
A Look at Tax Credits - Part 1 
 

Since tax credits will be part of the discussion on comprehensive tax reform 
for the next legislative session, I wanted to take at look at this aspect of our 
tax structure.  Tax credits were a major topic that came up during the 
discussion on tax reform this past legislative session.  
 
It is important to keep in mind the underlying reason why we have 
implemented many 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.  
 
There is often some confusion surrounding the difference between a tax 
credit and a tax deduction. They are two very different things, but both are 
tax incentives or benefits. Both can help reduce a person’s overall tax 
liability, just in different ways. 
 
There are a few major distinctions between tax credits and tax deductions. 
Tax credits provide a dollar-for-dollar reduction of your tax liability. This 
means that a $100 tax credit saves you $100 in tax liability. Tax deductions 
lower your taxable income (the income that you pay tax on). Tax deductions 
are equal to the percentage of your marginal tax bracket. For example, if 
you are in the 25 percent tax bracket, a $1,000 tax deduction saves you 
$250 in tax. A tax credit is always going to be better for you than the dollar-
equivalent tax deduction, because deductions are calculated using 
percentages.  
 
Iowa has many tax credits ranging from the adoption credit to research 
activities credit to an assortment of renewable energy credits. Iowa also has 
many tax deductions—including a deduction for contributions to a 529 



education savings plan and vehicle registration deductions. These credits 
and deductions are taken or claimed on the Iowa tax return—separate and 
distinct from the federal return. 
 
Some tax credits are refundable. This means an individual or business can 
receive a refund even if they have no tax liability.  
 
So how does Iowa evaluate and keep track of all of the tax credits it offers? 
There are several ways actually. The Iowa Department of Revenue has 
established the Tax Credits Tracking and Analysis Program to track tax 
credit awards and claims. The goal of the program is to provide a repository 
for information concerning the awarding, usage, and effectiveness of tax 
credits. As part of this program a Tax Credit Contingent Liabilities Report 
was created and it shows how much tax credit programs are costing the 
state—as well as forecasts future costs.  
 
Finally, in 2010 the legislature created an interim statutory committee for 
purposes of reviewing tax credits. The Tax Expenditure Committee was 
created to evaluate any tax expenditure available under Iowa law and assess 
its equity, simplicity, competitiveness, public purpose, adequacy, and 
extent of conformance with the original purposes of the legislation that 
enacted the tax expenditure, as those issues pertain to taxation in Iowa. The 
incentives are then to be reviewed at least every five years.  
 
We want to be sure our tax credits are effective and that they are 
accomplishing their intended goal, usually job creation, and that taxpayers 
are getting a good deal. The three largest tax credits in terms of revenue 
impact on the budget are 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). We’ll look at these in our next newsletter.  Not far behind is the 
High Quality Jobs Program at $51.3 million and the Iowa Industrial New 
Job Training Program or 260E Program at $43.8 million. 
 
 
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 
 


