm benclits most

Missouri-4
Entecprise Zone Job Credit

$1,200 credit on corpotate income
tax, for ¢ach )ob created

Corporate income tax credit

Any business located within an
entecprise rone

No Limit

September 1983, 10 zones created,
limlt of 1S to be created in 193)

1) 30y of employees muast live in
enterprise zone or be difficult
to employ under CETA etandards

2} yearly tesdivstment of credits

December 11, 1987 for creating mote
zones, all credits are to be ended
by the I5th year from inception

10 years

550,000 -~ lst year
$25,000 ~ 2nd year
None - 3td yeat

Year ) - unuged lst years credit
Year 4 - unused 2nd years credit

Ho

Guest{mate for the firat 4 or 5 zones

1) 1,000 jobs created
2) 13 million invested (n plant &
equipment

N.A.
Credits and deductions aimed

at labor intensive firms, thus a
manufactuting firm benetflts most

Misgourd §
Enterprise 20ne Investment Tax Cradit

108 on lat $10,000 invested, %% on
investment up to $90,000, 24 on all
remaining jnvestment above $99%,000

Corporate income tax credit

Any business located within an enterprice
one

No Limit

September 1981, 10 zones created,
1imit of 15 to be created in 198)

1) 30% of employees must live in
entecprive 00w or be difficult to
employ under CETA standards

2) yearly readjustreent of credits

Oecanber 11, 1927 {cr creating mote
zones, all credits are to be ended
by the 25th year from inception

10 years

$50,000 ~ 1at year
$2%,000 - Ind year
None- lrd year

Year 3 - unused lst years credit
Year 4 - unused Ind years credit

No

Guestimate for the first & ot 5 rones

1} 1,000 jobs created

2) 1Y aillion invested in plant &
equipment

N.A.
Credits and deductions aimed

at labor intensive (itms, thus a
manulacturing {irm benelits most
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Page 5

State:
Progeam Name:

Formula:

Type of Credit:

wWho Qualifies:

Maxinum Amount:
Program Start:

Restrictions:

Sunget:

Length of claim:

Carcy forwacd:

Re fundability:

Mdback into income:
Studies on effectiveness:

Credit cost in lost revenue:

AMditional information:

Massachusettcs -1
UJIB--Part 1 Urban Job lncentive Bureau

Areas Lax cate - state avecage n assessed
value/1000

Property tax credit

Any business located within an
entecprise zone (a comaercial business
wust also be located in & CARD--
commercial area revitslization district)

None
1979

1} business wust be located in a
“poor track® (10% or sore of the
census I8 below the poverty line)

2) must be vrecectified every year

J) must have a tax cate higher than
state average

4) nust hire at least 5 people from
the sass slum area

1) must start construction, lease
or buy by 1/8)
1) must occupy by 1/8%

10 years, gut teeling of the respondent

L0 years

Mo, to the best of his knowledge
Unsure

Going on

Guestimates 1981-1982 7 million
L98) - 4 million

The amount of lost revenue decreased
tecause less poverty areas in
Massachusetts. The figures include
wig--2

1) The program was copled from a
Mew YOrk State Statute

Massachusetts-2
wfp--part 2

294 additional deduction for each
enployee that lives within a poverty
atea {up to $5,000)

Corporate Income Tax deduction

Any business located within an
enterprise zone (& commercial
business must also be located in
a CARD--commercial atea crevitali-
zation diatcict)

$5,000/pecson

1979

1] the bugsiness sust be located in
*poor track”

2) must be cecertified every year
}) eaployee must Live in a poor tcack

1) must start construction, lease
or buy by 1/83
2] must occupy by 1/85

10 years, gut teeling of the
cespondent

10 years

NG, to the best of his knowledqe
Unsure

Going on

Guestimates 1981-1982 7 million
196) - & million

The amount of lost reavenue decceased
because less poverty areas in
Massachusetts. The [igures include
uris--2

11 The program whe copied from a
Mew YOtk State Statute
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Table 2,02
Page 7

STATE
TYPE OF CREDIT
CRECIT ON

FORNOLA FOR CREDIT

WHD QUALIFIES
CARRY FORMAARD

REFUNDABILITY
RESTRICT1OMS

CREDIT COST

STUDIES DOKE

n.i*aat available
N7h=Not fpplicable

1044
Incose Tax Credit

Investaent in lowa Vent.Cap,Fund

S of investamnt

corporations and individuals
up to 3 yrars

No
hone

MAINE
locose Tax Credit

Investaent in Raine Capital Corp

501 of investaeat

corparations and individuals
4 years

No

The credit sust be taken in 20X
iacresents over 3 years, Wot

to exceed 301 of the corp. tar
liability in any year.

Haxieus of 300,000 for 35 years
unsure as to how such of that
has ar will be taken, The fund
wis totally sudbscribed, The fund
it still being of fered w/a the
incentive,

$330,000 worth of investaent in
past 18 aonths has been joined by
& sillion in private funds.

WISCONSIN
Incoae Tax Cregit

INDIANA
Incoae Tar Credit

Investaent in the Cosmunity
Devalopaent Finaace Corp.

The corp. 18 comprised of a
non-profit Authority and a Cospany
Kust contribute equally to both
parts. The credit is 732 of
investaent in the Cosgany
corporations and jadividuals

for [nnovation Oevelopeent
301 of invasteent

until used up until L/L/W?
No o
None

taken by $/1/07 or lost.

The tut. ispact is highly uncert.
indications of $250,000-4500,000
annually. Mast corp. have decided
not to take cred. dad only contrib.
to the Authority.

1982--81,233,62¢
1H3--(s0 far)--4291, 9N

n.a.--The corporation is too young n.a.
to detersise its effectiveness yet,

A prospectus has just bemn

coapleted for sale of stock ina

the Cospany.

Investaent in the Corporation

corporations and individuals

The credit incentive expires on
12131783 and all cregits sust be
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2.1 BURDEN BY FILING 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 Average Incoume Per Return
Resident Apportioning $167,356
Non-resident Apportioning $245,054
Non-apportioning $ 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
ad justed 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"” i3 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 2,13

1982 CORPORATE INCOME TAX

TAX PAID BY TYPE OF RETURN: 1982

RES. APP. (21.1%)
NON—APP. (26.8%)

NON-—RES. APP. (52.1%)




INCIDENCE BY FILING STATUS AND INCOME
CORFORATE RETURNS
1982

Rracket Resident Non-Resident Total
(000} Apportioning Apportioning Non-fppartion Apportioning

$0--25 8. 20% 4. 986% S5.591% S.45%
22-50 S. 654 5.447% 6.13% b.02%4
5075 . 05% 5.89% b.b4% &. 49
75-100 &.21% b.30% &.76% 6. 62%
100-230 7.03% &.92% 7.29% 7.13%
250-500 7.90% 8.37% B8.10% 8.z0%
S00-1,000 8.47% Q.37 B.99% ?.07%
<1,000 9.43% ?.87% V. 3% 9.74%

Totals 8.37% 9. 26% 7.00% 8.3I9%
Sources lowa Department of Revenue.

Incidence figures were calculated by dividing taxes paid by taxable income
before the federal tax deduction.




INCIDENCE RATES FOR ALL FILING STATUS'S

CORPORATE INCOME TAX RETURNS —aple 2.13

1978-1982
FILING STATUS TAL RATE 1978 1979 1980 1981 1982
RES. APPORT. REAN 9,20 9.041 7,241 9.25 10.341
REDIAN 6611 8.831 6.62 8,631 6,001
FLAT 5.751 5,758 5,751 6.751 .75
NON RES APP, AEM 9.5% 9.40% 9.571 9,531 10,691
NEDIAN 6,001 5001 8.00% 6.001 6,002
FLAT 6,751 8.751 6.751 8751 8,751
RES. NONAPPORT, e 7.511 1.671 7.48% .68 7.781
REDIAN 6,001 6,001 6.001 6,001 6,008
FLAY 6,751 6791 6.751 5.751 6. 780
AL A 8,191 8.813 8.751 3.9 9,451
NEDL AN 4,001 6.001 4.001 6,001 6,001
FLAT 6750 6752 6,751 6. 791 6.7
|
FOR ALL FILING STATUS'S |
CORPORATE INCONE TAX RETURMS
1978-1982
FILING STATUS TAL RATE 1978 1979 1960 1981 1982
|
RES. APPONT. AV6. AG1 $215,555,480 $209,885,630  $272,753,04 $242,259,968 $270,281,402
REM $19,840,304 $19,015,438 $25,202,381 322,409,047 $27,947,097
HEDIAA $14,254,827 $13,918,447 $18,056,251 $16,061,8% 316,216,884
FLAT $14,556,745 $14,167,280 $18,410,830 $16,352,548 $18, 243,995
NOK. RES. APP, VG, 61 $549,860,349 414,381,404 $585,609,983 $548,110,277  $645,472,820
REAN $52,346,708 158,980,613 553,750,070 $52,084, 309 $59,001,044
NEDIAN $32,991,621 $35,862,884 $35,134,599 $32,786,617 $38,728.369
FLAT $37,115,574 $41,470, 145 $39,528,474 $36,862, 444 $43,569, 413
RES. NONAPPORT, AvG. sl $383,799,010 475,278,633  $565,760,193  $490,89,982 $455,735,420
NEAN $28,623,304 $35,453,871 $41,914,383 $37,553,61¢ $35,456,216
HEDLAN $23,027,941 $28,516,718 $32,745,812 $29,453,819 $27,344,125
FLAT $25,906,433 $32,081 ,308 $35,838,813 $13,135,548 $30,762, 141
ALL  AVE. ASL.  $1,149,314,839  $1,299,545,667  $1,404,123,2i7  $1,279,267,227  $1,370,489,642
NEAN  $101,024,774 $114,489,973 $122,960,781 $111,935,882  $132,348,750
MEDT M $68,958,890 377,972,140 364,247,393 §76,756,034 $82,289,379
FLAT $71,578,752 $87,719,333 $94,778,317 84,350,538 192,575,554
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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 like agriculture and retail
trade,
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Table 2.21

CORFORATE INCOME TAX 1978 AND 194)

TAXES PAID BY TYPE OF BUSINESS

BUSINESS

CONSTRUCT ION
TRANS. & UTILITIES
RETAIL TRADE
SERVICES

MINING
MANUFACTUR ING
WHOLESALE TRADE
F,1 & RE

OTHERS

TaTaL

1978 TAX PALD

0.736
101.14

1981 TaAX PAIL

19749
%4 0F 70YAL

4. 085%
a.,4%Y%
2. 246%
13.29%
S.806%
0.77%
36, 29%
1, 28%
. 447
0, IbZ
L0, Q%

1961
% UF TOTAL

25.40%
10.81%
S.98%
1.U7%
29.83%

12.41%.

4.82%
0O, 28%
100, QO%

1978 1981
INCIDENCE INCIDENCE
7.70% LA oy ]
7.67% 7.85%
9.63% 9. 64%
8.27% 8.17Y%
7,214 7.57%
g.a1% .31%
P.41% 9.37%
8.30% B.42%
7.73% 7.78%
7.81% 7.80%
8, 79% 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
msubtotal® 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.

O
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Tanle 2,31

1 OF TOTAL CORPORATE TAX LIABILITY
BY REGION
1978-1982

1978 19719 1908 1981 1982

.20 54,991 4811 48,662 .91

45.781 6.2 51,891 51,341 45,091

12.8% 12,581 13.121 13.091 19,491

£.350 4,151 5.931 $.361 S. 78

6,381 5.811 1.38 b.481 4,681

1511 . .80 L4131 4.431

3.261 mn 3.8 LI 114 .

