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F .Q R E W 0 R. . D 

MaJor Squrce~ of State Revenue has been prepared in con -
. -

junct:ion with the . L,egislati.ve interim study :on s·tate revenue in Iowa. 

The study ~as initiated 'by the Legislative Research Cpmmittee which 

directed the Research Bureau to . "undertal<e a study as to possible 

sources of additional state tax revenue.~ The · Research Committee 

direc~ive fuither stated that the r~venue study ''should be conducted 

under the supervision of a legislative advisory committee chosen from 

the Ways a~ d Me an s .q o mm i t t e e s o f e a c h H o us e " o f t h '.e 59 t h Gene r ~ 1 

Assembly. An advisory ~ · committee consisting · of the · following member-

iship was named in accordance with Sections 2.55 · and 2.56 of the Iowa 

Code: 

Senator Ricqard L. Stephens, Chairman 
Representative Arthur c. Hanson~ Vice · Chairman 
Senator Irving D. Long 
Senator Charles s. Van Eaton 
Senator Orval C. Walter 
Representative Keith H. · Dunton 
Representative Chester o.· Hougen , 

The Legislative Advisory Committee agreed that in studying 

Iowa revenue, Committ~e members should concentrate primarily on major 

sources of state revenue. ~ . Dur{ng the inter~m, taxes considered by 

the Committee included t;e special taxes 1 of the State~ Mr. William 

Hedlund of the Research Bureau staff assisted the Advisory Committee 

in conducting the research involved in this 'st;udy. 

The Resea~ch Bureau in reporting on the sources of state 

revenue is following the st?dY procedure outlined by the Advisory 
I 

Committee. The taxes discussed in Major Sourc~ .£.!.· State Revenue 

are the personal income dax~ corporate inco~e tax, iales tax, and 

use tax. Mr. Patrick Br~ck of the Bureau staff conduc~ed the researc~ 

and wrote the chapters printed herein.· A second report on other 

sources o£ state revenue in · Iowa will be published at a later date. 

1
rncome tax (individu~l and cqrpor~tion), sales and use taxes ~ 

insura~ce premium ·ta·x, inheritance tax, beer tax, and cigarette tax. 

i 



In compiling the information on state revenue, an effort 

has been made to show a comparison of revenue collected in Iowa from 

the personal and corporate income and the sales and use taxes with 

revenue collected from the four taxes in other $tates. Tables present-

ing this information have been inserted throughout the Report. Five 

additional tables which may be of interest are als6 being included. 

These tables are~ 

STATE AND LOCAL TOTAL AND PER CAPITA TAX 
COLLECTIONS BY STATE 

ECONOMIC BURDEN OF PROPERTY TAX COLLECTIONS (1961) 

ECONOMIC BURDEN OF STATE TAX COLLECTIONS (1962) 

SOURCES OF STATE REVENUE (Estimates of the 1961-1963 
Legislative Advisory Committee on State Revenue) 

AMOUNTS NEEDED TO REPLACE OR IMPLEMENT PROGRAMS OF 
STATE AND LOCAL GOVERNMENTS (Estimates of the 1961-1963 
Legislative Advisory Committee on State Revenue) 

A factor which must be considered in writing a report on 

sources of state revenue is the possibility that some of the informa-

tion will be dated before the report can b~ publi~hed. This situation 

is particularly true during periods that state legislatures are meet-

ing and c .onsidering changes in state tax structures. One change that 

has come 'to the Bureau's attention is that the state of West Virginia 

recently amended ~he state income tax rate from 6% of the Federal 

income tax to rates ranging from lo2% to 5.5% of taxable income listed 

within designated tax brackets e It is also quite possible that the 

Bureau has no knowledge of other states which may have recently changed 

tax rates listed in this Report. 

The Bureau wishes to thank the following state agencies for 

the assistance that has been given in conducting the Revenue Study 

and writing this Report: 

State Tax Commission 
State Comptroller's Office 
State Treasurer 1 s Office 
State Auditor's Office 
Legislative Fiscal Analyst 
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I. INTROD UCT I ON 

State legislatures have in · recent years been periodital l y 

confronted with the problem of locating new or additional sources of 

revenue . This p r oblem has emerged due to increased administrative 

costs of operating state governments and the demand for inc r Basing 

and enlarging state services . States have al s o been a~ked to p r o -

vide assistance in financing services admini s tered by political s u b 

divisions which has exerted an additional burden on s t ate financ i ng . 

The growth of state spending is seen in comparing s ta t e 

e x p e n d i t u r e s o f f i f t y y e a r s a g o and ·~t: o d a y . Nationally, state s p e nd = 

ing fifty years ago a mounted to app r oximately 17% of the total 
1 

r e venue e x pended by state and local governments. I n 1961 , st a t e 

exp enditures accounted for approxima t ely 52% of the total revenue 
2 

e xpe nded by state and local governments . 

Sta t es found that as the burden of financing inc r eased, 

methods of t a x ation which once provided adequate state revenue 

failed to r a ise the revenue needed. The property ta x which was th e 

states ' major source of revenue at the turn of the Cen t u r y no w p l a ys 

a ve r y insignificant role in th~s fi~ld . In 1902, col l ections fro m 

p r operty tax compr i sed 52 . 6% of state rev e nue throughout the Unit e d 

State s. This same ta x amounted to only 3 . 1 % of total sta t e col l e c 

tions in t h e Nation in 1962 .
3 

P er s ona l and excise t axe s have re 

p lac e d the proper t y ta x as prima ry methods of taxation on t he s tat e 

l e vel . 

I owa found it nec e ss a ry du-ring t he Dep r e s s~on ye a rs t o 

f ind new taxes to replace the property tax . F our taxes wh i c h wer e 

alien to I owa were inco r porated into· th e st a te tax st r ucture du r ing 

a four year period in the 1930's . Th re e of the four t ax e s - =per so n al 

i ncome , co r porate income , and sales--were adopted in on e Act by t he 

I owa Gene r al Assembly for the specific pu r pos e of p r oviding p r o pert y 

t a x relief . The use tax was ado p te4 thr e e years later . 

1
Ta x F oundation , I nc . , F a~ t s a~d F igures on Gove r nme n t al 

F inance ( Englewood Cliffs ~ P rentis -Hall , I nc . , l 963 ) 12th ed . , 
Table 10 5, p. 139. 

2
I bid . 

3
r bid . , Table 135, p. 182 . 

- 1 -
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The personal income and · sales taxes, supplemented · by ·the 

corpprate income and use taxes, hav~ become major revenue producing 

sources in Iowa. In the past, the four taxes have produced well over 
1 

half of the revenue deposited annua~ly in the General Fund . It is 

anticipated that during the 19&3 - 1965 Legislative Biennium, revenue 

from the two income and the sales and use taxes will produce 65% of 

the General Fund revenue if the tax statutes remain unchanged .
2 

Due to the significance of the personal income tax, the 

corporate income tax, the sales tax, and the use tax as sources of 

Iowa revenue, an effort has been marre to present factual information 

on the four taxes since their incevrion into the State tax structure. 

In discussing the taxes, a general outline has been followed with 

emphasis on the following categories : historical background; the 

tax in Iowa, National trends of the tax, and general arguments 

presented by opponents and proponents of the tax. TalSles showing 

income from the taxes in Iowa, past and present , and income derived 

from the taxes in other states are also included th r oughout this 

Report. 

1 
C o d e o f I ow a ( 1 9 6 2 ) , s e c . 4 4 4 "rc. 2 1 s t a t e s : " The am o u n t d e r i v e d 

from taxes levied for state general _revenue purposes, and all other 
sources which are available for appropriations for gene r al state 
purposes, and all other money in the state treasury which is not 
by law otherwise segregated, shall be established as a gene r al fund 
of this state . " 

2 . 
Iowa, State 

beginning July 1, 
General Asse~bly , 

Budget ( 1963 - 1965) Budget Repo r t for the Biennium 
1963 and ending J une 30 , 1965 to the Si x tieth 
Exhibit B . 



II. THE PERSONAL INCOME TAX 

A . Hi s t or i c a 1 Back g r o~~1.~ 

"The personal 'i.n.come. ta x is o~e of the most important 

single sources of pub lic revenu.e.s in the United States today~"l and 

·has been described as ''. . a domi ~ant feature of the American 

fiscal system 9 

112 This tax is the most important sin gle source 

of federal tax revenue and ranks in importance only behind the sales 

tax and the motor fuel tax as a source of revenue for the states.
3 

Altho u gh the income t ax is sometimes considered a recent 

economic innovation, in reality its use in th e United States may 

b e t r a c e d b a c k t o the 1 7 t h C en t u r y • . I n C o 1 on i a 1. Am e r i. c a , the c on = 

cept of a direct tax on the individual first appeared in 1634 when 

Massachusetts Bay enacted a tax on each citizen 11 Jaccording to his 

estate a n d with c onsideration of all other his abilityes [ sic] what-
/ 

soever. v n!.i· This reference seems to have been the first made to the 

''ab:i.l:ityes 11 of the taxpayer · although . the term ''probably referred 

1 'h . lj .5 on y t o p r o p e r t y owner s . _ ~ p • , . 

In 1840~ Pennsylvania inaugurated a form of income tax 

based on gross income but the tax was repealed in 1871. During th.i.s 

period, Alab am a ~ Florida, Mary land, North Carolina, and Virginia 

also adopted forms of p ersonal income tax laws which prove d unsuc 

cessful and were q~ickly repealed.
6 

The only rea l signifi cance of these early income tax laws 

was their l a ck of importance in the States~ total tax structure 

whi ch was the result of ineffective administration and e n forcement. 

, ___ ,__.....,-~,., ......c~-· 

l R b A Z .. R .b .. ·o k E H P 'l 1, .F • • . eu en . u.bro ·lhT 9 . o ert .L •. e c. er ~ , • . .. . an>:\. :J ~·· ln.ane~-.rlg 

S t a t e and L o c. a 1 G o v e. r n men t in Neva d a. 9 Neva d a Leg i. s 1 a t i v e·Ta.~St~~ d y 
~p9 -=zc,a.rsonci ty-:~1fe.Vad~~egi. s f'a=ti ve Couns e 1. Bureau, 196 o) 
Report No. 44? p. 526. 

2-- . d 1. b 1. • 

3 T;;~Foundation ~ Inc.~ Faets and Figures o n Government Finance, 
(Eng 1 e. w 0 0 d c 1 i f f s : pre n t i. c e <> 'H a 1 1 9 "196-3 ) 9 p p . 8 o'an d -18 2 0 ~- ---~·~ 

4 oregon Legislative Interim Tax Study Committee, Development 
of ~tate Income Taxes in t he United S t ates and Oregon , ( 1958) 9 p. 12. 

-~5r·~"i·~ -~~-- --~-= ·- ~·~~ ~-~~ ~ ~-· ~~-~ 

6 ·rb " d ·pp -~~-, o 9 ° 1.3 -· 14 0 

= 3 = 
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The insignificance of the income tax as a sour~e of revenue in the 

States is illustrated by the fact that in 1843, Pennsylvania raised 

only $1,386 ~ 00 from this tax out of total state tax revenues of 
1 

$910,000o00 . 

The Federal Government first attempted to tax individual 

income as an emergency war measure in 186lo The first federal in-

come tax as originally enacted in 1861 proved to be unworkable and 

no attempt was made to levy the tax until the law was subsequently 

revised in 1862 9
2 

The 1862 law featured slightly progressive tax 

''rates ranging from 3% on incomes between $600 and $10,000 to 5% on 

excess of $10,000 ~ A personal exemption - of $600 was incomes in 
3 allowed o u Due to constitutional limitations which prohibited the 

imposition by the Federal Government of a direct tax upon individ-

uals , this 
4 

states a 

tax was levied and imposed proportionally among the 

and was 

The 1862 law proved to be very difficult to administer 

subsequently repealed in 1872 .
5 

In 1894, attempt was again made to adopt a :federal income 

tax law which imposed a flat 2% rate on both individual and corpo-

rate income and provided for 

and corporations a 
6 

However, 

liberal exemptions for both individuals 

before this law became effective, it 

was declared to be unconstitutional by the United States Supreme 

Court " 0 o 0 on the ground that it was a direct tax not apportioned 

according to populationo 117 Soon after this decision, a movement 

began to amend the Constitution to allow the Federal Government to 

impose a tax directly upon individual incomeo 

On February 25, 1913, the Sixteenth Amendment to the 

United States Constitution was ratified by the States allowing the 

Federal Government u .. to lay and collect taxes on income, from 

whatever source derived . JJ One month after ratification of 

the Amendment, an income tax law was adopted by Congress . The law 

1 rbido 
2 Ibido, Po 15 
3--
Ibid ~ 

4
rbido 

5
rbid ., 

6
Ibido 

7 
Pullock Vo Farmers 1 Loan & Trust Co~, 157 U . So 429 (1895); 

On Rehearing, l58 U oSo 601~9S) as quoted in Development of State 
Income Taxes in the United States and Oregon, po 15 . 
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as originally adopted~ imposed a flat rate of 1% on all income s , with 

a surtax ranging from 1% to 6% on incomes in excess of $20,000, the 

top surtax rate of 6% being imposed on incomes in excess of $500,000. 

Personal exemptions of $3,000 for a single person and $4,000 f or mar

ried couples were also allowed.
1 

From this neophytic beginning has 

grown our modern federal income tax structure. 

Wisconsin is generally given credit for initiating the 

first successful centrally administered state income tax in 1911. 

Since that time, thirty-four other states? including Iowa, have e n~ 

acted sim ilar personal income tax program s . 

B. The Personal Income Tax in Iowa 

1... The 19 3 4 Act. Iowa 1 s individual income tax, as we ll as t he 

corporate income and retail sales tax~ was enacted in the Extra

ordinary Session of the Forty-Fifth Iowa General Assembly which 

convened November 6, 1933 and adjourned March 12~ 1934~ 2 
The 

main purpose of t he 1934 Income, Sales, an.d Corporation Tax Act was 

to equalize taxation and to replace in part the tax on property 

by apportioning moneys received under the Act back to the credit 

of the individual taxpayer on the basis of the a ss essed v alua-

tion of his or her taxable ·property. 
3 

The personal income tax became e f fective against Iowa 

residents on January 1, 1934. Th e tax, as orig i nally a d o pted~ 

was moderat~ly progres sive a s shown by the schedule of ra tes 

described below.
4 

1% on the first $1,000 of taxable income, or any part 
· therepf. 

2% on the second $1,000 of taxable income~ or any part 
thereof. 

3% on the third $1,000 of taxable income, or any part 
thereof. 

1Kentucky Legislative Research Commissiop, Stat e=F ede ral Income 
Tax Conformity in Kentucky, Research Report No. 8 (1961), p. 1. 

2
rowa, Act~of the Extra~rdinary Session, 45th General As sembly 

(1933=34); c:-82.-- --~ 
3

code of Iowa ( 1 962), sec. 422.2. 
4 rowa.,~c~f the Ex traor d-irtary Session~ 45th General Assem.bly 

( 1 9 3 3 = 3 4) ~ c -:-82, sec:-5 .. 
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4% on the fourth $1 1 000 of taxable income, or any , part 
thereofo 

5% on the fifth $1,000 of taxable income, or any _ part 
thereof, and on all taxable income in excess of $5,000. 

Effective January 1, 1937 ,· the · personal income tax was extend:ed 

to income earned by, nonresidents which is derived from any 

pr6perty, trust, or other source of income, including . any busi -

ness, trade, profession , or occupation within this State. · 

Although the original tax rate was not permanently reduced 

until 1953, the Iowa taxpayer was allowed relief in the form . of 

reductions of a percentage of the total tax liability or tempo

rary reductions of the tax rate during the per·iod from 1944 

through 1952. The Fifty - First General Assembly , provided that 

50% of the ·tax imposed 

be accepted as payment 

on 

in 

income earned in 1944 and 1945 should 

full for those · years.
1 

A similar re-

duction of the taxpayer 0 s total tax liability was allowed by the 

Fifty-Second General Assembly on income earned in . l946o 2 

The Fifty - Second General Assembly, meeting _in extraordinary 

session , also temp~rarily reduced the income tax rate on . income 

earned in 1947 and 1948. 3 This redtiction was subsequently 

extended by the Fifty - Third and Fifty-Fourth General Assemblies 

. to apply to income earned during . the period from : l949 through 

19520
4 

The Income Tax Act , as originally adopted, also allowed 

deductions from the computed tax in the amount of $~.00 for a 

single individual, $12o00 for a husband and wife or head of a 

family, and an additional $2.00 for each dependent. 5 The deduc

tion provisioris were subsequently revised in 1937, 1939, and 

1941 so that i~mediately prior to the revisions which were made 

1 Iowa, Acts of the Regular _ Session:~ 51st General Assembly 

('19 4 5) ' c 0 4 4 0 

2Iowa, Acts of ~he Regtilar Sessinn, 52nd General Assembly 
(1947) 3 co~--- . 

. 3 Iowa~ Acts of the Extraordin.:;1ry Session, 52nd General Assembly 
(1947), c. 1 , sec. 1. 

4 Iowa, Acts of the Regular Session, 53rd General Assembly (1949), 
c. 41~ sec. 1; Acts of the Regular Session, 54th General Assembly 
.(1951), c. 41, sec-:-r - - -

5 Iowa, Acts of the Extraordinary _Session, 45th General 
As s em b 1 y ( 1 9 3 3 ~ 3 4 ) ;c-: . 8 2 , s e c . 1 2 • 
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in 1953, deductions in the amount of $10.00 for single taxpay

ers, $20.00 for husband and wife or head of a familyj and an 

additional $5.00 for each dependent were allowed. 

2 .• Major 1953 Revisions. The Fifty-Fifth Iowa General Assembly 

in 1953 refused to follow the Nationwide tr~nd of increasing 

state income taxes by lowering the Iowa personal income tax 

rates.
1 

The amended rates, which are in effect at tbe present 

time, are as follows: 

.75% on the first $1,000 of taxable income, or any part 
thereof. 

1.5% on the second $1,000 of taxable income, or any part 
thereof .• 

2.2.5% on the third $1,000 of t :axa'ble income, or any part 
thereof -. 

3% on the fourth $1,000 of taxable income, or any part 
thereof. 

3.75% on the fifth $1,000 of taxable income ., or any part 
thereof and on all taxable in~ome in e .xcess of $5,000. 

The Fifty-Fifth General Asse~bly also raised the allowable 
. 2 

deductions from the computed tax as follows: 

For a single taxpayer, from $10.00 to $15.00. 

For husband and wife, or head of fa.mily, 
3 

from $2o ~ ·oo 
to $30.00. 

For each dependent, from $5.00 to $7.50. 

Iowa 1 s dependency deductions, hereafter referred to as 

''personal tax credits," are relatively unique in that they are 

dedu~ted from the computed tax and not from net taxable income 

as is done in the majority of the states. Only four states, 

Arkansas, Kentucky, Minnesota, and Iowa use this method . 

[ See Table VI, pp .. 29 -. 30] For a taxpayer having a net taxable 

income of $3,000.00, the above stated personal tax cre-dits are 

roughly equivalent to a _$650.00 deduction from the net income 

1
Iowa, Acts of the Regular _ Session , 55th General _ A~sembly 

_(1953) , _ c. _ 2'D"4-:-s~.T Code - ~ Iowa ' (1962'), ·sec. ·422. 5. 
2

Iowa, Acts of the Regular Session, 55th General Assembly -
(1953), c. 2'D"4-:-s-;-;.z-. · -

3 The words ·"head of household" were substitU:ted for "head 
o f a f ami 1 y " by t h e 5 6 t h G en e r a 1 As s em b 1 y ; · I ow a , Ac t s o f t h e 
Regular _ Session~ 56th General Assembly (1955), ce2o8,se-z:-lo. 
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of the single taxpay~r , a $1 , 500 . 00 deduction for a marri~d tax~ 

payer or the head of the f~mily , and in the case of a married 

taxpayer having two children, a $750.00 deduction from the net 

income of t~e taxpayer ' for each ~hild~ . · -

TABLE I 

CQmparative Effects of Personal Exemption~ and Personal Tax Credits 
(Based on Iowa Tax Rates) 

Tax --Credit 

Single Taxpayer 

( Net taxable income . . 0 .$3,000 
( Tax before credit . . . . . 
(Credit 0 . . . 0 .. . . . 0 

(Tax Due.; 0 . . . . . 0 0 .. 

(In order to derive approxi
(mately the same revenues 
( using the exemption method, 

4.5 
15 
30 

. . . . $10,000 

. . . . 300 

. . . . 15 

. . . . 285 

, (th~ exemption must be • o $ 650 •••• $ 37 5 
( 

Exemption (which wo~ld leave a net 
from --( taxable income of •• o • $2,350 •••• $ 9,625 

Net Income ( 
(Such income being subject 
(t o a tax of o o ••.•• $30 . 38 •••• $285.94 
( 
(An exemption of $650 would be equivalent to the 
( following upersonal tax credits" deducted from the 
(c omputed tax in Iowa: 

Income Credit 

$1 , 000--- --- -------- $ 4.88 
2~000-------------- 9.75 
3~000-------------- 14.63 
4,000- ~------------ 1~.50 
.5 ~ . 000- ------------- 24.38 

Table I shows th ~t the use of the personal tax credit in 

lieu of an exemption ~rom net income inserts an additional 

amount of progressivity into the personal income tax structure. 

A personal credit of $15o00 deducted from the computed tax is 

equivalerit to ~ $6.50.00 exemption from the net income of an 

unmarried taxpayer having a net taxable income of $3,000.00,but 

is only equivalent to a $375.00 ~xemption to a sin~le taxpayer 

having a net taxable inc6me of $10,000.00 per year. 
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In c ontra s t, a n e xempti o n ded ucte d from n e t income will be 

more valuable t o t he t a xpaye r as his in come is increased. For 

examp l e ~ a single taxpayer earning a net income of $ 3 ~ 000 .0 0 per 

year wo u ld enjoy a tax savings of approximat ely $15. 00 if allowed 

a $ 6 50. 00 e x emp ti on deduc te d fr om n et inc ome . However , the same 

e x emp ti on would allow a tax saving s of $24.3 8 for the single tax

payer having a net i n come o f $ 5 ~ 000 . 00 per year o r more . 

