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42.18(2) Investment tax credit for an equity investment in a venture capital fund.  See rule
123—3.1(15E) for the discussion of the investment tax credit for an equity investment in a venture
capital fund, along with the issuance of tax credit certificates by the Iowa capital investment board.

The department of revenue will be notified by the Iowa capital investment board when the tax credit
certificates are issued.  The tax credit certificate must be attached to the taxpayer’s return for the tax
year in which the credit may be redeemed as stated on the tax credit certificate.

Any credit in excess of the tax liability for the tax year may be credited to the tax liability for the
following five years or until used, whichever is the earlier.

For equity investments made in a venture capital fund, an individual may claim the credit if the in-
vestment was made by a partnership, S corporation, limited liability company, or an estate or trust
electing to have the income directly taxed to the individual.  The amount claimed by an individual must
be based on the individual’s pro-rata share of the individual’s earnings of the partnership, S corpora-
tion, limited liability company, or estate or trust.

42.18(3) Contingent tax credit for investments in Iowa fund of funds.  See rule 123—4.1(15E) for
the discussion of the contingent tax credit available for investments made in the Iowa fund of funds
organized by the Iowa capital investment corporation.  Tax credit certificates related to the contingent
tax credits will be issued by the Iowa capital investment board.

The department of revenue will be notified by the Iowa capital investment board when these tax
credit certificates are issued and, if applicable, when they are redeemed.  If the tax credit certificate is
redeemed, the certificate must be attached to the taxpayer’s return for the tax year in which the credit
may be redeemed as stated on the tax credit certificate.

If the tax credit certificate is redeemed, any credit in excess of the tax liability for the tax year may be
credited to the tax liability for the following seven years or until used, whichever is the earlier.

If the tax credit certificate is redeemed, an individual may claim the credit if the investment was
made by a partnership, S corporation, limited liability company, or an estate or trust electing to have the
income directly taxed to the individual.  The amount claimed by an individual must be based on the
individual’s pro-rata share of the individual’s earnings of the partnership, S corporation, limited liabil-
ity company, or estate or trust.

This rule is intended to implement Iowa Code section 15E.43 as amended by 2004 Iowa Acts, Sen-
ate File 443, and sections 15E.51, 15E.66, 422.11F and 422.11G.

701—42.19(15)  New capital investment program tax credits.  Effective for tax periods beginning
on or after January 1, 2003, a business which qualifies under the new capital investment program is
eligible to receive tax credits.  An eligible business under the new capital investment program must be
approved by the Iowa department of economic development and meet the qualifications of 2003 Iowa
Acts, chapter 125, section 4.  The new capital investment program was repealed on July 1, 2005, and
has been replaced with the high quality job creation program.  See rule 701—42.27(15) for information
on the tax credits available under the high quality job creation program.  Any tax credits earned by
businesses approved under the new capital investment program prior to July 1, 2005, remain valid, and
can be claimed on tax returns filed after July 1, 2005.

42.19(1) Research activities credit.  A business approved under the new capital investment pro-
gram is eligible for an additional research activities credit as described in 701—subrule 52.7(5).  This
credit for increasing research activities is in lieu of the research activities credit described in subrule
42.2(11).

42.19(2) Investment tax credit.
a. General rule.  An eligible business can claim an investment tax credit equal to a percentage of

the new investment directly related to new jobs created by the location or expansion of an eligible busi-
ness.  The percentage is equal to the amount provided in paragraph “b.”   New investment directly re-
lated to new jobs created by the location or expansion of an eligible business includes the following:
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(1) The cost of machinery and equipment, as defined in Iowa Code section 427A.1(1), paragraphs
“e”  and “j,”  purchased for use in the operation of the eligible business.  The purchase price shall be
depreciated in accordance with generally accepted accounting principles.

(2) The purchase price of real property and any buildings and structures located on the real property.
(3) The cost of improvements made to real property which is used in the operation of the eligible

business.
For eligible businesses approved by the Iowa department of economic development on or after

March 17, 2004, certain lease payments made by eligible businesses to a third-party developer will be
considered to be new investment for purposes of computing the investment tax credit.  The eligible
business shall enter into a lease agreement with the third-party developer for a minimum of five years.
The investment tax credit is based on the annual base rent paid to a third-party developer by the eligible
business for a period not to exceed ten years.  The total costs of the annual base rent payments for the
ten-year period cannot exceed the cost of the land and the third-party developer’s cost to build or reno-
vate the building used by the eligible business.  The annual base rent is defined as the total lease pay-
ment less taxes, insurance and operating and maintenance expenses.

Any credit in excess of the tax liability for the tax period may be carried forward seven years or until
used, whichever is the earlier.

If the business is a partnership, S corporation, limited liability company, cooperative organized un-
der Iowa Code chapter 501 and filing as a partnership for federal tax purposes, or estate or trust electing
to have the income taxed directly to an individual, an individual may claim the credit.  The amount of
the credit claimed by an individual must be based on the individual’s pro-rata share of the individual’s
earnings of the partnership, S corporation, limited liability company, cooperative organized under
Iowa Code chapter 501 and filing as a partnership for federal tax purposes, or estate or trust.

b. Tax credit percentage.  The amount of tax credit claimed shall be based on the number of high-
quality jobs created as determined by the Iowa department of economic development:

(1) If no high-quality jobs are created but economic activity within Iowa is advanced, the eligible
business may claim a tax credit of up to 1 percent of the new investment.

(2) If 1 to 5 high-quality jobs are created, the eligible business may claim a tax credit of up to
2 percent of the new investment.

(3) If 6 to 10 high-quality jobs are created, the eligible business may claim a tax credit of up to
3 percent of the new investment.

(4) If 11 to 15 high-quality jobs are created, the eligible business may claim a tax credit of up to
4 percent of the new investment.