.M 2.1 2.5% 2.4 .91

2.9 3.3 185 .in .18

1.811 2.081 2.1 2.3 1,591

.24 1.561 1.861 2.1 1.5

1.362 1,981 1.912 1,941 1,491

12 851 1.023 1,180 1.242 1,361
13 1.3 1.491 1. 1.861 1.2
14 1.m .M 1.162 L3N 1,141
6 1.422 1.241 1,362 130 1.862

1 N ;] b1 M 44 451

14 29 361 A1 381 261

0L 180.501 100,481 i%.081 1N ) e

TAI (BD)  s100,. 012 $114,85) 122,874 $§11,971  $132,388




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. Corporatiocns who are non-apportioning would have experi-
enced the lowest percentage inc¢rease 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 revenuées 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

1976
Srachet

$0-25
25-50
$0-75
75-100
100-250
750-500
500-1,000
(1,000

Totals

Total Intrease in

lowa Taness ¢
H

1982
fracket

$0-25
5-30
0-75
15160
100-250
234-300
500-1,000
{1,000

Totals
Total lacrease in

fowa Taves: §
4

E¢tect of Foderal Tax Deduction

Corporate locone Tox

Resident Apportioning

Jnc. Jowa Tax

.Y
135.89
134.83
107,23
833.60
.U
6.9

285,03

934,84

20341.02
20,04

3.3
.
62.02
49,58
291,44
229,85
158.9
1005, 12

1902,03

Dec. Fed. TaxX Inc. lowa Tax

18.72
.00
re
0.3
30.32
26.23
8.3
18.60

20.83

Resident Apportioning

Int. Towa Yax

4316
L&
148. 2%
PRLN |
453,47
LA L
498.78

22134

4343.92

212,27
1.9

29.06
§5.08
48,20
275

203,51
221.58
320,40
1944.58

918,20

Dec, Fed. Tacl Inc. iows Tan

15.9
20.33
20.95
21.18
1.9
.49
.78
1.9

12.70

Non-kesideat Apportioning

Inc. Towa Tax

198.1%
181,57
130.t3
160,33
§30.0)
9719
1240.33
802.43

118357.00

Non-Resideat Apportioning

Inc. lowa Tax

122.57
163.15
138.72
118,74
881.32
906.90
B92.74
8170.28

11428.4)

Dec. Fed. Taxl lnc. lowa Tan

.17
83,52
89.07
13,73
427.61
48,02
370.3%
1081.13

3445.02

33.45
3.9
13.87
26.03
.1
0.7
2.3
n.e

22,81

Dac. Fed, Taxl Inc, lowi Tax

54.38
75.05
73.01
3.
408,17
an.n
410,48
3750.32

557,10

1.02
23.84
24,42
19.24
D32
19.83
13.4)
15.80

15.5?

Nan-fppor tioning

Inc. lowa Tax

410,62
bbb, 12
$12.64
17,4
i11s.00
512.30
.60
%02.50

4349.82

Not-Agportioning

Gec. Fed. Tarl Inc. [owa Tas

7.2

114
123.79
118.9¢
913,38
263.26
170.94
23113

2)41.80

5.80
10,31
1.8
15,55
2.03
22.48
.4
14,34

15. 54

Jac, [owa Tax Dec. Fed. TaxY Inc. lows Tax

439,01
3.0
b, 08
3.2
780.50
557,64
e 24
1030, 08

4839.68

0.4
102,39
133.42
134.05
431.03
156,54
23.87
473.84

1830, 3%

8.89
3.3
8.%1
10,48
15.02
wn
20.03
19.30

13. 64
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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 institutjons 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 reascn 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

FRANCHISE TAX INCIDENCE
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Table 2.52

FRANCHISE TAX GROWTH 1978 TO 198~

3 ANNUAL COMPOUND THANGE BY INCOME CLASS
0
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INCOME CLASSES IN § THOUSANDS
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Table 2.53 IOWA FRANCHISE TAX

nasbin B INC . gFalhET 14X FAL1D INCIDENCE

I3 THOUSANDS) 1578 19862 197€ 193
a-C5 $21.65:7,40 F¥4.791./5 5.0 5. ¢
PRk ¥150.641.508 ¥15,6:5.40 9.3 .0
56-75 Fhdo.l61,20 351,774,560 3.6 2.0
Th-18@ 256,646.44 $73.711.99 5.8 .2
L 1-.25M F2.612.971.92 #1.508.666.70 6.8 <. B
L25-. 5 $7,451,Q7°.04  £32.867.01%9.05 7.4 5.0
co=1t FL.145,259.92  $5,019.718.35 7.7 5.0
Y ¥1.899,481.68 35,04%,264.40 7.9 5.0
TOlAL $10,142,132.12 $15,691.630. 35 7.1 5.0
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Table 2.54

FRAMCHISE TAX RECEIPTS
BY TAYABLE INCDMNE

1984

INCKEASE 1IN
TAIABLE INCONE NUMBER OF TAXABLE Tax PALD TAL PAID REVENUE FRON
SRACKET RETURNS INCOME (FRANCHISE) {CORPORATE) RATE CHANGE
$9-$25,000 1 $159,870 $7,993.50 $9,592.20 $1,598.70
£25,001-59,000 1 $406,195 $20,309.75 $32,495.60 $12,185.85
$50,001-$75,000 2 $1,471,332 $73,566. 60 $117,706.56 $44,139.9%
$75,001-$100,000 val $2,584 844 $129,242.30 $206,787,68 $77,545.38
$100,001-5250,000 28 $39,731,494 $1,986,574.70 $3,973,149.40  $1,986,574.70
$250,001-$500,000 208 §74,760,244 $3,738,012.20 $7,476,024.40  $3,738,012.2¢
$500,001-$1,000,000 148 $99,856,520 $4,992,826.00 $9,985,652.00  $4,992,826.00
OVER $1,060,000 59 $104,681,733 $5,334,086.65 $10,568,172,36  $5,334,086.65
TOTAL 773 $325,652,234 $15,282,b11,70 §32,469,581.14  $16,186,969. 44
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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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~able 2,61
Fage 1

iJba TAT SIRULATION MODEL
HYPATHE[CAL HIBM VALUE-ADDED MANLFACTURER
paSE CASE

ASSURF T IONG - - mmmmmmmmms
RaSE TEAR SALES (W) 19,509,000
Chgs AS 1 OF SAMLES 8.3
Saka AS T OF SALES 1.1
JIHER EIPENSES (NET) AS 3 CF SALES .80
&v6, DEFR. AS U OF SALES 2.8
INFLAT}ON RATE 5.0

FaFOLL FaliOR

FROPERYY FRCTOR

SaLES FRLTOR

NEIGHT FOR PRROLL FACTOR

WELGHT FOR PRIPESTT FRCTOR

WEI6KT FOR SALES FACTOR

25h. Ta3 DEDUCTARLE OM [0NA RETURNS

FESERAL Tea DUE ON BRRCXET 29,759
FECERAL WARBINGL RATE 46,081
FLUERAL Tal BRACMEY 100,834
168 Th: BUE O BRACRET 1.588
10A MARDINAL RATE 18,888
10un Tir BRADRED 108,800

19,506,009 28,475,888 21,458,750
13,788,598 14,193,925 15,113,820

5,791,508 6,881,075 6,785,109

4,114,590 £,536,:%

QiWER E1PERSES 73 81,95
UEPREL AT ION 472,973

PROFIT REEFORE Tat 727,188 77,955

i Y 792 16,891 17,634
FEDERAL TAY 18 17,658




able
QEFRECIAT 0N

NET CASK Fu

UVERALL AFPORTIONMENT FALTOR
1082 TNCOME BEFGRE TAMES

i0Ma TRIABLE INCOAE

FEDERAL TAIES OEOUCTED Ok jows RETURNS

159, 8e2

29,000

819,80

.33
23 . bee

182,918

B4

489,271

58,458

59,70

243,243

181,985

1,338

83

428,063

72,97

1,636

255,495

b1, 342

54, Bt

Table 2.61
Page 2



Table 2.61
Page 3

10WA TAL SIMULATION NODEL

HYPDTHETICAL HIGH VALUE-ADDED MANUFACTURER

SIMJLATION 1-NO DEDUCTION FOR FEDERAL TAIES

--------- ASSUNPT]ONG-=--==mn=mn=mm

BASE YEAR SALES ($) 19,500,888

{065 AS 1 F SALES .38

SG4A 45 T 0F SALES u.188

GTHER EYPENSES (NETI A5 T OF SALES .60

AVG. DEPR. AS X DF SALES 2.281

INFLATION RATE 5,981

---------- TAT INFORMATLON--===-- ==

PAYROLL FACTOR 15. 981

SROPERTY FACTOR 15,881

SALES FACTOR 33,801

WELGHT FOR PAYROLL FACTOR .8t

NEIGHT FOR PROPERTY FACTOR o8t

MEIEKT FOR SALES FACTOR 108, 891

FED. TAX DEDUCTABLE OW LOMA RETURNS M

---------- INITIAL TAX ESTIRATES--~--

FECERAL TAI DUE OK BRACKE! 75,758 25,758 25,758
FEJERAL MARGINAL RATE 85,881 .00 1. 881
FEDERAL TAY BRACKET 198,008 183,088 190,000
10NA TAY DUE ON BRACKET 7,598 7,500 7,580
10WA MARGINAL RATE (9. 001 18. 881 (8, 883
104 TRY BRACKET 198,869 100,882  1Q8,0M

wr---nm=e-CASH FLOW ANALYS]S=~=-----

¥EaR 1 2 M
CALES 19,508,080 ZB,475,008 21,493,754
(W15 13,788,588 14,392,925 15,113,621
6ROSS PROFIT 5,791,568 5,881,075 5,385,179
Shld 114,580 4,320,225 4,536,236
QTHER EXPENSES 546,008 573,708 681,965
DEPRECIATION 29,00 0,459 42,93
PROFIT BEEFORE TMI 2, N 737,189 773,955
10w TAYL 20,648 21,804 3,041
FEDERAL TAI 91,1564 98,717 5,
PROFIT AFTER TAI 388,170 405,499 425,744
ADD:

SEPRECTATION 429,092 458,459 472,973
NET CASH FLOM 817,178 835,949 898,716
JVERALL APPORTIONNENT FACTOR 37

LONA INCOME BEFQRE TAIES 251,660 247,243 255,485
10A TRAIABLE [NCOME 231,640 21,243 735,485

84

FEDQERAL TAIES DEDUCTED OM !OWA RETURNS ] 8 e




INCREASE OR DECREASE (-1 FROW BASE CASE:
CASH FLOW

FEJERAL TAXES

10¥A TRIES

1 CHAKGES FROM BASE CRSE:
CRSH FLQW

FEDERAL TAXES

1WA TALES

-2,632
-2,242
4,67

-3n
-. 76X
38.861

-2, 1M
-2,381
5,133

i 743
- 781
38,751

85

-2,920
-2,487
5,497

-3
-. 781
38062

“able 2,1
Page 4



Table 2.6%

rage 5

[OM& YRI SINULATION NODEL
HYFPOTHETICAL MIGH VALUE-ADDED MANUFACTURER
SINULATION 2-EGUALLY WEIGHTED APPORTIONKENT FACTORS
--------- ASSUMPTIONS - -~ - emsenmmmme
BASE YEAR SALES I$) 19,562, 208
C06S 83 1 0F SALES 70.30
SELA AS 1 OF SALES 21.1:
OTHER EIPENSES (NCT) AS 1 OF SALES 2.88%
AVG. DEPR. A5 I OF SALES .28
INFLATION RATE S. 881
---------- TAY INFORNAT 1ON--=-emmmmms
SAYROLL FACTOR 43,861
PROFERYY FALTOR t6. 801
$ALES FACTOR 31,001
WEIGKT FOR PAYROLL FACTOR 33311
NEIGHT FOR PROPERTY FACIQR 33,32
MEIEHT FOR SALES FACTOR .13
FED. TAI DEDUCTARLE ON 0NA RETURNS 59. 98t
---------- INITIGL TAX ESTIMATES----~
FEDERAL TX DUE ON BRACKET 25,7 25,758 £.758
FERERAL PASBINAL RATE At. 081 4. 082 15.002
FEDERA TAT BRACKET 190,880 109,080 199,080
1083 TAI DUE ON BRACLET 7,508 7,508 7,500
10NA MARGING. RPTE 18, B9: 10.991 19. 907
[ONA TAT BRACHET 198,698  188.282  190,80¢
---------- CASK FLOM ANELYS]G-~-—-—--
YE4R | 2 3
SALES 19,582,888 28,475,008 2i,498.750
2065 13,708,500 14,393,925 5,117,631
§R2SE PROFIT 5,791,588 6,881,875 4,185,120
s6b= §,104,508 4,320,225 4,536,235
OTHER EIPENSES ) 545,800 571,388 881,955
DEPREC 1A 10N 429,000 4SB,458 472,973
FROF)? REEFQRE 1A 782,880 73,108 773,955
"Ghy TEL 78,455 21,587 2,747
FEDERRL TAY 1,280 188,888 125,7%
PROFIT AFTER TAIL 388,280 486,629 425,89
wOD:
DEPRECIATOK $29,000 450458 472,973
NET CASH FLON BI7,284 857,879  B9B,8d
QVEKALL APPORTIONMENT FACTOR A
10wA INCOME BEFORE TAIES 8,068 Me,es8 119,98
10N TAYARLE INCOME 229,557 MB.83 197,871