3. Major 1955 Revisio n s . Onl y t wo y e a r s after the 1953 rate 

reductions , the rate o f the I owa pers onal income tax was again 

temporarily ame n ded b y the Fifty-Sixth Gen e r al Assembly . The 

1955 amendme nt subs titute d th e ·word 11 e.i.ght=tenths 11 for 11 three~ 

f o ur t h s " ; t h e w o r d s " o n e. an d s i x ~ t en t h s " f o r n o n e and on e ·~ h a 1 f 11 
; 

the words " tw o an d fo ur ·~t ent hsll fo r " t·wo an d on e=f ourth" ; the 

w or d s " t h r e e an d t wo - t en t h s ~ • f o r " t 'h.-r e e 11 
; a n d t h e v.r or d " f our " f or 

the words nth re e and thre e - four t hs .n
1 

Th e revised rates were used 

as a basis for computing t he t ax o n income e a rn ed in 1955 and 1956 

only . 

The pe r son a l tax cre di ts were a ls o t emporarily r evised in 

the same year . The t ax cre di ts for single individ u als and for 

husband and wife o r head of househ o l d were re d uce d t o $12. 00 and 

$ 2 4 . 0 0 r e. s p e c t i v e 1 y , w h i 1. e t h e cT e. d i t a. 11. owe d f or d e p e n d en t s w a s 

increased t o $12 . 00? These r ev isi o ns wer e also u sed as a basis 

for comp ut ing the t ax on in come e a rne d in 1955 and 1956 only. 

Th e Fifty - Sixth Ge nera l Assembly amen ded t he def in ition of 

"net in c ome " t o c onform t o th e. F e d er a l definitio n as defi n ed by 

'h 1' ' ' 1 R . {' d f 1 9 ... I . :3 'I' h' .. . . 1 . f t e. . n c ern a ._ ~£Y~~ ..:.£~~ o · . :J Y· o · e. c o n s t 1 t u t 1. o n a 1. t y o : 

t h i s amend me n t w a s up h e 1 d i. n th e. c a s e. o f ·g,~i t L N a _t i o ·.n a ~ B an k o f 

Clinton v . I o~ S tC!_!~ _'!~.x ~~·-~~ ( 1 960 )
4 

·whi. ch he l d th at 

adopti ng the Federal defi n ition d i d n o t violate th e c onstitu 

ti onal provision requiring t hat a tax ma y not be imposed by 

1
r owa 9 A ct s of th e Reg ula r Sesaion , 56 t h General As s embly 

( 1955) ~ c . 45 ~~8-;c.:f:- ·-~-·~- ~--~~-

2r owa , Acts of the Reg ul ar Sessi o n , 56th Genera l A s s emb l y 
( 1955) :1 c. ~s.e c.~1..--~-~ ~-~~- ~~~ 

3 
I ow a ~ A c t s .2.K. !.h.._~ .~.~~ ~~~-s ion ~ 5 6 t h Ge ne. r a 1 A s s em b 1 y 

(1 955 ), c. 208 , sec . 6 . 
4.Q.Uy Nation a 1 .Ji.?Jlk Qi. .Q.li nt QJl v • . lQ.JJa State T a~ C omrn.i s s ion~ 

102 NW 2d 3 8 1 ( 1960). 
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reference to any other law, since " the object and amount 

of the tax are clearly set forth in other provisions of the 

(Iowa) law."l 

The original income tax law was a ls o amended by the Fifty

Sixth General Assembly to allow the present optional standard 

deduction of 5% of the taxpayer ·is net income~ not to exceed 

$250 after deduction of the Federal income tax.
2 Thus~ the tax~ 

payer may either take the standard 5% deduction~ not exceeding 

$250, or may compute his deduction based on the total of contri~ 

butions~ interest~ taxes 9 medical expenses~ child care expense~ 

Federal income taxes paid~ losses~ and miscellaneous expenses 

deductible for Federal income t ax p u rpos es under the Internal 

Revenue Code of 1954. The taxpayer is allowed to use whichever 

deduction is the larger. 

Although Iowaus maximum standard deduction ($ 250) is low 

compared with the maximum limits in the majority of states, Iowa 

also allows the Federal income tax to be deducted in addition to 

the standard deduction. Only eleven states~ including Iowa~ allow 

both of these deductions in computing taxable income. Thus~ the 

Iowa taxpayer pays taxes on less of hi s income than do taxpayers 

in the majority of the s tates which impose an individua l income 

tax. For information relating to this feature of the state income 

tax laws~ see Table V ~ page 28. 

C$ The Personal Income Tax a s a Source of Revenue in Iowa 

The personal income tax in I owa accounted for $41~485~5 7 1.86 

in State revenues as of the 1962 fiscal year, or approx i mately 23% of 

the total revenues of the General Fund i n that year.
3 

As shown in 

the following table, the revenues from th is source of taxation have 

more than doubled in the past ten years. 

1
Ibido' Po 382. 

2
Iowa, Acts of the Regula r Se ss ion , 56th General Assemb ly 

(1955), c. 2~sec.--s=:-

3Total General Fund revenues for the 1 962 fiscal ye ar were 
$177~795,812.03. Iowa State Budget (1 963= 1 965 )~ Schedule No. 4. 



TABLE ' II 

Receipts from the Personal Income Tax in Iowa 
Occurring the Last Ten Years* 

Year 

19 62 
1961 
1960 
1959 
19.58 
19 .57 
1956 
19.5.5 
1954 
19.53 

Receipts 

$41,485,57lo86 
37 :1 276,780 • .51. 
36~572,223087 

3.5 , 61'7,082.33 
29 , 062 ~ 879o73 

28 , 773,868.75 
25~301,042067 
21,95.5,6'73o01 
20,793 , 373.49 
18 , 326,561.3.5 

* ( Information obtained from the Research Division of 
the State Tax Commission.) 

D . Personal Income Tax Trends Among the States 

1 1. 

1 0 Rates. The personal income tax in Iowa has undergone numer-

ous changes since enactment by the Forty-Fifth General Assembly. 

Many of the changes have made this tax less strenuous on the 

taxpayer . These modifications have taken the form of reduced 

rates, higher dependency deductions, and less stringent filing 

requirementso While twenty states have increased the personal 

income tax rate during the _period from 1.939 to 1961, only Iowa 

and eight other states have at any time reduced this tax. Five 

of these states have offset earlier reductions by subsequently 

enacting higher rateso [ See Table III~ p . 1 2 ] 

West Virginia enacted an income tax law for the first 

time in 1961 and in this same year :J New Jersey also adopted an 

income tax . The New Jersey tax is imposed on commuters between 

that State and New York .
1 

Rates of existing personal income 

taxes were increased by five states during 1961
2 

which made a 

total of twelve states increasing rates during the 1956 to 

1961 period . [The following table gives a concise summary 

of trends in income tax rates among the states . ] 

1
The Council of State Governments , The Book of the States , 

( 1962 - 6.3) Vol . XIV , p . 22.5 . ---------

2 I bid ., ppo 22.5 - 231 . ( Alaska , Minnesota, New Mexico , Wiscon s in 
and _Delaware . ) 
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TABLE III 

Trends in State Personal Income Taxation.,·~ 

Increased Rates 

1939- 1947- 1951- 1956-
1946 1950 1955 1961 

Alabama X X X X 

Alaska - - - I 
Arizona X X I X 

Arkansas X R X X 

California R I X I 
Colorado X I X I 
Connecticut 
Delaware X Na R I 
Florida 
Georgia X X R X 

Hawaii - - - X 

Idaho X X l I 
Illinois 
Indiana 
Iowa X R . R R 
Kansas X X X I 
Kentucky X I X X 

Louisiana X X X X 

:Maine 
Maryland R I X I 
Massachusetts X I I X 

Michigan 
Minnesota X I I I 
Mississippi R X I X 

Missouri X X X X 

;Montana X X X I 
Nebraska - - - ! 

Nevada 
b 

New Hampsl;lire X X X X 

New Jersey - - - Nc 

New Mexico X X X I 
New Yor·~ R I I I 
North Carolina X X · X X 

North Dakota X X R X 

Ohio 
Oklahoma X R X X 

Oregon X I I I 
Pennsylvania 
Rhode Island 
South Carolina X X X I 
South Dakota G 
Tennessee X X X X 

Texas 
Utah X X X X 

Vermont X I I X 

Virginia X I I X 



Trends in State Personal Income Taxation* 
Increased Rates 

Washington 
West Virginia 
Wisconsin 
Wyoming 

Symbols: 

1939-
1946 

X 

1947-
1950 

I . 

19 51-
1955 

I 

1956-
1961 

N 
X 

No change .••••••. x 
No tax •••.••.•••• -

Increased Rate ••• ! 
Reduced Rate ...... R 

New T a X ·o 0 • 0 • 0 • 0 N 
Repealed tax ••• G 

aGross tax substituted for net income tax. 

bPersonal Income Tax on interest arid dividend income only. 
c . · 
Applies to commuters only, New Jersey, New York areas. 

13 

*Tax Foundation, In6., Retail Sales and Individual Income Taxes in 
State Tax S t r u c t u res (Jan. 19 6 2) , Tab 1 e 5 , p. 15 .. 

2. Federal Tax Bas~. Several states in recent ye~rs have in

corporated by reference provisions of the Federal Income Tax Act. 

Alaska imposes a rate of 16% of the taxpayers' Fed~ral income tax 

liability, allowing residents the same deductions and exemptions 

as are allowed by the Internal Revenue Code.
1 

West Virginia has 

levied a tax at the rate of 6% of the. Federal income tax on that 

amount of Federal taxable income which is also taxable in that 

State.
2 

Thirteen states, including Iowa! have adopted the Federal 

tax base in computing net income for state taxation purposes.
4 

1state Tax Review, Commerce Clearing House (Jan. 4, 1962), 
Vol. 23, No.~ p. 3. 

2
The Book of the States, p. 225. (See FORWARD, p. ii) 3---------
The Iowa Attorney General has ruled that the State Constitu-

tion prevents the Iowa General Assembly from adopting a state income 
tax which would be a percentage of the Federal net income tax. In 
an Opinion dated October 18, 1962, the Attorney General stated: 
"It is clear that if __ the Iowa tax were fixed at a percentage of the 
Federal income tax there would be the immediate objection that the 
Legislature of Iowa was delegating its legi~lative authority to 
another body politic and further that the provision in the Iowa 
Constitution, Section 7, Article VII, quoted •• o would be violated~" 

4
Hawaii, Idaho, Iowa, Kentucky, Minnesota, Montana, North Dak6ta, 

New Mexico, New Jersey, New York, Alaska, Vermont, and West Virginia 
use the Federal tax bases; State Tax Review, Commerce Clearing 
House, (Dec. 17, 1962), Vol. 23, No. 51, p. 4. 



14 

Eo ·withholding 

A law providing for the withholding of income tax was first 

enacted by the Federal Government in 1943o The first state to enact 

such a law was Oregon in 1947o The Oregon statute provided that . in-

come tax be withheld from wages and salarieso 

1947 - 1957 , ten states followed Oregon's leado 

During the period 

Between 1958 and 1962, 

fifteen additional states adopted withholding provisionso To date, 

twenty - six of the thirty-five states having a personal income tax 

have withholding lawso
1 

[See Table IV, pp . 15-17] 

As shown by Table IV, withholding laws have been generally 

successful in increasing the amount of personal income tax collec-

tionsa The extent of increase due to the adoption of withholding 

in any given state would probably depend upon the degree of enforce

ment of the income tax law prior to withholding, the number of wage 

and salaried workers in the state as opposed to the number of indi

viduals whose income would not be subject to withholding, and the 

burden of the tax or the incentive for income tax avoidancee It 

might be assumed that withholding would entrap a greater number of 

evaders in a state where the income tax rate is proportionately 

high than in a relatively low income tax state such as Iowa, where 

the incentive for tax avoidance is proportionally less. As shown 

by the following table, percentages of increase in revenue due to 

enactment of withholding vary from 15 - 25%, but in all states the 

increase in revenue due to withholding outweighs the additional 

administrative expense involvedo 

In computing the amount of tax to be withheld by the 

employer , several methods are usedo The great majority of states 

furnish wage bracket tables to the employers which are designed to 

approximate annual liabilityo Some states deduct a fixed percentage 

of the amount withheld for Federal income purposes while other 

states withhold a flat percentage of the income paido Table IV 

shows that in some states more than one of these methods is 

authorized a 

1
Information obtained from the Arkansas Legisl.ative Council, 

Withholding of State Income Taxes, Research Repoit, No. 108 
(February, 1962) , Po lo (After the publication of the Arkansas 
Report , Virginia adopted withholding, effective Jano 1, 1963o) 



State (f) 

Alabama 

Alaska 

Arizona 

Colorado 

Eff. 
Date 
of 

Law 

Approx. 
Initial 
Cost of 
Estab
lishing 

W/H 
Systems 

111156 $100,000 

TABLE IV 

Effect Of Withholding .Among The States* 

Increase Personal Income Tax Collect{ons 
in Annu-
al Admin- Yrs. Immed~ 

is. Cos.ts Prior to 
Attrib- •w/H 
uted tp 

WIH 

Yrs. Immed. 
After 

· WIH 

$ 1 0 0 :1 0 0 0 $ 8 !) 8 3 9 ' 1 7 2 . 9 2 $- 2 _4 :. 9 4 0 .' 5 8 9 . 3 7 
9,094,359.53 25~956~845.38 

24,351,665.92 

1/1149 Withholding was part of the original tax law 

711154 N.A.(f) N.A. 4,840,862.58 6:.170,481.46 

711154 50,000 

4,272,813.70 .6,325,726.37 
4,837,130.9£ 6,342,400.05 

60,000 20,255,643.83(a)27~316,500.72 
19,173,261.47 28~458,531.04 

26,889:.413.42 31:.258,924.07 

Increase 
in Col
lection 
Attrib
uted to 

WIH 

95% 

11 Withhold.:.. 
ing was 
primary 
cause of 
increase" 

7' 156,000 
or 24% of 
Collection 

Withholding 
Method Used · 

% of 
Tab- Fed. Flat 
les Tax % 

X 

16% 

}z% 

X 

Delaware 711153 N.A. N.A. N.A. N.A. N.A. X 

Georgia 511160 45,00Q(d) 125,000 

Hawaii 1 I 1 I s 8 2 so ,o o o N~A. 

Idaho 711155 30,0QO 35,000 

Indiana 1/1163 N.A. N.A. 

Kentucky 1954 15o,ooo(e) 131~460 

Louisiana 1/1/61 32,104 250,000 

. . (b) . (d) 27,410,000.00 54,863,000.00 2,500,000 X 
29,299,000.00 
3 6 ' 6 8 3 ' 0 ,Q 0 0 0 0 -( c ) 

N.A. 

6,842!)813.17 
5,217,942.89 
5,384,579.61 

N.A. 

9 ll 50 3!) 7 43. 10 
1'1,052,633.38 
12,780,128.41 

New law - no exRerience 

18·" 112,468 .oo 
20,284,116.00 
20,493,069.00 

11,728,448.21 
12,764,976.21 

33,232,891.00 
30))387,201.00 
45,346,020.00 

1 7 ,1.5 8 ' 8 6 9 • 4 7 (b) 

N.A. 

396,000 

N.A. X 

N.A. X 

15% 

1~% ......,. 

V1 



'·.0 
t~ 

Table IV ( Cont. ) Ef fect Of Withholding Among .The States* 

St ate ( f ) 

Mary l and 

Eff . 
Date 

o f 
Law 

7/1/55 

Ap prox. 
Init i al 
Co st of 
Estab 
l is hing 

·w/H 
Sy s t e ms 

N. A. 

Increase 
in Annu
a l Admin
i s. Costs 
At tr i b
u te d t o 

W/ H 

N.A 

P ersona l Income Tax q ol l ec t ions 

Yrs. Immed. 
P rior to 

W/ H 

N.A . 

Yrs. Immed. 
Aft 'er 
W/ H 

N.A. 

Increase 
i n C o l~ 

le c t i o n 
At t :r ib ~ 

ut e d t o 
W/H 

$3 ;1 600 , 0 QO( c ) 

Mass. 1959 $491,0 80 $433 ,4 80 $ 10 7, 285 , 9 7&.00 $1 55 ~ 0iO , S56. 00 1 8 to 20 
111; 2 22,1 5 7 ~ 00 1 5 1 , 7 28 , 332.00 Millio n 
110,08 3 ,013.00 15 S,S 4 4 ~ 0&3. 0 0 

Minnes ota 10/1/61 150 ) ooo(c)3oo~ooo 
Mi ssouri 7/1/61 512 , 685 800,000 

1 

Mont a na 195 5 5 0 ~ 730 "Mi n or" 

N. Mex ico 7/1/61 

N. York 4/1/ 5 9 N.A. 

N.Ca r olina 1960 110 9 000 150s 00 0 

Oklahom a 7/1/61 150,000 125~000 

Or eg on 1948 2 ;) 6 50 1 5 6:~000 

S . Car olina 1/1 / 60 250,000 200SI000 

Ut a h N. A. 100 " 000 

N e ~r L a w ~ 

42~000 , 000 . 00 

5 " 327,609 . 00 
4 ;) 8 9 6 lJ 0 6LJ . • 0 0 
4:;>923~016 . 00 

Ne w Law ~ 

476 , 312lJOOO . OO 
513 !) 532,000 . 00 
565 ll 7 5 99000 . 00 

52 :> 872 :> 610 . 00 
55 9108 D 4.22 oOQ 
6 0 !>_ 7 24. ;;l 40 1 0 0 0 

72) 500,000 . 00 

12 ~ 027 , 037 . 00 

15 , 908 ~ 409 . 00 
1 ;) 203 3 202 . 00 

17 0) 037 , 733 . 00 
180)355,987.00 
23SI528 ll l22 . 0Q 

N.A . 

No Exp e ri e nc e N.A . 

~ ~ , ooo,ooo . oo 7 , ooo , ooo 

s;Jo7 , 60o . oo 10% to 15% 
7?577 !) 259 . 00 
5 , 939 iJ 621 . 00 

No Experi e nc e 

91,814~ 072 . 00 
93~755)72.1 ~ 00 

12 :> 500~000 . 0 0 

39,73 4 l)815 . 00 
32SI927ll907 . 00 
30 ;> 053 l) l93 . 0 0 

27 11 9]1~012 . 00 

N. A . 

0 ~ 000 :;> 000 

9 t o 14 
Million 

ll/~ 

10% 

50 :; 000 

8 0 09000 

Tab
le s 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Vermont N.A . N.A . 25Jl831ll57 . 49 
3!1 056~5 94 . 15 
3 " 54.0 ~ 4 50 . 3 9 

7 ;, 0 42j)216.8 0 
6 30 40 , 085 . 8 0 
5 :. 411ll631 . 84 

~'Impossible X 
to d e ter ~ 

mine" 

Virginia 1/1/63 New Law ~ Nc Exp e rience 
. ,;..., 

Withholding 
Method Use d 

% o f 
F ed. 
Tax 

c: <TJ 
-· io 

! C"j 
1 ;o 

F l at 
<71 
l o 



Table IV (Cant o) 

E ff e 

Da t e 

State(f) 
of 

Law 

W.Virgini~ 4 /1/ 6 1 

Approxo 
Ini tial 
Cos t of 
Estab= 
lishing 

W/H 
S~stems 

Effect of Withh o l d ing Among The S tates* 

I n creas e 
in Annu= 
al Admin= 
iso Costs 

. Attribu-
uted to 

W/H 

Per s onal Incom e Tax Collections 

Yrs. Immed. 
P ri or to 

W/H 

. Yr s . Immed. 
Af ter 
W/H 

Withholding part of tax law as enacted 

Wi s consin 2 / 1 / 62 New Law = No Experience 

(a)Figures include corporate income tax receipts. 

Increase 
in Col~ 
lection 
At t r i h
uted to 

W/H 

Withhold ing 
Method Use d 

% of 
Tab~ Fed. Flat 
les Tax % 

X 6 % (g) 

X 

(b)Includes "windfall." ["Windfall" result s from the "Col le ction of taxes for the preceding 
year plus the current collection under withholding and declaration and payment of estimated tax 
on income not subject to withholding"~ Arkansas Withholding~ State Income Taxes~ p. 4.] 

(c)Estimates only. 
(d)"Plus continuing rent on equipment." 
(e)''Includes installation and administrative cost for first year." 
(f)"N.A." indicates that no information is availableo 
(g) See FORWARD~ p. ii. 

* Arkansas Legislative Council~ Withholding of Stat e Income Taxes, Re se arch Report No. 108 
(February, 1962)- - Tc:thles I and II:~ pp~. 10=16 ; Federat·ion of Tax Administrators, Tax ·Administrativ e 
News, (January, 1963) ll No. 1. Vol. 27, p. 5; Survey conducted by the Iowa Legislative Research 
Bureau. 

!-' 
""-J 
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I 

1. Ar·guments For and Against Withholding. ·Withholding is said 

to serve three general purposes~ uWithholding at the source 

serves as (1) a tax enforcement technique, (2) a means of auto-

matic tax budgeting for the ' taxpayer 0 (3) and a fiscal 

policy measure in the immediate tax collection of current in

come. ,,l It is c.~ntended that · withholding places the ta~p?yer 
on a 11 pay-as - you-gou . basis, allowing him to budget his

1

payments 

for public. goods and services as he would for any other goods 

or services. Advocates argue that withholding minimizes the 

hardship where a lay-off oc~urs and tax liability remains.
2 

One group of critics of a sta~e withholding tax law are 

employers who have beeh known to protest that such a law places 

an unfair and onerous burden on the employer due to the cost of 

maintaining records and withholding and remitting the tax to the 

state.
3 

Three states~ Louisiana, Massachusetts, and Missouri, 

have somewhat muted this argument by compensating the employer 

·for his trouble by allowing him to retain a fixed percentage 

of the tax collected.
4 

Advocates of withholding discount the 

employers argument by saying that "since employers are required 

to maintain a payroll accounting system for the withholding of 

federal income taxes, it would seem that the additional cost of 

state v,rithholding would not be serious. uS 

Employers also argue that this system might increase wage 

costs 11 
••• because employees and their unions may bargain on 

the basis of take home pay rather than gross pay.u
6 

It is also 

contended that withholding may discriminate against wage and 

salary groups unless efforts are made to improve enforcement in 

the collection of nonwit.hheld income. 7 

1 
The State Personal Income Tax·, a Report prepared by the . Rhode 

Island--r:-;gislative · Council, Rese~h Report No~ 3, (1961), p. 9. 
2
Ibid •. , p. 10. 

3
withholding of State Income Taxes, . (Virginia), p. 7. 

4
withholding of . State Income Tax, (Arkansas), . p. 6. 