(5) If 16 or more high-quality jobs are created, the eligible business may claim a tax credit of up to
5 percent of the new investment.

c. Investment tax credit—value-added agricultural products or biotechnology-related proc-
esses.  An eligible business whose project primarily involves the production of value-added agricultur-
al products or uses biotechnology-related processes may elect to receive a refund for all or a portion of
an unused investment tax credit.  An eligible business includes a cooperative described in Section 521
of the Internal Revenue Code whose project primarily involves the production of ethanol.

Eligible businesses that elect to receive a refund shall apply to the Iowa department of economic
development for tax credit certificates between May 1 and May 15 of each fiscal year.  Only those busi-
nesses that have completed projects before the May 1 filing date may apply for a tax credit certificate.
The Iowa department of economic development shall not issue tax credit certificates for more than
$4 million during a fiscal year to eligible businesses for this program and eligible businesses described
in subrule 42.2(10).  If applications are received for more than $4 million, the applicants shall receive
certificates for a prorated amount.
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The Iowa department of economic development shall issue tax credit certificates within a reason-
able period of time.  Tax credit certificates are valid for the tax year following project completion.  The
tax credit certificate must be attached to the tax return for the tax year during which the tax credit is
claimed.  The tax credit certificate shall not be transferred, except for a cooperative described in Sec-
tion 521 of the Internal Revenue Code whose project primarily involves the production of ethanol, as
provided in subrule 42.2(10).  For value-added agricultural projects involving ethanol, the cooperative
must submit a list of its members and the share of each member’s interest in the cooperative.  The Iowa
department of economic development shall issue a tax credit certificate to each member on the list.

d. Repayment of benefits.  If an eligible business fails to maintain the requirements of the new
capital investment program, the taxpayer may be required to repay all or a portion of the tax incentives
taken on Iowa returns.  Irrespective of the fact that the statute of limitations to assess the taxpayer for
repayment of the tax credits may have expired, the department may proceed to collect the tax incen-
tives forfeited by failure to maintain the requirements of the new capital investment program.  This is
because it is a recovery of an incentive, rather than an adjustment to the taxpayer’s tax liability.

An eligible business in the new capital investment program may also be required to repay all or a
portion of the tax incentives received on Iowa returns if the eligible business experiences a layoff of
employees in Iowa or closes any of its facilities in Iowa.

If, within five years of purchase, the eligible business sells, disposes of, razes, or otherwise renders
unusable all or a part of the land, buildings, or other existing structures for which a tax credit was
claimed under this subrule, the income tax liability of the eligible business shall be increased by one of
the following amounts:

(1) One hundred percent of the investment tax credit claimed if the property ceases to be eligible
for the tax credit within one full year after being placed in service.

(2) Eighty percent of the investment tax credit claimed if the property ceases to be eligible for the
tax credit within two full years after being placed in service.

(3) Sixty percent of the investment tax credit claimed if the property ceases to be eligible for the
tax credit within three full years after being placed in service.

(4) Forty percent of the tax credit claimed if the property ceases to be eligible for the tax credit
within four full years after being placed in service.

(5) Twenty percent of the investment tax credit claimed if the property ceases to be eligible for the
tax credit within five full years after being placed in service.

This rule is intended to implement Iowa Code sections 15.333 and 15.381 to 15.387.

701—42.20(15E)  Endow Iowa tax credit.  Effective for tax years beginning on or after January 1,
2003, a taxpayer who makes an endowment gift to an endow Iowa qualified community foundation
may qualify for an endow Iowa tax credit, subject to the availability of the credit.  The credit is equal to
20 percent of a taxpayer’s endowment gift to an endow Iowa qualified community foundation ap-
proved by the Iowa department of economic development.  The administrative rules for the endow
Iowa tax credit for the Iowa department of economic development may be found under 261—Chapter
47.

The total amount of endow Iowa tax credits available is $2 million in the aggregate for the 2003 and
2004 calendar years.  The total amount of endow Iowa tax credits is $2 million annually for the
2005-2007 calendar years, and $200,000 of these tax credits on an annual basis is reserved for endow-
ment gifts of $30,000 or less.  The maximum amount of tax credit granted to a single taxpayer shall not
exceed $100,000 for the 2003-2007 calendar years.  The total amount of endow Iowa tax credits annu-
ally for 2008 and subsequent calendar years is $2 million plus a percentage of the tax imposed on the
adjusted gross receipts from gambling games in accordance with Iowa Code section 99F.11(3).  The
maximum amount of tax credit granted to a single taxpayer shall not exceed 5 percent of the total en-
dow Iowa tax credit amount authorized for 2008 and subsequent years.  The endow Iowa tax credit
cannot be transferred to any other taxpayer.
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Any credit in excess of the tax liability for the tax year may be credited to the tax liability for the
following five years or until used, whichever is the earlier.

If a taxpayer is a partnership, limited liability company, S corporation, or an estate or trust electing
to have the income taxed directly to the individual, an individual may claim the credit.  The amount
claimed by an individual must be based on the individual’s pro-rata share of the individual’s earnings
of the partnership, limited liability company, S corporation, or estate or trust.

This rule is intended to implement Iowa Code Supplement section 15E.305 as amended by 2006
Iowa Acts, chapter 1151.

701—42.21(422)  Soy-based cutting tool oil tax credit.  Effective for tax periods ending after June
30, 2005, and beginning before January 1, 2007, a manufacturer may claim a soy-based cutting tool oil
tax credit.  A manufacturer, as defined in Iowa Code section 428.20, may claim the credit equal to the
costs incurred during the tax year for the purchase and replacement costs relating to the transition from
using nonsoy-based cutting tool oil to using soy-based cutting tool oil.