85

FEDERAL TAIES DEDUCTED ON {DMA RETURNS o8,607 43,837 47,278




INCREASE OF DECREASE (-} FROM BASE CASE:

CASK FLOS
FESERAL TAIES
1084 TRXES

1 CHANGES FROM BASE CASE:
TASH FLOW

FEDERAL TAIES

10MA TAXES

-2,518
-2,145
4,663

-1
-3
9.5

87

-7,642
-2,258
4,892

-3
=721
2%.01

-2, 1n
-2,382
5,13

-1
- 721
29111

Table 2.¢3
Page ¢




10wn 1ns 31RULATION RGDEL

Table 2.62
WiFOIRETICAL LON VALUE-E[EED NANLF W TURLS rab

p!
Y] Page
cmm ey nSUPMF T JONS- e m e e
ka3t TEWR SALES t$ 5,838,008
(085 W5 & OF SALES 91.30:
§6.~ RS 3 OF SALES 5. 80
GTHER C1FENSES (NET) 45 1 OF SaLES ol
#vE. DEFR. &S 1 DF 3ALED .58%
INFLATION RATE 5.081
---------- TAY INFORBATIQN---—=-====-
F4.EQLL FACTOR 5o, 885
FROPERTY FALTOR 7.8
SeLES FuCTOR 0.8
NE15HT FOR PAIROLL FAlTOM N A
MEIGHT FQR PROFERTY FACTOR g}
WEIBHT FOR SALES FROTOR 108, 005
FED. Tat DEGUCYABLE ON 10wA KETURNS 50,081
---------- INITIAL TAY ESTIMATRS-----
FEDERaL [4b DUE OW BRACKET 15,750 15,758 15,758
FEDERK. MaRGINAL PulE 40, 601 40,007 42,001
FEDERAL TA1 ERAZKED 7S, a0 75,080 75,688
JONS Tht DUE OK EREEED ? ] 8
1085 MakAiNAL RATE 5. 02% 5,897 &880
10M: TRl BEACKET ] ] ]
---------- CasH FLOW &NRL2SIG-ammmma-s
YEA$ i : 3
IS 8,838,808 9.27.,588 9,735,075
063 B.B79,450 B.467,427  B.9@7.594
BRISS FAOFI: 758,558 785,078 827,48)
SRk 525,808 b, 98 584,183
OTHER E3PERSES 7,920 59,829 SB, 419
BEFRECTATION 18,478 83,444 B.blb
PROFIT BEEFORE 1Rt 83,348 2,715 97,331
j0k- Ths 935 976 1,003
FEDERSL Ta1 20,6% 22,.M5 24,281
FRGFIT AFTEF Tat b6, 669 $9,282 7:.047
all:
LEFSEC =T I0N 75,470 81,444 8:.616
WED CASH FLUW 146,139 132,73 159,003
OVER-LL &PFORTIONMENT FulTOR .78
10%5 THIOME BEFOKE TAES 17,668 18,343 15.478
i0ME TATARLE INCOME 15,59 16,299 17,047
FEDER=, TAXES DEDUCTED Om 10MA RETURN 2,070 2,244 2.428

8¢




Table 2,62

Page 2
[DWa TAD SIMULATION MIDEL
WYFCTHET ICAL (Dw VALUE-ADTED MANUFACTURER
Gime atioN |-G DEDUCTION FOR FEDERAL TAIES
ERREERIEY LiT, Lh 11 (TR LR S
BASE YEAR SALES ($) B,832, a0
LOGE a5 T OF SALES 9f, 581
554~ A% 1 OF SALES 6.8
CTHER EIPENSES (NET! AS T OF SALES 481
av6. DEPR. AS 1 Of SALES R
INFLATION RATE 5.8
-------- -~ 1RY INFORMATIQON-=---==mn--
PRYBDLL FALCTpP 56,091
PROSERTY FACTDR 72,801
SALES FACIQR 28.807
WEIGKT FOR PavROLL FACTOR m
MEIGHT FOR FROFERTY FACTOR )
WEISKT FOR SALES FACTOR 189,001
FED, TAY DEDUCTABLE ON 10WA RETURNS . 807
---------- INITIAL TAD ESTIMATES----- .
FEDERAL TRI DUE DM BRACXET 15,758 15,758 15,748
FEDEFAL RARGINAL RATE w.m 0.4 TR
FEDERAL TAT BRACKET 75,098 75,08 75, M0
10WA TAT DUE ON BRACKE! ] ) ]
[0WA MARGINAL RATE I 3 5.801 W i H
10M& TAT BRACVEY ] ] (]
---------- CASH FLOW ANA_YSIS =----=-
YEAF 1 2 3
SALES 8.838.080 3,271,8 3,735.87%
£o68 B,079,458 8,483,421 £,987,5%
SRO5S FROFIT 738,558 788,878 827,481
Stis 99,608 356,298 584, (85
QTHER CIPENSES 52,990 535,629 58,419
DEPRECIATION 19,419 83,444 87,614
FROF 7 BEEFOKE 143 88, 92,715 $7,351
1084 141 1,068 1,13 1,168
FEDERRL TAY 28,64 22,391 un
PROFIT ASTER TAY bb,594 b%,211 71,900
ADD:
PEFRECIATION 79,478 B, 444 8,816
NET LS Fudw 148,864 152,635 159,575
DVERS L APSORTIDNNINT FACTOR .78
T0KR [NCOME BEFGRE TRXES 11,608 18,543 19419
QA TAYRZLE INCONE 17,668 18,543 19,479 89

FEIERAL TAYES DEDUCTED ON [OWA RETURN 4 ] ]




INCREASE OR DECREASE (-1 FROM BASE CASE:

{agH FLOW
TEDERAL TAIES
10%A TAIES

% CHANGES FROM BASE (ASE:
35K FLOM

FEDERAL TAIES

10Uk TARIES

-58
145

-.851
-4
14191

Table 2,62
Page 3



Table 2.62

Page 4

1084 TAT SIMULATION PODEL
WYSOTHE T TCAL LOW VALUE-ADDED MANUFACTURER
SIMULATION 2-EQUALLY WEIGHTED APPORTIOMMENT FACTORS
--------- ASSURPTIONS - =mmm - reemena-
RASE YEAR SALES (%) 8,839, 0
{065 A5 ¥ QF SALES 91,501
SELA AS T JF SALES 4,88
ATHER FYPENSES (METY AS 1 OF SALES 681
AVG. DEFR. AS T OF SALES 991
INFLATIOR RATE v. M
---------- THI INFORBATION---=c=euu--
FAYROLL FACTOR Sb.m01
PROPERTY FACTOR 72.901
SALES FACTOR 270.881
WEIGKT FOR PAYROLL FACTOR 33,332
WEIGHT FOR PROPERTY FALTOR ln
WE1ENT FOR SALES FaACTOR 35301
FED. TAT DEDLCTARLE ON I0MA RETURNS 38.082
---------- INITIAL TAX ESTIMATES-----
FEDERAL TAT DUE ON BRACKET 15,7508 15,752 15,738
FEDERAL MARGINAL RATE 43,991 40,801 49.001
FEQERAL TAI RRACKET 75,888 73,809 75,009
ICKA TAI DUE ON BRACKE!T 8 ] ]
[784 MARGINAL RATE 5.887 6. 981 b, 031
108A TAI BRACKET (] 2 8
---------- CASH FLON ANRLYSIG-----=--
YEAR 1 2 3
SALES 8,838,288 9,271,508 9,735,005
C06S 8,079,458 6,483,423 8,987,5%
BRGSS PROFIT 798,558 188,078 827,481
Seua 329,800 556,298 584,185
OTHER EXYPENSES 52,981 15,429 38,418
DEPRECIATION 79,478 83,444 87,616
PRIFIT BEEFORE TAX g8,200 92,71% 97,334
[ONA TAY 2,318 2,421 7,50
FEDERAL TAL 28,14 21,848 23,478
PROFIT AFTER TAX 65,841 68,427 71,142
RDT:
DEPRECIATION 19,478 Bl 444 87,616
NET CASK FLOW 145,314 151,878 158,797
OJERALL #FPORTICMNENT FACTOR A9
I0W2 INCOME BEFORE TAYES 43,361 43,719 48,026

91
1ONA TAIABLE INCOME 38,597 8,345 42,186

FEDERAL TAYES DEDUCTED ON 10MA RETURN 1,99 5,394 5,841




INCREASE IR DECREASE (-} FROM BASE CASE:
TASH FLOW

TEJERAL TAIES

10w TAIES

1 CHANBES FROR BASE CASE:
CASH FLOK

FEDERAL TRIES

1CHA TATES

-828
-552

1,381

-5
-2.671
147,651

98¢
-683
1,588

-.5M
-2.481
f47, 421




10MA Tul HIMULRTICN MGDE.

X1 DTHE1C30 MHCLESALING OFERSTLON Table 2.63
KASE CASE Page 1
--------- AT 1 o ——

RASE YEAR SALES 161 3. 008,000

C0BS 65 & OF SALES 77,483

S840 55 1 OF SALES .78

UTHER EIPENSES (NET) AS T OF SALES .58

&6, DEPR., A% 3 OF SALES .58

INFLATION FATE 5.00%

---------- TAD INFORMAT [ON- == -=emn -

PAIROLL FACTOR 41,881

FROPERTY FACTOR 52. 883

SALES FRCTOR KN . H

WEIGKT FGR FayROLL FACTOR N1

¥E16HF FOR PROFERT: FACTOR .81

BE{EHT FOR SALES FACIOR iep.adt

FED, TAU DEDUCTABLE ON LOMA RETURNS J8. 8%

mmemmase=- INITIAL TAY ESTIMATES-----

FEDERAL TAT DUE OK BRACKED 3,756 25,754 75.158
FEDERAL MARBINAL RATE 4.0 45,80 $6.081
FELERAL TR1 BRACSET 192.082 188,280 162,888
[0¥A Tas BUE N BRACHED 1,500 1388 1,589
1083 PAREEINGL RATE 5.8 8.8 §.92%
10N Tar BRR(LE 25,880 23,088 75.008

TERR 1 1 ]
SALES 1,788 pBR 3,885,898  4,07¢.230
106 2,715,880 2,851,399 2,994,178
BROSS FROFI 984,288  1.031, 410 1,885.28]
$64n 892,988 841,843 88%, 197
OTHER TIPENSES 18,508 19,425 8, %0
PEPRECIATION 18,500 19,475 20,39
FROFIT BEEFORE 1A} 144,289 158,515 159,83
10un 143 1,38 3,481 3,664
FEDERAL TwX 607 47,84 51,246
FREOFIT AFIER ThX 9. 187 100,188 184,180
&l

CEFFECTATION 1g.50¢ 19,435 28.3%
NED CASH FLOW 114,8%° 119,612 LI
OVERALL APPORTIOMMENT FACTOR .33

10W~ [NTONE BEFJAE T4rES 56,277 59,081 62,845
TONR TRIABLE {NCOME 47, 57% 49,761 5,832

FeDERAL TRIES DEDUCTED ON 10M4 RETURN B.oRB 9,358 §,993 93



_—_

Table 2.63

[OMA TAT SIMULATIZN MODEL Page 2 1
HYPOTHETICAL WHOLESALING OFERATION b
S1MULATION 1-NO OEDUCTION FOR FEDERAL TALES

--------- ASSUNFTIONS === =n=nmsmmeme-
RASE YEAR SALES ($) 3,700,888 ]
[0S AS 1 OF SALES 73.481