5 Ibid~ 
6
rbid., pp. 5 - 6. 

7
The State Personal Income Tax, p. 11. 



1 9 

Finally , opponents argue that withholding decreases the 

taxpayer 6 s ,.awareness" of his state tax burden, giving the legis-

1 f ' ' d. 1 ature a reer re1n to 1ncrease state spen 1ng. Proponents 

counter this argument by stating that this ,.hidden tax" feature 

allows the income tax to compete on a more equal basis with 

other hidden taxes, such as the excise and sales taxes which 

might be considered undesirable taxes for the same reason .
2 

Proponents also contend that withholding ordinarily improves the 

taxpayer 6 s morale in that the honest taxpayer knows that the 

former evader will also be " brought into the fold. "
3 

Although 

proponents concede that withholding u ••• does not answer all 
4 . 

the ptoblems inherent in income tax collection ~ '' they neverthe-

less argue that it is . " • o o the most effective system admin

istratively as well as productive financially . "
5 

To substantiate 

their arguments, proponents state that uwithholding , according 

to reports of states using it, is most satisfactory . ~• 6 

2 . Withholding in Iowa . Iowa law provides tha~ an employer 
u shall deduct and withhold in each calendar year foui 

percent of all gross inco~e , in excess of fifteen hundred dol 

lars ••• ••
7 

which the employer pays to any nonresident during 

the calendar year . However , only two percent on incomes de-

rived entirely from salaries not exceeding four thousana dollars 
8 

need be deductedo 

1
Withholding of State Income Taxes ~ a Report prepared by the 

Virginia Advisory Legislative Council~ ( 1957), p . 8 . 
2 

The State Personal Income Tax~ p . 10. 
3
rbid . , p . 11 . 

4
Ibid . ~ p . 12 . 

5
Ibid . 

6
I bid . , p . 17 . 

7---- . 
Code of Iowa ( 1962) , sec . 422 . 16 . 

8Ibid.-
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If the nonresident taxpayer wishes to avoid the abbv~ 

withholding pro~isions, he must execute a bond payable to the. 

State of Iowa conditioned upon the payment of any tax, interest, 

and penalties which may become due during the tax year.
1 

·. ,.In 

lieu of such bond, the nonresident may deposit with the commis-

sion securities o o .u which may be sold by the State, if neces-:-
. . 2 

sary to recover any tax or penalties due. 

For the 1962 fiscal year, nonresident taxpayers enjoyed 

a riet taxable income from State sources of $17 3 825,092.07, filed 

5,640 returns~ and paid income taxes to low~ totaling 

$190,'774 .. 06 .. 
3 

F.. Arguments For and Against the Personal Income Tax 

Proponents of the personal ~ncome tax argue that the 

generally accepted principle referred to as Jlfiscal fairnes-s 111 dic

tates that the individual should be taxed in accordance with his 

economic well being!) or "ability to pay .. " The income tax is gener

ally ~onsidered to conf6rm to this principle mor~ closely than any 

other taxo
4 

these same · people hold that since an individual's 

per s o ria 1 wo r .e'h o r .£ in an c i a 1 s t a t us g en e r a 11 y v a r i e s in a c cor dan c e 

to his income, the greater the personal income the more able the 

individual should be to support the cost of government goods and 

services .. 

The personal income tax ~oes not perfectly reflect "~bility 

to pay " s inc e it do e s no t take into account d i f fer en c e s in · s a vi n g 

or spending or accumulated wealth, and in most cases pays only slight 

homage to differences in family structure or responsibility.
5 

Never-

thele s s, it is argued that in an 11 
• industria·lized economy such as 

ours in which approximately three - fourths of the nationws total personal 

1~.£.! Iowa (1962), sec., 422.,17 .. 

2
I.bid. 

3
rowa State Tax Commission =' Annual Statistical Report for the 

Fiscal Year. Ended June 30, 1962 , Income Tax . Division, , Table XIV. 
4
F=cing St~and L~ Go.vernment in Nevada, p • .531. 

5
:For a thorough discussion of the rationale behind income 

taxation, see~ Financing State and Local Government inNevada, 
pp. 530 - 5.36. 
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income is received in the form of wages, salaries and nonproperty 

income 

ion most 

.,1' personal income more than any .other single criter

clearly reflects the taxpayer's actual 11 ability to pay ~ " 2 

Proponents of the progressive feature of income taxation 

argue " ~ . that the social utility of a marginal • dollar of 

income to a . wealthy person is significantly less than that of a 

rna r g in a 1 do 11 a r t o a p o o r man o • • u
3 

and t h a t p r o g r e s s i vi t y i s 

required in order to apportion taxpaying burden to the respective 

a b i 1 it y t o p a y o Opponents of this feature ar~ue that progressivity 

is unjust, discriminatory against the higher income groups, and 

stifles .individual labor and incentive ~ 

It should be noted that u o ~ progressive state rates, 

• ,while imposing state tax burdens which rise with income also 

provide (federal tax) deductions which become more valuable the 

larger the income.u
4 

High progressive rates in the upper income 

brackets would increase state revenues in a much greater proportion 

than they would decrease disposable income. [
11Disposable income " 

may be defined as the amount of income remaining after payment of 

social security, federal and state taxes.] For instance, a state 

tax of 10% which may be deducted from a bracket subject to a 75% 

federal tax rate is a tax of only 2 1/2% in terms of out-of-pocket 

payment by the taxpayer.
5 

But if the tax is related to the individ

ual ' s disposable income rather than to total income ~ the progressive 

tax is less innocuous than it appears from the above example o To 

cite another example, New York would receive approximately $8,190 

( 8 o 2% of the income) from a married couple having a taxable income 

1
The State Personal Income Tax, po lo 

2
Ibid., p . 6. 

3~ncing State and Local Government in Nevada, P o 532o 
4

Tax Foundation I~, Retail Sales and~ndividual Income 
in State Tax Structures, Project Note 48-ri962), p. 44 0 

5 Ibi~ 

Taxes 
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of $100~000. However, the out-of-p~cket cost to this couple would 

only be $2,300, since their Federal income tax liability would have 

amounted to an additional $5,890.00 if the New York tax had not been 

deducted. The $2,300 tax figure would be only 2.3% of the couple's 

total income but their disposable income would be reduced by 5%. 1 

This effect on disposable income mffst therefore also be considered, 

The income tax al~o takes into consideration other economic 

factors which differ between individuals, such as differences in 

family size, physical infirmities, old age, blindness, and drains on 

income such as medicai expenses. - This tax is also said to be more 

flexible and responsive to changing economic conditions. During 

period s of employment and prosperity, " the rise in personal 

income automatically provides an expanded income tax base and tax 

yield 0 0 ." for the support of correspondi~gly " increased 

governmental services and expenditures." 2 

G. Proposed Legislative Changes to Iowa Personal Income Tax Law 

The major revisions of the original Iowa personal income 

tax law have been discussed in preceding sections. However, numerous 

bills to amend the law have been introduced into the Iowa General 

Assembly which have not been adopt~d, A survey of the legislation 

proposed within the last ten years reveals that the subject of the 

bills which have failed to be enacted into law have often been quite 

similar. Therefore, in discussing these proposals, the subject 

matter of the bills have been divided into seven cat~gories: rate 

changes; deductions; computation ot net income; exemptions; maximum 

income a person may earn before required to file a tax return; 

withholding; and repeal of the Iowa personal income tax. 

Most of the legislation which was introduced since 1952 

but never enacted has been concern~d with amending morci than one 

section of the Iowa personal income tax law. Thus, it has been 

necessary to discuss one section of a bill in one category and 

another section of the same bill in o~her categories. 

1 Ibid. 
2
Financing State and Local Government i'n Nevada, p. 534. 



23 

1 0 Rate Ch anges. As d iscussed in previous sections of this 

chapter 9 the present rates of the Iowa personal income tax which 

were enacted in 1953 are 

rateo 1 
Since 1 9 53 9 

established at 75% of the so=calle d 

10 0% the followin g rate changes were prop ose d 9 

but not adopted, by members of the Ge ner al Ass embly . 

Bil l Number 

SoF. 398 
SoF. 460 (amendment) 

So F. 6 
SoFo 428 

SoF. 468 
(amendment) 

S.F. 286 as 

Year 
I nt ro d uced 

57th G.Ao(l957) 
57th G~A. (1 9 57) 

57th G.A. (l9.57) 
57th G.A. (l 957) 

57th G.A. (1957) 
58t h G. A.(l959) 

originally introdu c ed 58th G.A. (l 959) 

H.F. 6 8 3~ as passed 
by t h e House 

S.F. 286 as amended 
S.F . 44.4 
S. F. 76 

58th G.A. {l 959 ) 

58th G.A.,(l959) 
.58th G.A.{ l95 9 ) 
59th G.A. (1961) 

Propo se d Rate Chan ge s 

Increase to 80% of the 100% 
r~te 9 and a dd a sixth brack
et of 4 .8 % on all taxable · 
income in excess of $6 9 0 00. 

2% on first $2~000 
4% on second $ 2~ 000 

6 % on third $ 2 ~00 0 
8% on fourth $2s000 

10% on all taxable income 
in excess o f $8~0 00 

Increase rate to 100 %s but 
top bracket of $5s 000 
d eleted. All i nc ome in ex
cess of $4J OOO tax ed at 4% 

Increase to 80 % of the 
1001 rate 

Iowa rates for eac h tax= 
payer established a per= 
centage of the Federal 
income tax paid by each 
t ,SJ.xpayer. (S . F . 2 86~ 

S.F. 1 6 =· -8 !1~; S . JF . 44.4-=T'h) 

F' i v e b i 11 s r e 1 a t in g t o " no p a y ' 0 p e r s on a 1 inc om e t ax :rr e t u :r n s 

have been introduc ed in the General Assembly since 1952. The 

proposed le gi slation would hav e required that the individual 

filing t he tax return pay a minimum filing fee or that a minimum 

tax be pa i d upon filing. "No p ay " returns refer to retu:rns -.w·hich 

the taxpayer is require d to file even though no tax is owed the State. 

1
The 100% rate is considered the rate the State of Iowa tax e d 

personal income under the income tax law as originally a d opted~ 

see pp a 5-6 of this c hapter. 
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The bi ll n umb ers~ the years intro du ce d ~ an d the proposed fee or 

tax are a s follows: 

2 : 

Bi ll Number 

H.F. 436 
H. F. 432 
S.F. 428 
H.F. 522!> as 
originally introduced 
H . F . 605 

Year Intro d uce d 

56th G.A. (1 9.5 5) 
56th G. A . (1 9 55) 
56th G.A. (1 95 5) 

56th G.A . (1 9 55) 
58th G ~A.(l959) 

Minimum Amount 

$10.00 = minimum tax 
3.00 = mi nimum tax 

10 .0 0 = minimum tax 

3.00 = fil ing fee 
2.50 = fili ng fee 

Deductio n s . The present I owa Code, as amende d by th e Fifty-

Sixth Gene r al Assembly (1 9 55), prov ides for a n o ptional 5% standa r d 

deducti o n no t t o exceed $250 or an itemized deduction~ 1 

Four b ills to increase the optional standard d eduction to 

10% with a max imum allowable ded ucti o n of $500 have been intra= 

duc e d.
2 

H.F. 462 which was introduced into the Fift y-N inth Gen~ 
eral Assembly in 1961 pr ovi d ed that the taxpay e r would be allowed 

a standard deduct i o n of 10% or $1,000 whichever woul d be t he 

lesser. 

Several bills to provi d e additional itemize d d eductio n s 

have been introduced since 1 955. It was proposed in 1 95 7 that 

all medi c al expenses, includin g the cost of ho sp italization i n sur

ance premium s if the taxpayer was not reimbursed by the insurance, 

not deductib le for fed ~ r al inco me tax purposes wou l d be d e d ucti b l e 

f 
0 3 

or stat e 1ncome tax purposes . 

Bill s to cha ng e th e inci d ence of the cigarette tax from the 

distribu tor to the co nsume~ were introduce d in 1 95 5 and 1 9 5 9o 

The pu r po se of bot h bills was to allow cigarette taxes paid t o be 

. 1 dd 0 0 h 0 0 dd d . 4 1nc u e 1n comp u t 1 ng t ,e 1tem1ze .e uct1ons. In 1957, it w7 as 

proposed that a maximum d eduction of $1200 for the co st of edu 

cating me nt a lly retarded and physically han d icapped c hil d re n be 

1
Code ~Iowa (1 962 ), sec. 422"9. 

2
57th General As sembly (1957)~ S.F. 6~ S.F. 42 8 , S . F . 468; 
58th Gener~l Assemb ly (1959): Amendment to H.F. 683 filed 
in the Senate. 

3
57th Ge ne ral Assembly 

4 
56th General Assembly 
58th General As sembly 

(1 9 57): 

(1955): 
(195 9 )~ 

H. F. 238. 

H. F . 5 0 3; 
S . F . 102 0 



25 

allowed in computing the itemized deduction c
1 

H oF o 4, introduced 

into the Fifty-Ninth General Assembly in 1961, would have permitted 

the cost of room, board, and tuition of college students to be 

deducted by the student or the taxpayer supporting the studento 

3 0 Computation of Net Income ~ Bills to allow a deduction from 

gross income of the compensation received by members of the armed 

forces or National Guard were filed in 1957 , 1959, and 1961. 

H oF o 466, Fifty-Seventh General Assembly ( 1957) , provided for a 

deduction . from gross income of the first $2 , 000 compensation paid 

to members of the armed forc~s ~ Both HoF o 265, Fifty-Eighth 

General Assembly (1959) , and H oF o 130, Fifty-Ninth General As s embly 

( 1961) , provided the first $1500 paid to members of the National 

Guard could be deducted from gross income ~ 

4 o Exemptions o The · present allowable personal exemptions for 

Iowa income tax purposes are $15 for ua single individual,u 

$30 for "husband and wife or head of household" and $7o50 for 

"each dependent o "
2 

The following changes in personal e x emptions 

have been proposed since 1953 0 

1 

2 

Bill Number 

H oF o 432 

S oF o 398 
S oF o L~60 

H e F o 258 

H oF o L~OO 

Year Introduced 

56th G. A o (1955) 
3 

57th G o A ~ ( 1957) 
57th GoA o (1957) 

58th GoA o ( 1959) 

59th GoA o ( 1961) 

Proposed Change 

Single exemption 
Head of Household 

Single exemption 
Head of Household 
Dependent exemption 

$10 
$20 

$12 
$24 
$12 

Additional $7 o 50 exemption 
for persons over 65 

Additional $15 exemption 
for persons over 65 and 
blind persons 

57th General Assembly (1957) : H oF o ~-08 o 

Code of Iowa (1962) , sec o 422 o l2 o 
3

The p:::-sonal exemptions were temporarily decreased by the 55th 
General Assembly from fifteen to twelve dollars for the sin g le tax
payer and from thirty to twenty-four dollars for husband and wife or 
head of household; the e x emption for each dependent was raised from 
seven to twelv e dollars o These e x emptions applied to all returns 
based on income earned in 1955 and 1956 a Iowa , Acts of the Regular 
Session, 56th General Assembly ( 1955) ·' C o 45 , sez-To- ---
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Four bills to change the present Iowa method of computing 

exemptions . to conform to the Federal $600 exemption system have 

been introduced since 1953.
1 

With the exception of a $500 exemp

t i on u n d e r the S en a t , e amend men t t o H . F . 6 8 3 , a 11 b i 11 s c a 11 e d 

for the $600 exemption allowance as provided in the United States 

Internal Revenue Code~ 

5. Maximum Income a Person May Earn Before Required to File a 

Tax Return. Present Iowa law provides that individuals with net 

incomes of more than $1,500, married individuals with net incomes 

of more 

of more 

than $2 , 350, and married couples with aggregate incomes 

than $2,000 shall file an Iowa income tax return.
2 

The 

following changes in the Iowa filing requirements have been pro

posed but not enacted since 1953 . 

Bill Number 

H . F. 432 

S.F . 456 

S . F . 6 

Year 
Introduced Proposed Changes 

56th G . A.(l955)
3 

Individual $1,000 
$1,750 

56th G.A . (l955) 

57th G . A. (1957) 

Married Individual 
Married Couples, 

aggregate income 
Gross Income 

$1,750 
$2,500 

Individuals with gross incomes 
of $2,500 required to file. 

Individual-taxable income of $600 
Married individual - taxable 
income of $1,200 . 
Married couples - aggregate 
taxable income of $1,200 . 
Persons over 65 - taxable 
income of $1,200. 

I57th General Assembly (1957): S . F. 6, S.F . 428, S.F. 468; 
58th General Assembly (1959): Amendment to H.F . 683 filed in 

the Senate. 

2code £i Iowa (1962), sec. 422.13 . 
3

The income tax return filing requirements were temporarily 
decreased by the 56th General Assembly as follows: from $1,500 to 
$1,125 (single individual); $2,350 to $1,750 (married individual); 
$2 , 000 to $1 , 750 (married couples, aggregate income); and from 
$3 , 000 to $2,500 (gross income) respectively. This revision applied 
to returns based on income earned in 1955 and 1956 only. Iowa, 
Acts of the Regular Session, 56th General Assembly (1955), c. 45, 
sec , 2 . 



Bill Number 

S.F. 428 
S.F'. 468 
S.F. 286 

H.F. 683 
( amendment) 

S.F. 286, 
as amended 

S.F. 444 

Year 
Introduced 

57th G.A.(l957) 
57th G.A.(l957) 
58th G.A.(l959) 

58th G.A . (1959) 

58th G.A. ( l959) 

58th G .• A. (1959) 
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Proposed . Changes 

In addition to first three filing 
requirements in S ~ F. 6: 
Single persons over 65 - taxable 
income of $1,200. 
Married couples, one spouse over 
65 - taxable income of $1,800. 
Married couples, both over 65 -
taxable income of $2,400. 

Individual - net income of $500 
Married individual - net income 
of $1,000. 
Married couples - aggregate net 
income of $1,000 
Single and over 65 ~ net income 
of $1 , 000. 
Married, one spouss over 65 -
net income of $1,500. 
Married, both over 65 - net 
income of $2,000. 

Everyone required to file a 
federal return must file a state 
return. 

Same as S.F . 286, except that: 
Married couples - aggregate 
income of $1 , 200. 
Married couples, one spouse 
over 65 - aggregate income of 
$1,200. 
Married couples, both over 65 -
aggregate income of $2,400. 

6 . Withholding. Bills to adopt a resident withholding system 

w~re introduced in 1957 and 1961.
1 

An amendment was filed to 

the 1961 bill to allow a discount of 2% on taxes withheld by 

employers if the amounts withheld were returned to the Tax 

Commission on or before the date prescribed. 

7 0 Repeal of the Iowa Personal Income Tax. Proposals to repeal 

the Iowa Personal income tax statutes were introduced in 1957 and 

1959 .
2 

The 1959 bill also provided for the repeal of the Home 

stead Tax Credit in order to offset the loss of state revenue 

which would have resulted from the repeal of the Iowa personal 

income tax. 

157th General Assembly (1957): S.F. 6 0 

' 59th General Assembly (1961): S.F. 300. 
2 . 

S.F • . 377;· 57th General Assembly (1957): 
58th General Assembly (1959): H. F. 277 --
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TABLE V 

Special f.e .t:!-tures of Sta t e Pers .onal ,Income Tax Laws ie 

Max. Amount 
of Option a 1 

Fed. Tax Standard ' Standard 
State Deductible? Deduction? Deduction 

-

Alabama Yes Yes or $ 50 0 (c ) 
Alaska No (g) 
Arizona Yes Yes 1 , 000 ( £) 
Arkansas No Yes 1,000 . 
California No Yes 500 
Colorado Yes Yes 1,000 
Delaware Yes (a) Yes 500 
Georgia No Yes 1,000 
Hawaii No Yes 1,000 
Idaho Yes Yes 500 ( f) 
Indiana\b) No No 
Iowa Yes Yes 250(£) 
Kansas Yes Yes 400 ( f) 
Ke'n tuc ky Yes Yes 500 ( f) 
Louisiana Yes Yes .500 ( f) 
Maryland No Yes 500 
Massachusetts Yes (c) No 
Minnesota Yes Yes 1 , 000 
Mississippi No Yes 500 
Missouri Yes Yes 500 ( £ ) 
Moritana Yes Yes 500 
New Hampshire No (d) No (d) 
New Jersey No Yes 1 , 000 
New Mexico Yes No 
New York No Yes 1 ~ 000 

North Carolina No Yes 500 
North Dakota Yes Yes 500 
Oklahoma Yes Yes 500 ( .f) 
Oregon Yes Yes 250 ( f) 
South C aroline;~. Yes (e) Yes 500 
Tennessee(h) No No 
Utah Yes Yes l,OOO ( f) 
Vermont No Yes 1 >000 
Virginia No Yes 250 
West Virginia No Yes 1,000 
Wisconsin No Yes 1 , 000 

(a) Limited to $300 per taxpayer. 
(b) Gross income tax to 6/30/63 ; adjusted gross income ta x , 7/ 1 /630 
(c) Limited to tax paid on earned income and business income . 
(d) The state income tax applies only to dividends and inte r est. 
(e) Limited to $500 per taxpayer. 
(f) Federal income tax deducted in addition to s t andard deduction. 
(g) Federal standard deduction is applicable. 
(h) Tax imposed on dividends and in t erest only. 

*Information obtained from S t ate & Lo c al Ta x es , Pr en t ice - Hall 
(Jan. 22, 1963) Report Bulletin 27, Section 27.1. 