All of the following conditions must be met to qualify for the tax credit.
1. The costs must be incurred after June 30, 2005, and before January 1, 2007.
2. The costs must be incurred in the first 12 months of the transition from using nonsoy-based

cutting tool oil to using soy-based cutting tool oil.
3. The soy-based cutting tool oil must contain at least 51 percent soy-based products.
4. The costs of the purchase and replacement must not exceed $2 per gallon of soy-based cutting

tool oil used in the transition.
5. The number of gallons used in the transition cannot exceed 2,000 gallons.
6. The manufacturer shall not deduct for Iowa income tax purposes the costs incurred in the tran-

sition to using soy-based cutting tool oil which are deductible for federal tax purposes.
Any credit in excess of the taxpayer’s tax liability is refundable.  In lieu of claiming the refund, the

taxpayer may elect to have the overpayment credited to the tax liability for the following tax year.
If a taxpayer is a partnership, limited liability company, S corporation, or an estate or trust electing

to have the income taxed directly to an individual, an individual may claim the credit.  The amount
claimed by an individual must be based on the individual’s pro-rata share of the individual’s earnings
of the partnership, limited liability company, S corporation, or estate or trust.

This rule is intended to implement 2005 Iowa Acts, Senate File 389, section 1.

701—42.22(422)  Tuition and textbook credit for expenses incurred for dependents attending
grades kindergarten through 12 in Iowa.  Effective for tax years beginning on or after January 1,
1998, taxpayers who pay tuition and textbook expenses of dependents who attend grades kindergarten
through 12 in an Iowa school may receive a tax credit of 25 percent of up to $1000 of qualifying ex-
penses for each dependent attending an elementary or secondary school located in Iowa.  In order for
the taxpayer to qualify for the tax credit for tuition and textbooks, the elementary school or secondary
school that the dependent is attending must meet the standards for accreditation of public and nonpub-
lic schools in Iowa provided in Iowa Code section 256.11.  In addition, the school the dependent is
attending must not be operated for profit and must adhere to the provisions of the United States Civil
Rights Act of 1964, and the provisions of Iowa Code chapter 216, which is known as the Iowa civil
rights Act of 1965.  The following definitions and criteria apply to the determination of the tax credit
for amounts paid by the taxpayer for tuition and textbooks for a dependent attending an elementary or
secondary school in Iowa:
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42.22(1) Tuition.  For purposes of the tuition and textbook tax credit, “tuition” means any charge made
by an elementary or secondary school for the expense of personnel, buildings, equipment and materials
other than textbooks, and other expenses of elementary or secondary schools which relate to the teaching of
only those subjects that are legally and commonly taught in public elementary or secondary schools in
Iowa.  “Tuition” includes charges by a qualified school for summer school classes or for private instruction
of a child who is physically unable to attend classes at the site of the elementary or secondary school.

“Tuition” does not include charges or fees which relate to the teaching of religious tenets, doctrines,
or worship in cases where the purpose of the teaching is to inculcate the religious tenets, doctrines, or
worship.  In addition, “tuition” does not include amounts paid to an individual or other entity for private
instruction of a dependent who attends an elementary or secondary school in Iowa.  Amounts paid to a
school for meals, lodging, or clothing for a dependent do not qualify for the tax credit for “tuition.”

Amounts paid to an individual or organization for “home schooling” of a dependent or the teaching
of a dependent outside of an elementary or secondary school may not be claimed for purposes of the
tuition and textbook tax credit.

42.22(2) Textbooks.  For purposes of the tuition and textbook tax credit, “textbooks” means books
and other instructional materials used in elementary and secondary schools in Iowa to teach only those
subjects legally and commonly taught in public elementary and secondary schools in Iowa.  “Text-
books” includes fees or charges by the elementary or secondary school for required supplies or materi-
als for classes in art, home economics, shop or similar courses.  “Textbooks” includes books and mate-
rials used for extracurricular activities, such as sporting events, musical events, dramatic events,
speech activities, driver’s education, or programs of a similar nature.

“Textbooks” does not include amounts paid for books or other instructional materials used in the
teaching of religious tenets, doctrines, or worship, in cases where the purpose of the teaching is to in-
culcate the religious tenets, doctrine, or worship.  “Textbooks” also does not include amounts paid for
books or other instructional materials used in teaching a dependent subjects in the home or outside of
an elementary or secondary school.

42.22(3) Extracurricular activities.  For purposes of the tuition and textbook tax credit, amounts
paid for dependents to participate in or to attend extracurricular activities may be claimed as part of the
tuition and textbook tax credit.  “Extracurricular activities” includes sporting events, musical events,
dramatic events, speech activities, and driver’s education if provided at a school, and programs of a
similar nature.

a. The following are specific examples of expenditures related to a dependent’s participation in
or attendance at extracurricular activities that may qualify for the tuition and textbook tax credit:

(1) Fees for participation in school sport activities.
(2) Fees for field trips.
(3) Rental fees for instruments for school bands or orchestras but not rental fees in rent-to-own

contracts.
(4) Driver’s education fees, if paid to a school.
(5) Cost of activity tickets or admission tickets to school sports, music and dramatic events.
(6) Fees for events such as homecoming, winter formal, prom, or similar events.
(7) Rental of costumes for school plays.
(8) Purchase of costumes for school plays if the costumes are not suitable for street wear.
(9) Purchase of track shoes, football shoes, or other athletic shoes with cleats, spikes, or other fea-

tures that are not suitable for street wear.
(10) Costs of tickets or other admission fees to attend banquets or buffets for school academic or

athletic awards.
(11) Trumpet grease, woodwind reeds, guitar picks, violin strings and similar types of items for

maintenance of instruments used in school bands or orchestras.
(12) Band booster club or athletic booster club dues, but only if dues are for the dependent attending

the school and not the parent or adult.
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(13) Rental of formal gown or tuxedo for school dance or other school event.
(14) Dues paid to school clubs or school-sponsored organizations such as chess club, photography

