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PERFECT STORM
Iowa’s budget challenges



Tax cuts
Cut the 

personal income tax

4x
(‘18, ’21, ‘22, ‘24)

& exempted all retirement income

Cut the 
corporate income tax

3x
(‘18, ‘21, ‘22)

Eliminated the 

inheritance tax
(‘21)

by Iowa lawmakers since 2018

How did we get here?



Iowa personal income tax rates and brackets by taxable income (single filer), 1998-2025, in 2025 dollars

Sources: Iowa 
Department of Revenue, 
Legislative Services 
Agency, and the Tax 
Foundation, "Historical 
State Individual Income 
Tax Rates, 2015-2025“ 

* Shows 2018 taxable 
income (adjusted to 
2025 dollars) 

** Shows 2022 taxable 
income (adjusted to 
2025 dollars)

The biggest cuts were to the personal income tax



Regressive tax
Higher-income people pay 
lower share of income in tax

Progressive tax
Higher-income people pay a 
higher share of income in tax

The income tax was our only progressive tax



-$6 -$132 -$402 -$1,026
-$1,885

-$4,134

-$20,386

Bottom
20%

Second
20% Third 20% Fourth 20% Next 15% Next 4% Top 1%

less than 
$29.5K

$29.5K to 
$55.4K

$55.4K to 
$90.1K

$90.1K to 
$142K

$142K to 
$263K

$270K to 
$652K

$652K+

Top 20%

Average income-
tax cut by income 
group
SF 2442, 2024

From 2024 baseline

Source: Institute on Taxation 
and Economic Policy

Who gets the big 
breaks when you 
dissemble a 
progressive 
income tax?



Cutting the income tax puts more pressure on regressive sales tax
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Share of family income going to sales and excise taxes, by income group, Iowa  
(2023 income levels, based on 2024 tax policy) 
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Tax-cut proponents: 

The FY2026 gap between 
revenue and spending … 
poses no imminent risk to 
the state’s fiscal situation.”

“

General Fund revenue is down 
just as we projected and 
responsibly planned for … .”

“



SNAP/Medicaid

enters the chat
H.R. 1 (OBBBA)



Conformity

 Since 2020, Iowa has automatically 
adopted provisions of the federal 
tax code (per 2018 law)

 “Rolling conformity”

 OBBBA tax cuts are now Iowa law

 Estimated to cost 

 $438 M in FY 2026

 $384 M in FY 2027

 Reflected in latest REC estimates

Iowa is one of five states most 
vulnerable to revenue losses from 
federal tax changes

 Have rolling conformity

 Conform based on federal taxable income, 
a narrow definition of income that is highly 
affected by federal tax changes



Conformity

Qualified Small Business Stock
exemption

Adjusted Gross Income (AGI) Opportunity Zones: Individual
Opportunity Zones: Corporate
529 Accounts for Private K-12
Trump Accounts
Qualified Small Business Stock
Dependent Care FSAs

Personal Exemptions,
 Standard & Itemized
 Deductions

Increased Standard Deduction
Senior Citizen Deduction
SALT Cap Increase

Additional Deductions Tips
Overtime
Auto Loan Interest
Pass-through Deduction (QBI)
Non-Itemizer Charitable Deduction

Business Depreciation 168(k) Depreciation
168(n) Depreciation
174 R&E
179 Small Business Depreciation

Without action from state lawmakers, we have a whole slew of new tax cuts

Sources: Center on Budget and Policy Priorities and Institute on Taxation and Economic Policy (ITEP)



Real talk about 
surpluses



Iowa leaders expect to operate at a deficit in FY 26 and beyond
Net General Fund receipts and approved General Fund budgets (in billions), FY 2014-2027



Taxpayer Relief Fund
$4,036

59%

General Fund surplus
$1,884

28%

$697
10%

$193
3%

Rainy Day Funds

We have them. $6.8B
total

FY 2025 
When we talk generally 
about “surpluses,” we’re 
referring to several 
different pots of money:

Rainy Day Funds
• Cash Reserve Fund, max 7.5% of revenue
• Economic Emergency Fund, max 2.5% of 

revenue

General Fund surplus
• Carryover from previous year’s 

budget, after filling rainy day 
funds and TRF (if applicable)

Taxpayer Relief Fund
Uses:
• Tax relief or reductions in income-tax rates
• Must fill half the gap between net revenue 

and appropriations



Rainy Day Funds
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But we’re about to start burning through them, and pretty fast
Surplus balance by type, FY 2025-27 (proj), in billions

Sources: Legislative Services 
Agency. Fiscal Reports, 2020-
2025; General Fund Balance 

Sheet Update, October 21, 2025 
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The tax cuts were made permanent, but the surplus isn’t 
Change in General Fund surplus and Taxpayer Relief Fund balance, FY 2020-2027 (est), in billions
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Sources: Legislative Services Agency. Fiscal Reports, 2020-2025; General Fund Balance Sheet Update, October 21, 2025 
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Taxpayer Relief Fund annual balance change, FY 2022-25 actual and FY 2026-30 est. (in billions) 

Sources:

Legislative Services Agency. 
Fiscal Report (Graybook), 
2020-2025, 

Legislative Services Agency. 
General Fund Balance Sheet 
Update. October 21, 2025.