TABLE VI 

State Individual Net Income Tax Rates, Personal Exemptions and Revenues* 
(As of September 1~ 1962 ) 

State 

Alabama 
Alaska 
Arizona 
Arkansas 
California 
Colorado(b) 
Delaware 
Georgia 
Hawaii 
Idaho(c) 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maryland(d) 
Massachusetts(e) 
Minnesota 
Mississippi 
Missouri 
Montana 
New Hampshire(g ) 
New Jersey(~) 
New Mexico(1.) 
New York(j) 
North Carolina 
North Dakota 
Oklahoma 
Oreg on 
South Carolina 
Tennessee(k) 

. Utah 

Lowest Bracket Highest Bracket 

Rate 
(Per
cent) 

. To Net 
Income 

Of 

Rate 
(Per~ 

cent ) 
Income 
Above 

1.5% ~ $1,000 5% - $5,000 
------16% of Federal Tax-----
1.0 - 1~000 4.5 ~ 7~000 

1.0 - 3,000 5 25,000 
1.0 - 2,500 7 - 15,000 
3 - 1~000 9 - 10,000 
1.5 ~ 1~000 11 ~100,000 

1.0 ~ 1~000 6 - 10,000 
3.0 - 500 9 - 30,000 
3 - 1~000 9.5 ~ 5,000 
.75- 1~000 3.75- 4,000 

1.5 - 2,000 5.5 - 7,000 
2.0 - 3,000 6 - 8,000 
2.0 - 10,000 6 ~ 50~000 

3.0 - All Brackets 
3.075(e)All Brackets 
1.0 - 500 10.5 - 20,000 
2.0 - 5,000 4.5 ~ 25~000 

1.0 - 1,000 4.0 - 9~000 
1.0 ~ 1~000 7.0 - 7,000 
4.25 - All Brackets 
2 1,000 10 - 15,000 
1.5 ~ 10,000 6.0 ~100,000 

2.0 ~ 1,000 10 - 15,000 
3.0 ~ 2,000 7 ~ 10,000 
1.0 - 3,000 11 - 15~000 

1.0 - 1)500 6.0 ~ 7~500 

3.0 ~ 500 9.5 - 8 , 000 
2.0 ~ 2,000 7. 0 ~ 10~000 

6 - All Brackets 
1.0 ~ 1,000 5.0 - 4~000 

Maximum Personal Exemption 
& Credit for Dependents 

Married or (a) 
Head of Each 

Single Family Dependent 

$1,500 - $3,000 

1,000 - 2,000 
1 7 . 50 (f) 3 5 (f) 
1,500 -

7 50 -
600 -

1:>500 -
600 -
600 -

is.oo(f) 
600 -

20 (f) 

3,000 
1,500 
1,200 
3,000 
1,200 
1,200 
3o.oo(f) 
1,200 

40 (f) 

2 ~ 500 - 5,000 
800 - 1,600 

2,ooo - 2,soo(l) 
lo(f) 3o(f) 

5l>OOO ~ 

1~200 ~ 
600 ~ 

600 -
600 ~ 

600 -
6 00 (f) 

1~000 ~ 

600 ~ 

lllOOO ~ 

600 = 

800 -

600 ~ 

7,000 
2,400 
1~200 

600 
lll200 
1~200 
1:zoo(f) 
2,000 
1:.500 
2,000 
1,200 
ll>600 

1,200 

$300 

600 
6 (f) 

600 
7 50 
600 
600 
600 
600 

7. so (f) 
600 

20 (f) 

400 
800 
400 

15 (f) 

400 
600 

600 
600 
6 0 0 (f) 
300 
600 
500 
600 
800 

600 

Total Income Tax 
Revenue (1962) 
(In Thousands ) 

$ 27,587 
12,226 
14,500 
12,194 

298,901 
62,779 
34,624 
43,628 
30,382 
21,568 
41,628 
27,104 
36,969 
18,833 
99,257 

178,045 
122,821 

8,134 
71, 7 56 
14,209 

1,689 
6,473 

12,814 
989,590 

9 5 ~ 4 54 
6~470 

29lll22 
90))475 
27;~409 

6 '4 50 
16~925 

N 
\.0 
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Table VI (Cont. ) 

State Individual Ne t I ncome Tax Rates~ Personal Exemptions and Revenue s* 
( As of September 1~ 1962) 

State 

Vermont 
Vi rginia 
We st Virginia 
Wisconsin 

Lowest Bracket Highest Bracket 

Rate 
(Per
cent) 

To Net 
Income 

Of 

Rate 
(Per
cent) 

Income 
Above 

2.0% =$1~000 7.5%- $5 , 000 
2.0 - 3~000 5.0 - 5 , 000 
- - ~--6% cif Federal Tax-------
2.0 ~ 1~000 10 - 15~000 

Maximum · P~rsonal Exemp t ion 
& Credit for Dependents 

Married or 
Head of Each ( a ) 

Single Family Dependent 

$ 500 $1 !) 000 
l:tOOO 2 ~ 000 
(See FORWARD, P.· ii) 

600 (m) rll 200 (m) 

$500 
200 

6 0 0 ( m) 

Total Income Tax 
Revenue ( 1962 ) 
(In Thousands) 

$ 12 ))7 51 
9 lj) 5 73 
20 ~ 959 

144 51 412 

(a) "A taxpayer with a ' head of family' status is generally disallowed deduct i on for one 
dependent." 

( b ) Colorado imposes a surtax of 2% on intangible income over $5 51 000. 
( c ) Idaho also imposes a filing fee of $10. 
( d)Maryland imposes a 5% rate on net investment income over $500. 
(e)''On income from professions ~ employments~ trade 6r business. Includes an additidnal t ax 

of 1% scheduled to expire J une 30)) 1963. 11 

(f) "Amount deducted from tax in lieu of exemptions. New York allows tax credit s of $25 for 
married couple and head of household and $10 for single taxpaye r in addition to exemptions shown.'' 

( g ) New Hampshire imposes a tax on interest and dividends only. 
( h)"Applies only to New York residents who derive income from New Jersey sources and vice 

versa.n · 
( i)uAfter December 31~ 1963 ra t es are scheduled to be reduced to 1% for lowest bracket )) 

4% for highest ... 
( j)"Unincorporated businesses taxed at 4%." 
( k ) Tennessee imposes tax only on bond interest income when over $25. A tax of 4% is 

imp o s e d on s t o c k f r om any c o r p or at i on ll 7 5% o f who s e p r o-p e r t y i s tax a b 1 e in Ten n e s s e e . 
(l)"Applies on l y to income from professions)) employmen t s ll trade or business." A maximum 

of $4 , 000 is allowed "in joint r e t urn when both have business income." 
( m)Wisconsin allows add i tional tax credits of $20 for mar ried couples and $10 for single 

t axpayers and dependents. 

*Information obtained from: Ta~ F oundation)) Inc. ~ Fac t s and Figures on Government Finance ll 
( 1962 =63) Tables 14 1 and 142

51 
pp. 189 ~1 91. --- --



III. The Corporate Income Tax 

A. Historical Background 

The concept of corporate income taxation was first 

introduced in the Unite d States in 1909 when Co ngress enacted a 

law levying a 1 % tax on net corpo~ation income in excess of $5,000. 1 

Although the Sixteenth Amendment 2 to the Un it ed Stat~s Con s titution 

wa s not adopted until four years later~ th8 constitutionality of this 

corporate income tax was upheld in 1911 by the Unite d States Supr e me 

Court in · Flint _y_. Stone Tracy ~· 3 The court h e ld that the tax was 

not a direct tax but an excise for the privilege of doing busines s 

in the Unite d States. 

The first state corporate income tax was enact e d by t h e 

Wi scon s in L egislature in 1 91 1 . The Wisc onsin corpora t e i n co me tax 

law, a s originally adopted, impose d gradua te d rates ranging from ~% 
~ 

to a high of 6 % on the return on capital investment.~ Capital in= 

vestment wa s d efi n e d 11 as the ratio of net inc ome to ass e ss 6 d 

value o f (corporate) property. 11 5 

Due to the initia l s uccess of the corporate income tax in 

Wis c on sin, t h irty-six s tates an d the District of Columbia have en = 

acted some form of corporate income taxation. [See Tabl e VI :I , r . 1 6 } 

The importance of this type of tax as a source of revenu e 

among · the states is illustrated by the fact that the tax accounted 

for a record $1,306, 000 BOOO in state re v enues du ring the 1962 fisca l 

year.
6 

Although the revenues from the t~x have steadily increas e d 

since the 1922 figure of $58,000,000 the relgtive importance of 

this corporate income tax in the tax structure of. the states ha s 

1
Kentucky Legislative Research Commission, State-Federal Inc o me 

Tax Conformity in Ken tucky, Res e arch Report No. 8 (1961)~ pa 1. 
2

This Amendment, passed . in 1 9 13, all owed Cong ress to impose a 
tax on incomes . " " .. from whatever source d erived.n 

3 "'"" 1 o S ,..,.. C · · 2 2 0 r -- S 'L 0 -, t ·1 Q ·1 1 ) li ~nt vQ t ·CJne ~r~cy ompany;J . d . ~ •. 1 ,.l. .v ..• 

4
oregon Legislative Interim Tax Study Committee, Developmen t o f 

State Income Taxes in the Unite d State s - a~d Oregon~ (1958) ~ p. 19"-" 
t:: 

_;Ibid. 
6

Tax Foundation Inc. - ~ Facts and Figures on Government Finance, 
(Englewood Cliffs ~ Pr entice =>HallJ In c .~ 1963) 'l' ii>lelfth Editi o n, pa Jf; l." 

= 31 ~ 



32 

gradually decreased since 1944. In '"l944, corporate income tax 

revenues accounted for 11% of total state revenue as opposed to 

only approximately 6% in 1962.
1 

During the same period, the pro

portion of state revenues derived from the sales, use, and income 

tax has increased from a total of approximately 36% in 1944 to a 

high of approximately 44% of total state revenues in 1962.
2 

B. The Corporate Income Tax In Iowa 

The corporate income ta~ ~as adopted in Iowa by the Forty

Fifth General Assembly in an ext~aordinary session, and became effec-

tive January 1, 1934. As was st~ted in the previous chapter, the Iowa 

sales and personal income taxes were also adopted during this session. 

As the law was origirially enacted, a tax of 2% was imposed 

upon the "net income" of each corporation organized under the laws 

of Iowa and upon every foreign corporation doing business in Iowa.
3 

This rate was increased to the present 3%~ effective July 4, 1959.
4 

Few revisions have been ·made in the Iowa corporate income 

tax law since its enactment in 193~. One of the changes in the law 

has been the definition of "net inc·ome.u The present Iowa Code de-

fines corporation "net incomeu . as " the taxable income less 

the net operating . loss deduction, both as computed for Federal income 

tax purposes under the Internal Revenue Code of 1954, .•• ,l• 5
with 

certain specified adjustments, i.e~, Federal income taxes paid or 

accrued may be deducted, but the Iowa tax, deducted in computing 

the Federal tax, must be added; th~ deductions for both the Federal 

tax paid and net operating . loss may be used only to the extent that 

they are allocated to business carried on in Iowa; interest and 

dividends from Federal securities are not taxed, but other interest 

and dividends exempt from Fede~al eax must be included in computing 
6 

the Iowa tax. 

1 Ibid., p. 182. 
2 

Ibid. 
3

rowa, Acts of the Extraordin~ry Session, 45th General Assembly 
(1933=34), c:-BZ,-se~28. 

4 . 
Iowa, Acts of the Regular Session, 58th General Assembly 

(1959), c .. 3~sec.-r:-

5 Co d e o f I o wa , .. ( .. 1 9 6 2. ) l> s e c • 4 2 2 . 3 5 . 
6rbid.---



The corporat ions and organ izations exempte d from paying 

the tax a re ba sicall y the same to da y as those e x empted under the 

original Ac t, Iow a excludss the f o llowing a ssociations from the 

c o rporate i ncome tax : 

''1 . All state, nat ional ~ privateJ co-operative and 
savings banks ~ credit u n ions, t it le insurance and t rust 
companies , b u i ld ing an d loan assoc iat ion s , cor porations 
opera ting un der the pr ovisions o f chapter 501 ~ insurance 
co mp anies and/or i ns u rance asso c iation s ~ rec iprocal or 
i nt e r-in s urance ~xchanges~ fra t e r n al b enef iciary as 
sociatio n s, now or hereafter or g ani~ed or incorp o r a t ed 
by or un der t he l aws of thi s state o r lawfully operating 
i n the state . 

2o Ce me tery corporat ion s J crgenizations a n d associati ons 
an d corporati ons organ i zed for religio us, c hari tabl e , 
s c ien tific, or edu c atio~ a l purposes, or for th e preventi on 
of cruelty to chil d ren or animals , ~ o part of the net 
earnings of which inure s t o the be n efit o f any priva t e 
st ockh olde r o r indivi d ual . 

3 . Busines s l eagues , c hamb ers of c omme rc e . l abor unions 
and a uxil i ary organizations~ or boar d s of trade n ot o rgan
ize d for profit , and n o part o f the net earn ings of which 
i nures to the benefit o f any pr i v a ~ e sto c kholder o r 
in divid u a l . 

4 . Civic leagu e s or o rganizat ion s 11 0t o r g an ized fo r profit , 
b ut operated ex c l.u si v ely fo r t he promo t ion of social welfare . 

S a C lu bs~ orga n iza tions ~ or associations o rganized and 
o perate d exclu s ively fo r ple a s ure ~ r ec x2 a t ion, an d o t he r 
nonpro fi table purp o ses~ no par t of th e n et earning s of 
whi ch i nures to the b~nsfit of any priva t e sto ckhol de r or 
me mber . 

6 . Far mers associa t ions ~nd f r u i t growers ass ocia t ions , 
or like o rganizati on s organized a~d o perate d a s s a l es 
agent s for th e p ur pose of markatin g t he pro duc t s o f 
me mber s and turnin g b ac k t o the m the pr ocee d s of sal e s ~ 

less th e necess ary selling ~xpense J on ~ he ba sis of the 
quant it y of Drodu c e. f ur11 isn.ed bv thr.:. m" 11 1 

cot ... .;1 

A s i. 1.1. 1 9 3 l1. ~ o n 1 y t h.;: i n e om e w h i c h i s n 

at tr ibuta.b le t o t h e. t x: ade. or bus i n ess 'Jiri t'hi n the state 

r easonably 

. "
2 

is 

presently taxe d . 

related ex penses) 

' ' ~: nterest ;; di v i d en d s ~~ ren t s~ an d roy alties ( less 

<· d . 0 • h b " l13 • rt.!C E:J..'·.le 1. n conn e. c. t1.on -.;,rlt .. u. s1. n ess •• o 1.n 

-·-·~·e -:·t 1~?~.~ ( 1 9 6 2 ) , 

2 !'L~~..!:. ~t I owr a ( 19 6 2) ~ 
3

I bid., 

s ec. 

se c: " 

.4. 2 2 0 J i} 0 

!.). 2 2 0 3 J 
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Iowa must also be allocated to this state. 1 

1. The Corporate Income Tax a s a Source of Revenue. The cor-

porate tax is not a major source of revenue in Iowa. During 

the fiscal year ending June 30, 1962~ this tax accounted for 

only $4,279~342.16, or approximately 2.5% of total general fund 

revenues. 

TABLE VII 

* Corporate Income Tax Receipts During the Past Ten Years 

Year 

196 2 
1961 
1960 
19 59 
19 58 
1957 
19 56 
1955 
1954 
19 53 

* 

Receipts 

$4~279 3 342.16 
4 ~ 360 , 068.27 
3,712~853.86 
2,51 7, 6 7 2.41 
3,132,821.75 
3,815 , 697.23 
3,173,621.30 
2,239,989.29 
2,193,817.03 
2,331~603.86 

(Information obtained from the Research Division of 
the Iowa State Tax Commission) 

Only three states~ Alaska , North Dakota, and Vermont, 

derived less revenue than Iowa from-the corporate income tax in 1962. 

Although Missouri and New Jersey imposed a lower corporate tax rate, 

both states enjoyed substantially more revenue from this source than 

did Iowa. [See Table VIII~ pp. 36-37] Alabama and New Mexico, as 

Iowa, imposed a 3% corporate tax rate; although Alabama derived 

approximately twice the amount of revenue from this source than did 

Iowa. No figure is available fnr New Mexico. [See Table VIII] 

2 • Low Yield of Income in Iowa. The three factors outlined in the 

1956 Iowa Taxation Study Committee Report still account for Iowa's 

low yield of revenue due to this form of taxation. 

"Iowa is not a heavily industrialized state in 
which the corporate form of busin~ss organiza
tion and operation is dominant as ... "2 in 

1
For methods of allocation, see Code of Iowa (1962), sec. 422.33. 

2
Iowa Taxation Study Committee , ~~~Tax System--A Factual 

Survey, Committee appointed by authority of Senate Joint-Resolution 
No. 7 of the 56th General Assembly_, (1 956) Part 1 3 p. 58. 



New Yor k and Penns y lvania ; 

Only two st ate s, Mi s s o uri and _Ne w J ersey, impose 
a lowe r rate of corporate taxatio n th a n do es Iowa. 
The - ma jority of states impose a higher ra te o r a 
progressive rate in wh ich the t o p brac k et i s above 
the Iowa rate. [S ee Table-viii] 

'' The meth od use d in allocating n et i n co me of mul t i
s tate busine sses to Iowa for pur po ses of i n c ome 
taxation minimizes the I owa Ta x ba se ." l The ma j o r= 
ity of states use a t hree facto r f ormula i n the 
allocati o n of net i n co me (See, Three-Fact o r Formula~ 

p . 38 ) wh il e I o wa re l ies upon merel y one factor, 
i . e . » " •.• the ratio o f sales f o r d e li ve r y i n 
Iowa to total s al es for delivery i n all states ."2 

C . Tre n d s in the Corporate I ncome Tax 

3.5 

At the pre sent time, thirty-seven states an d the Distr ict 

o f Co lumbia imp o se s om e type of c orp o rate income tax . In 1 962~ t h is 

tax account e d for approximately $1,3 06,1 0 1 9 0 00 in state re ve nues . 3 

The rate of tax imp o se d u pon c orporati o ns i n t h e various state s 

ranges from gra d uate d rat es be g inning at 1% to t h e Alas kan r ate of 

1 8 % of the Feder al tax . [See Table VI II ] In 1 9 62~ s tate reve nues 

c ollec te d from this tax rang e d fr om approxi mat el y $1 9 766, 00 0 in 

Nort h Da kota to a high of $298,778,0 0 0 in Ne w York . 4 

Although state co rpo rate income tax r e venues have risen 

subst antia lly s i nce t h e en d of Worl d War I I, the y have accounte d 

for a gra d ually d isminishing prop o r tio n of to tal state tax revenues. 

In fis cal year 1 946, state corporate i n c ome taxes acco u nte d f o r 

more th~n 53% of combine d p e r sonal and co rpo ra te tax c o llections 

and almost one -tenth o f total sta te tax revenu e . 5 In 1 96 2, taxe s 

on corp o r ate incom e yiel d e d o nly about 33% of combin~ d income tax 

revenues an d 6 . 4% o f to~al st ate tax co llectio n s . 6 

lIb id . 
2 

Ib id . 
3~s and Figures o n Gover n me n t F'inanc.e :> p . 192. 
4

rbi d. ~ p . 1 92 . 
5
Ibi d. !) p . 1 8 2 . 

6
Ibi d. 
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Several states have re6ently raised . their corporate 

income tax rates.l Rhod e Island raised this tax from 5.5% to 6% 

in 1 960. 

·in 1961. 

Connecticut~ ~inneiot~~ and · New Me~ico increased rates 

Connecticut increased its corporat~ franchife tax rate 

from 3.75~ to 5%~ a nd raised an alternative tax rate on invested 
I , 

capital f~om 1.9 mills to 2~5 mi lls . Connecticut also raised the 
i . 

minimum tax from ·$20 to $25~ Mih~esota temporarily raised its 

primary and additional corporat~ tax ~a~es by 10% and extended a 

temporar y a dditiQnal tax of 1.8% for the 1962 tax year. New Mexi,co 

also tempora~ily . in c .rea~ed its corporate tax from 2~ to 3% effec-

tive March 31, 1961, . terminating December 31, 1963 ·. In :1962, 
' . . 

Pennsylvania extended indefinitely a 11 
• . 6% tax on corporate 

net income which had been scheduled to revert to 5%.••2 

Arkansas became the thirty~first state to adopt ·the three

f~ctor formula . for allocating interstat~ corporate income~ The 

Arkan sa s three-factor :formula is based on property~ p~yroll, and 

sa les components. 

TABLE VIII 

' * STATE CORPORATE NET I NCOME RATES AND COLLECTIONS 
September 1, 1962 

Flat Rate or 
L owest Bracket Highest Bracket 

To Net Net I ncome Minimum 
S tate(a) Rate Inc om e o f Ra te Over Tax 

Alabama : 3% All 
Alaska 18% of Fe d eral t ax payabl e upon net 

income derived from s ource s in stat e 
Arizona 1 $ 1 ,000 5% __ $ 6,000 
Arkansas 1 3,000 5 25,000 
Calif o r nia 5.5 All = = $100 
Colorado 5 ·All 
Connecticut 5 All - - 25 
Delaware 5 All - - ~ 

Georgia 4 All 

Collections 
(Thousands) 

$ 9~681 
1!) 816 

5,574 
10,340 

290,797 
14,726 
38~533 

7,295 
· 24. ,880 

1 . 
The Cou ncil of State Government s, The Book of States, 

(1962-63), XI V, 224 =2 26~ 
2

Ibi do 9 P• 22 6. 
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"J'e 
STATE CORPORATE NET INCOME RATES .ANB COLLECTIONS 

September 1' 19§ 2 

·Flat Rate or 
Lowest Bracket Highest Bracket 

State(a) 
To Net Net Income Minimum Collections 

Rate Income of Rate Over Tax (Thousands) 

Hawaii 5% $25,000 5 . .5% $25,000 = $ 7,303 
Idaho 9.5(b) 
Iowa 3 All - = - 4~.369 
Kansas 3. 5 All = = = 8!) 9 56 
Kent uc ky 5 25,000 7 25,000 = 20,969 
Louisiana . 4 All = = 23,316 
Mary land 5 All = = = 19,822 
Massachusetts 6" 76 5 (c) (c) (c) 100 33,048 
Minnesota 7.5 All 

; (d) 
= 10 34,990 

Mississippi 2 5,000 25,0QO = 13,074 
Missouri 2 Al l = =· = 12,000 
Montana 4.5 All = = 10 4.' 53 5 
New Jersey 1.7s(e) All = = = 2 5!) 2 50 
New Mexico 3 All - ~ = Not Available 
New York 5.5 · All = = 25 298,7 7 8 
N. Carolina 6 All = - = 56!) 7 9 6 
Nor th Dakota 3 3~000 6 15,000 - 1:)766 
Oklahoma 4 All = = = 14,575 
Oregon 6 All = = 10 21!) 4.6 6 
Pennsylvania 6 All = = = 152,914. 
Rhode Island 6 All = = 10 9 '4.8 3 
s 0 Carolina 5 ·All = - = 18,036 
Tennessee 3.75 All = = = 21,566 
Utah 4 Al l = = 10 7,143 
Vermont 5 All = = 25 2!) .50 2 
Virginia 5 All = - = 30,28'7 
Wi sc onsin 2 1 ,0 0 0 7 6,000 = 53,82 5 

(a) South Dako ta is not listed. Presently this state impos es a 
4.5% tax on banks only. 

(b)In addition, a tax of $10 is tequired for each return filed. 

(c)Includes surtaxes. The tax on net income is supplemented by 
a levy of $7.65 p er $1~000 of tangible prnperty not subject to local 
taxation. If greater, a l e vy of .Oql5% of gross receipts ass i gnable 
to state plus 3.69% of net income applies. 