club, debate club, or similar organizations.
(15) Amounts paid for music that will be used in school music programs, including vocal music

programs.
(16) Fees paid for general materials for shop class, agriculture class, home economics class, or auto

repair class and general fees for equivalent classes.
(17) Fees for a dependent’s bus trips to attend school if paid to the school.
b. The following are specific examples of expenditures related to a dependent’s participation in

or attendance at extracurricular activities that will not qualify for the tuition and textbook credit.
(1) Purchase of a musical instrument used in a school band or orchestra.
(2) Purchase of basketball shoes or other athletic shoes that are readily adaptable to street wear.
(3) Amounts paid for special testing such as SAT or PSAT, and for Iowa talent search tests.
(4) Payments for senior trips, band trips, and other overnight school activity trips which involve

payment for meals and lodging.
(5) Fees paid to K-12 schools for courses for college credit.
(6) Amounts paid for T-shirts, sweatshirts and similar clothing that is appropriate for street wear.
(7) Amounts paid for special programs at universities and colleges for high school boys or girls.
(8) Payment for private instrumental lessons, voice lessons or similar lessons.
(9) Amounts paid for a school yearbook, annual or class ring.
(10) Fees for special materials paid for shop class, agriculture class, auto repair class, home eco-

nomics class and similar classes.  For purposes of this paragraph, “special materials” means materials
used for personal projects of the dependents, such as materials to make furniture for personal use, auto-
mobile parts for family automobiles and other materials for projects for personal or family benefit.

This rule is intended to implement Iowa Code section 422.12.

701—42.23(422)  Deduction of credits.  The credits against computed tax set forth in Iowa Code sec-
tions 422.5, 422.8, 422.10 through 422.12C, and 422.110 shall be deducted in the following sequence:

1. Personal exemption credits.
2. Tuition and textbook credit.
3. Iowa earned income credit.
4. Nonresident and part-year resident credit.
5. Franchise tax credit.
6. S corporation apportionment credit.
7. Historic preservation and cultural and entertainment district tax credit (nonrefundable por-

tion).
8. School tuition organization tax credit.
9. Venture capital credits.
10. Endow Iowa tax credit.
11. Agricultural assets transfer tax credit.
12. Investment tax credit.
13. Wind energy production tax credit.
14. Renewable energy tax credit.
15. New jobs credit.
16. Economic development region revolving fund tax credit.
17. Alternative minimum tax credit.
18. Historic preservation and cultural and entertainment district tax credit (refundable portion).
19. Ethanol blended gasoline tax credit.
20. Research activities credit.
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21. Assistive device credit.
22. Out-of-state tax credit.
23. Child and dependent care credit or early childhood development tax credit.
24. Motor fuel credit.
25. Claim of right credit (if elected in accordance with rule 701—38.18(422)).
26. Wage-benefits tax credit.
27. Soy-based cutting tool oil tax credit.
28. Refundable portion of investment tax credit, as provided in subrule 42.2(10), paragraph “b.”
29. E-85 gasoline promotion tax credit.
30. Biodiesel blended fuel tax credit.
31. Soy-based transformer fluid tax credit.
32. Estimated payments, payment with vouchers and withholding tax.
This rule is intended to implement Iowa Code sections 422.5, 422.8, 422.10, 422.11, 422.11A,

422.11B, 422.11C, 422.11D, 422.11E, 422.11F, 422.11G, 422.11H, 422.11I, 422.11J, 422.11K,
422.11L, 422.11M, 422.11O, 422.11P, 422.11R, 422.11S, 422.12, 422.12B, 422.12C and 422.110.

701—42.24(15I,422)  Wage-benefits tax credit.  Effective for tax years ending on or after June 9,
2006, a wage-benefits tax credit equal to a percentage of the annual wages and benefits paid for a quali-
fied new job created by the location or expansion of the business in Iowa is available for qualified busi-
nesses.

42.24(1) Definitions.  The following definitions are applicable to this rule:
“Average county wage” means the annualized average hourly wage calculated by the Iowa depart-

ment of economic development using the most current four quarters of wage and employment infor-
mation as provided in the Quarterly Covered Wage and Employment Data report provided by the de-
partment of workforce development.  Agricultural/mining and governmental employment categories
are deleted in compiling the wage information.

“Benefits” means all of the following:
1. Medical and dental insurance plans.
2. Pension and profit-sharing plans.
3. Child care services.
4. Life insurance coverage.
5. Vision insurance plan.
6. Disability coverage.
“Department” means the Iowa department of revenue.
“Full-time”  means the equivalent of employment of one person:
1. For 8 hours per day for a 5-day, 40-hour workweek for 52 weeks per year, including paid holi-

days, vacations, and other paid leave, or
2. The number of hours or days per week, including paid holidays, vacations, and other paid

leave, currently established by schedule, custom or otherwise, as constituting a week of full-time work
for the kind of service an individual performs for an employing unit.

“Grow Iowa values fund” means the grow Iowa values fund created in Iowa Code Supplement sec-
tion 15G.108.

“Nonqualified new job” means any one of the following:
1. A job previously filled by the same employee in Iowa.
2. A job that was relocated from another location in Iowa.
3. A job that is created as a result of a consolidation, merger, or restructuring of a business entity if

the job does not represent a new job in Iowa.
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“Qualified new job” or “job creation”  means a job that meets all of the following criteria:
1. Is a new full-time job that has not existed in the business within the previous 12 months in

Iowa.
2. Is filled by a new employee for at least 12 months.
3. Is filled by a resident of the state of Iowa.
4. Is not created as a result of a change in ownership.
5. Was created on or after June 9, 2005.
“Retail business” means a business which sells its product directly to a consumer.
“Retained qualified new job” or “job retention” means the continued employment, after the first 12

months of employment, of the same employee in a qualified new job for another 12 months.
“Service business” means a business which is not engaged in the sale of tangible personal property,

and which provides services to a local consumer market and does not have a significant proportion of
its sales coming from outside the state.