SBLA AS 1 OF SALES 2.7

OT4ER EIPENSES (NET) AS T OF SALES .50

AV, DEPR. AS T OF SALES Sn

INFLATION RATE 5.1

---------- TAT INFORMATION--~--n-nn=

PAYROLL FACTOR 4. ,
FROPERTY FACTOR 32.81 p
SALES FACTOR .8 1
WE16HT FOR PAYROLL FACTOR N )

WEIGHT FOR PROPERTY FACTOR R )

WEIGHT FOR SALES FACTOR 168,961 ;
FED. TAT DEDUCTABLE OM 153 RETURNS N ) ]
---------- INITIAL TAT ESTIMATES--~=-

FEDERAL TAT DUE ON RRACKET 25,758 25,758 25,750

FEDERAL MARGINGL RATE 45,081 .081 .082

FEDERAL TAT FRACKET 109,000 [ee.000 108, M0%

10WA TR DUE ON BRAZXET 1,500 1,500 1,588

10MA WARBINAL RATE 8.801 8.881 8.81 i
10MA TAL BRACYET 73,0 25,008 75,008 :

--------- CASR FLON ANALYS1§--==----

YEAR 1 2 M

SALES 3,700,498 3,885,000 4,079,750 {
£0ss 2,715,808 2,851,390 2,994,178 ]
BROSS PROFIT 984,208 1,877,410 1,885,881 1
5644 BE2,908  B43,MS  B8S,197

BYHER EXPENSES 18,508 19,423 M,1%

DEPRECIATION 18,588 19,425 2,39

PROFIT BCEFORE TAl 148,382 151,515 159,094 4
0Ka TAT 'K Y] 8,227 4,468

FEDERAL TAT “®,287 47,582 59,878

PROFIT AFTER TAX 9,011 99,785 10,749

ADD:

DEPRECIATION 18,508 19,425 0,3%

¥ET CASH FLOW HESIT N9 124,145

0VERALL APPORTIONMENT FACTOR 39

ICWA INCORE BEFDRE TAXES 56,277 59,091 62,845

13uA TAXABLE INCOME 56,277 55,89 52,045

FEDERAL TAXES DEDUCYED ON 10W& RETURN ' ] ]

94



'KCREASE DR DECREASE (-) FROM BASE CASE:
TASH FLOW

CEIERAL TALES

(G TARES

1 CNANBES FROM BASE CASE:
(5SH FLOW

FEDERAL TRAXES

10M8 TAXES

=174

-32

%4

=35
-
21. 84T

95

-483
-144
T46

- o8l
-n
21,443

- 351
-1
21.82%

Table 2.63
Page 3




TOMA TAT SINULAT!ON WODEL
HYFTHETICAL WHOLESALING CPERATION

SIMULATION 2-EQUALLY NEIGHTED APPORTIONMENT FACTORS

---==----RSSUMPTIONS

FASE YEAR SALES ($)

<065 RS 1 OF SALES

SGkA AS 1 OF SALES

STHER EXPENSES (NET! AS 1 OF SALES
AVE. DEPR, AS 1 OF SALES
INFLATION RATE

TAY INFORMATION--==-=m"r--
PAYROLL FACTOR
PROPERTY FACTOR
SALES FACTOR
BEIGHT FOR PAYROLL FACTOR
NEIGHT FOR PROPERTY FACTOR
NEIBHT FOR SALES FACTOR
€D, TAI DEDUCTABLE ON TOWA RETURNS

INITIAL TAY ESTIMATES
FECERAL TaX DUE 0N BRACKE!
FCOERAL MARGINAL RATE
CEDERAL TAX BRACKET
128A TAX DUE TN BRACKET
{0¥A ARBINAL RATE
[0Me TAY BRACKET

CASK FLON ANALYS]S-===----

SALES
L0568

6ROSS FROFIT

36%A

OTHER EXPENSES
DEFRECIATION
FROFIT BEEFORE TAI

:0Wa 1AL
FEDERAL TAY

PROFIT AFTER TAL

ADD:
DEFRECIATION

NET CASH FiOw

JVERALL APPORTICMMENT FACTOR
{CwA INCOME SEFQRE TAXES

10WA TALABLE INCOME

FEDERAL TAXES DEDUCTED ON i0WA RETURN

3,780,098
7.8
21,78

38
14
s.an

4.8
32,901
Iv. 0L
n.n
3.3
BN
8.1

25,758
1,89
188, 990
1,58
8,882
25,098

l

1,708,800
2,715,508

984,784
882,94

ig,5e8
18,588

sazmmero-=

144,708

3,198
44,38)

95,121

18,589
114,821

.
62,492

33,728

9,764

2

1,885,884
2,851,590

1,832,419
843,045
19,428
151,315

3,995
47,509

99,911

19,425

119,3%

86,667
56,193

18,474

25,758
.01
120,008
1,508
8.99%
25,008

3

4,879,250
2,99¢,i78

159,91

4,082

58,999

103,890

28,39

124,286

78.003
58,729

11,228

Table 2,63
Page 4




iNCREASE OR CECREASE !-) FRON BASE CASE:

CASH FLOW Table 2,63
SEJERAL TAJES Page 5

1WA TRIES

+ CHANGES FROM BASE CASE:
TASH FLOW

FEDERAL TAXES

ICWA TAZES
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3.3

3.4

3.5

SALES AND USE TAXES

BURDEN BY FAMILY SIZE

3.11 Iowa QOptional State Sales Tax Table
3.12 Sales Tax Incidence by Family Size

BURDEN BY TYPE OF BUSINESS

3.21 Retail Sales and Use by Group

3.22 Percent of Total Sales Tax Receipts (graph)

3.23 Percent of Total Sales Tax Receipts (pie graph, 1978)
3.24 Percent of Total Sales Tax Receipts (pie graph, 1982)
3.25 Percent of Total Retail Use Tax Receipts (graph)

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)

BURDEN BY PLANNING AREA

3.41 Percent of Total Receipts by Region

POLICY ANALYSIS

3.51 Revenue from the Taxation of Food and Drugs

3.52 Incidence of Sales Tax on All Taxable Goods and Food
and/or Drugs

3.53 Revenue if Food Were Taxed But No Services Were Taxed

3.54 Incidence of Food and Drugs Tax if Credit Were Given
to Lower Income Filers

3.55 Revenue if All Service Industries Were Taxed

3.56 Revenue if Newspapers Were Taxed
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3.0 SALES ANP 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 Yowa, otherwise this tax is self-reporting.
The motor vehicle use tax is paid whenever a motor vehicle is
registered (except in a few cases).




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 Opticnal Sales Tax
Table figures were revised upwards. It can be seen from the
results obtained in the attached chart that those families which
carned the least paid the greatest percentage of their income in
sales taxes. The effect of the ing¢rease sales taxes on the poor
was over two times greater (,26%/.11%4) than on the rich,

Within each income class, a3 the family size increased so
did the amount of sales tax paid as a percentage of incoae.
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 wmore members.

100



Table 3,11 (OWA STATE SALES TAX TABLES

1978- 1963

tv78-1962*
Family Size

$1-48,000

$0,001-%$10,000
$10,001-8$12,000
$12,001-$14,000
$14,001-%46,000
$16,001-%$18,000
$18,001-8$20, 000
$20,001-$22,000
$22,001-$24,000
$24,001-826,000
$26,00%-$28,000
$28,001-%30,000
$30,001-$32,000
$32,001-8$34,000
$34,001-$36,000C
$36,001-4$38,000
$38,001-340,000
$40,001-%4%,000
$45, 001 ~$50,000
$50,001~ 855,000
$55, 004 -$60, 000
$60,001~-456%,000
#63,001-$70,000
$70,001-875,000
$73,0061 880,000
#80,001~-$8%,000
¥83,001-$90,000
$9G,001-8$9%,000
$95,001-100, 000

Factor 11 13 13 14

’ Between 1978 and 1982 the Optional Sales Tax Table for Iowa did not change,
Source: IRS, Porm 1040, 19768-1983
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3.2 BURDEN BY TYPE QF 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%.




Buc. Broup

Table 3.21

1 of TOTAL RETAIL USE TAX RECEIPTS

BY GROUP !
1978-1962

197¢
Use
1 of Tot.

1988
Use
1 of Tet.

Food
Mholesale
Perchandise
Rotor Veh
Utilat./Sery
Misc,

Total

Bus. Grouo

Foed
WMolesale
flerchandise
Motor veh
Wilit.sServ
Risc.

Total

L8
25.421
13.450

97
13.31
48.44

108,801

i o¢ T0T4L SALES TAL RECEIPTS
Ry &ROUF

1978
Sales

1 of Tot.

AN
23,801
13.891

1.1
14,131
4.882

185,000

1978-1982

1988
Sales
1 of Tot.

11.98%
15.95%
3.1
6,591
22,343
9.481
160.881

11.821
17,882
nRan
4,331
2.3
9.2
100.081

168.901




Table 3,622

% of TOTAL SALES TAX RECEIPTS

Sales

~0—
.._B__
——
—A—

il
+

Food
Wholesaie
Merchandise
Motor Veh
Utilit. /Serv.
Misc.




Table 3,23

% of TOTAL SALES TAX RECEIPTS
BY GROUP

Food

~(16%)

wholesale

Merchandise

Motor Veh

H Utilit./Serv.

Misc.




Table 3,24

% of TOTAL SALES TAX RECEIPTS
BY GROUP

“ Food

. —(15%)

Wholesale

Merchandise

Motor Veh

i utiiit/Serv.

Misc.




Table 3.25

7% Of TOTAL RETAIL USE TAX RECEIPTS
BY GROUP

;ﬁ L -®— Food
T —8— Wholesale
‘ - © _%— Merchandise
—a&— Motor Veh
—a— Utilit./Serv.
—o— Misc.

B,//,—-&\g




3.3 BURDEN BY TYPE QF TAX

Chart 3.3%1 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
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RETAIL SALES
RETAILERS USE
CONSUMERS USE
MOTOR VEHICLE USE

TATAL

Table 3,231

SALES AND USE TAX RECEILIFTS

BY TAX TYPE

£317,941,759
$36,241,962
$13,283,649
$55, 053,265

422,520, 655

$£358,078,310
$40,985, 260
$14,067 ,947
$£62,199,549

475,331,086

$393,327,019
£45,09%,774
114,893,690
61,782,172

515,096,663

£392,761,869
$47,717,437
$19,214,574
$50,049,199

$509,743,079

402,019,740
$48,487 ,732
$17,285,537
£50,153,366

$517,946,375
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Table 3,32

SALES AND USE TAX RECEIPTS
BY TAX TYPE

V([ L L LSS A

\

LS LS T

Y,

N

/

AN

N

. e

1978

1979

1980 1981

1982

RETAIL SALES

@ RETAILERS USE

3 N

CONSUMERS USE
MOTOR YEHICLE USE




3.4 BYRDEN 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%4 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,.