(d)Rate now 4~%, ef fective 1963. _ 

( e) A 11 c or p or at i on s p a y · an ad-d i t ion a 1 tax on n e t w or t h Q 

* Tax Foundation~ Inc., Facts and Figures on Government Finance, 
(1962~63)~ Tables 14l=l44, pp. 192-193. 
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D. Three - Factor Formula 

Since the ma jor ity of corporations do not confine their 

b usiness activities within the borders o f any one state , the problem 

of allocating for tax purposes the net income of interstat e firms is 

often troublesome . 

Three types of allocation me t hods use d t h r oughou t the 

states are~ II (1} separate · accounting~ (2) allocation of 

particular classes of income to thifstate in which they may be sai d 

to h~ve a taxable sit u s (location)r and (3) apportionmen t by an 

allocation formula . 81 l The separate accounting .method is not practi-

1 f ' H . . " 1 d' I 2 
ca .o r many corporat1 ons~ _owe ver most st~tes , Lnc u ~ng . owa, 

permit this method to be use d whenever the corporat i on~s accounts are 

8 U C h that the 11 
• e • bU S in e S S .:~ at t r i 'IJ U t aD 1 8 t 0 t h 8 taXi U g 8 tat e C an 

be determined . ''~ Allocating income ac cording to the sit us of the 

p~rticular asset is practicable in the cas e of real estate, but 

II there are many sources o f income where allocation by t h is 

method cannot be achieve d . u 4 Due to these d iffi cu lties:> all states 
0 t . f f~ 1 h d , .. S p e r m 1. . s om e ·I!: y p •3 o · · or m u. . a me t o .~: , -

The formula most g e nera l ly used , an d recommended by the 

National Council of Commissioners on Unifor m State Laws is compo se d 

of property 9 gr oss receipts [Si les ] 9 and payroll comp o n ents . Som e 

states substitute a cost factor for p ay r ol ls which may . con s ist of 

11 
• manu fa c t u r in g a s e 11 in g !)• ·• o p e r a t in g . or a 11 b u s in e s s c o s t s . 11 6 

The constituent elemen~s of eac h of the above factor s are 

substantially similar throughout the states . The property factor 

geneially includes all tangible p rop er ty, rent~d or owned~ which 

the c o rpor ation. uses within the st~te.for business purposes. The 

1 Financing State and Local Government in Ne v ada, p . 567 . 
2
Although - Io~N' a use d a statutory fo:rmul-:- for apportioning net 

inc ome, Code of Iowa (1 ~6 2) , sec ti 422 . 33 9 the iaxpaye r may use any 
alte:rna.tive-method 'VJ'hich in th·e- estimation of the State I'a.x Co m
missi on best allocates and appcirtio n s the income rea sonably attrib
utable to_ business and servi c es within the State . 

3
Financing .State a nd Local Gov~rnment in Nevada, p. 567 . a ~= - ~ 

'Ibid . 
~ 

Jibid . 
6 

Ibid o 
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payroll fa c tor usually consists of " • • wages, salaries, commis-

sions , or other payments made to employees, but the compensation o.f 

officers many times is not included. 111 "In a few :states th~ sales 

factor also includes various types of pan-operating income, such 

as rents and royaltiesou
2 

The application of the three - factor formula is as follows: 

"1 o Property Fa c t .o r : 

Value of corporation 1 s tang~ble property in (state) X 100 

Value of corporation 1 s tangible property everywhere 

2. Payroll Factor: 

P~yroll of the corporation in (state) X 100 

Payroll of the corporation everywhere 

3 o Receipts Factor: 

Receipts of corporation · attributable to (state) X 100 

Receipts of corporation everywhere 

4o Sum of above three factors divided by 3 = Allocation 
Percento" 3 

Eo Arguments For and Against the Corporate Income Tax 

The particular advantages of doing business unqer the 

corporate structure have been cited as a fundame~tal justification 

for taxing corporations as oyposed to partnerships and other types 

of businesses . This theory is referred to as the specia~ benefit or 

p r i v i 1 e g e t 'h e o r y o 
4 

"The f a c t t h a t b u s i n e s s i s do n e i n t h e c o r p o -

rate form, despite sp.ec~al corporation taxes, is a cl~ar indication 

that the charter ;i.s ,; wor~h somethingo "
5 

It is also argued that 

successful corporate enterprises have a responsibility to bear a 

1
Ibido 

2
Ibid .. 

3
John F. Shy , Tax Policies in Utah, A Report submitted to His 

Exce l lency, Governor . Jn Bracken Lee and the Utah State Tax Commis
sion and the Utah Legislative Council (Princeton Surveys, Princeton 
U n i v e r s i t y , . 1 9 5 4 ) , p • 11 6 • .. _ _ . 

4
Financing Government In Col~rado, A Report of the Governor's 

Ta x Study Group (1959), p . 326. 
5
Richard Goode, The Corporation Income Tax (New York: Wiley & 

Sons, Inc . , 1951) , p . 29, quoted in Financing Government in Colorado, 
Po 326 . 
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share of the expense of maintaining a government which in turn has 

a concomitant obligation 11 to maintain the kind of conditions 

under which free enterprises can flourish . II 1 Proponents 

also contend that the corporate income tax inserts an additional 

element of progressivity_ into the federal and state tax structure 

II to the extent that the corporate income tax burden is borne 

by the stockholders 112 

Opponents of this type of tax contend (1) that the tax 

discriminates against the corporate form of doing business in favor 

of partnerships and other forms . of unincorporated businesses; 

(2) that this tax in reality falls upon the stockholder in . the form 

of double taxation, the laboring man in the form of reduced wages, 

and the consumer in the form of higher prices; and (3) this form of 

taxation tends to reduce a corporation's incentive to increase tax

able income by increasing efficiency.
3 

Without deciding upon the merits of any of the above argu

ments, it should be noted that the impact and success of this type 

of taxation is best emphasized by its widespread use on the state 

and federal level in the United States . today. 

F. Proposed Legislative Changes to Iowa Corporate Income Tax Law 

Not only is the Iowa corporate income tax law basically 

the same Act which was adopted by the 45th General Assembly, but 

few attempts have been made within recent times to change the law. 

'l;he 

was 

one major change in the provisions of the law affecting revenue 

the 1% increase in the tax rate in 1959. 4 

Proposals to amend the Iowa corporate income statutes 

which have been introduced but not enacted since 1953 ~ay be grouped 

into three general categories--rate changes, determining the net 

income earned by foreign corporations in Iowa, and proposals appli

cable to computing _the net income of both Iowa and foreign corpo

rations. 

1Financing Governme,nt In Colorado, p. 326. 
2 .. . 

- Ib~d., p. 327 .. 
3St";te and Local Finance, Nebraska, A Report Prepared by the 

Nebraska Legislative Council,(l962), pp. 310-12. 
4Iowa, Acts of the Regular Session, 58th General Assembly 

(1959), c. 300. 
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1. • Rate ~g_p. an g~ .• No rate changes in . the Iowa corporate income 

tax have been . proposed since the enactment of the present 3% rate 

by , the F i f t y ... ,E i g b. t h G en e r a 1 As s em b 1 y ( 1 9 5 9 ) • 
. . . 

A bill to eliminate 

corpora.te. 11no pay 0 returns. by the imposition of a $50 minimum 

corporate income tax ' was introduced in . 1955.
1 

2. Determining The NeE Inc ome Earned By Foreign Corporations 

in _Iowa. The net in~ome of foreign cor~orations which is subject 

to the Iowa corporate income tax is presently determined on . the 

basis of the total sale.s . o:E the corporation . in Iowa.
2 

A . "foreign" 

corporation is a c orpor ation not organized under the Iowa law.
3 

F i. v e b i 11 s to ad o p t t h e 11 t h r e. e ·~ · fa c t o r f or m u 1 a 11 in the c om p u ·

tation of Iowa net in c om e of foreign corporations have been intro

d u c e d s in c e 1 9 5 5 0 

4' T h e I' t. h r e. e ~· f a c t 0 r f 0 r m u 1 a ! I ~ a s eX p 1 a in e d in 

Section D of this Chapter~ ref e rs to the use of three factors-

sales ( receipts)~ payroll, and the valuation of personal and real 

property~ - in the c ompu tati on of th e net income of foreign c orpo

rations allowable to a particular state. 

The five proposal s - relating _ t o the ''three =factor formula'' 

also contained the provisi on that foreign corporation ~ales made 

in Iowa by e ither resi dent or n onr e sident salesmen must · b e in

cluded in the computation of net income allowable to Iowa. This 

same pr ovision was introdu ce d as separate - bill~ . in 1957 and 1959.5 

A bill was introdu ce d in 1959 t o prevent foreign corpora

tions from deducting from n et income~ expenses not directly re-

1 - d . d d 'bl · I 6 
ate to 1ncome earne an taxa e 1n . owa. 

3. Pro:e2.,sals Applic:able _ t o Bpth I owa and Foreign Corporations. 

The 195 6 Iowa Taxation Stu dy Committee reported that income 

earned by f ore ign corp orations from rents and royalties on 

1s3rd General Asse~bly (1955): H.F. 436 
2 (' d f ·1· _, 'l 9 6 2 )' I 2 ") '3 , o e . o · .. ow a . t. .. !J sec . ·C!· t:.. • . 

3:r:bid .. ~:l ~s ~4- 22 . .3 2 
4-5.7 h. ~ , . 1 A. . - -- 1 t .. Genera . ssemb y 
58th General Assembly 
59th General Assembl ~ 

5s7th General As sem~ly 
58th Ge ner a l Asse mb ly 

6 ssth Ge neral Assembly 

{1 957): 
( 19.59): 
(1961): 
(t9 .~?) : 
~ 19 .)9): 

{1 9 .5 9): 

S.F. 399:~ 
S.F. 4-15, 
S.F. 134· 
S.F'. 9 
Amendment 

H.F. 668 

H.F.529; 
S.F.506; 

to S.F. 4 . .51 
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tangible property located in Iowa is exempted from · the Iowa 

corporate income tax if the income is " .•• not a result of 

the· principal business of the corporation."! Legislation to 

correct the · above situation was introduced · in 1957. 2 The pro

posed bill provided that income earned by bQth Iowa and foreign 

corporations from rents and royalties, less expenses, on . tangi

ble property located in Iowa would be subject to the Iowa corpo-

rate income tax. 

1
Report of the Iowa Taxation Study Committee, p. 18 

2 
57th General Assembly (1957): S.F. 9 



IV . THE SALES TAX 

A , Historical Background 

Although West Virginia initiated a 2% sales tax in 1921 , 

the majority of state sales tax laws were enacted in the middle 

1930's as a result of the postwar depression.
1 

The increasing demand 

for governmental services and financial aid at a time when formerly 

dependable sources of state revenue became inadequate caused state 

governments to begin to seek out new and more dependable methods of 

obtaining additional revenues . 

Several states, namely Alabama, Arkansas, Missouri, North 

Carolina, North Dakota, Oklahoma, and Georgia, originally enacted 

sales tax laws as only temporary measures. All of these states, 

with the exception of Georgia and North Dakota, subsequently placed 

the sales tax on a permanent basis .
2 

The majority of the early sales tax laws applied only to 

sales on the retail leve1 .
3 

However, Arizona, Mississippi, New Mexico, 

North Carolina, and Washington enacted laws which imposed taxes upon 

the gross receipts of certain specified businesses in addition to re-
4 

tail sales transactions. - Supplemental taxes, imposed upon the use, 

s t orage, or consumption of goods purchased outside of the taxing state, 

we r e subsequently enacted as an additional enforcement technique by 

states which had imposed the sales tax. [For a more detailed dis 

cussion of this type of tax, the use tax, see the following chapter. 

The increasing importance of the sales, use, or gross 

r eceipts ta x in state tax structures is evidenced by the fact that 

in 1932 receipts from these taxes represented only . 4% of total 

state tax revenues, while in 1962 these same taxes accounted for 

24 . 6 % of total state tax receipts.
5 

1 Roy G. Blakey and Gladys C. Blakey, Sales Taxes and Other 
Excises, (Chicago : Public Administration Service, 194~ p. 2. 

2
rbid., pp . 2 - 3. 

3 R.euben A . Zubrow, Robert L. Decker, E . H. Plank, Financing 
State and Local Government in Nevada, (Carson City: Nevada Legislative 
CounselBureau, 1960), p. 383. 

4 Ibid . 
5 Tax Foundation, I nc . , Facts and Figures on Government Finance, 

(Englewood Cliffs ~ Prentice - Hall, 1963) 12th eT, Table 135, p . 182. 
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B • T y p e s o f S a 1 e s T!-~~ 

Although th e sales tax laws throughout the states have 

many common characteristics, such ta xe s can generally be divided into 

two distinct types o 

The most common type, and the type used in Iowa, is the 

Retail Sales Taxu This tax is gen~rally imposed at a fixed rate 

on the retail sale of tangible personal property, with goods pur

chased for resale or furthe r pr ocessing ordinarily being exempto
1 

This type of tax appears as an ad dition to the price which must be 

paid by a person bu ying at retail. uMany laws require ., and all 

permit , the firm selling at retail . to quote the tax separately and 

to shift it to the buyer ."
2 

The second type of tax may be termed a General Sales Tax. 

T h i s t ax i s imp o s e d o v e r a In u c h b r o a d e r b a s e , i n c. 1 u d i n g 11 
• o whole-

sale transactions an d sales of extrac tive and/or manufacturing in-

d . . u3 ustrleSo Hotel room and other lodging rentals~ as well as amuse-

ment receipts, personal services , print ing and publishing may be 

subject to this tax, although often at varying rates.
4 

Alaska, 

Hawaii, Michigan, New Mexico, Washington , and West Virginia employ 

the b r o a d e s t t ax b as e w b. i c h i n c. 1 u d e s H • retail, wholesale, 

manufacturing, e x tractive and specified othe r act ivities subject to 

h uS 
t e tax. 

Co The Sales Tax in lo1,va 

The sales tax in Iowa, which became effective as of April 1, 
. 6 

1934, is imposed at a rate of 2% upon the gross r~ceipts from all 

1
Iowa Tax~ti~n Stud y Committee, I owa us Tax System- A Factual 

Survey ~ Committee appointed by author.ity"(;f ~ate Joint Resolution 
Noo 7 of the 56th General Assembly (195 6) , Part I, Po 48o 

2
Tax Foundation, Inc., Retail Sales and Individual Income Taxes 

in State Ta x Structu.res, Proj~zt'Notelf.S (I96~p:-22o ___ _ 

3row~ Tax System -· A ~ac tu a 1 Survey, p o 48 o 

4 rb· - ~~ ~ ~--
ld., 

5
Financing State and Local Government in Nevada, Po 3870 

6
The Forty-~ General Assembly adop~d~~ales ta~ statute 

for a three year temporary periodq I owa , Acts of the Extraordinary 
Session ~ 45th General Assembly (1 933 - 1934~.82-:--Beco 38o The 
Iowa sales ta x became permanent April 1, 1937o Iowa, Acts of the 
Reg u 1 a r .s e s s~, 4 7 t h Gene r a l As s em b 1 y ( 1 9 3 7 ) , c. a 1 9 6 , ~" 2 o --
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sales of tangible personal property, with a few stated e x emptions,
1 

at retail in the State to co nsumer s or userso A like rate of tax is 

imposed 11 o a upon the gross receipts from the sales, furnishing 

or service of gas , electricity, water , he at, and c ommunication serv-

ice, gross receipts from all sales of tickets or admissions to 

places of amusement and athletic events 
2 

,'' as well as the re-

ceipts from the ope rat ion of s l ot operated devices such as pinball 

machines o The tax is also imposed o n the receipts from vending 

machines selling merchan d ise not sub ject to t he general sales taxo
3 

Since the a dop ti on of the sales tax law , the tax rate has remained 

at 2% e xcept for a two year period in t h e 1950 1 so
4 

The tax is, in effect, a tax upon the consumer which is 

collected by the retailero The retailer must add the tax to the 

sales price and may not a dver tise or ho ld out , directly or indirectly, 

that the tax o r any part thereof wi ll be a s sumed or absorbed by him 

and will not be considered as an element in the price to the con-
5 

sumero Retaile rs are required to collect the tax and remit it to 

the state , payable in qu art e rly inst all ment s, and are subject to a 

fine for failure to do soo 
6 

As orig i nally enacted, t he law did not impose a sales tax 

on sales transactions involving tan g i ble personal property upon 

which the state imposed a special tax , wh et her in the form of a 

license t a x, stamp ta x o r otherwiseo This provis i on of the law was 

amended in 1955, howe v er , so as to not include the retail sale of 

b d 
. . 7 

eer an Clgarettes ~ 

1 The exempti o ns are receipts from : (1) the sale of personal 
property which is exempt fro~ taxation un der the S tate or Federal 
Constitution ~ (2) tr ans po rtat ion ser v ice , (3) sta te and local fairs 
and charitable activities 3 (4) p roperty utra ded -in" for other property ~ 
(5) sales of goods u sed for publ ic purposes b y the state and its sub
divisions , and ( 6) goods purchased by con tr act ors under contract with 
Iowa or its political subdivisionso Code of I owa (1 962) , secb 422a45 o 

2 ---- ~ ~--
Code of I ow a (1962)j seco 422u43o 

3 Ibid o- --

Lj.The 56th Gener al Assembly imposed an a dditional tax of one-half 
percent for the period beginning J uly 1 , 1 955 and ending on June 30, 
1~57 a Iowa ~ Acts of the Regular Session , 56th General Assembly (1955), 
c o 4 .5 , s e c o -7-.,-- -~ ~- -----·- ~~~~~-

5code of I owa (19 6 2)) secsa 42 2o4 8 , 422o49o 
6~-- ---

Code of Iowa (1 962 )~ secso 4 22o52, 422 o5 8o 
7 Iowa ~Ac~f t he R~gula.r Session , 56th General Assembly (19 55) , 

Co 213, sec o-r;-~ of Iowa (19 6 2)~ sec u 42 2o 46 o 
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The sales tax has proved to be a lucrative source of 

revenue in Iowa. During the fiscal year ending June 30, 1962, 

$69,088,090.62 in revenue from the sales tax was collected. This 

collection represents an increase in state sales tax revenues of 

over seventeen million dollars since 1953, although, with the excep

tion of 1956 and 1957, the sales tax rate has remained the same. 

TABLE IX 

State Sales Tax Revenues During the Past Ten Years* 

Year Rate Receipts --
1962 2% $69,088,090.62 
1961 2 68 :> 564))941.27 
1960 2 68))209))103.55 
1959 2 65~332 , 524.27 
1958 2 64))662))220.12 
1957 2.5 73 , 959J720Gl5 
1956 2.5 68:>813,390.46 
1955 2 54!J873,791 . 52 
1954 2 52,860,994.39 
1953 2 52,023,807.57 

*(Information obtained from the Research Division 
of the Iowa State Tax Commission.) 

All revenue collected from the I owa sales tax is deposited 

in the General Fund of the State except for 11 

to ten percent of the net revenues collected . 
. an amount equal 
ul which goes to 

the Road Use Tax · Fund for the financing of highways. 

The sales tax is unique in the fact that a relatively slight 

in~rease in the rate of the tax would account for a significant in

crease in state revenues. Based on the Iowa sales tax receipts for 

the 1962 fiscal year, the amount of state revenue which could be 

gained from a one-half or one · percent sales tax rate increase could 

be considerable~ 

D. State Trends . in Sales Taxation 

The sales tax has become firmly entrenched in the fiscal 

structure of the maj0rity of states , and accounted for over five 

billion dollars in state tax revenues in 1962~ 2 Texas became the 
thirty-sixth state to adopt a sales an~ . use tax by imposing a 2% 

rate, effective September . 1 ~ 1961 ,. and Wisconsin the . thirty-seventh 

by enacting a 3% selective sales and use tax in December, 1961 ~ 

1 
Code of lowa (1962), sec. 312.1. 

2~s anmgures .~ .Government .Finance , p. 180. 
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effective February 1 9 1962. Wiscon sinus n8w law impose8 a ~ax ~pon 

the sale, lease 9 or rental of the fdllowing selecte d items: 

'' • 0 • m a 1 t b e v e r a g e s 9 in t ox. i c a t i:n g 1 i <q u o r· ~ ~' t o b a c c o and 
tobacco product s:; motor · vehiclest, aircraft; rs.dios 9 tele·= 
vision sets 9 phcnographs 9 recorders» records and s~eet 
music; restaurant m~al s and beverages; recreational (except 
g ames an d toys) 1 sporting 1 hobby, and athletic goods and 
equipment; household and commercial furniture and furnish-
ings)) floor coveringsil appliances o o o :J jewelry and 
related items . o o (th e ) furnishing of transient lodgings 
the sale of admissions to motion pictures costing more 
than 7 5 cents D an d the sale of intrastate telsgraph and 
telephone servi ce for bu. ~i ineas purposes o

11 1 

The Wi sconsi n law also allows the retaile rs to retain two percent 

of the total tax collected as compensation for costs of collection. 

Among the list of exemptions from the Texas general retail sales 

tax are " food 3 prescription mediciness gas and electricity 

used in industrial processes 9 and work clothes selling for less 
2 

than $10o 11 

Exempting food and me d icines from the sales tax is a 

relatively modern 

food consumed off 

from this tax"
4 

innovation) with ten states presently not taxing 

t h 0 3 d ' " d, 0 

Le prem1ses 9 an cen states exempt1ng me 1c1ne 

[ See Table XIV 9 pp a 60-61] Most of the sales tax 

exemptions were eliminated by North Carolina in 1 96 1 . Among the 

exemptions eliminated were foo d and drugs except for prescription 

d. o o 5 I' d me ~clnes . o ate~ North Carolina ig the only known state which 

has eliminated the food and medicine exe mp tions from its sales tax 

law once the exemptio n s had be en adopted. 

Beer, cigarettes 9 oleomargarine~ motor ve~icle fu~ls~ and 

other commodities subject to s pecial excise taxes ar~ g e ner all y 

exempt tram the sales tax. However 9 there is an increasin g tendency 

to remove these exemptions in the case of cigarettes and 2lcoholic 

1
Federation of Tax Administrators~ Tax Ad ministrators News, 

( January 1 9· 6 2 ) , V o 1 . 2 6 
9 

No o 1 , p , o 4 . =~ ~-~~ 

2 
The Council of State Governments)) The Book of the States, 

(1962-63)~ XIV, p. 226. 
3 

The s e . s t a t e s a :r e ~ C a 1 i f or n i a ~ Conn e_c t i c u t D F 1 o r i d a ~ M a in e :> 

Maryland, Ohi o, Pennsylvania~ Rhode Island, Texas~ and Wisconsina 
4
california, Connecticut, Maine~ North Carolina, North Dakota, 

Ohio~ and Pennsylvania exempt prescriptiori medicines only. 
5

The Boo k of States 9 p. 227o 
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beverages, as was done in Iowa in 1955.
1 

As mentioned below, Kansas 

also recently removed this exemption. 