42.24(2) Calculation of credit.  A business which is not a retail or service business may claim the
wage-benefits tax credit which is determined as follows:

a. If the annual wages and benefits for the qualified new job equal less than 130 percent of the
average county wage, the credit is 0 percent of the annual wage and benefits paid.

b. If the annual wages and benefits for the qualified new job equal at least 130 percent but less
than 160 percent of the average county wage, the credit is 5 percent of the annual wage and benefits
paid for each qualified new job.

c. If the annual wages and benefits for the qualified new job equal at least 160 percent of the aver-
age county wage, the credit is 10 percent of the annual wage and benefits paid for each qualified new job.

If the business is a partnership, S corporation, limited liability company, or estate or trust electing to
have the income taxed directly to the individual, an individual may claim the tax credit.  The amount
claimed by the individual shall be based upon the pro-rata share of the individual’s earnings of the part-
nership, S corporation, limited liability company, or estate or trust.

Any credit in excess of the taxpayer’s tax liability is refundable.  In lieu of claiming the refund, the
taxpayer may elect to have the overpayment credited to the tax liability for the following tax year.

42.24(3) Application for the tax credit, tax credit certificate and amount of tax credit available.
a. In order to claim the wage-benefits tax credit, the business must submit an application to the

department along with information on the qualified new job or retained qualified new job.  The applica-
tion cannot be submitted until the end of the twelfth month after the qualified job was filled.  For exam-
ple, if the new job was created on June 9, 2005, the application cannot be submitted until June 9, 2006.
The following information must be submitted in the application:

(1) Name, address and federal identification number of the business.
(2) A description of the activities of the business.  If applicable, the proportion of the sales of the

business which come from outside Iowa should be included.
(3) The amount of wages and benefits paid to each employee for each new job for the previous 12

months.
(4) A computation of the amount of credit being requested.
(5) The address and state of residence of each new employee.
(6) The date that the qualified new job was filled.
(7) An indication of whether the job is a qualified new job or a retained qualified new job for which

an application was filed for a previous year.
(8) The type of tax for which the credit will be applied.
(9) If the business is a partnership, S corporation, limited liability company, or estate or trust, a

schedule of the partners, shareholders, members or beneficiaries.  This schedule shall include the
names, addresses and federal identification number of the partners, shareholders, members or benefi-
ciaries, along with their percentage of the pro-rata share of earnings of the partnership, S corporation,
limited liability company, or estate or trust.
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b. Upon receipt of the application, the department has 45 days either to approve or disapprove the
application.  If the department does not act on the application within 45 days, the application is deemed
to be approved.  If the department disapproves the application, the business may appeal the decision to
the Iowa economic development board within 30 days of the notice of disapproval.

c. If the application is approved, or if the Iowa economic development board approves the ap-
plication that was previously denied by the department, a tax credit certificate will be issued by the
department to the business, subject to the availability of the amount of credits that may be issued.  The
tax credit certificate will contain the name, address and tax identification number of the business (or
individual, estate or trust, if applicable), the date of the qualified new job(s), the wage and benefits paid
for each job(s) for the 12-month period, the amount of the credit, the tax period for which the credit may
be applied, and the type of tax for which the credit will be applied.

d. The tax credit certificates that are issued in a fiscal year cannot exceed $10 million.  The tax
credit certificates are issued on a first-come, first-served basis.  Therefore, if tax credit certificates have
already been issued for the $10 million limit for a particular fiscal year, any applications for tax credit
certificates received after the $10 million limit has been reached will be denied.  If a business failed to
receive all or a part of the tax credit due to the $10 million limitation, the business may reapply for the
tax credit for the retained new job for a subsequent tax period.

e. A business which qualifies for the tax credit is eligible to receive the tax credit certificate for
each of the four subsequent tax years if the business retains the qualified new job during each of these
subsequent tax years.  The business must reapply each year for the tax credit, and the percentage of the
wages and benefits allowed for the credit set forth in subrule 42.24(2) for the first year are applicable
for each subsequent period.  Preference will be given in issuing tax credit certificates for those busi-
nesses that retain qualified new jobs.  Therefore, if a business received a tax credit for the first year in
which the qualified job was created, the business will automatically receive a tax credit for a subse-
quent year as long as the qualified job is retained and an application is completed.

f. After the first fiscal year, if the $10 million limit is reached, but credits become available be-
cause the jobs were not retained by other businesses, an application which was originally denied will be
considered in the order in which it was originally received.

g. A business may apply in writing to the Iowa economic development board for a waiver of the
average wage and benefit requirement.  See 261—subrule 68.3(2) for more detail on the procedures to
apply for a waiver of the wage and benefit requirement.  If a waiver is granted, the business must pro-
vide the department with the waiver and it must be attached to the application.

h. A business may receive other federal, state, and local incentives and tax credits in addition to
the wage-benefits tax credit.  However, a business that receives a wage-benefits tax credit cannot re-
ceive tax incentives under the high quality job creation program set forth in Iowa Code chapter 15 as
amended by 2005 Iowa Acts, chapter 150, or moneys from the grow Iowa values fund.

42.24(4) Examples.  The following noninclusive examples illustrate how this rule applies:
EXAMPLE 1:  Business A operates a grocery store and hires five new employees, each of whom will

earn wages and benefits in excess of 130 percent of the average county wage.  Business A would not
qualify for the wage-benefits tax credit because Business A is a retail business.

EXAMPLE 2:  Business B operates an accounting firm and hires two new accountants, each of whom
will earn wages and benefits in excess of 160 percent of the average county wage.  The accounting firm
provides services to clients wholly within Iowa.  Business B would not qualify for the wage-benefits
tax credit because it is a service business.  The majority of its sales are generated from within the state of
Iowa and thus Business B, because it is a service business, is not eligible for the credit.