112
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Table 3.41

4 UF TuTnL®
TAX KLLEDI1YS
BY IRELIUN
(1978--t9u2)
SRRV AARIRNNNEPREROIRANS |QQiboﬁonllil.Q'QQ.Dl!..ll!!!i..ﬂ!'ﬂ!.ano

1978 197% 1980 1981 1902 Net Change'*

21.477 21.32% Z1.44% 21.42% 21,84%

L1757 L1, 74% 12, 05% 12, 1% 12,194 -.44%
a.14% 7.91% 7.b1% 8. 197 7.90% .24y,
7. 64Y 7.58% 7.559% 7.889% 7.98% -.xa%
6.78% &.469% &.73% 6.82% &.74% LOA%
&, 05% 5.91% B, 45% 5. 60% 8. 69% L36%
S, 197 5. 20% . 10% 4, 92% 4,97 . 18%
S.08% %, 26% 5.27% 5,324 5.21% -, 147
4.94% 5. 0%% S.11% 4,85% 4,80% 14
4,477 4. 43% 4.49% 4.30% 4.07% . 40%
4.20% 4,18% 4.21% 4. 06% 4.02% CE7%
4,107 3.97% 3.99% 4.32% 4, 32% -.22%
3.40% 3.45% 3.41% 3.38% 3.42% -, 01%
2.67% 2.78% 2.85% 2. 657 2. 60% LO7%
2.57% 2.63% 2. 68Y 2.58% 2.863% ~.08%
1.58% 1.48% 1. 66Y% 1.6L% 1.61% -, 08%

- - - -
RO WAWUNLD O

-
F

y Totals do not include non-classified information,

i The net change ls calculated by summing the differences between the amount of tax receipts collected for

each year,




3.5 POTENTIAL REVENUE IF EXEMPT ITEMS WERE TAXED

Using 1982 data, the amount of tax lost by the state in
giving the food and drug exemption was calculated. The analysis
is shown in chart 3,51.

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 1if 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 Jowa 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.




Table 3.51

REVENUE IF SALES % USE TAXES AFFLIED TO FOOD % DRUGS

LOST REVENUE (1980
TAYAGLE BASE

CFIU FIGURES

2,

88,235,427
541,180,754

——— et R i e e e e e e A e e e e . . ——— T e S . S G A s T W E M R A

KRETAIL SALES

e S Ay e e e e e o T T —— W A e £ S W PN S M S e M e e e e TR T R A e e

DRUG % FROFRIETARY STORES

FOOD STORES

GROCERY STORES

MEAT AND FISH MARKETS
RETAIL BAKERIES

3

F1,
%1,

275,047,000

9¢9,492, 000
889,452,000
$76,046 , 000
$£168,261,000

£411,7298,041

¥5,816,929,70C

o o o e e e e e . e A e v . T ——— = e T . S b e AL - ——

. OF T2TAL SALES
DRUG % FROFRIETARY STORES
FOOD STORES

AMOUNT OF LOST REVENUE ATTRIBUTABLE
DRUG % PROFPRIETARY STORES
F30OD STORES

TO E£ACH

£6,228,237,742

L. LAY
I, AQ%

£5,824,6%3
$82,408,565

e - o e e i e ————— . = e . — A o m  mn m T R S . —

LOST REVENUE (1982)
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$88,275,427




Table 3,52

WNNJAL EXP CH FOOC & JRUBE
AND COST OF FOGC & DRLG TAl
BY INCOME BRACKET

1984

AY6 WEEKLY

EXFENDITURE ON

INCCHE BRACFET FO0D & ORUGS (1)

§ ROUSEROLDS
TN BRACKET (2}

TQTAL ANNUAL ETP,
0K FOOQ & DRuBS
BY GRACKET

CO8T TG STATE 0F
F LD ELENPTION
8Y BRACKET

ANAUAL SAVINGS
OFR KIUSEHO.E FROM
F oD EIERPTION

RATES F&
fO0% ¢ DRUGE
CREDLTS

CeEDIT
QWED
BY STATE

AEVENUE
BAIN FOR
STATE

INCIDENCE OF
L0 Ta1
BLTH CREDIT

INCIDENCE OF
F&b a1
#/0 CRED TS

UNDER $5,400
$5,000-86,00
$4,000-57,000
$7,000-$8,000
$8,000-4¢, 000
$9,000-$10,000
$16,000-$12,000
$12,000-$15,000
#15,000-$20,000
$20,000-30,000
OVER  $30,000

$17.44
$19.61
$20.92
$22.23
$23.54
$25.92
$27.48
$29.28
$40.55
£30.07
$32.9%

152,217,512
$26,199,870
127,950,091
$29,796, 114
$71,450,532
£34,620,320
488,411,095

$141,407,760
©$375,240,130
$723,791,091
$207,570,173

$1,%66,525
$785,99¢
$678, 502
$891,009
$943,516
51,032,910
$2,652,313
§4, 242,133
$11,257,204
121,113,732
$21,227,105

$:1.55
$3¢.99
$12.44
£34.68
$36.12
$40. 44
2.8
$43. 08
£53.26
$78.11
382,42

{00.00X
To.om
0.0
40.001
30.001

§1,546,529
£550,197
$449,251
$356, 404
$287,0%5

25, 00% $259, 721

25.00% 1643,083
.001 $0
00X $0
007 $0
.00t 10

25,493
25,493
25,893
25,693
25,693
81,9148
92,875

177,957

217,592

256,932

$235,799
$419,25
$534,406
$3460, 461
$179,182
$1,989,259
£4,242,213
$11,257,204
£20,13,113
$21,227,105
Torat 1,053,000 $2,138,540,868 $67,157,067 $63.78

$4,098,243 83,058,824

(1) 1981 Consuser Expenditure Survey, Diary Survey for Morth Central Reqion
(2] 1982 State b Metropolitan Area Data Boak, 1979 bata

The cost to the state of the fo0d tax exegption was srasured using 4 3L sales tax rate,




Table 3,53
ANNUAL EXP ON AND SALES
TAY OF TALABLE 60008
BY INCONE BRACKEY

1981

INCIDENCE OF INCIOENCE OF

AVE MEEKLY TQTAL ANKUAL EXP, SALES TAX PAID  ANNUAL SALES Tal INC[DENCE OF SALES TAK ON SALES TAY OK

EXFENDITURE ON & HOUSEHOLDS  ON TAJABLE 600DS  ON TAIABLE GOODE PALD PEX MAUSEHOLD SALES TAX ON TARABLE GOODS AND  TAYABLE 600CS

INCONE BRACYET TAIABLE 60005 (N BRACKET BY BRACKET BY BRACKET  ON TAIABLE 600DS  TAXABLE 60OAS FOOD & DRUBS AN FOOD

UNDER $5,000 149,52 5¢,862 $146,419,650 $4,392,5%0 $77.25 3.091 19 4141

$5,000-$1¢,000 $58, 85 128,484 $395,621,360 11,754,639 $91.50 £, 221 1.761 LI

$10,000-815,000 $75.48 154,791 $607, 554,475 18,226,540 $112.75 R IH L1 1.291

$15,000-$29,000 $30.87 177,957 $840,845,825 £25,225,405 $141,75 .B1Y Lan 1.151

$20,000-430,000 $118.45 130,642 $2,040,061, 140 361,201,834 $185.10 JAL 1.05¢ 1.0

OVER $30,000 $149.90 204,282 $1,592,378,190 $0,771, 346 $233.85 .51 N .81
TaTAL 1,052,000 $5,619,001,780 $168,572,453 $160.09

LTT




Table 3.54

ANNUAL EX2 DN FOOD

48D COST QF FOI0 TAX

BY INCONME BRALLET
1961

AVE MESKLY TOTAL ANNUAL £1P, COST 10 STRIE DF ANNUAL SAVINGS INCIDENCE OF
EYPERDIYURE ON  # HEUSEHQLES GN FOOD FOOC ELEMPTION PER MOUSEHGLD FRCA  FOOD EXEMPTION
[NCONE BRACYET FOAD (1) IN BRACKET (2] BY BRACKET BY SRACKET FOOD EXENPTION BY BRACKET

UNDER $5,000 §49 474,843 31,490,239
$5,000-$10,000 128,484 $159,791,149 14,793,734
$10,000-$15,000 154,79 £221,995,0¢1 $6,659,852
$13,000-420,000 177,99 $353,308,710 $10,599, 241
$20,000-$30,000 330,642 $823,563,094 $24,706,393
OVER #30,000 208,262 $544,305,303 $16,329,159

10taL 1,053,000 $2,152,437,960 $64,579,139

SALES TR REVENUS [F FOOD WAS TAIED 364,579,139
SALES TAY REVENUE FROM SERVICE INGUSTRIES $39,784,13%

REVENUE GAIN IF FOOO TATED BUT SERVICES KOT $24,793,000
{10 1981 Consuaer Expenditure Survey, Diary Survey for Ncrth Central Region

(2) 1987 State A Metropolitan Area Data Boae, 1979 Data
The cost to the state of the food tax exesption was measured using a U sales tax rate.




Table 3.55

Page 1 INCREASE IN SALES TAX REVENUE IF ALL
SERVICE INDUSTRIES WERE TAXED
1981 AND 1982
1977 RECEIPTS FOR ALL SERVICE INDUSTRIES

CFT FOR SERVICE INDUSTRIES

#% The sales tax rate in 1981 and 1982 was 3% which 1| what
used in this analysia.

$2,393,000,000

$3,765,003,088
$4,104,924,858

$112,950,093
$123,147,746

$44 ,225,879
$47,380,251

$48,724,214
$75,767 ,495




Zable 3,55
Page 2

1977 TAX-EXEMFT SERVICES

ADVERTISING

BERVICES TO DWELLINGS

COMFUTER SERVICES

MANAGEMENT CONSULTING SERVICES

MI&GC. BUSINEES SERVICES
DENTAL

MOTION PICTURE PRODUCTION

PRODUCERS, ORCHESTRA AND ENTERTAIN.
LEGAL

ENGINEERING
HEALTH SERVICES
EDUCATION
SOCIAL SERVICES

TaTAL

TAX RECEIPTS IF BERVICES TAXED

1977
SALES RECEIPTS

$2%,4738
$31,9529
$53,725
$50, 429
$160,842
$9,923
$24,245
+8,901
$166,467
$91,496
$643,000
$11,00G
$145,000

$1,442,395

$43,271.8%0

1981 ADJUSTED
SALES RECEIPTE
(000)

$40,023
$49,606
$84,528
£79,657
$253,059
$15,612
$38,146
$£14,004
$261,909
$144,269
$1,043,125
$17,307
$228,134

$2,269,378

$66,081.341

1982 ADJUSTED
SALEB RECEIFTH
(000)

- — -

$43,636
54,084
$92,159
$86,840
$275,907
$17,022
$41,590
$19,269
$265 ,5%6
$157,294
$1,137,303
$18,869
$248,731

$2,474,26B

$74,226. 037




[

DALY
SUNDAY
WEERIIES
TOTAL

MEWSFAFER

Table 3,56

NEWSF&FER TAX TATA
# NF FAPERE FER YEAR

TR FARER 1781

297,112,920 288,
38,474,988 e,
4@,3‘4.692 Y.

T7L,27 Thb,

TaY

1s82

agl, 294 272
8-.}7 ot lr_ .)8-
385,680 g,

744,248 310,

TT, 667,482 14,

A Yan of one fent per newspapar was ucsed to detarmine
PoVERUE Fram < newspaper Lax.,

poatesntaal

N0 ATE R =

ToST D0

08,548
16501350

181,551




MOTQOR FUEL TAX

BURDEN BY TYPE OF FUEL

.11 Motor Fuel Tax Receipts By Type of Fuel 1978-1982

BURDEN BY INCOME BRACKET

4.21 Annual Expenditure on Motor Fuel and Cost of Motor
Fuel Tax, 1982

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




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.




4.1 BURDEN BY TYPE OF 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.




FUEL

BGAS
DIESEL
LLFG
AVIATION
GASAHOL

TaTAL

Source:

1978

133,278, 109
$24 652,870
168,589
$577.,812

£0

$158,837,380

MO OR

1979

$123,278, 109
$28,753,090
$212,986
$679,341

E Y]

$162,903,526

Data was compiled by the lowa Department of

Table

FuiL.

UY TYPE Of
1978-1982

4,11

FLEL

1960

$176,823,601
$I0,083,717
$374,557

1639,113
$0r

167,080,780

Revenue.

TAX RECEIFTS

1981}

1136,436,0%8
34,291,947
702,948
$683,472
5,906, 742

178,101,188

19682

119,722,294
$40,398, Y66
$1,398,126
£683, 686
$34,403,696

$196,606,168




§.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 brackets,

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.