Although the sales tax rate prevailing in most states was 

2% prior to World War II,
2 

the majority of states now impose a 

higher rate. Currently, only eleven states impose a rate of 2%, 

with the majority of states employing a 3% tax. [See following 

table.] Only three states impose a 4% rate, although an additional 

five states impose a 4% state-local rate.
3 

TABLE X 

Distribution of State Sales Tax Rates* 

(As of January 1, 1963) 

Rate a 
Number of Taxing States 

(Percent) 1963 1961 19 51 

lb 0 0 1 
2 

c 
11 12 19 

2.5 1 1 1 
3 18 17 7 
3.5 3 1 0 
4 3 3 0 

Total Tid 34 28 

aindiana adopted a 2% sales tax which will become effective 
July 1, 1963 . . 

bSales tax in North Dakota is levied at the rate of 2~%. 
cThe Missouri sales tax rate has been increased to 3% but 

will not b~come effective until October 13, 1963. 

dTotal includes Indiana. 

*Federation of Tax Administrators, Tax Administrators News, 
(January, 1963), Vol. 27, No. 1, p. 1. (Statistics for 1963 
are taken from Table XIII, page 59.) 

As an alternative to an increased sales tax rate, several 

states increased revenue through expansions in the sales tax base . 

In 1961, Illinois imposed a tax of 3.5% on the cost of Illinois 

property "transferred in the sale of service and on sales of building 

1 ; 
Iowa, Acts~ the Regular Session, 56th General Assembly (1955), 

c. 213, sec. 1 . 
2 

Iowa's Tax System- A Factual Survey, p. 48. 
3 

The Book of the States, p. 227. 
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ma ter ia l s to construction contractors."
1 

A tax of 3% was also imposed 
2 

on hot e l occupancy. The sales tax rate was extended to the sale of 

bee r and cigarettes . K 3 1n ansas . Maine included food sold on a "take 

out" or "to go" basis. Florida now taxes purchases by state and 

feder a l banks and "Wyoming added house trailers and other trailers to 

the sales tax base . ''
4 

E. Local Sales Taxation 

Sales taxation on the local level is still the exception 

and not the rule, existing in only about twelve states. However, 

"the larger , part of local nonproperty revenues is derived from con

sumer taxes and of these, the most important is ~h~ general sales 

tax. ,S Nationally, the local sales and gross receipts taxes ac

count e d for approximately $1,432,000,000 in local revenues during 

1961 .
6 

Four states, California, Illinois, Mississippi, and Utah 

accounted for the majority of local sales tax collections in 1961. 

[See Table XI, p. 51]. In all four of these states, the local sales 

t a x i.s collected and administered by the State in conjunction with 

its own sales tax, and then redistributed to the local taxing units. 

I n the r emaining states, with the exception of Alabama
7 

and New 

Mexi co
8

, the collection and administration of the tax is left to 

t h e local taxing bodies. 

l i bid . 
2

I bid . 

.3 I bid . 

~· I bid . 
5Advisory Commission on Intergovernmental Relations, Local 

Nonproperty Taxes and the Coordinating~~ the State, (Washington, 
D. C ., September, 1961), Report A- 9, p. 33. 

6
Facts and Figures~ Government Finance, Table 181, p. 239. 

7 . 

'The Alabama Department of Revenue collects the county taxes, 
b u t collection of the city tax is left to the cities; Commerce 
Clearing House, State Tax Guide, (2d ed.; 1962), Sec. 60-211 . 

8 The New Me x ico Bureau of Revenue co;llects the city sales tax; 
S tate Ta x Guide, Sec . 60 - 677. 
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The authority of local jurisdiction to tax sales must be 

delegated by the ~egislature, which has the sole constitutional 

power of taxation.
1 

The legislature mtist delegate t4e sales taxing 

power on a ''logical ~nd reasonable, rather than special or locality 

favoring basis 

lature sees fit. 

u2 and such power may be limited as the legis-

Local sales tax provisions vary among the states. Counties 

in Illinois are permitted to impose a sales tax rate u ••• of 1/2 

of 1% in all unincorporated areas within the county.''
3 

A service 

occupation tax may be imposed at a like rate. Municipalities may 

also impose a sales tax and 
I 

this State.
4 

Uniform sales 

a Bervice occupation tax of . 1/2 of 1% in 

and use taxes may be imposed by the coun-

ties and cities in California at a rate of 1%. Retailers subject to 

both a · city and county tax 11 
• • may credit the city tax a~ainst 

any such tax due the county, if the city has delegated collection of 

its tax to the State ~ "S Los Angeles and Redwood City also impose a 

tax rel~ting tb special gross receipts.
6 

In Mississippi, the city sales taxes may vary in accordance 

with local option and may be either H 1/2 of 1% or 1% on retail 

sales or gross income and 1/4 of 1% on sales of industrial gas and 

electricity.''
7 

Utah allows the county to impose uniform sales and 

use taxes II at the rate of 1/2 of 1% of the sales price of 

tangible personal property, meals or services.''
8 

A special gross 

receipts tax is also imposed in Logan, Provoj and Salt Lake City, 

Utah.
9 

For more detailed information on local sales tax rates, 

see the following table . 

1 stat~ and Local Taxes, All States Tax Guide, (Prentice-Hall, 
January, 196~ I, sec. 92.51~ ~-

2 I b i d • ) s e c • 9 2 • 6 3 0 ·~ 
3
state Tax Guide ~ sec. 60-405. 

4 Ibid. --

5Ibid .. ~ 
6
rbid. 

7Ibid., 

Bibid., 

9Ibid. 

sec. 

sec. 

sec. 

60-270. 

60-571. 

60-875. 
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TABLE XI 

LOCAL GENERAL SALES . TAX RATE S -.•c 

January 1 ' 19 61 

1 
State 

Local Tax Rates 
2 

State R!~:z 1/2% 3/4% 1% 2% 3% 

Alabama 3% 
63 Municipalities 2 - 14 
1 3 Co unties 2 - 11 

Alaska 
32 Municipalities - - 2 22 8 

4 School Districts - - 2 2 

Ariz o na 3 
6 JYluni.cipalities 3 1 2 

California 3 
364 Municipalities - - 364 

56 Counties - - 56 

Col orado 2 
2 Muni c ipalities - - 2 

Illinois 3}z 
1120 ( approxo) Municipalities 1120 

56 Counties 56 

Louisiana 2 
10 Municipalities - - 10 

3 Parishes - - 3 

Missis si;epi 3 
99 Municipalities 74 - 25 

Nev.7 Hexi.c.o 2 
15 Municipalities - - 15 

N e·~A7 York 
6 :Municipalities - - 1 4 1 
5 Counties - - 1 3 1 

Utah 2 ·~ 
~ Municipalities 54 

11 Counti es 11 

Virginia 
1 Municipality {Bri stol) - - - - 1 

1
This tabulation includes only those local sales taxes about 

which authoritative information is availableo The following cities 
with a population of .50 , 000 or more impose a sales tax: Albuquerque, 
Baton Rouge, Denver, Huntsville, Jackson , Mobile, Montgomery, New 
Orleans ~ New York, Niagara Falls, Phoenix, Pueblo, Salt Lake City, 
Syracuse, Tucson, and all cities of 50 , 000 or over in California and 
Illinoiso 

2 The rates shown are those applicable to sales of tangible per
sonal property at retailo The State rate shown for Illinois includes 
a 1% additional tax, effective J uly 1 , 1961, through June 30, 19630 

·J" S our c e ~ L o c a 1 Non p r o p e r t y Tax e s And The Co or din a t i. n g ~ o f 
The State, Advisory Commission on Intergovernmental Relations 
('Washington , Do Co :; September, 1961), Table 17, ppo 34-3.5o 
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F. Arguments For and Against the Sales Tax 

As is the case with most taxes ~ the sales tax, as a means 

of obtaining state revenue~ is favored by some and disliked by 

otherso Those in favor of such a tax contend that it is the tax 

most convenient for the taxpayer and the tax most easily administered 

by the state 6
1 

The tax is generally paid in small, insignificant 

amounts~ the burden of which is hardly noticed by the taxpayer as 

opposed to state income taxes, property, or licensing taxes which 

are generally paid in lump sum amounts. The administrative costs of 

such a tax, which generally amount to approximately one and one-half 

percent of total sales tax receipts~ are low in proportion to the 

amount ' of revenues derived therefromo
2 

The major argument offered by critics of the sales tax 

centers around one point --tha t the sales tax is 

burden of the tax falls more heavily upon lower 

regressive since 
. 3 
~ncome groupso 

the 

As the lower income groups spend a larger proportion of their income 

on taxed items, ioe o, food, clothing , medicine, etco, than do persons 

with higher incomes , the amount of sa les tax paid, as a percentage 

of income, is higher in the former group o It is estimated that a 

2% sales tax paid on purchases including food would represent approxi

mately 2o2% of the net income of individuals earning less than 

$1,000o00 per year, while representing only about o9% of individual 

income in excess of $10 , 000o00 per yearo [See Table XII, p. 53.] 

It is claimed that a food exemption somewhat lessens the 
I 

regressive feature of this ta xo
4 

However, when a food exemption is 

allowed, the tax base is reduced approximately 20% which generally 

makes it necessary to increase the tax rateo As shown by the follow-

ing chart, a food exemption along with a 1% increase in the sales 

tax, would raise the percentage of taxed income in the lowest income 

1
For a more thorough discussion of the arguments for and 

against this tax, see the following: Retail Sales and Individual 
Income Taxes in State Tax Structures·' Po 60 ; Finane~ State and 
Local Government in Nevada, PPo 388-392o 

2
Retail Sale-:-a nd In dividual Income Taxes in State Tax 

Structures, pg 580 
3
Ibido' P e 33 o 

4
IbidG 

-- -
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group by o 5 of one percent, while only increasing the percentage of 

taxed income in the highest group about o2 of one percent o Thus a 

food exemption accompanied by an increase in the sales tax rate, 

would have the effect of increasing the regressive feature of this 

form of taxation ~ It should be emphasized, however, that the per-

centages shown are only estimates, at best, and caution should be 

d . h . . . 1 use ~n t e~r ~nterpretat~on o 

TABLE XII 

Estimated Retail Sales Tax As A Percentage Of 
Income in 21 Large Cities* 

I ncome Class 

Under $1 , 000 
$1,000 - 2 , 000 
$2,000 - 3,000 
$.3,000 - 4 , 000 
$4 , 000 - 5 , 000 
$5,000 - 6,000 
$6,000- 7 , 500 
$7,500 -10,000 
Over $10,000 

aTen Cities 

bEleven Cities 

* Tax Foundation, Inca, 
State Tax Structures, 

Tax As A Percentage of Net Income 
After Income Tax 

Food Ta xablea 
( 2% Tax Rate) . 

2 0 2% 
1 0 5 
l o4 
l o4 
l o4 
l o4 
l o3 
l o2 

0 9 

b 
Food Exempt 

' ( 3% Tax Rate) 

2o7% 
1 0 5 
1. 3 
1"3 
lo3 
lo3 
lo4 
1o2 
1 0 1 

Retail Sales and Individual Income Taxes 
(1962), Table-rJ, Po 3lo 

In justification of the regressive feature of the sales 

tax, proponents of this tax contend that lower income families re

ceive a greater amount of benefits from government expenditures in 

in 

1
Factors which must be considered for a fair appraisal of this 

table are the following~ (1) urn any one year the lowest income 
group includes many families and individuals who are there only 
temporarily o 11 During this period , the expenditures of these families 
will generally exceed earningso Retired individuals may also be in 
the category where spending will exceed in c ome~ since they may 
13 regularly draw upon past savingso u ( 2) 11 In any one year the tax 
paid by a fa~ily can be substantially above or below the average 
over the years," and (3) "differences in figures beyond the decimal 
point represent few dollars o (A 0 02 percent difference at around 
$4,000 involves $8 a year in taxa) 11 Retail Sales and Individual 
Income Taxes in State Tax Structures, Po 30o --
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proporti~n to their income than do higher income familieso Those in 

favor of this form of taxation also insist that u 0 throughout 

an income range which includes the great bulk of the population, the 

retail sales tax is essentially proportional in relation to incomea " l 

Retailers generally dislike this type of tax because they 

must assume the costs of collectiono It is est i mated, however, 

that collection d costs average only a small fraction of one 

percent of the expense of doing business ; (but) since all re-

tailers in the same line of business must incur roughly the same 

relative expense, · ~ 2 the cost of collection may be passed on to 

the consumer as are other business expenses which are substantially 

similar in any given line of business . 

G. Proposed Legislative Changes to I owa Sales Tax Law 

The Iowa sales tax law has undergone only relativ~ly minor 

revisions since it was originally enacted in 1934o The most signif -

icant of these revisions was the temporary one - half percent increase 

in the sales tax rate for the period beginning July 1 , 1955 and end 

ing June 30, 1957 ~ 3 However, numerous attempts have been made to 

amend the sales tax law since its original enactmento 

part , these attempts proved to be unsuccessfulo 

For the most 

It is the purpose of this section to summarize proposals 

to revise the sales ta x law which were introduced into , but not 

adopted, by the General Assembly during the past decadeo
4 

A survey 

of the bills to amend the sales tax law which were introduced, but 

not adopted ~ during this period may be categorized as follows ~ rate 

revisions; alterations of the sales ta x base ; reallocation of sales 

tax receipts; local sales ta x ; and retail collection of sales taxo 

1
Retail Sales and Individual Income Taxes in State Ta x - - -Structures , p a 33 . 

2
Ibid. 

3
Iowa , Acts of the Regular Session 9 56th General Assembly 

(1955) ~ Co L~s:-8eZ 7-:-
4The summary of proposed legislation does not include all bills 

introduced but only most of the proposals effecting the revenue pro
visions of the sales ta x . 
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The following listing is similar to ·the comparable section 

found in Chapter II since one provision of a bill will be discussed in 

one category and other provisions of the same bill in another category. 

1. Rate Changes~ 

Bill Number Year Introduced 

S.F. 237-;'e 

S.F. 28""' 

H.F. 409* 

H. F. 406 ";~ ' 

S.F. 418* 

S.F. 460-;'c 

( amendmen t-;'c') 

(compromise 
b i 11) 

56th G.A. (1955) 

57th G.A. (1957) 

57th G.A. (1957) 

57th G.A. (1957) 
57th G.A. (1957) 

57th G.A. (1957) 

(compromise 
bill vetoed 
by Governor) 

* 

Proposed Changes 

Increase sales tax to 3% from July 1~ 

1955 to June 30~ 1957 , with many 
articles of food exempted from the 
added 1% tax. 

Abolish added ¥.7o sales tax levy im= 
posed by Chapter 45)) sec ~ 7 » Acts 
of 56 t h G • A • on March 3 1 ::> 19 57 
instead of June 30, 1957. 

Increase sales tax rate to 3% from 
July 1~ 1957 to June 30~ 1958; re= 
turn rate to 2% on July 1~ 1958. 

Increase sales tax rate to 3% 
permanently. 

Increase sales tax rate to 2~% 
permanently. 

Con ti nue sales tax rate at 2~% until 
Dec em b e r 3 1 ~ 1 9 s· 7 ; r a t e t h en r e t u r n s 
to 2% rate. 

Exten si on of 2~% rate to June 30~ 1959~ 
Co ll ection of additional~% sale s . tax 
could be suspended at any time upon 
finding that $24 million o r more 
General Fund balance would be probable 
on June 30~ 1959. 

Sa~e as previous comp romise bill ex= 
cept 2~% rate to continue to June 30, 
1959 re g ar dless. If General Fun d 
balance on June 30~ 1959 exceed e d $24 
million, the Comptrol l er was to di s
tribute excess to school distric ts of 
the state on a per pupi l basis. 

Asterisks indicate bills wh ose provisions also applied to the 
use tax~ see Chapter V of this Report. 
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2.. Reallocation of Sales Tax Receipts . 

Bill Number 

H. F . 400 

S.Fo 24 
S .. F. 401 
HoF . 528 
S . F. 460 
(amendment) 

H. F. 40 6-;'( 

S . F. 460 
(amendment) 

S . F . 179 

SoFo 179 
(amendment) 

H.·. F. 204 

* 

Year Introduced Proposed Changes 

56th G. A. (1955) Reduce allocation of sales tax 
receipts to Road Use Tax Fund from 
10% to 5% 0 f total sales tax 
receipts . 

57th G. A . (1957) . End statutory allocation of a fixed 
57th G ~ A o ( 19 57) portion of sales tax receipts to 
57th G.A . (1957) Road Use Tax Fund. 
57th G.A . (l957) 

57th GoA. (1957) 1% of a permanent 3% sales (and 
us e) tax allocated for school aid 
and agriculture land tax credit .. 

57th G.A.(l957) Two-fifths of all revenue fro~ 
permanent 2~% sales tax to go into 

57th G.A. (1957) 

57th G.A . (1957) 

. ''Property Tax Relief Fund, u for 
payment of State school aid . Any 
unappropriated balance to pay 
~griculture land tax credit in full 
and remaining balance for Board of 
Regents capital improvements. 

Ten percent allocation of sal~s tax 
receipts to roads to be mandatorily 
used : -7% for construction of 3rd 
(

11 creeperu) lanes on hills along 
primary highways o - 3% to cities and 
towns for streets . 

Ten percent allocation of sales tax 
receipts to roads to be divided: 
-4% for all necessary expenses 
incident to building 3rd lanes on 
primary highways at hills, curves 
or other dangerous zones, or for 
"construction of multiple lanes 
of traffico 11 - 3% for surfacing 
secondary roads. - 3% to cities and 
towns. 

58th G. A . (l959) Ten percent of sales tax receipts 
to be placed in a 11 state sales tax 
school aid fund, 11 to be apportion -
ed to counties on basis of sales 
tax collections iri the counties, 
and divided among districts in 
each county on a per pupil basis. 

Asterisks indicate bills whose provisions also applied to the 
use ta x , See Chapter V of this Report . 
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3., Alteration of Tax Baseu 

Bill Number 

S.,F" 158 

H.,F., 151~'' 

H.F" 152 

H.,F .. 384·k 
Amendment to 
S.,F., 460, 57th 
G.,A., (1957), 
withdrawn., 

H .. F .. 499._v, 

S.,F., 44"'' 

S.,F. 30"" 
H.,F .. 132"'' 

H.,F., 461"" 

HoFo 35'd'' 

S.,F., 309 

* 

Year Introduced Proposed Changes 

58th G .. A .. (i959) Not less than 25% of any revenue 
collected from a 10% sales tax on 
u 1 a w f u 1 u l~ e t a i 1 s a 1 e s ( o t h e r t h an 
sales made by the State of Iowa) 
of liquor to be allocated . to 
school districts" 

55th G .. Ao(l953) Repeal sales ta x exemption on 
utrade-inu items., 

55th GoA., ( l953) 1Retail s aleu or usale by retailu 

56th G.,A" (1955) 

56th G.A., (1955) 

57th G.,A .. ( 1957) 

58th GoAo (1959) 
58th G.,A., (1959) 

56th GoAo (1955) 

57th G.,A.., ( l957) 

57th G.,A., (1957) 

- redefined to broaden tax base by 
repealing sales tax exemption on 
commercial fertilizer and agri
cultural limestone., 

Expand sales t ax to cover services., 

Exempt sales tax on purchases 
made for appropriate purposes : 

By ~ 11 literary, scientific, chari 
table , benevolent, agricultural , 
and religious institutions and 
societi.es., 11 

By ~ ucharitable~ educational, and 
religious institutions and 
societies.,u 

By ~ ueduc.ational institutions .. u 

Remove sales tax exemption on 
purchases of electricity and other 
fuel used in the process of 
manufacturing., 

Apply Iowa sales tax to receipts 
from rent and lease of tangible 
personal property 

Iowa sales tax rate, in any city 
or town not over five miles by 
11 road or bridge 11 from any city or 
town in an adjoining stat~ , not 
to exceed rate of sales tax col
lected in su c h neighbOring ·out - of-· 
state city or town., 

Asterisks indicate bills whose provisions also applied to the 
use tax, See Chapter V of this Report., 
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Bill Number 

S . F. 158 

s . F. 307 
H.F. 429 

H.F. 376 

Year Introduced " Proposed Changes 

58th G.A.(l959) Ten percent sales tax on " lawful u 
retail sales (other than sales made 
by the State of Iowa) .of liquor . 

59th G.A.(l961) Exempt fuel used in drying or 
processing grain. 

59th G. A . (l961) Exempt from tax that portion of 
the price of a new farm implement 
which is represented by a trade - ino 

4 . Local Sales Tax. 

Bill Number 

HoFo 32 

5 . Retail 

Bill Number 

S.Fo 250 
H . F. 29 5 

S . F. 156 
HoFo 237 

Year Introduced _Proposed Changes 

57th G. A . (l957) Permit cities and towns to collect 

Collection of Sales 

Year Introduced 

57th GoAo (1957) 
57th G.A . (~957) 

58th GoAo (1959) 
58th G.A. (1959) 

a sales tax of up to 1% in addi 
tion to state sales tax, provided 
voters of such city or town approveo 

Taxo 

Proposed Changes 

Allow retailers to retain 3% of 
total tax collected. 

Allow retailers to retain 2% of 
total tax collected. 