EXAMPLE 3:  Business C operates a software development business and hires two new programmers,
each of whom will earn wages and benefits in excess of 160 percent of the average county wage.  Over
50 percent of the customers of Business C are located outside Iowa.  Business C would qualify for the
wage-benefits tax credit because a majority of its sales are coming from outside the state, even though
Business C is engaged in the performance of services.
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EXAMPLE 4:  Business D is a manufacturer that hires a new employee in Clayton County, Iowa, on
July 8, 2005.  The average county wage for Clayton County for the third quarter of 2005 is $11.86 per
hour.  If the average county wage per hour for Clayton County is $11.95 for the fourth quarter of 2005,
$12.05 for the first quarter of 2006, and $12.14 for the second quarter of 2006, the annualized average
county wage for this 12-month period is $12.00 per hour.  This wage equates to an average annual wage
of $24,960 ($12.00 × 40 hours × 52 weeks).  In order to qualify for the 5 percent wage-benefits tax
credit, the new employee must receive wages and benefits totaling $32,448 (130 percent of $24,960)
for the 12-month period from July 8, 2005, through July 7, 2006.  In order to qualify for the 10 percent
wage-benefits tax credit, the new employee must receive wages and benefits totaling $39,936 (160
percent of $24,960) for the 12-month period from July 8, 2005, through July 7, 2006.

EXAMPLE 5:  Business E is a manufacturer that hires three new employees in Grundy County, Iowa,
on July 1, 2005.  If the average county wage for the 12-month period from July 1, 2005, through June
30, 2006, is $13.75 per hour in Grundy County, this wage equates to an average county wage of
$28,600.  The wages and benefits for each of these three new employees is $40,000 for the period from
July 1, 2005, through June 30, 2006, which is 140 percent of the average county wage.  Business E is
entitled to a wage-benefits tax credit of $2,000 for each employee ($40,000 × 5 percent), for a total
wage-benefits tax credit of $6,000.  If Business E files on a calendar-year basis, the $6,000 wage-
benefits tax credit can be claimed on the tax return for the period ending December 31, 2006.

EXAMPLE 6:  Business F is a manufacturer that hires ten new employees on July 1, 2005, and quali-
fies for the wage-benefits tax credit because the wages and benefits paid exceed 130 percent of the
average county wage.  Business F receives a wage-benefits tax credit in July 2006 for these ten em-
ployees, which can be used on the tax return for the period ending December 31, 2006.  On August 31,
2006, two of the employees leave the business and are replaced by two new employees.  Business F is
entitled to a wage-benefits tax credit for only eight employees in July 2007 because only eight em-
ployees continued employment for the subsequent 12 months, which meets the definition of a retained
qualified new job.  Business F cannot request a wage-benefits tax credit for the two employees hired on
August 31, 2006.  Business F cannot request the wage-benefits tax credit because these two full-time
jobs existed in the business within the previous 12 months in Iowa, and these jobs do not meet the defi-
nition of a qualified new job or retained qualified new job.

EXAMPLE 7:  Business G is a manufacturer that hires ten new employees on July 1, 2005, and quali-
fies for the wage-benefits tax credit because the wages and benefits paid exceed 130 percent of the
average county wage.  Business G receives a wage-benefits tax credit in July 2006 for these ten em-
ployees equal to 5 percent of the wages and benefits paid.  On October 1, 2006, Business G hires an
additional five employees, each of whom receives wages and benefits in excess of 130 percent of the
average county wage.  Business G can apply for the wage-benefits tax credit on October 1, 2007, for
these five employees, since these employees have now been employed for 12 months.

EXAMPLE 8:  Assume the same facts as Example 6, except that the $10 million limit of tax credits has
already been met for the fiscal year ending June 30, 2007, and Business F hired five new employees on
August 31, 2006.  Business F can apply for the wage-benefits tax credit for the three employees on
August 31, 2007, a number which is above the ten full-time jobs originally created, but Business F may
not receive the tax credit if all other applicants for tax credit certificates retained the qualified new jobs
because the $10 million limit has been met prior to this new application.

EXAMPLE 9:  Assume the same facts as Example 7, except that the ten employees hired on July 1,
2005, by Business G received wages and benefits equal to 155 percent of the average county wage, and
the five employees hired on October 1, 2006, by Business G received wages equal to 161 percent of the
average county wage.  Business G can apply for the tax credit on October 1, 2007, equal to 10 percent of
the wages and benefits paid for the employees hired on October 1, 2006.  On July 1, 2007, Business G
can reapply for the tax credit equal to 5 percent of the wages and benefits paid only for the ten em-
ployees originally hired on July 1, 2005, even if the wages and benefits for these ten employees exceed
160 percent of the average county wage for the period from July 1, 2006, through June 30, 2007.

This rule is intended to implement Iowa Code Supplement chapter 15I.
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701—42.25(422,476B)  Wind energy production tax credit.  Effective for tax years beginning on or
after July 1, 2006, an owner of a qualified wind energy production facility that has been approved by
the Iowa utilities board may claim a wind energy production tax credit for qualified electricity sold by
the owner against a taxpayer’s Iowa individual income tax liability.  The administrative rules for the
certification of eligibility for the wind energy production tax credit for the Iowa utilities board may be
found in rule 199—15.18(476B).

42.25(1) Application and review process for the wind energy production tax credit.  An owner of a
wind energy production facility must be approved by the Iowa utilities board in order to qualify for the
wind energy production tax credit.  The facility must be an electrical production facility that produces
electricity from wind, is located in Iowa, and must be placed in service on or after July 1, 2005, but
before July 1, 2009.  In addition, the facility must also be approved by the board of supervisors of the
county in which the facility is located.  Once the owner receives the approval from the board of supervi-
sors, approval is not required for subsequent tax periods.