Iowa Department of 
Management. Governor’s 
Office 5-Year Financial Plan. 
March 2025.

Fund Balance

LSA estimate
Oct 2025

Governor’s estimate
March 2025

March Executive Branch numbers overestimated TRF balance by $500M
Revealed plan to rely on fund to balance the budget through at least 2030



State has consistently overestimated revenue since 2024

$0

$1

$2

$3

$4

$5

$6

$7

$8

$9

$10

FY20 FY21 FY22 FY23 FY24 FY25 FY26 FY27

REC Revenue Estimates by Fiscal Year, FY 2020 – FY2027 (in billions)

Actual Revenue

Mar Mar MarOct OctDec Dec

2 FY Before 1 FY before During FY

Budget Estimate



On rainy-day funds alone, Iowa could cover 
38 days of spending, below U.S. average

Using all surplus dollars, Iowa could cover 122 
days of spending — but some of those funds 
are already tapped to backfill tax cuts

Justin Theal and Page Forrest, Pew, "State Reserves Recede From Record High as Fiscal Pressures Mount."

14th 31st 

Days states could operate on total surpluses Days states could operate on rainy-day funds



-2,300 jobs in the past year
August 2024-2025

#40

Soft economy makes optimistic 
projections even more questionable

GDP growth
Q1-Q2 2025

consumer spending growth
2023-2024

#49

Source: Bloomberg

+100% U.S family farm bankruptcies
Q1 2024-Q1 2025

Source: Iowa Workforce Development

Source: Bureau of Economic Analysis

Source: Bureau of Economic Analysis

Ag states like Iowa are feeling the pain of trade wars



Even as lawmakers cut taxes, 
they added new spending obligations
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Vouchers quickly dwarf other education, family supports
Select General Fund appropriations, FY 2021-26 



Mental health 
regions

$135M

Private-school 
vouchers

$315M Proposed 
GF takeover of school 

property taxes

~$375M

Property tax cuts could make budget squeeze worse
Recent additions to the General Fund compared with last session’s proposal to shift some local 
school funding from property taxes to the General Fund, FY 2026
HSB 313 and SSB 1208 



Are we meeting Iowans’ needs now?



Board of Regents
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There’s no way to make big budget cuts without doing harm
FY 2026 General Fund legislative appropriations by function 

Source: Legislative Services Agency, 2025 Fiscal Report (Graybook)

56% 28%



SNAP/Medicaid
H.R. 1 (OBBBA)
reenters the chat





Penalizes states failing to 
meet harsh benefit 

processing standards

Shifts administrative 
costs to the state

Ramps up red tape for 
enrollees, which the 

state will have to 
administer

Makes enormous cuts to food assistance and health care in part by 
shifting big new costs onto state governments

SNAP MedicaidSNAP & Medicaid

Limits non-General 
Fund funding 

sources

Webinar | H.R. 1, SNAP and Medicaid: The impacts and choices facing Iowa
Wednesday, November 19 at 7 p.m.



They that fail to learn from 
history are doomed to repeat it



“Our new pro-growth tax policy will be 
like a shot of adrenaline into the heart of 
the Kansas economy. … An expanding 
economy and growing population will 
directly benefit our schools and local 
governments.”
Kansas Gov. Sam Brownback, July 29, 2012



When things went south in 
Kansas, lawmakers reversed 
most of the cuts

Iowa bills would make 
reversing the damage 
very difficult



Proposed constitutional amendments would lock 
in bad tax policy

✘
Give veto power to a 
legislative minority by 

requiring two-thirds approval 
on income-tax increases 

Preclude the wealthy from 
doing their fair share by 

requiring flat-rate personal 
income tax

✘

1 ‘no’ vote = 2 ‘yes’ votes



How do we get out



No more risky tax cuts that 
force extreme cuts to 
services

1. Stop digging. 



2. Protect current services.
Use surpluses to weather the storm 
in the short term



3. Recapture revenue.
Uncouple Iowa tax code from the fed’s most expensive provisions. 

Build consensus on other options — undoing some recent income-tax cuts, 
trimming corporate tax credits, or pursuing new revenue sources that ask 
the wealthy to do their fair share



4. Don’t tie the hands of future lawmakers.
Reject proposed constitutional amendments that 
would preclude the wealthy from doing their fair share 
and give a legislative minority veto power over 
income-tax increases. 



What you can do

Bookmark our new 
revenue toolkit 

Content and talking points 
for social media, 

newsletters, letters to the 
editor, lawmaker 
communication

Invite us to present 
to your group, members, 

board of directors, 
partners … 

Ask candidates for office
how they will address Iowa’s 

structural deficit and fund the 
services Iowans depend on

Build your own case 
for revenue

What services in your 
community depend on 
taxes? What’s at stake?



What you can do

Sign up for our new 
tax and budget 

advocacy listserv

And tell us how we 
did today 
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