
A Look at Tax Credits – Part 2 
 

Last newsletter I gave an overview of tax credits in general. In this 
newsletter I will look at the 3 largest tax credits that Iowa offers in the order 
of their revenue impact on Iowa’s budget, that is, how much revenue they 
“cost” the state: the Earned Income Tax Credit ($71.8 million), the 
Research Activities Tax Credit ($69.4 million) and the Historic 
Preservation and Cultural and Entertainment District Tax Credit (56.1 
million). As we consider comprehensive tax reform next legislative session 
we will be taking a close look at these tax credits, as well as the smaller 
ones. 
 

Iowa’s Earned Income Tax Credit 
 
Iowa’s Earned Income Tax Credit (EITC) is available to individual 
taxpayers who qualify for the federal Earned Income Tax Credit. Iowa’s 
credit is currently equal to 15 percent of the federal credit. There are 27 
states that offer some form of an EITC.  
 
The federal EITC has specific income limits as well as maximum credit 
amounts based on filing status and family size. Iowa has piggybacked off 
this federal credit since 1990. Initially, the Iowa credit was five percent of 
the federal credit and was nonrefundable, which means the taxpayer only 
received in a refund up to the amount of tax he paid.  
 
It has tripled throughout the years and most recently was increased to the 
current rate of 15 percent of the federal credit for tax years beginning on or 
after January 1, 2014. Additionally—the credit is currently refundable to the 
taxpayer. This means the taxpayer can receive more in a refund than the 
amount of tax he paid in.  
 
There is no sunset date on this credit and the credit is not applied for—just 
simply claimed on the IA 1040. Iowa has no cap set on the EITC. Because 
the credit is now refundable, it is not uncommon for taxpayers to file a 
return just to claim the credit (they would otherwise not be required to file). 
Iowa’s EITC cannot be sold, traded, or transferred among taxpayers. 
 



According to the most recent contingent liabilities report, the EITC is 
estimated to cost the state nearly $72 million in FY 18. That makes it the 
largest income tax credit the state has on the books. In tax year 2014, over 
220,000 households claimed the EITC with an average claim of $322.  

 
Iowa’s Research Activities Tax Credit 

 
Iowa’s Research Activities Tax Credit (RAC) has been around since 1985 
and is a tax credit for the increases in qualifying expenditures associated 
with research conducted in Iowa. The purpose of this credit is to encourage 
business to do research and develop new products or processes and 
therefore expand its operations and thus create more jobs.  
 
The credit can be applied toward corporate or individual tax. The credit is 
based on the federal research tax credit and is refundable for Iowa 
purposes, but not for federal purposes.  
 
There are two ways to calculate the RAC, but the credit is basically a 
percentage of Iowa's apportioned share of qualifying expenditures for 
research activities. The Iowa credit is based on the ratio of Iowa research 
expenditures over total research expenditures.  
 
There are 35 other states that have some type of research tax credit. They 
vary greatly in how lucrative they are. Some states have caps or limit the 
credit’s availability to only certain industries. Iowa is one of eight states 
that have a research credit that is broadly refundable.  
 
At last December’s Tax Expenditure Committee meeting, the Department of 
Revenue reported that in 2014 (most recent complete data), there were 494 
entities that claimed the credit. This equaled a dollar amount of $56.53 
million in credit. That year, IEDA handed out another $8.22 million in 
supplemental awards for a total refundable RAC of $64.75 million. Fast 
forward to the estimated cost of the RAC and supplemental for Fiscal Year 
2018 and that number grows to $69.38.  
 

Iowa’s Historic Preservation Tax Credit 
 
Iowa is amongst the 34 states that have the Historic Preservation and 
Cultural and Entertainment District Tax Credit. Iowa’s Historic 



Preservation Tax Credit has been around since 2000 and is a tax credit for 
25 percent of the qualified rehabilitation expenditures for the substantial 
rehabilitation of an eligible property in Iowa.  
 
To qualify for the credit, the property or district must meet any of the 
following criteria: 

 Listed on (or eligible to be listed on) the National Register of Historic 
Places 

 Designated as having historic significance to a district listed on (or 
eligible to be listed on)  the National Register of Historic Places 

 Designated as a local landmark by a city or county ordinance 

 A barn constructed before 1937 
 
Expenditures that qualify for the tax credit include those for structural 
components, architectural/engineering fees, site survey fees, legal 
expenses, insurance premiums, and development fees.  
 
Credits are awarded based on an application to the Economic Development 
Authority. Applicants must register projects and include a ranking of 
project readiness and historic preservation goals for the state. Based on 
these rankings, projects are selected and the applicants and the IEDA sign 
agreements. The credit can be applied against individual and corporate 
income taxes as well as franchise and insurance premium taxes. The credit 
is both transferable and refundable. The Historic Preservation Tax Credit 
does not have a sunset date.  
 
The program has always had a cap, which is currently $45 million plus the 
ability to carry forward 10 percent. At least five percent of the cap must still 
be allocated for smaller projects (less than $750,000 in expenditures).  
 
According to the most recent contingent liabilities report, Iowa’s Historic 
Preservation Credit will cost about $56.2 million in fiscal year 2018. That 
represents the cap plus a carryover.  
 

Concluding Remarks 
 
It is important to keep in mind the underlying reason why we have 
implemented these and many other tax credits over the years, besides their 
stated specific purposes, which is usually job creation. It’s because our taxes 



and spending are too high for the tax base we have currently. In order to 
spur a lagging economy during a time when a government increases 
spending and cannot cut taxes because revenues aren’t strong enough, a 
government resorts to tax cuts in the form of tax credits only to the most 
promising targeted places in order to create jobs in those areas and thus 
expand the tax base. Certainly tax credits are better than nothing at all but a 
broad-based tax cut helps every taxpayer and that is the best way. But a 
broad-based tax cut can only be done when revenues are strong enough and 
spending is brought under control enough to handle it. This is what we are 
hoping to do next year.  
 
 

Feel free to contact me with ideas, thoughts, and concerns. I want to hear 
what you are thinking and will listen to your input. Together we will work 
to make a difference for the future of Iowa. 
  
Thank you again very much for all your support and for the honor of 
representing you! 
  
Sincerely, 
 

Sandy 
 