The wind energy production tax credit cannot be allowed for a facility for which the owner has
claimed an exemption from property tax under Iowa Code section 427B.26 or 441.21(8) or claimed an
exemption from sales tax under Iowa Code section 423.3(54).  The facility will be subject to the assess-
ment of property tax in accordance with rule 701—80.13(427B).

The maximum amount of nameplate generating capacity for all qualified wind energy production
facilities cannot exceed 450 megawatts of nameplate generating capacity.  An owner shall not own
more than two qualified facilities.  A facility that is not operational within 18 months after issuance of
the approval from the Iowa utilities board will no longer be considered a qualified facility.  However, a
facility that is not operational within 18 months due to the unavailability of necessary equipment shall
be granted an additional 12 months to become operational.

An owner of the qualified facility must apply to the Iowa utilities board for the wind energy produc-
tion tax credit.  The application for the tax credit must be filed no later than 30 days after the close of the
tax year for which the credit is applied.  The information to be included in the application is set forth in
199—subrule 15.20(1).

42.25(2) Computation of the credit.  The wind energy production credit equals one cent multiplied
by the number of kilowatt-hours of qualified electricity sold by the owner during the tax year.  For the
first tax year in which the credit is applied, the kilowatt-hours of qualified electricity sold may exceed
12 months.

EXAMPLE:  A qualified facility was placed in service on April 1, 2006, and the taxpayer files on a
calendar-year basis.  The first year for which the credit can be claimed is the period ending December
31, 2007, since that is the first tax year that began on or after July 1, 2006.  The credit for the 2007 tax
year can include electricity sold between April 1, 2006, and December 31, 2007.

The credit is not allowed for any kilowatt-hours of electricity sold to a related person.  The definition
of “related person” uses the same criteria set forth in Section 45(e)(4) of the Internal Revenue Code
relating to the federal renewable electricity production credit.  Persons shall be treated as related to
each other if such persons are treated as a single employer under Treasury Regulation §1.52-1.  In the
case of a corporation that is a member of an affiliated group of corporations filing a federal consoli-
dated return, such corporation shall be treated as selling electricity to an unrelated person if such elec-
tricity is sold to the person by another member of the affiliated group.
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The utilities board will notify the department of the number of kilowatt-hours of electricity sold by
the qualified facility during the tax year.  The department will calculate the credit and issue a tax credit
certificate to the owner.  The tax credit certificate will include the taxpayer’s name, address and federal
identification number, the tax type for which the credit will be claimed, the amount of the credit and the
tax year for which the credit may be claimed.  In addition, the tax credit certificate will include a place
for the name and tax identification number of a transferee and the amount of the tax credit certificate, as
provided in subrule 42.25(3).  If the department refuses to issue the tax credit certificate, the taxpayer
shall be notified in writing and the taxpayer will have 60 days from the date of denial to file a protest in
accordance with rule 701—7.41(17A).  The department will not issue a tax credit certificate if the facil-
ity is not operational within 18 months after approval was given by the utilities board.

If the taxpayer is a partnership, limited liability company, S corporation, or estate or trust requesting a
credit for individual or corporation income tax, the tax credit certificate will be issued to the partners,
members, shareholders or beneficiaries based on the partner’s, member’s, shareholder’s or beneficiary’s
pro-rata share of earnings of the partnership, limited liability company, S corporation, or estate or trust,
except when the taxpayer is eligible to receive renewable electricity production tax credits authorized
under Section 45 of the Internal Revenue Code.  In cases where the taxpayer is eligible to receive renew-
able electricity production tax credits under Section 45 of the Internal Revenue Code, the partnership,
limited liability company or S corporation may designate the amount of the tax credit to be allocated to
each partner, member or shareholder.  In addition, if a taxpayer is a partnership, limited liability company,
S corporation, or estate or trust that is eligible to receive renewable electricity production tax credits un-
der Section 45 of the Internal Revenue Code, the taxpayer may distribute the tax credit to an equity holder
or beneficiary as a liquidating distribution or portion thereof, of an equity holder’s interest in the partner-
ship, limited liability company or S corporation, or the beneficiary’s interest in the estate or trust.

The credit can be allowed for a ten-year period beginning on the date the qualified facility was origi-
nally placed in service.  For example, if a facility was placed in service on April 1, 2006, the credit can
be claimed for kilowatt-hours of electricity sold between April 1, 2006, and March 31, 2016.

To claim the tax credit, the taxpayer must attach the tax credit certificate to the tax return for the tax
year set forth on the certificate.  Any tax credit in excess of the tax liability may be carried forward for
seven years or until it is used, whichever is the earlier.

42.25(3) Transfer of the wind energy production tax credit certificate.  The wind energy production
tax credit certificate may be transferred once to any person or entity.

Within 30 days of transfer of the tax credit certificate, the transferee must submit the transferred tax
credit certificate to the department, along with a statement which contains the transferee’s name, ad-
dress and tax identification number and the amount of the tax credit being transferred.  Within 30 days
of receiving the transferred tax credit certificate and the statement from the transferee, the department
will issue a replacement tax credit certificate to the transferee. If the transferee is a partnership, limited
liability company, S corporation, or estate or trust claiming the credit for individual or corporation in-
come tax, the transferee shall provide a list of the partners, members, shareholders or beneficiaries and
information on how the wind energy production tax credit should be divided among the partners, mem-
bers, shareholders or beneficiaries.  The transferee shall also provide the tax identification numbers
and addresses of the partners, members, shareholders or beneficiaries.  The replacement tax credit cer-
tificate must contain the same information as that on the original tax credit certificate and must have the
same effective taxable year and the same expiration date as the original tax credit certificate.  The re-
placement tax credit certificate may reflect a different tax type than the original tax credit certificate.