INCONE BRACKET

Table 4,21

ANWUAL ELP OX MOTGR FukL
AND COST OF MOTOR FUEL TAX
Y LECONE BRACKET

1582

AV5 WEEK EIP TOTAL ANNUAL ENP, 2 OF TOTAL EXP,
BAS, MOTOR QIL & HOUSEKOLDS 0N MOYOA FUEL ON MOTOR FUEL
M0 ADDITIVES IN GRACKET BY BRACKET BY BAMCKET

UKDER $5,000
$5,000-$10,000
$10,000-415,000
$15,000-920,000
$20,000-330,000
GVER $30,000

TQIAL

. . D . -

TOTAL AMMUAL COST
OF MOTOR FUEL Tar
BV BRACKET

AMNUAL COST/HOUSE

OF NOTOR FUEL JAL
BY BRACKET

INCIQENCE 0F
MOTOR FURL YAz

15.49 #56,852 $14,232, 964 1.An
11,23 $128,466 475,192,610 5.610
$15.20 $154,791 §122,990,237 In.ist
s$1.78 512,99 $164,550,924 14.921
$23.01 $330,842 $409,324,473 ma
$29.43 $204,282 $314, 749,534 28.33

$1,055,000  #1,103,082,242 100,00

52,985,423
$13,821,402
$22,619, 360
$30,249,252
475,289,523
437,885,943

#202,839,708

$32.30
$107.59
814613
$170.04
122L.10
8.5

.10
[JER1
N
m
812
2l




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.




Table 4,31

KOTOR FUEL TAL RECELPTS
O TYPE OF FUEL

1982

TAL RATE

GALLONS

REVEMUE

§.10
$.15%
$.130
AVIRTION $.130
BASANIL 1.000

TOTAL $.10

ADDITIONAL REVENUE IF GASAHOL
TAL 1S INCREASED TO GASOLINE
Tal RALE $23,040,85 °

920,940,728
278,646,962
10,754,820
5,259,122
473,317,151

1,688,948,70¢

e nen. .

$119,722,29
$43,185,69
$1,398,12
$683,484
$31,070,472

$202,059,%08

GALLONS

PRICE PER GALLON

HITAL SALES

REVEMUE JF TAIED
TAL RATE/DOLLAR AT SALES TAl KATE

——— mm S EEE" .. i, . e A"

BAS 920,540,729
DEESEL 270,615,962
LPG 10,754,620
AVIATION 5,299,122
BASAHOL 23,312,191

FLILLTE 1,680,%48,764
PRICE PER GALLON OF 643

AVE. 643 TAK RATE
PRICE PER GALLON W/0 TAX

11,226
$1.22%
$1.228
11.22
$1.226

$1.2%
$1.34b

5.0
1.2

1,120,971,803
341,553,703
13,104,225
8,407,100
580,308,240

2,070,468,153

45,150,875
13,862,148
527,349
257,884
23,212,33

92,818,400




PROPERTY TAX

QVERVIEW

6.11
6.12

6.13

BURDEN

Assessment Limitations, 1978-1983

Property Valuations By Urban/Rural Classification,
1978-1983

Amount and Percentage of Local Property Ta
Supporting Education

BY COUNTY

6.21
6.22

BURDEN

valuation, levy and tax rate by County, 1983
Compound Growth Rates from 1978 to 1983 for Levies
and Valuations By Urban/Rural Classification

BY CLASS OF PROPERTY

6.31

6.32
6.33

Compound Growth Rates from 1978 to 1983 for Levies
and Valuations By Urban/Rural Classification
Taxable Values as a Percentage of State Total

Rate of Change Between 1978 and 1983 Within Classes
of Property

EXEMPTION FOR INDUSTRIAL EQUIPMENT AND COMPUTERS

6.41
6.42

Example of Machinery Value: Actual, Taxpayer and
State

Summary of Partial Property Tax Exemption For
Machinery & Equipment

PERSONAL PROPERTY

6.51
6.52
6.53
6.54

EFFECT

Effect of Valuation Limitation on Values

Tax Credit
Formula for Calculation of Reimbursement
Valuation by County

OF CREDITS AND ROLLBACKS ON TAX RATES

6.61

EFFECT

Effect on Polk, Ringgold, and Wright Counties and
State Totals, 1978 and 1982

OF CREDITS AND ROLLBACKS ON REVENUE

6.7

6.72

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
Cognty Tax Rates and an All County Average Tax Rate,
1982
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6.74 Graph of Revenue Flow For Polk, Ringgold and Wright
Counties Using County Tax Rates and an All County
Average Tax Rate, 1982

6.75 Chart of State Totals for 1978-1982

6.76 Graph of State Revenue Flow for 1978-1982

EFFECT OF ROLLBACKS ON VALUATION

6.81 Effect On the State, 1978-1982
6.82 Effect On Polk, Ringgold and Wright Counties, 1978
6.83 Effect On Polk, Ringgold and Wright Counties, 1982

EFFECT OF CREDITS ON REVENUE

.91 Effect For the State, 1978-1982

.92 Effect By Type of Property, 1978, 1982 and 1978-1982

.93 Effect On Polk, Ringgold and Wright Counties, 1978
and 1982

.94 Effect By Type of Property in Polk, 1978 and 1982

.95 Effect By Type of Property in Ringgold, 1978 and 1982

.96 Effect By Type of Property in Wright, 1978 and 1982

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

1978/79 to 1983/84 Property Tax Analysis: Comparison
of Actual Revenue and Revenue Under a Levy Limita-
tion, Little New Construction

1978/79 to 1983/84 Property Tax Analysis: Comparison
of Actual Revenue and Revenue Under a Levy Limita-
tion, Substantial New Construction

1978/79 to 1983/84 Property Tax Analysis: Comparison
of Actual Revenue and Revenue Under a Levy Limita-
tion, 7.6% Levy Limitation

1982/83 to 1983/84 Property Tax Analysis: Calcula-
tion of Rates Required to Raise Same Revenue If
Assessments Were Based on 80% of Market Value

State Payments In Lieu Of Taxes To Local Governments

Key Features of State Circuit Breaker Property Tax
Relief Programs, 1983




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 gsection 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
figecal year. Thus 1680 valuations are used to calculate the tax
levies for fiscal year 1981/82.




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

The Agricultural Rollback applies to both the Agricultural
Land and Agricultural Structures,

Since 1981, the Agricultural Residences are subject to
residential rollback.

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.




~—able 6.11

ASSESSMENT LIMITATIONS

1978 1979 1980
ALLOW- ALLOW- - ALLOW-
CLASS ABLE ABLE ABLE
OF PROPERTY GROWTH ROLLBACK GROWTH ROLLBACK GROWTH ROLLBACK

Agricultural 6% 96.2480% 6% 94.6706% 4% 99.0951%

Residential 6% 78.2516% 6% 64.3801% 4% 66.7355%
Commercial (Not limited for 1978) 6% 88.9872% ug 93.1854%
Industrial (Not limited for 1978) 6% 4% -0-
Utilities (Not limited for 1978)  10% 8% “0-

Railroads (Not limited for 1978) 93.1854%
{By federal statute must
be assessed at same
level as commercial

1981 1982 1983
ALLOW- ALLCHW- ALLOW-
ABLE ABLE ABLE
GCROWTH ROLLBACK GROWTH ROLLBACK GROWTH ROLLBACK

Agricultural hg 95.7039% 4% 99.5711% ug 86.5024%
Residential 1% 6U4.7793% 4% 67.2223% 44 69.8754%
Commercial ug 87.8423% )4 G1.6331% ug 91.7230%
Industrial ug 96.9619% 4% -0~ 4z 97.4567%
Utilities 8% -0- 8% -0- 8% 98.3345%
Railroads 87.8423% 91.6331%
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Table 6,13

AMOUNT AND PERCENTAGE OF LOCAL PROPERTY TAX SUPPORTING EDUCATION

STATEWIDE -- BY FISCAL YEAR

1977 1978 1979 1980 1981 1982 1983 1984

e —

Gross Property Taxes 985,851 1,050,910 1,126,605 1,215,333 1,344,451 1,446,920 1,535,463 1,636,878
(in thousands)

Amount Going to 543,999 567,718 596,497 633,010 686,252 729,453 764,843 717,889
Support K-12
Education

Percentage Going to 55.20% 54,0% 52.9% 52.1% 51.0% 50.4% 49,8% 47.5%
Support K-12
Fducation




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 consoliidation
of tax rates imposed by different jurisdictions within each
county. The Lable also includes the mean and standard deviation
for vaiuations, 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

19687 PROFERTY TAX SUMMARY

Woodbury
Fottawattam:
Black Hawh
Dubuque
Monroe
Johnson
Des Molines
Lugcas
Appanoose
Warren
Lee
Marshall
Jackson
Muscatine
Clinton
Uniyon
Henry
Madison
wWebster
Jasper
Yan Buren
Clavtion
Decatur
Marion
Story
Cerro Gordo
Clarte
Winneshi el
Dallas
Jones
Eremer
Jefferson
Foweshi ek
Davis
Berton
Eoone
Buchanan
Emmet
Del aware
- Flovyd
Fayette
Fringgold
Fage
Shelby
Louisa
Howard
Case
Mlls
Montgomery

&D4725018
5659959265
T1649774%T9
2250221917
1889186114
1431930535
2506046099
1465362327

18BQIFE2ST
1465478165

811427748

T11275285%5

2554173591

S9B0-82372

880110267

e@749798

IB8S81806Y

911788597
11462642004

2854465202

IBTT60SLY

TI2904°0c2
1024816141

BRATLF6D4

1773327395
25004694
1535937247
S20°0°7509
1757778523
1100996827

211@77219

4.,7788679

7249997871

2@242482
sSeI26047
3IT4Z275292

478074488

-OBO96B874

ED67ITIOT

&35772775

4967871351

IS846177&

420526910

SQ01498°78

587556361

198576277

422035289

4011108990

IT9YT/ IO

295772116

430829695

347142698

T&6544988

2O996B6T
189165642
ESRT I
1PPBRII9Z
S65Z4T62
41505510
731510845
41845220
Sa8i114
418460376
D2ZI2STEL
5789213
&894199
158808.°8
23615877
24742520
10084817
27801187
Q08129
79710
9724700
817857
6213065
1988572
4795945
10296547
4876414
12470178
0119568
26056778
4578459
Q9IR228
17005392
674502
11661111
7656224
10538491
4754356
137922
14294026
113168025
7998465
9371259
11159824
172970447
4410404
Q3I5477
8826421
74735278
6467241
994806
7382569
7805014

138

COUNTIES SORTED BY # FER #1,080

23.45
23.14
23.07
22.91
22.50
-z.ge
22.85
22.772
2z.48
2z.48

—~— -
P a

22.28
=2.25
22,22
22.21
22.16
22.00
21.98
21.88
£1.57
21.28

21.27




Table 6.21
P. 2 of 2

1987 FROFERTY TAX SUMMARY

County
Cherokee
Washinqton
All amal ee
Iowa
Dickinson
Si1o0ux
Mahask a
Keokuk
Crawford
Mardin
Guthrie
Hemilton
Buena Vista
ida
Harri1son
Mononea
Chickacaw
Tama
Grungdy
Carroll
Wavne
Teylor
Cedar
Sac
Auvdubon
Franklin
Adalr
Clay
Calhoun
Fremont
Humboldt
Adams
Wright
F1lvmoonth
Osceonla
Hancock
Eutler
Greene
Obrien
Falo wRlto
Worth
Winnebago
Lyon
Mitchell
Kossuth
Focahontas
TOTAL

Standard Dev

Mean

435051927
526259334
260320400
478481375
526355018
727809747
SI472710S
348272659
4599082535
6220846307
345323965
6225487632
S89277S21
275205551
417593652
I64S511747
424442070
S77687132
SBZ400162
18340106
225324947
230718553
S424@7732

S4705198
274156207
$15410277
IR&BI668

5882045
S@Z717130
I36255004
427647364
189851082
596885362

0450234
Q7084492
S73544555
499126556
469877481
585748294
4220436057
315487413
287520276
IB69ES536
I77728633
872118373
487195474