TABLE XIII 

Sales and Use Tax Rates Among the States* 

State 

Alabama 
Arizona 
Arkansas 
California 
Colo r ado 
Connecticut 
Di s trict of Columbia 
Florida 
Georgia 
Hawaii 
I llinois 
In d i ana 
Iowa 
Kansas 
Ke ntucky 
Louisiana 
Maine 
Maryland 
Michigan 
Mississippi 
Missouri 
Nevada 
New Mexico 
North Carolina 
North Dakota 
Ohio 
Oklahoma 
Pennsylvania 
Rhode I sland 
South Carolina 
South Dakota 
Tennessee 
Te x as 
Utah 
Washington 
West Virginia 
Wisconsin 
Wyoming 

Sales 

3% 
3 
3 
3 
2 

3~ 
3 
3 
3 
3~ 
3}z 
2a 

2 
2~ 
3 
2 
3 
3 
4 
3 
3b 
2 
3 
3 
2~ 
3 
2 
4 
3 
3 
2 
3 
2 
3 
4 
2c 
3 
2 

Use 

3% 
3 
3 
3 
2 

3~ 
3 
3 
3 
3~ 
3~ 
2a 
2 
2~ 
3 
2 
3 
3 
4 
3 
3b 
2 
3 
3 
2t 
3 
2 
4 
3 
3 
2 
3 
2 
3 
4 
zc 
3 
2 

59 

ainqiana adopted a 2% sales and use tax which will become effective 
July 1, 1963 0 The ta~ rate prior to this date is 3/8 of 1%~ 

bThe Missouri sales and use tax rates have been increased to 3% but 
will not become effective until October 13 , 1963 . 

cPlus temporary additional tax of 1¢ per dollar or fraction thereof 
in e x cess of the first dollar of the sales price, until June 30,1964 0 

* Commerce Clearing House, Inca , State Ta x Guide, (2d ed a ; 1963) 
sec ~ 6021 & ---
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State 

Alabama 
Arizona 
Arkansas 
California 
Colorado 
Connecticut 
Florida 
Georgia 
Hawaii 
Idaho 
I llinois 
Indiana 
I owa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 
Michigan 
Mississippi 
Missouri 
Nevada 
New Jersey 

Year 
E f f. 

1937 
1933 
1935 
1933 
1935 
1947 
1949 
1951 
1935 
1935 
1933 
1933 
1934 
1937 
1960 
1942 
1951 
1947 
1933 
1930 
1934 
1955 
1935 

TABLE XIV 

Comparison of Rates, Food and Medicine Exemptions 
and Sales Tax Collections Among the States * 

General Sales and Use Tax Collections - 1960 
Retail Is Is 
Rate % Food Medi-
( Jan. Exempt cine Per Capita Per $1 , 000 Per $1,000 
19 62) ? Exempt Personal Retail 

? Income Sales 

3% No No $27 $19 $32 
3 No No 49 27 L~ 1 
3 No No 31 23 32 
3 Yes Yes a 45 17 33 
2 No No 28 13 41 

3 0 5 Yes Yes a 30 11 23 
3 Yes Yes 34 18 26 
3 No No 37 24 38 

3 0 5 No No 97 48 107 
Tax repealed - 1936 

3 . 5 No No 37 15 27 
2b No No 
2 No No 29 15 22 

2 Q 5 No No 34 17 28 
3 No No New law - no experience 
2 No No 27 17 28 
3 Yes Yes a 28 16 25 
3 Yes Yes 24 10 21 
4 No No 46 21 37 
3 No No 33 29 44 
3 No No 27 13 22 
2 No No 45 17 28 

Tax repealed - 1935 



TABLE XIV (Cont wd e ) 

Comparison of Rates , Food and Medicine Exemptions 
and Sales Tax Collections Among the States* 

General Sales and Use Tax Collections - 1960 
Year Retail Is Is 
Eff o Rate % Food Medi-

State (Jan . Exempt cine Per Capita Per $1,000 Per $1,000 
19 62) ? Exempt Personal Retail 

? Income Sales 

New Mexico 1935 3% No No $43 $24 $38 
New York 1933 Tax repealed - 1934 
N o Carolina 1933 3 No No 19 13 21 
N o Dakota 1935 2.25 No Yes a 25 16 20 
Ohio 1935 3 Yes No 27 12 22 
Oklahoma 1933 2 No No 24 14 22 
Pennsylvania 1953 4 Yes Yes a 29 13 25 
Rhode Island 1947 3 Yes Yes 29 13 25 
s . Carolina 1951 3 No No 28 21 36 
s ~ Dakota 1933 2 No No 23 15 19 
Tennessee 1947 3 No No 29 20 30 
Texas 1961 2 Yes Yes New Law - no experience 
Utah 1933 3 No No 32 18 28 
Vermont 1933 Tax repealed - 1935 
Washington 1933 4 No No 91 41 71 
W, Virginia 1921 2 No No 46 28 51 
Wisconsin 1961 3 Yes Yes New law - no experience 
Wyoming 1935 2 No No 37 17 28 

aExemption applies to prescription medicine only ? 

bA 2% sales and use tax was recently adopted in Indiana which will become effective 
July 1, 1963 

* Tax Foundation, Inc a , Retail Sa·ies and Individual Income Taxes in State Tax Structures, 
(January, 1962), Tables 7-9 , pp, 23-:25,27., - --

0\ 
!-' 



V .. USE TAX 

.A. Historical Background 

The use tax differs from t h e sales tax in that the use 

tax is levied on the privileg~ of owning or possessing good s within 

the taxing state in contrast to the sales tax which is imposed on 

the privilege of purchasing such goods. Originally ~ sales tax laws 

did not include out-of-st ate transactions within their taxi ng pro-

visions. The exemption provided an incentive for a buyer to purchase 

goods in non-sale s tax st ate s in ord er to evade the tax. This 

situation placed d eal ers in sa les tax states at a d isadvantage com-

pared with merchant s in s tates not impo s ing a sales tax. Purchase 

of merchandise from wit hout the stat e resulted in loss of r e venues 

as well as opposition from local mer c hants to this form of taxation.
1 

The prim a r y o b s t a c 1 e t o s tate tax at ion of goods· purchas e d 

outs~de of the state was thought to b e Article I ~ Section 8 of the 

United States Consti tution which gives Congres s the p ower to re g ulate 

commerce among the ·states. Thi s provision was g e nerally considered 

t o me an t h a t in t e r s tat e t r an s a c t io-ns .c o u 1 d no t . b e t axe d by the s t a t e s • 
2 

Nevertheless~ in 1935~ the State of Wash i ngton attempted th e d evice 

of imposing a tax on the use, storage~ or consumption within the 

state of property purchased out si de of Wa shi ngton.
3 

This tax wa s 

tested and upheld by the United Stat es Supreme· Court i n 193 7 .
4 

Oth er 

stat.es wer e quick to fo llow Wa s hington's lea d ~ a nd at t h e present 

time~ every state imposing a sales tax al s o imp o ses a sup pl em e n tal 

use tax. 

1
Roy G. Blakey and Gladys C. Blakey~ Sales Taxe ~ and Othe r 

Excise s ~ (Chicago~ Public Admini stration Service, 1 945 ) , po 18. 
2

rbido ~ Po l8o 
3 

R e. u ben A . Z u b r ow ~ Rober t L . Decker ll E . H . P 1 an k ~ F in an c in g 
State and Local Grivernment ii Neva da , (Carsdn City: Ne va da Legis
lative Counsel Bureau~ 1960), p. 406. 

4
Henn e f or d v. Sila s Mason~ 300 U . S . 577 (1937) 
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Bo The Use Tax In Iowa 

The use tax was adopted ~n Iowa by the Forty-Seventh 

Gene r a 1 As s em b 1 y in 1 9-3 7 and be c am e e f f e c t i v e on Apr i 1 1 5 , 1 9 3 7 . 
1 

Originally a tax of two percent of the purchase price of tangible 

personal propetty purchased outside of Iowa was imposed on the 

63 

"use" in this State of such property. When the Fifty-Sixth General 

Assembly temporarily increased the rate of the sales tax to 2~% from 

Ju 1 y 1 ~ · 1 9 5 5 , t o .J u n e 3'0 , 1 9 .5 7 ~ t h e u s e t ax r a t e w a s inc r e a s e d t o 

the same amount for the same period of time. 2 After June 30, 1957, 

the rates again reverted to the present 2% rate. 

The term "use" under ~owa law means 11 . the exercise 

by any person of any right or power over tangible personal property 

incident to the ownership of that property .. o
113 but does not in

clude property held for "processing" or "sale" in the regular course 

of business. However~ industrial materials and equipment purchased 

outside of this State are subject to the use tax if the property 

purchased was "readily obtainable in Iowau
4

everi though such property 

is held for "processing." 

The term "readily obtainable in Iowa" has been construed 

by the Iowa Supreme Court to mean " . readily obtainable generally 

by those engaged in the particular industry, the exigency or knowl-

edge of the purchaser . o • ••

5
not being material. 11 .. 0 (An) article 

is not 1 readily obtainable in Iowa' unless it can be procured in kind 

and quality fairly equivalent to the item purchased outside (of this 

state)o"
6 

The item in question must be" o o • kept in Iowa for sale 

1 rowa~ Acts of the Regular Session, 47th General Assembly (1937) 
c. 198, sec. 2. 

2 Iowa~ Acts of the Regular Session, 56th General Assembly, (1955) 
c. 45~ sec. 9 (Notor vehicles~ trailers, and motor vehicle accessories 
and equipment were exempt from the ~% use tax rate increase.) 

3 
Code of Iowa (1962)~ sec. 423.1. 

4·Ibid. 
5~ Hfg. Co. of Iowa v. Iowa State Tax Commission, 237 Iowa 

5 3 1, ( 1 9 4 6 ) ' p 0 54 0 0 

6 rbid.~ p. 537. 
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or manufactured in Iowa for sale as distinguished from being obtain

able by givitig an order to an agent in I6wa for delivery (of the 

s am e ) f r om s o m'e p o i n t o t.i t s i d e t h e s t a t e o f I ow a . 11 
1 

Property purchased outside of Iowa is subject to the use 

tax even though such property was used in another state before being 

brought into Iowa if the property was intended for subsequent use in 

Iowa when purchase~2 
Although the property may be depreciated in 

value when brought into Iowa, such property is nevertheless subject 

to a tax of two percent of its full purchase price. 

However, many items of prop~rty which are purchased outside 

of this State and used in Iowa are not subject to the use tax. Prop-

erty on which a sales tax is collectible is not also subject to the 

use tax. Property used primarily in interstate transportation or 

commerce is not subject to this tax, nor is property taxable which 

is brought into this State by a nonresident for his use or enjoyment 

while within the State.
3 

The u s e t ax is not collectible from the 

use of property upon which the st~te now imposes and collects a spe

cial tax, with the exception of beer~ cigarettes, and airplanes,
4 

nor is the tax imposed upon property which is specifically exempted 

from the sales tax under Section 422.45 of the Iowa Code (1962) .
5 

1 
Code of Iowa (1962), sec. 423Gl0. 

2
western . Contracting Corporation v. Iowa State Tax Commission, 

112 NW 2d 326 (1962). 

tax: 

3 ' 
Code of Iowa (1962) ~ sees. 423.2 and 423.4. 

4 
Code of Iowa (1962) ~ sec. 423.3. 

5
section 422.45 exempts the following property from the sales 

(1) Property exempt from taxation under the Federal or State 
Constitution. 

(2) The sale of transportation service. 
(3) Receipts from fairs, and rel~gious, charitable arid 

educational activities. 
(4) Property traded-in for other property. 
(5) Property used for public purposes. 
(6) Property sold to contractors in fulfillment of a written 

contract with Iowa or any of its political subdivisions, 
if the property is an integral part of such contract and 
becomes public property at the completion thereof. 
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An additional exemption exists for pruperty used in the operat~on of 

street railways~ 1 if not readily obtainable in Iowa. F~nally, to ' the 

extent a sales 9 use, or occupational tax was paid in the state of 

purchase, no Iowa tax becomes due when the property is · subsequeritly 

broug~t into this State;
2 

i.e., if the ~urchaser of the ptoperty in 

question paid a 3% sales or use tax on such property in Wisconsin, 

no tax is collectible in Iowa. 

The use tax imposed upon new motor vehicles or trailers 

is payable to the " . county treasurer from whbm the original 

certificate ot registration for such ~otor vehicle or trailer is 

obtained.''
3 

The county treasurer in turn must remit the taxes · so 

collected to ~he State. Any retailer who maintains a place of 

business in this : State, must collect arid remit use taxes due and 

payable to Iowa upon goods purchased in . the out=of~state stores 

owned by such retailero
4 

Retailers maintaining a . place of business 

out s ide the S tate may be author i z e d by . the S tate . Tax Co mm i s s i on t o 
' 5 

collect the use taxo 

The use tax which is not collected by the above methods 

must be paid direct ly to the State Tax Commission by any person using 

property subjec~ to the tax within the State. Such tax must be paid 

quarterly " 

the commi s sion 

in such manBer and accompanied by such returns as 

shall. prescribeou
6 However~ it is ! estimated that .some 

of the tax,the payment of which is the responsibility of the individ~ 

ual taxpayer,~s never collected by the State due ~ to ' neglect, igno~ 

ranee, or fraud on the part of the taxpayer. 7 

The use tax has proven to be a productive source of revenue 

in Iowa accounting for $15~024,223.05 in State revenues for the 

1 code of Iowa (1962), sec. 423.4. 
2 

of Iowa (1962), 423.25. Code seco 
3 Code of Iowa (1962)!1 sec. 4 23. 7. 
4 code of low· a (1962), sec. 423.6. 
5 

Code of Iowa (1962)~ seco 4.2Jol0o 
6 

of lo'i.v a ( 19 6 2) ~ 423.14·o Code sec o 
7

Information received from the Use Tax Division of the State 
Tax Commissiono 
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fiscal year ending June 30, 19 6 2_ 0 Of this amount~ 
1 

$6,625~894.45 

went to the Road Tax Use Fund, by virtue of Section 312.1 of the 

Iowa Code (1962) which provides that all revenue derived from the 

use tax imposed upon new motor vehicles
2

and trailers must be paid 

into such Fund. 

* 

TABLE XV 

* THE USE TAX AS A SOURCE OF REVENUE IN IOWA 

Year 

196 2 
1961 
1960 
19 59 
19 58 
19 57 
19 56 
19 55 
19 54 
19 53 

Receipts 

$15~024,223.05 
l5,283,060.35 
129746~573.38 
12,019 !l 516.14 
11,204~835.79 

12~253,403.78 
11,516,444.19 
10~513,674.57 

9,739,022.84 
8 '4 9 0 - ~ 9 15 0 41 

Information obtained from the Iowa .State Tax Commission. 

Use tax receipts, like income and sales tax receipts, have 

increased in Iowa throughout the past ten years. At least three 

factors are responsible for the increase in use tax receipts according 

to the Use Tax Division of .the State Tax Commission. The factors 

influencing the receipts are the following ~ A greater number of 

out-of - state vendors being registered to collect the use tax; more 

intensive emphasis in notifying and informing people that the use 

tax must be collected on taxable items; and the Iowa Supreme Court 

decision in Northern Natural Gas Company v. Lauterback
3
held that 

communications and transportation equipment brought into Iowa for 

eventual use in interstate commerce was subject to the Iowa use tax. 

The use tax, like the sales tax~ is significant in the fact that a 

relatively slight increase in the tax rate would produce proportion

ately a considerable increase in the amount of use tax revenue. 

1
Information obtained from the Office of the State Comptroller. 

2
Revenue from the use tax imposed upon the sale of motor vehicle 

accessories and equipments also reverts to the Road Use Tax Fund. 
3 

Northern Natural Gas Company v. Lauterback, 251 Iowa 885 (1960). 
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C 0 Trends 

Use taxes are generally s imilar throughout the states, 

being imposed on the 11 
• o o use.? :storage, or consumption of tangible 

personal property that would be subject to the sales tax if bought 
in th e states o ,,l The rates of the sales and use taxes are identical 

in the states [ See Table XIII , P o 59] and an increase in state sales 

tax rates in the past has been accompanied by a similar increase in 
the use tax rateo For this reason~ reference is made to uState 

Trends in Sales Taxation," po 46 0 

D. Arguments For and Against the Use Tax 

The primary rational e in favor of th e use tax is that this 

form of taxation is nec essa ry to prevent sales tax evasion by out-of

state pur c hase s. The use tax i s also imposed for the purpose of 

equitable adjustment of local and interstate business by placing 

dealers in a state having a sales tax 11 
o 0 0 on a tax equality with 

out - of -s tate vendor s whose sales are not subject to sales taxo" 2 

Critics of the use tax ar gue that th e use tax seriously 

hinders interstate co mme rce and is an additional trade-barrier between 
3 

the state ~ cont ending that this form of taxation offers 11 
0 

tremendous possibilities to create trade barriers that will be just 

as destructive t o business in the United States as those which exikt 

between the various countries of the world have proved to beo 1
J
4 

Since the us e tax is sup pleme ntal and complementary to the 

sales ta x~ an d is imposed on the same types of goo4s or property, 

the arguments for and a g ainst the u se of the sales tax in state 

structures also apply to the u se tax , and will not b e repeated in 

this chapter. [ See , Arguments F or and Against the Sales Tax, Po 52o] 

Eo Proposed Legislative Chang e s to Iowa Use Tax Law " 

In th e pa s t ~ it h as b e en the practic e of states to amend 
use tax provisions at the s ame time that sales tax ' Statutes are 

changedo Iowa foll ow ed this practice by increasing the use tax rate 

from 2% to 2~% for the peri o d J u ly 1 , 1955 to J une 30, 1957 when the 

Iowa sales tax rate wa s in c reased accor dinglyG 5 The major exception 

1sales Taxes and Other Ex c is e s~ po 19o 
2 Peoples Gas and Electric Company Vo State Tax Commission, 

238 Iowa 1369 ( 1947) o 
3
Sales Taxes and Oth e r Excises, p~ 20o. 

L~Fr e d Io Kent ;y 11Eff e ct: of Trade Wars Upon Our Economic Life , 11 

Proceedings , Nati o nal Conf e rence on I nterstate Trade Barriers~ 1939, 
pg 53, quoted in Sales T ax es and Other Ex c ises, Po 20o 

5
rowa , Act s of the Regular Session, 56th Ge neral Assembly 

(1 955) , Co 45 ~ SeCo 9 o 
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to the Iowa rate increase was that the ~% use tax increase did not 

apply to the sale of motor vehicles, trailers, and motor vehicle 

accessories and equipment.
1 

These same items were also exempt from 

the use tax increase in proposed legislation raising the sales and 

use tax rate introduced into the Fifty-Seventh Iowa General Assembly.
2 

A listing of proposed changes in the sales tax statutes 

which were not adopted by the Iowa General Assembly can be found in 

Section G of Chapter IV. Notation has been made in Chapter IV of 

the proposed sales tax amendments which also would have amended Iowa 

use tax statutes. 

Changes have been introduced into the Iowa General Assembly 

within recent years which were independent of proposed sales tax 

amendments. 

provisions. 

Most of these proposals affected the use tax exemption 

Seven bills or amendments to bills introduced into the 

General Assembly since 1953 which were not adopted would have amended 

the exemption relating to the taxation of tangible property used in 

interstate transportation or commerce.
3 

One proposal would have 

allowed a series of transactions between a seller and a buyer which 

took place 'within one quarterly tax period and not totaling over $50.00 

to be treated as a single transactiono
4 

Legislation introduced into 

the Fifty-Eighth General Assembly would have permitted the exemption 

of payment of use tax on the purchase of out-of-state goods if the 

purchased goods were returned to the seller for refund of full purchase 

price in cash or credito
5 

Six additional amendments were also intro 

duced during this period which would have changed exemption provisions 

1 . . d' . 1 6 . 7 '1 JJ re at1ng to 1tems use 1n agr1cu ture or process1ng, mater1a s · not 

readily obtainable 11 in Iowa, 
8 

and equipment used in Iowa by out-of-

state contractors. 9 

1
Ibid. z-- · 
57th General Assembly(l957); H.F.406, H.F.409, S.F.418, S.F.460. 

3 
55th General Assembly (1953); S.F.425, HoF.409 : 56th General 

Assembly (1955); H.F.459, Amendment to H.F.459: 57th General Assembly 
(1957); H.F.34: 59th General Assembly (1961); S.F.233, H.F.346. 

4 56th General Assembly (1955); H.F. 165. 
558th General Assembly (1959); H.F. 538. 
6 58th General Assembly (1959); S.F. 15, H . F. 96. 
7 57th General Assembly (1957) ; · S.F. 411. 
8 55th General Assembly (1953); H.F. 154. 
9 55th General Assembly (1953); H. F. 424: 56th General Assembly 

(1955); H.F. 460. 



State 

Total 

Alabama 
Alaska 
Ari z ona 
Arkansas 
California 
Colo ra do 
Connecticut 
Delaware 
Flori da 
Ge orgia 
Hawaii 
Idaho 
Illinois 
Indiana 
I owa 
Kansas 
Ke ntucky 
Louisiana 
Main e 
Na:ryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 

TABLE XVI 

STATE AND LOCAL TOTAL AND PER CAPITA TAX COLLECTIONS BY STATE* 
Selected Fiscal Years 1942-1960 

Amoun:t (Millions) Per Capita (a) 

1942 19 53 19 5 7 1 960 1 942 19 53 1957 

$8~528 $20l)908 $289811 $3621117 $ 63.68 $132o0J $169o22 

81 230 320 385 2 7. 61 74 o62 101.19 
= = = 37 = ~ = 

34 121 183 2 75 65.54 135o22 169o83 
56 143 17 9 225 2 8o l 5 19o00 100o33 

668 291 76 3,311 4 :v 409 86o40 17 8o99 238o5 1 
83 221 314 406 74 o32 153.80 189.04 

144 299 462 543 80o 1l 141.27 203o60 
16 36 59 89 55o77 100o05 135o44 

116 441 667 9 20 53. 80 134o09 158.42 
100 338 470 559 31. 1 8 94o55 124 .63 
= = = 152 = = = 

30 81 100 127 6lo79 137o03 155.53 
589 1~ 219 1:;!732 2s084 73ol2 135o27 178.53 
202 54.2 639 840 5 7 o55 1 29o82 141 0 6 7 
154 387 LJ.9o 56 7 63.23 145.66 175o94 
106 289 369 4 74 60a 14 l45o77 175o54 

95 232 325 362 34oOLJ. 78o38 106o79 
122 379 498 616 48o06 132o89 16 2 0 50 

51 116 141 188 60o3l 1 28o28 149o83 
10 7 308 Lj.6 1 619 53o54 1 20o9 1 15 9o3 l 
3 58 7 9 1 12)018 12) 208 8lo96 167all 2 10 o86 
371 1~003 1~396 1>17 0 1 66.81 146. 04 1 8 l o22 
1 96 461 600 743 73 .4 5 1 50 0 6 2 180 o86 

73 176 234 283 32a91 82.02 108o l 9 
18 6 419 554 6 59 48o63 103o02 130 0 61 

1960 

$200o67 

117o60 
160.53 
208o35 
125.67 
278o l 8 
23lol7 
213o03 
198o66 
183.98 
14lo55 
236o76 
188o97 
206oOlj. 
179o65 
205o4 7 
217o86 
118o67 
188.47 
193o43 
198o72 
233o79 
2 16 o79 

0'\ 
1...0 

216o99 
12 9o95 
152 . 11 
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TABLE XVI (Cont'd.) 