652911086211

727846829
659586123

Total Levy
247110
112597846
7532214
8503296
19884402
14984447
105645873
78578
1g17@0282
12689874
7QIB8S3S
12686798
11996997%
S59999S
8488681
78046644
8534170
11589428
100646054
123327865
448877
4562584
187213586
B895459S
S3I95569
100846704
000107
124294657
Q773306
55088617
8139589
2671495
114195625
12920702
S723994
106435093
Q23712
B&620Y1
FA7IBBT
79529607
5618711
684647
6796182
&S96274
14398800
7898071
161895098>

2374582H
16357040

Levy/Val
21.2
21.22
20.9Q
20.78
20. 48
20.59
20.51
2@, 48
28.42
20.439
20.38
<08.58
20. 36
"
ZB. 33
<0.70
20.11
20,06
20.24
19.93
19.592
19.78
19.77
19.6%
15,468
19.57
19.55
19.5S
19.44
19.26
19.21
19.21
19.13
19.87
18. 64
18.56
18,51
18.43
17.94
17.91
17.81
17.67
17.356
17.48%
16.51
16.39
24.80

24,80




1OWA FROFERTY TAX COMFUUND GRUWTH,

County

Adayr
Agams
Allamakree
ARppancose
Audubon
Benton
Black Hawk
Boone
Bremer
Buchanan
Buena Vista
Butler
Calhoun
Carrol}
Cass
Cedar
Cerro Gordo
Cherokes
Chickasaw
Clarke
Clay
Clayton
Clinton
Crawtorag
Dallas
Davis
Dacatur
Da) aware
Uas, Moines
Dickinson
Dubuque
Eqnet
Faysttia
Floyd
Frankiin
Fremont
Greans
Grundy
Guthria
Hami 1l ton
Hancock
Hardin
Harr i son
Heory
Howard
Humbol dt
[da
lowa
Jackson
Jakper
Jeafiarson
Johnson
Jones

Urban Val
Cmpd Grwth

Urb Levy
Cmpd Grwth

13, QA
&.80%
A, GO4
T7.9%%
&6.10%
F.03%
9.80%
3.73%%
&.90%
F.93%
9.6067%
b.b17
9.21%
6. 187
16, 33%
S.u7
I A
9,047
L.487%
7.62%
7,357
8. 00%
9,427
11.35u%

197d -

1943

Fural val
Copd Grwth

S.9%%
.29
1.2354
7.21%
&, 170
4, 5007
.0
&, 327
J. %
7.00%
4, 0%
10, 10%
N.96%
6. 25%
9.37%
.V
5.0587%
2,17y,
L. 157
b.74%
&.08%
7.uB%
4.0857%
4,084
5. 94%
8.462%
&, I0%
%.88%
3. 647
5.947%
7.93%
5. 59
4,214
b&.98%
4,32%
4, 33%
4. %
4,754
5.57%
3,267
&, 467
3.047%
1.77%4
3.37%
9.94%
3.3%3%
2.81%
3.7R%
.87
S.U3%
G, L&Y
72.01%
4,127

Table 6,22

p.

fiur al Levy

1 of £

Total Val

Tutal

Levy

Cmpd Grwth Cmpd Grwth Cmpd Grwth

7.5

&, JHA
L.¥1Y
b.55%
S.50%
9,227
5.01%
7,927
8. 04%%
5.28%
9,927
b, 40%
8,014
P.U2%
?.90%
7. lH%
2.93%
10. 76%
7.1
7.99%4
7.93%
4.31%
S9.90%
&, 497
8. 4487
7,037
&.42%
&.00Y,
&, 4627
B.02%
S.04%
4,357
&, 397
4.94%
4.92%
3. 3%
4,897,
&, 09
b, &AY,
&, 35%
5.39%
2. L8%
4,957
a.a7%
4,077
3.05%
3.31%
Y. 657
5.90%
2,007y,
[IPN-1 04
5.892

7.497%
S.408%
[P
L 2
&, 72%
B, (0
B, 05%
[P L ¥4
a, 74y
8.89%
b, 1%
8.41%
7,917
7.86%
7.69%
9,257,
5.78%
S5.17%
9.78%
a8.32%
7, T
6,977
5.88%
&, 1&%
8. 26%
10, 304
10,314
7.21%
S5.91%

LI
&, 4467,
S.437
&, TOY
b. 647,
7.09%
6,49
4,79%
&.67%
5. 866%
T.LAL
b.39%
&. 937
A4, 43%
7.974
&.85%
H.704%
5,714
4. 5HY
&, 787
7.09%
b. 36%
H. 9wy
7.63%




1OWA FROPERTY TAX COMPOUND GROWTH,

County
F.eokuk
Kossuth
Lee
Linn
Louisa
Lucas
Lyon
Madi son
Mahaska
Marion
Marshall
Miulls
Mitchel)
Monona
Monrom
Montgomary
Muacatne
Obrien
Osceola
Page
Palo Alto
Plymauth
Pocahontas
Polk
Fottawattami
Poweshiek
Ringgold
Sac
Scott
Shelby
Sioux
Story
Tama
Taylor
Urion
vVan Buren
Wapello
Warren
Washington
wWayne
Webster
Winnehaqo
Winnesh: ek
Hoodbury
Worth
Wright
TOTAL

Standara Dev
Mean

Urban Val
Cmpd Grwth
&.79%
13.26%
&, 397
&.85%
B8.85%
7.80%
8.10%
9.07%
11.43%
F.49%
5.94%
6.97%
&.83%
&.22%
9.83%
S.74%
8, 25%
7.83%
8.81%
3. 00%
7.24%
4,877
B. 36%
7.464%
5. 3a%
7.4
B.18%
&, 49V
7.79%
7.20%
9.23%
9. 767
7127
2,38%
B. &5%
S.08%
P19
9.93Y%
10, 42%
F.06%
4,847
S.74%
8.18%
&.04%
& . BOY,
F.46%
7,647

2.13%
7. 60%

uUrb Levy
Copd Grwth
P.61%
15,59
9,13,
&, TLY
9.,12%
F.086%
B.71%
11.81%
9.41%
P.78%
8,92
Q.24%
3.98%
11.94%
12.13%4
7.73%
8.67%
Q.674
9.85%
4,557
7.13%
6, 30
6,687
T.73%,
5.22%
F.74%
11.40%
B.57%
Q. 20%
7. 40Y%
10,.78%
8,737
7.886%
2.37%
a.80v
8.10%
Q.74%
9.57%
e.85%
10.88%
B.25x
&.80%
&. 897
6. 8u%
5.5967%
10.93%
.96

2,057
H, 4%

1978 -

1983

Rural wval
Cmpd Grwth
3.19%
S.747%
3.646%
.57
&, 09Y
g9.46%
4,947
5. 29%
a.31%
5.80%
4,324
2.14%
10,.352%
8,097
&.81%
10, 38%
&, 99
4.31%
q,9%%
B.69%
q,.27%
3.74%
5.44%
&.595%
S.61%
4.81%
7.42%
4.862%
7.87%
4.43Y
3.62%
5.27%
7.848%
Q.71
&.93%
6. 16%
12,05%
5.02%
&.4L%
&. 89
395
B.17%
7.82%
.17
6. 96V
4,947
5. 697,

2.08%
5.927%

Table 6,2
., 2

flural Levy
Cmpd Grwth
.77
5,18%
4.08%
TS A
H.37%4
8.65%
B.37%
8. 048%
&.P8%
&, 26%
S.91%
2.93%
7.12%
&.8BLY%
8.0%%
8.37%
7.88%
4.43%
b. &8%
7.38%4
4.71%
4,047
4. 21%
7.29Y%
65.55%
S.29%
7.81%
.60
9.03%
4.80%
5.72%
5.59%4
7.59%
8.02%4
T Y
9. 18%
13.16%
&. 6
H.83%
B.17%
5. 6&%
S.76%
7.45%
&.28%
S.61%
5.0%%
&, 359%

1.466%

& 5L

or 2

Total wval
Cmpd Lrwth
3.6
7.18%
7.10%
&.40%
&.57%
8.14%
3. 627
&. 157
9.43%
7.%59%
3.24Y%
3.10%
?.73%
3,324
7.424
8.83%
T.10%
5.28%
5. 8697
&,41%
4,86%
4.08%
3. 96%
7.51%
S5.47%
S5.987%
LS A
S.07%
7.78%4
S.10%
S.47%
8.07%
7.37%
8.41%
7.61%
3.986%
10, I5%
&5, 92%4
7.863Y%
?7.33%
.27%
7.39%
7.93%
S5.95%
b.93%4
&, 20
b. 647

1.71%
b, AHY

Total Levy
Cmpd Grwth
& &Y
7.319%
7.7
&.R9Y
B.53%
g.83%
8. 48%
Q.05
8.03%
8.12%
7.89%
5.407%
&, 23%
H.08%
Q.34%
8.23%
8,39%
&.35%
7. 47%
5.99%
5. 394
4.046%
4.80%
T.69%
S.62%
7.11%
8.355%
8.59%
9.19%
S.59%
7.85%
7.82%
7.465%
&.74%
7. 24
8.96%
14, 76Y
7.94%
&, T4
8.846%
7.15%
3. 36%
7.23%
&. 697
5, 607
7.29%
F.337%

1.34%
7,200
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6.3 BURDEN BY CLASS OF PROPERTY

Table 6.37 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 wmilitary 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 tne
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.




Table 6,31

[OWA PROFERTY TAX COMPOUND GRUWTH, 1973 - 1983

Urban Val
Cmpd Grwth
Residential &.89Y
AG, Land 4,73%
AG. Building -18. 66%
Commercial 10.51%
Industrial ~0,086%
Fersonal -0.31%
Personal Real
Future Use
Utilities S.08%
Others ~11.65%
Gross 7.464%
Deduct Mil.E -0, 468%
NET TOTAL 7.77%

Urb Lewvy
Cmpd Grwth
7.23%
&.97%
-17.42%
10,467
—Q.01%
0. 07%

S5.63%
-10.,25%
7.96%
-0,34%
8.08%

Hural Val
Cmpd Grwth
25.9&6%
3.07%
-7.85%
13.02%
-2.32%
0, 35%

S.87%
—-6.047%
5.69%
0. 08%
S.71%

Rural Levy

Cmpd

Grwth
25.47%
5.727%
-7.37%
13, 70%
~-1.77%
Q.88%

Total val

Cmpd Grwth
9.73%
5.07%
~-8.11%
10.70%
-0.51%
. O0%

9.57%
-8.87%
4. 648%
-0, S0L
65.71%

Total Levy

Cmpd Grwth
9.23%
5.75%
-7.61%
10.63%
=0.27%
0.36%

b6.124
—-8.80%
7.33%
-Q.17%
7.41%
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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)




Table 6.41

EXAMPLE OF EFFECTS UNDER
INDUSTRIAL MACHINERY AND EQUIPMENT PROGRAM

Actuall Taxpayer State?
Value Value Value

$90,000 $30,000 $60,000
80,000 30,000 50,000
70,000 30,000 40,000
60,000 30,000 30,000
50,000 30,000 20,000
40,000 30,000 10,000

30,000 30,000 -

1. Depreclated 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.




Table 6.42

SUMMARY OF PARTIAL
PROPERTY TAX EXEMPTION
FOR INDUSTRIAL MACHINFRY
AND COMPUTERS

1983 ASSESSMENTS

(Millions)

Net Acquisition Cost $361.6

1983 Assessed Value 316.9

Taxpayer Share 108.5
(30% x $361.6)

Reimbursement Base 208.4
(2-3)

ESTIMATED CREDIT

(Miliions)

aAnnualized Value of $ 5.6
Claims Received and
Paid in September

Fstimated Annual Value
of Claims Outstanding

TOTAL




6

5

PERSONAL PROPERTY

Overview

Legislation providing 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 c¢credit, all
personal property taxes will be repealed. At that time the
State will reimburse local governments $68 million.

Yaluation 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 jurisdice-
tion as of 1973. While local assessors are required to value
personal property at its market value, each assessment nmust
ve 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 froam $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%).