State 

Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 
South Dakota 
Tennessee 
Texas 
Utah 
Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 
District of 

Columbia 

STATE AND LOCAL TOTAL AND PER CAPITA TAX COLLECTIONS BY STATE* 
Selected Fiscal Years 1942-1960 

1942 

39 
65 
11 
34 

346 
25 

1,386 
146 

44 
435 
115 

78 
644 

49 
72 
40 

106 
271 

37 
22 

112 
136 

87 
228 

16 

46 

Amount (Millions) 

19 53 

82 
16 5 

35 
70 

729 
89 

2~855 

398 
86 

975 
282 
241 

1,205 
106 
216 

92 
287 
859 

95 
51 

315 
387 

. 173 
550 

48 

111 

1957 

126 
201 

60 
87 

991 
128 

35)723 
503 
108 

1~404 
347 
3 50 

1 ~ 7 7 7 
130 
246 
113 
404 

1,259 
13 7 

65 
492 
514 
220 
709 

61 

143 

1960 

149 
246 

79 
108 

1,262 
16 7 

4,838 
625 
126 

1:~799 
413 
399 

1,963 
16 9 
309 
13 5 
481 

1' 561 
176 

87 
583 
6 52 
26 9 
855 

78 

16 5 

1942 

74.68 
52.25 
82.19 
70.68 
80o5l 
49.84 

106.63 
40.93 
75.98 
62.48 
51.97 
70.49 
66.36 
66o04 
35.88 
6 7 0 4 7 
36.04 
40.42 
64.89 
64.88 
36.81 
71.39 
4 7 0 6 2 
74.80 
6 5. 59 

54.14 

Per Capita (a) 

19 53 

134.51 
123.77 
178.43 
127.67 
141.60 
118.15 
184.52 

95.24 
137.53 
114.01 
132.37 
148.25 
113.32 
129.92 

96.15 
138.85 
86.78 

102.10 
126.19 
136.90 
89.60 

155.99 
8 7. 4 5 

155.82 
163.08 

131. 56 

19 57 

187.77 
140.05 
230.01 
151.98 
176.36 
157.57 
230.58 
112.52 
16 7. 13 
152.52 
153.53 
200 0 56 
161.37 
151.85 
10 3 0 76 
16 2. 7 7 
117.42 
13 7. 20 
162.83 
175.33 
128.43 
188o60 
112.18 
183.61 
191.31 

174.70 

1960 

219.32 
173.76 
273o26 
177.34 
206.90 
174.63 
287.54 
136o91 
198.26 
184.73 
177.07 
224.93 
173.09 
197.55 
129.31 
198.09 
134.51 
162.30 
196.87 
222.51 

133.89 
228.04 
145.02 
215.67 
235.54 

216.67 

(a) Based on population, excluding armed forces overseas~ at the end of fiscal year. 

'~'~Tax · Foundation~ Inc .. -, Facts · and Figures ~ Government Finance (Englewood Cliffs: 
Prentice-Hal15 Inc., 1963) Twelfth Edition~ Table 112, p. 150. 
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TABLE XVII 

Economic Burden of Property Tax Collections (19&1)* 

Per Capita Percent of Pe~sona1 Income 

Rank State Amount 

1o New Jerseyooooo$149.33 
2. Massachusetts.$ 148a32 
3. Ca1iforniaooooo 148.29 
4o KansaS;oooeoooo 148o09 
5. Montanaoooooooo 132o11 
6. New Yorkooooooo l30o90 
7. Iowaooooosooooo 130o51 
8o MinnesotaoooQoo 130o46 
9o NebraskaoQoosoo 130ol2 

10. WisconsinQ98GOO 126o43 

11o Connecticutoooo 125o63 
12o South Dakotaooo 124o93 
13o Co1oradoooooo8o 122o01 
14o I11inoiSooo~o<>o 119o46 
15o Wyomingooooooao 118.05 
16o · Michigano $9 .. o o a 115o 09 
17o New Hampshire.o 114.17 
18o Oregonoooooooo<> 106o56 
19o Indianaoooooooo 104o42 
ZOo North Dakotaooo 102ol9 

2lo 
22o 
23o 
24o 
2 50 
2 6 0 

27o 
2 8 0 

29o 
3Qo 

3lo 
32o 
33. 
34. 
3 50 
3 6 0 

37o 
3 8 0 

390 
40. 

Ohioo o o a o o o o o o o 

Nevada o. o •• o. o o 

Rhode Islandooo 
Utah. o o o o o. o o o o 
Arizona o o • o ., o o • 
Maine ., o • o o o • 9 o o 

Vermontoooooooo 
Idaho o o o ~ o o o o o o 

Mary1andooooooo 
Texas o o. o ••• o. o 

Missouri. o o o o o. 
Florida ••• o o o o., 
Washington" o o o o 
Pennsylvania., co 
Oklahomaooooooo 
Virgini~~oooooo 

Delaware •• ". ooo 
New Mexico •• o o o 
Kentuckyoo~oooo 

Georgiaoooooooo 

100o72 
10Qo33 

99o77 
9 6 0 83 
96026 
93o95 
92o41 
90.35 
85o92 
79o87 

78o35 
77oQQ 
7 50 60 
65806 
58o47 
53o17 
47ol6 
46o90 
45o64 
45o35 

Rank State 

1o KansaSooooooooeoo 
2 o Montana o o o o o o •• o o 

3o South Dakotaoo••• 
4o North Dakota. o o o o 
So Iowaooooooooooooe 

6. Minnesotaoooooogo 
7o Nebraskaoooooo ooo 
Bo Wisconsinoooooooo 
9 o Ma s s a c h us e t t s o o a o 

10" New Jerseyooooo oo 

11. New Hampshire9aoo 
12o Ca1iforniaooooooo 
13o Wyomingooooooaooo 
14 o Ma i ·n e., o •• o . •• o o o o .. 

1So Michiganooooooaoo 
16o ColoradOoooooooo o 

17o Id.ahOoooooooaooe><> 
18 0 Utahooooooooooooo 
19o Vermontoooooo&ooo 
20o Indianaoooooooaoo 

210 
22o 
23o 
24o 
2 50 
2 6 0 

2 7 0 

2 8 0 

29o 
30., 

3lo 
32o 
33., 
34o 
35o 
3 6 0 

3 7 (j 

38o 
39o 
4 0 0 

0 reg on o o o o " • o o o o o 
Arizonaoooooaoooo 
New Yorkooooaoooe 
IllinoiSooooooooo 
Rhode Islandooooo 
Connecticutoo•• oo 
Ohio o o o a o o o o o o o o o 

T e X a s 0 0 0 0 • 0 0 0 0 0 0 _o 

F'lor ida. o o o o. o o o o .o 

Marylandooooooooo 

Mi.ssouriooooooo o~ 
Nevadao o •• o ••• o o o 

Washingtonoooooo o 

Oklahomaooo oooo. o 

Mississippioooooo 
Pennsylvania •• o 9" 

Georgiaooooaooooo 
Kentuckyoooooooo g 

Tennessee •.•• oooo 
Vi.rginiaooo••~o oo 

Percent 

6o9% 
6o7 
6.7 
6 0 5 
6 0 1 
6 0 1 
6o0 
50 8 
So7 
.50 5 

5o4 
5.3 
.5o2 
Sol 
50 1 
5.,0 
5"0 
4o9 
4.9 
4o7 

4o7 
4o6 
4 0 6 
4o5 
4o4 
4o3 
4.3 
4o0 
3.9 
3.,5 

3 0 5 
3o3 
3.2 
3 0 1 
3oQ 
2o9 
2.8 
2o8 
2o8 
2o8 
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TABLE XVII (c~nt'do) 

Economic Burden of Property Tax Collections (1961)* 

Per ~ita Percent of Personal Income 

Rank State Amount Rank State Percent 

41 . Alaskaooooooooo 44. 87"~'0'( 41 0 Louisiana ••••.• • 2 0 7 
(47th, $33.65) 

42 . Tennessee ••..•• 44o54 42 .. Arkansas., •...•.• 2 0 6 
43. Louisiana • •.. • o 43.45 43. New Mexico o • . o • . 2 0 6 
44. West Virginia.,. 43.24 44o West Virginia •• o 2 0 6 
45., North Carolina., 40.75 45 .. North Carolina •• 2.5 
4 6 . Arkansas ........ 3 7 0 62 4 6 0 South Carolina • • 2 0 1 
47. Mississippi •••• 37.34 47. A 1 a b a rna • . ...•••• 1 0 7 
4 8 0 Hawaii .......... 31 0 51 48. A 1 as ka. o • o •• o • o • 1 0 7 
49. South Carolina. 30ol6 49. Delaware ... . o . ..• 1 .. 6 
so. A 1 a bam a. o . . ..... 25.26 so . Hawaii ••. . .. o • • o 1 . 3 

United States • • 98.35 United States •• • 4.3 

*Information obtained from : National Education Association, 
Rankings of the States, 1963, Research Report, pp. 49 and 50. 

**The purchasing power of $1 in the two largest Alaska cities is 
about 74¢ as compared with $1 in 20 large cities covered by the 
Consumer Price Index of the U.S. Bureau of Labor Statistics. 
BLS reports May 1962 prices in Anchorage at 26 percent and in 
Fairbanks at 35 percent higher than in Seattle. The latest 
intercity index by BLS (1959). shows Seattle at an index of 106 
in relation to the median index of 100 for 20 large cities. 
The weighted index for the two Alaska cities is 28 percent 
higher than Seattle's 106~ or 136 in relation to 100 for 20 
large cities. Therefore, all dollar amounts shown for Alaska 
should be reduced about one - fourth to make them roughly compa 
rable with those of other states. 



,, 

TABLE XVII I 

Economic Burden of State Tax Collections ( 1962) * 

Rank 

1 0 

2 " 
3 <> 

4o 
5 0 

Per Capita 

State 

Hawaiio oee oo eo 
Delaware .,.,~ .. . ., 
Washington ., o Go 
Nev a da .,. o ..... o .. 
A 1 as ka., o ~ " .. o ., o 

( 19 th,$117 ~ 07) 
6a L oui sianaoos~o 

7., Californiaoooo 
8., New Mexico G • Q • 

9o New York e~ eoeo 

lO o Ar izo n a soeoooo 

11 ., ColoradOa oooeo 
12 . Oklahoma oooo<>o 
13 e Wyomingo oooooo 
14 0 Mary 1 and Q " o • ., .. 
15 .. Michigan ., o. o ~., 

16., Utahoo ooooeooo 
17 ~ Vermontooooooo 
180 Connecticut .,~ 

19., Oregonoe •e••<>• 
20o North Carolina 

21 . Minne s ota ooooo 
22 o We s t Virginiao 
23., Wis c onsin ooo oo 
24 ~ Rhode Islandoo 
25 .. Florida ... o oooo 
26 .. Pennsyl vania.,o 
27 . Montana •• o oooo 
28o IdahOooo eoooo o 
29o Massachusetts ~ 

30 ., Kansas ~o•• •ooo 

31 " South Carolina 
32 ., Georgia ~oooo oo 

33 8 Kentuckyo oo ooo 
34 e North Dakotaoo 
3 5 " I ow a ,. • . ., • .. o o o o 
36 o ArkansaSo ooooo 
37o TexaSoooo o oooo 
38 ., IllinoiSoooooo 
3 9 .. Maine •• o o o 9 o o o 
40 . Mississippiso& 

Amount 

$20lo38 
199 , 06 
180o07 
177o48 
156o 09'i'n'~ 

146 .. 12 
14L~o 51 

14 0 o49 
136 . 71 
134o38 

131 ., 63 
130 .. 46 
130 o1 7 
126o72 
126 ., 67 
126056 
125o75 
118 o56 
118 .. 22 
116o85 

116o25 
114 o98 
114o 2 9 
11lo66 
10 7. 92 
106o36 
105o32 
105ol0 
105 ., 03 
104o05 

101 . 19 
10lo05 
100 . 54 
100 .. 10 

99 .. 50 
9 8 0 6 5 
9 6 0 17 
95 o57 
94. 0 14 
92o36 

Percen~ of Personal Income 

Rank 

1 . 
2 .. 
3 0 

4 o 
50 

State 

Hawaii oo o ooooeoo 
Louisianaoooo e <>e 
Mississippi eoooo 
N e "~".tJ Mexico o o o o • o 
South Carolina oo 

6 ., Wa s hington oooe~Q 

7o Arkansas c•••••• o 
8 0 Oklahoma ••• •••o• 
9 . North Carolina •• 

10 ., North Dakotaoooo 

11~ Arizona ooo••••• • 
12 . Vermonto ~•••oo o o 
13 . Georgia •••••. ., •• 
14 . Kentucky •••••.•• 
15a West Virginia. @. 
16 . A1abama oo o oo oooo 
17. IdahOoooooooo ooo 
18 @ Delaware •• o o "o . o 
19. Uta"ho oo o ooo o.oooo 
20. Michiganooooaooe 

2l o Tennesseeoaooooo 
22. Wyomingooo eo ooo e 
23. Nevadaooooo ~ oooo 

24. Co1oradOoo oo oooo 
25o Florida ooeoo oooo 
26 o Minnesota o ocooo o 
27 o Montanaoo eoooo o o 
28 . Ala s kao oeo oo oooa 
29. Wisconsinooooeoo 
30 . Ca liforni a ooooo o 

3.1., Maine o ooo ooo oooo 
32n Oregonoo oo o oooo o 
33 . Rhode Islando••o 
34 . Pennsy l vania ooc o 
35 . KansaSooa••••• •• 
36 o Maryland o oo o o oo o 

3 "7 o I ow a (J o Gl o o o o o o o o o 

38 . South Dakota .ooo 
39 o Virginiao o oooooo 
40 o New York oooeoooo 

Percent 

8.6% 
8 . 6 
7 0 2 
7 0 0 
6 0 9 

6.9 
6.4 
6o4 
6.3 
6.,2 

6 o l 
6 0 1 
6.0 
6.0 
5.9 
50 7 
5. 7 
5" 6 
50 6 
5.4 

5o4 
5.4 
5o3 
.5 0 1 
50 1 
50 1 
50 1 
5.0 
5o0 
4.9 

4.9 
4.9 
4o9 
4.7 
4 0 6 
4 a 6 
4.5 
4.4 
4 o4 
4"3 

73 
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TABLE XVIII (cont ' do) 

Economic Burden of State Tax Collections (1962)* 

Per ~ita Percent of Personal Income 

Rank State Amount Rank State Percent --
41., Tennessee.,.,., • ., 91.,03 41., 1'exas".,., a . .. o.,.,., o 4.,1 
42., Missouri., • .,., • ., 90.,29 42., lndiana.,oo o oooo o 3 0 9 
43., OhiOooo o o o oo o e 90o29 43 .. Massachusetts .. . . 3 0 9 
44., Alabama.,.,.,.,.,.,o 89 ., 55 44 ., Ohio o . ., o .. . o .. •• 3. 8 
45., Indianaooooo o o 89 " 18 45., Mi s sour i • o . o ., ., o ., 3. 5 
46 <> V i r g i n i a ., .. o • • ., 88.,59 4 6 0 Connecticut . ., • • ., 3 0 3 
47o South Dakota .. ., 82o33 47., New Hampshire .. oo 3.,3 
48., New Hampshir~., 74 . 58 48. lllinoiSoooooooo 3 0 2 
49 0 New Jerseyoooo 69.07 49o Nebraska •• •• o .,.,., 3.,0 
50 0 Nebraskao.,.,., .. ., 66.,22 50" New Jersey • • o • ., o 2.,3 

United States .. 112o86 United States.,.,., 4 0 6 

*Information obtained from: National Education Association, 
Rankings of the States, 1963, Research Report, pp., · 5D and 51., 

**The purchasing power of $1 in the two largest Alaska cities is 
about 74¢ as compared with $1 in 20 large cities covered by the 
Consumer Price Index of the UoS .. Bureau of Labor Statistics .. 
BLS reports May 1962 prices in Anchorage at 26 percent and in 
Fairbanks at 35 percent higher than in Seattle., The latest 
intercity index by BLS (1959) shows Seattle at an index of 106 
in relation to the median index of 100 for 20 large cities. 
The weighted index for the two Alaska cities is 28 percent 
higher than Seattle's 106, or 136 in relation to 100 for 20 
large citieso Therefore, all dollar amounts shown for Alaska 
should be reduced about one-fourth to make them roughly compa
rable with those of other states., 



TABLE XIX 

SOURCES OF IOWA STATE REVEN UE 

Estima t e s of the 1961-1963 
Le gi s la tiv e Advi s ory Committee 

on State Revenue 

Additional Source s o f Revenue 

1 0 

2 • 

3 0 

4 0 

50 

(Based on 1961-1962 Revenue Collecti ons 
unles s o t h erwise ind icat ed ) 

Incr ease Sa l es Ta x & Use Tax 1% 

Incr e ase Co rp orat i on Inc ome Tax 1% 

Increase 2% Sales Tax to cover all Services 

Increase Rates of S t a t e I ncome Tax to "100%'' 

Increase as r es u l t of wit hh ol ding of 
S t ate Inc o me Tax 
(No p revi ous figur es a v a ilabl e for 

e stimate verification) 

6. Increase as res ul t o f the repeal of the 
fo llowing exempti ons in the Sales & 
Use Tax~ 

a. 

b 0 

"Read il y~ available " Provi s ion of 
the Use Tax Law ~ 

"Trade~ I n" P rovis ion of the 
Sales Tax Law ~ 

7. Liquo r- B y=Th e~ Drink ~ Provisions 
Licen s e Fees to State $5 00 allocated 

on popula tion ba siso 
1 0 % Tax on each sale b y~t he=drink 

Revenue if: 

ao Maximum Permit s issue d 
(exclusive of club s) 

b. One=t hird of Liquor Store Sales of 
Distille d Spi rits & Wi n es were 
s old by =the= d r ink 

Annual 
Es t imates 

$35,0 00~000a. 

1~450,000 

75 

Not Availab le
1

· 

15~ 000 " 000a. 

l, OOO ~ OOOb.(Mi no) 

ll>5 00 ~ 000b. 

4,500,000bo 2 o 

3:~105 :~ 000 

4~9 77 ,350 

a . Est imat es of th e Compt r oll er b.E s timates of the Tax Commi ss ion 
1

·The 1956 Tax Study Commi tt ee estimated a 2% sales tax on serv ices 
would yie l d $15 ~ 000 3 000 . Other estimates presented to the S tudy 
Committee range to $45 , 000 , 000. 

2
"Approximat el y $3» 000 »000 of the revenue received from the repeal 
of t his law would g o to t h e Road Use Tax Fund. 
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TABLE X1X (cont'do) 

Additional Sources of Revenue (Continued) 
Annual 
Estimates 

8. Enactment of an Unclaimed Property Tax Law Not Available 

9. Revenue for Local Governments from Tax Exempt 
Property such as charitable, educational 
and religious organizations Not Available 

10. Single Rate Adjusted Gross Income Tax 
Adjusted Gross Income in Iowa, 1962 Fiscal 

11. 

12. 

13 . 

Year - $3,851,748,612 -

1% Rate 
1 ~% Rate 

Revenue from $3.00 ann u al sales tax permit 
fee 
(As of December 31, 1962, the State Tax 

Commission had record of approximately 
70,000 active sales tax permits.) 

Revenue from $5.00 income tax return filing 
fee 
(The State Tax Commission records show 
810,443 state income tax returns filed 
in 1962; 232,600 no pay, 577,843 pay.) 

Increase as result of the repeal of the tax 
exemption on insurance premiums allowed 
to Mutual, Health, and Fraternal 
Insurance Companies 

c.Estimate of the State Department of Insurance 

$38,517,486 
57,776,229 

210,000 3 " 

4,000,000 

1 000 oooc. 
' ' 

3
·This figure would be substantially increased if all individuals 
selling at retail were required to obtain sales tax permits and 
if the General Assembly adopted a service tax. 
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TABLE XX 

AMO UNTS NEEDED TO REPLACE OR IMPLEMEN T PROGRAMS 
OF STATE & LOCAL GOVERNMEN TS 

1 . 

2. 

3 . 

4 . 

50 

6 0 

. . . 

Estimates of the 1961-1963 _ 
Legislative Advisory Committee 

on State Revenue 

Amount necessary to equal 1961~63 Budget 
(annually ) 

Amount necessary to r eplace Morieys & Credit 
Tax less amount for Korean War Bonus Bonds 
( 1962 ) 

Amount necessary to replace county payments 
to state for c o unty patients in state 
institutions ( 1962 ) 

Amount necessary to replace Agricultural Land 
Tax Credit ( 1962 ) 

Amount necessary to replace Homestead Credit 
(1962) 

Amount necessary to replace Veterans Exemption 
(1962 ) 

7. Amount necessary to replace the _following 
property tax receipts at the local level 

8 0 

9 0 

10 0 

a . Merchandise Inventories ( 19~1 ) 

Valuation $ 175 ~ 567,023 

average city millage 196 1 - 93 . 742 

b . Personal Property Tax on Livestock ( 1961 ) 
Valuation $ 198,006 , 298 

average rura l millage 1961- 62 . 734 

c . Personal Property Tax on Farm Machinery 
( 1961 ) Valuation $ 162, 705,832 

d 0 

average rural millage 1961 - 62 . 734 

All Personal Proper t y Ta x o t her than 
I ndustrial Personal ( 1962 ) 

Amount necessary to replace revenue obtained 
from liquor book permits 

Amount necessary to implement Kerr-Mills Bill 

Amount necessary for Area Community Colleges 

$193 , 890,439 . 93 

5,903,394.69 

14,000,000 . 00 

11,250 , 000 ?00 

29,000,000 appro x 

2,708 ~ 265 approx 

16 , 458,003 . 86 

12 , 421 ,7 2 7. 09 

10,20 7 ,187 . 66 

52 ,7 4-2 , 676 . 32 

300 , 000 . 00 

4,000,000 . 00 

Not Avail a ble 
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11. Amount necessary to increase State School Aid 
and give Property Tax Relief 

12. Board of Regents Budget to be submitted to 
1963 General Assembly 

a. 

b. 

* 

Capital . Improvements 

Salaries, Support, Maintenance, 
Equipment, Repairs, Replacements 
& Alterations 

"l'c 
$ 39,000,000 

17,000,000 

110,102,219 

Amount the Tentative School Foundation Program would require as 
developed by State Aid to Schools Committee. The amount is in addi
tion to the present $23,000,000 appropriated for Genexal and Supple
mental Aids. 
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