Value of (redits

The annual amounts of the additional personal property tax
credit are calculated to expend $3.8 million in appropria-
tions. As indicated in Table 6.52, the total value of the
credit has increased from $16,667 to $175,000. The actual
impact 1is significally greater in c¢ertain counties due to the
rollback of assessment discussed previously,

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 5.52
indicates, the amount appropriate to the "replacement base"
increased from $35.7 million in 1975 to $46.2 million for
fiscal 1985.

149




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 c¢redit. 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."

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, 1In 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 excesas of
90 percent of the $8.3 billion of personal property is
expected to be exempt from taxation in 1984-1985,

Burden by County

Chart 6.54 presents the market value, assessed value and cal-
culates a rollback percentage for each county for persconal
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
Wwith a lower assessed value to market value ratio at the bot-
tom. As can be seen, Wapello County had by far the highest
rolliback percentage at 64.27% while Dickinson County had the
lowest, 22.u48%.




Table 6,51

FERECT OF VALUIATIOM TLITMITATINON ON PERSONAJI, PRNOPERTY VAUIIES

?roperty
Owner

1973 19873
Assessed Assessed b 1983 value ;A
Value Value Change Rolled BRackls3 Change?

1

2

'%

Total in
NDistrict

$125,000 $140,000 12% ¢ 93,33R (25%)
£100,000 $150,000 $100,005

$275,000 $u60,000 $30h,RR2

£500,000 £750,000 $500,025

(1)

(2)
assessed

(3)

Rnoll Back Percentage = 3$500,000 = 66.67%
$750,000

Percentage change In value after rollhack compared to 19773
value,

Total dAi1ffers slightly due to rounding.




~able 6.52

PERSONAL PROPERTY TAX GREDIT

Fiscal Actual Revised
Year Ending Increase Approp. Additional Total¥*

June 30 In Credit {(million) Credit Credit

1974) Ext. FY $31.9 6,667 16,667
1975) $35.7

1976 $39.5 $
1377 $43.3 $ 48,500 58,500
$

18,148 28,148
1978 $38.6 48,500 $ 58,500
1979 $38.6 $ 48,500 $ 58,500
1980 3 $u2.4 $135,000 $145,000
1981 $u2.4 $135,000 $145,000
1982 $42.4 $135,000 $145,000
1983 $uU6.2 $165,000 $175,000
1984 $46.2 $165,000 $175,000

1985 $456.2 $165,000 $175,000

Additional Increases Dependent on Growth in Revenue

*Includes $10,000 in regular personal property credit granted each
year.




Table 6.53

FORMUT.A USED FOR CALCULATION OF PRRSOMAL PROPERTY TAX REIMBURSEMENT

(1) Personal Property Replacement Base = é?7geﬁ:2§:§egrg?i:i « Tax Rate Levied in 1972
perty Payable in 1973

(2) Percentas " Value of Personal Property Subject to Credit
) reentage of Value Nontaxable Total Value of Personal Property Eligible for Credlt
(Rolled back to 1973 Levels)

(3) Reimbursement Rqual Lessor of Twc Amounts

(A) Personal Property Replacement Amount (#1) «x Percentage of Value Nontaxable (#2)

or

(B} Clailm = Current Year Value Subject to Credit x Current Year Tax Levy
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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 1
percentage decrease in tax rates due to both ceredits and
rollbacks in 1982 is over 40 percent for all three counties and
for the state as a whole.




Table 6.61

33.82
14.85
25,03
3420
32,13
14,098

3115
25.81

.4

Levy-Rildck /
New Vgluation

w3
20.43
20.32
5.3
27.90
-1.59

..
.13

18.48

Levy-Rllbck /
New Valuation

23.84
16.00
16,00
23.82
22.42

L3¢

18,71
21,74

p. 1 of 4
tifects of Credits and Rollbacks
on Property Taxes
1978
Courty: POLK
Levy /' Levy-Credat / Levy-Rllhck / Levy-Both /  Levy-Credit / Levy-Rllbtk /
Class: Valyation Valuastion Veluztion Valuaticn
Residentid] 33.42 26.%8 33.82 26,58 26.58
Aq. Land 24,83 20.90 24,85 20.90 20.90
Ag. Buiiding 25.03 25.03 25.03 25.03 25.03
Cosmercial 20 34.20 34,20 14,20 3420
Industrial nn .1 nn 32.73 32.713
Personal M Wi 21.01 20.03 .77 14,78
Personal {Real)
Utitities .18 IS 3.5 I8 11,18
Gthers 25.61 25.81 25.84 25.81 25.81
Totai 1314 8.1 3224 2.8 7.9
County: Ri¥SHOLO
Levy / Levy-Credit / Levy-Rilbek / Levy-Both 7/ Llevy-fredit f
Ciass: Valuation Valuation Valugtron Valuation  New Valuation
Resigential 24.75 {3.15 24,78 13,15 13,13
Ag. Land 20.48 1w 20.45 17.37 17.37
fig. building 20.32 20.32 20.32 20.32 20.32
Cosaercial 8.y 25.37 PRI 25.37 25.37
lTadustrial 7.9 271.90 7.9 7.90 27,80
Persanal 21.85 -7.36 -3, 33 -34. 4 -2.80
Personal iRea))
Ptiirties 0.4 .49 21.4% .8 21.4%
Others .13 2t.13 21.13 21,13 21.13
Tatal 21,37 16.93 20. 10 15,27 15,37
Ceunty: MRIEHT
Levy /' Levy-Credit / tevy-R1ibck / Levy~Both /  Levy-Credit /
Class: Yaluation Yaluation Valuation Valuation  New Valuation
Residential 23.84 16.14 23,84 16.14 16,14
Ag. Land 16.00 13.48 18.00 13,48 13.48
Ag. Building 16.00 16.00 16,00 16,00 16.00
Consercial 25,62 23.82 23,62 23.82 23.62
Industrial 22.62 22.62 22.42 22,42 22,62
Personal {9.02 3.0¢ 2.98 -13.03 1.5
Personal (feal)
Utilitres 18.7¢ 8.7 8.1 .71 18,71
Dthers LT 21,74 21.74 274 274
Tota! 18.24 14,44 {7.18 13,61 13.81

157

16.21

Levy-Both /

New Yaluation HNew Viluation New Valuation

26.58
20.90
23.03
L W1
J2.73
LI

It
29,81

7.08

Levy-Soth /
New Valyation

1315
17.37
w9
9.5
1.%
-13.10

21.49
21.13

14,19

Levy-Both /
Kew Valuation

16.14
13.468
16.00
23.62
22.42
~6. 74

8.1
2174

12.84




Table 6.61
p. 2 of 4

STATE
Class:

Residential

fig. Lang

Az, Buiiding
Cosasreral
{ndustrial
Personal
Personsl {Real)
Utilities
Others

Total

Levy /
Valudtion

28.7%
18.30
19.08
29.83
21.%0
24,45

23.20
26.58

24,01

Levy-Credit /7 Levy-Rilbck /

Vaiuation

2.2
15.57
19.08
29.83
27.90

3,35

23.20
26.38

19.72

Valuation

28.76
18.30
19.08
29.83
21.90

1.74

23.20
26.54

21.03

Levy-foth /
Valuation

.22
15.57
19.08
29.83
27,90
-11.36

23.20
26.58

16.74

Levy-Credit / Levy-Rilbck /
Mew Valuation New Valuatica New Valuation

.
13.57
19.08
29.83
27,50

2.8

23.20
26.58

18.79

28.7¢
18.3¢0
19.08
29.83
21.90

4.18

23.20
26.58

2{.94

Levy-Bath ¢

a4.22
15.57
19.08
29.83
27.%0
-6, 24

23.20
26.58

17.83




Table(.61
p. 3 of 4
1962

County: POLK
levy 7 Levy-Cradit / Levy-Riibck / Levy-Both /' Levy-Cregit / Levy-RI1bek /
Class: Valeation Valuation Valuatica Valuation  Sew Valudtion New Valuation

Residential 3.5 2.10 15.30 .09 18.2¢ .91
M. Land 2%.24 n.n 25.04 2.0 u.n 2.9
Ag. Building 2%.31 .31 25.13 5.13 2.1 24,03
Comercial 35.66 35,66 29.00 2.00 .57 XY
Ingustrial 33.08 33.08 32.0¢ 32,04 32.08 31.07
Persomal 34.43 15,96 -6.3 -24.83 1.28 -2.90
Pecsonal (Real) 3307 .07 33.07 33.07 33.07 5n.07
Ualities 31.63 3143 3163 31.63 3163 31,43
Dthers 7.9 7.%2 21.82 21.92 21.52 21.52

Tatal 13.18 29.49 20.71 17.01 2.5 15.10

County: RINGELD
tevy /' Levy-Credit / Levy-Rllbck / Levy-Both /  Levy-Credit / Levy~Rildck /
Class: Valuation Valuation Valuatios Valuation  Mew Valuation Wew Viluation

Residential 27.18 18.70 12.3¢ 3.9 12.44 8.¢3
Ay, Lasd 20.74 18.35 19.81 17.42 17.56 18.96
Ag. Building 0.5% 20.5¢ 19.67 19.47 19.71 10.82
Lossercial 2.4 J2.04 27.80 27.80 28.14 24,25
Inductrial Ay 2! ] Ay ] .28 31.28 n.a .4
Personal 3.8 -4.49 47,34 -17.10 -1.92 ~10.70
Personal (Real) J1.%0 3.9 3.9 31.90 31.90 3190
dtilitres 2.9 2.9 22.99 2.9 2.9 22.9¢9
Dthers 19.23 i9.23 19.23 19.23 19,23 19.23

Total 22.80 18.73 146.93 13.08 13.08 13.63

Levy-Both /
New Valoation

b4l
21.16
20.05
25.47
31,07
13.33
33.07
31.63
21.52

12.4¢

Levy-Bath /
New Valuation

.33
16.47
18.82
24.23
30.33

-17.89
3.9
2.9
19.23

10.54




County: URIGHT
Levy /' levy-Credit / Levy-Rlibek ¢ Levy-Bath /  Levy-Credit / Levy-R)ibck / Levy-Both ¢
Class: Yaludtion Valuation Valuation Yaluatios  Mew Valuation New Valuitign New Yaluation

Residential 23.4) 18.33 10.69 5.43 11.89 6.92 3,08

Ag. Land 16,23 14.27 15.%0 13.54 13.64 14,83 12.9
Ag. Building 16.1% 14.1% 15.47 15.47 15,50 (4.8 14.81
Cossercial 24.92 24.92 21.47 21,47 21,89 18.86 8.8
lngustrial 25.41 2%.4 24,82 24,52 24,64 3.87 23,87
Personal 19.51 2.3 -18.49 15.84 .78 -4.08 -11,73
Persona] (Real) 24.33 24,33 4.33 24,33 24,33 24,33 24.33
Utilities 18.83 16.83 18.85 18.85 18.85 18.85 12.85
Dthers 19.23 19.23 19.23 19.23 £9.23 19.23 19.23

Total 19.09 16.08 1.7 10,76 12.81 10,98 8.57

1982

STATE
Levy /' Lewy-Credit / Levy-Rllbck / Levy-Both /  Levy-Credit / Levy-Rllbck ¢ Levy-Both /
Class: Viluation Valuation Valuation Yaluation New Valuation Mew Valuation Kew Valuation

Residential 8.7 22,86 12.89 7.48 14,81 8.4 4.84
A9. Land 18.93 16.42 18.09 15.78 15.91 17.31 13.1¢
Aq. Suilding 19.54 19.464 8.7 18.78 18.80 17,96 17.9%
Conmercial 29.8¢9 29.89 25.75 25,75 26.25 22.62 22,42
Industrial 8.21 .2 27.32 27.12 27.38 26.49 26.49
Personal 28517 L. -18.08 -40.08 1.19 -4.27 -13.89
Personal (Peal)

Utihities 235.79 AR L 5.1 23.7% FANL 23.79 3.1
thers 28.54 28.36 2.3 .34 26.54 26.56 26,54

Totai 24.83 .29 16.74 13.1% 16.30 12.82 10.09




.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, Ringgolid,
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 colliected 1f 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 taxgaEer column indicates at the top the total tax
available. The 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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