The transferee may use the amount of the tax credit for any tax year for which the original transferor
could have claimed the tax credit.  Any consideration received for the transfer of the tax credit certifi-
cate shall not be included in Iowa taxable income for individual income, corporation income or fran-
chise tax purposes.  Any consideration paid for the transfer of the tax credit certificate shall not be de-
ducted from Iowa taxable income for individual income, corporation income or franchise tax purposes.

This rule is intended to implement Iowa Code section 422.11J and chapter 476B.
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701—42.26(422,476C)  Renewable energy tax credit.  Effective for tax years beginning on or after
July 1, 2006, a purchaser or producer of renewable energy whose facility has been approved by the
Iowa utilities board may claim a renewable energy tax credit for qualified renewable energy against a
taxpayer’s Iowa individual income tax liability.  The administrative rules for the certification of eligi-
bility for the renewable energy tax credit for the Iowa utilities board may be found in rule
199—15.19(476C).

42.26(1) Application and review process for the renewable energy tax credit.  A producer or pur-
chaser of a renewable energy facility must be approved by the Iowa utilities board in order to qualify
for the renewable energy credit.  The eligible renewable energy facility can be a wind energy conver-
sion facility, biogas recovery facility, biomass conversion facility, methane gas recovery facility, solar
energy conversion facility or refuse conversion facility.  The facility must be located in Iowa and
placed in service on or after July 1, 2005, and before January 1, 2012.

The maximum amount of nameplate generating capacity of all wind energy conversion facilities
cannot exceed 180 megawatts of nameplate generating capacity.  The maximum amount of energy pro-
duction capacity for biogas recovery facilities, biomass conversion facilities, methane gas recovery
facilities, solar energy conversion facilities and refuse conversion facilities cannot exceed a combined
output of 20 megawatts of nameplate generating capacity and 167 billion British thermal units of heat
for a commercial purpose.  A facility that is not operational within 30 months after issuance of approval
from the utilities board will no longer be considered a qualified facility.  A producer of renewable ener-
gy, which is the person who owns the renewable energy facility, cannot own more than two eligible
renewable energy facilities.  A person that has an equity interest equal to or greater than 51 percent in an
eligible renewable energy facility cannot have an equity interest greater than 10 percent in any other
renewable energy facility.

A producer or purchaser of a renewable energy facility must apply to the utilities board for the re-
newable energy tax credit.  The application for the tax credit must be filed no later than 30 days after the
close of the tax year for which the credit is applied.  The information to be included in the application is
set forth in 199—subrule 15.21(1).

42.26(2) Computation of the credit.  The renewable energy tax credit equals 1½ cents per kilowatt-
hour of electricity, or 44 cents per 1000 standard cubic feet of hydrogen fuel, or $4.50 per 1 million
British thermal units of methane gas or other biogas used to generate electricity, or $4.50 per 1 million
British thermal units of heat for a commercial purpose generated by and purchased from an eligible
renewable energy facility during the tax year.  For the first tax year in which the credit is applied, the
kilowatt-hours, standard cubic feet or British thermal units generated by and purchased from the facili-
ty may exceed 12 months.

EXAMPLE:  A qualified wind energy production facility was placed in service on April 1, 2006, and
the taxpayer files on a calendar-year basis.  The first year for which the credit can be claimed is the year
ending December 31, 2007, since that is the first tax year that began on or after July 1, 2006.  The credit
for the 2007 tax year can include electricity generated and purchased between April 1, 2006, and De-
cember 31, 2007.

The credit is not allowed for any kilowatt-hours, standard cubic feet or British thermal units that are
purchased from an eligible facility by a related person.  Persons shall be treated as related to each other
if either person owns an 80 percent or more equity interest in the other person.
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The utilities board will notify the department of the number of kilowatt-hours, standard cubic feet or
British thermal units that are generated and purchased from an eligible facility during the tax year.  The
department will calculate the credit and issue a tax credit certificate to the purchaser or producer.  The
tax credit certificate will include the taxpayer’s name, address and federal identification number, the
tax type for which the credit will be claimed, the amount of the credit and the tax year for which the
credit may be claimed.  In addition, the tax credit certificate will include a place for the name and tax
identification number of a transferee and the amount of the tax credit certificate, as provided in subrule
42.26(3).  If the department refuses to issue the tax credit certificate, the taxpayer shall be notified in
writing and the taxpayer will have 60 days from the date of denial to file a protest in accordance with
rule 701—7.41(17A).  The department will not issue a tax credit certificate if the facility is not opera-
tional within 30 months after approval was given by the utilities board.  In addition, the department will
not issue a tax credit certificate to any person who received a wind energy production tax credit in ac-
cordance with Iowa Code chapter 476B.

If the taxpayer is a partnership, limited liability company, S corporation, or estate or trust requesting a
credit for individual or corporation income tax, the tax credit certificate will be issued to the partners,
members, shareholders or beneficiaries based on the partner’s, member’s, shareholder’s or beneficiary’s
pro-rata share of earnings of the partnership, limited liability company, S corporation, or estate or trust,
except when the taxpayer is eligible to receive renewable electricity production tax credits authorized
under Section 45 of the Internal Revenue Code.  In cases where the taxpayer is eligible to receive renew-
able electricity production tax credits under Section 45 of the Internal Revenue Code, the partnership,
limited liability company or S corporation may designate the amount of the tax credit to be allocated to
each partner, member or shareholder.  In addition, if a taxpayer is a partnership, limited liability company,
S corporation, or estate or trust that is eligible to receive renewable electricity production tax credits un-
der Section 45 of the Internal Revenue Code, the taxpayer may distribute the tax credit to an equity holder
or beneficiary as a liquidating distribution or portion thereof, of an equity holder’s interest in the partner-
ship, limited liability company or S corporation, or the beneficiary’s interest in the estate or trust.

The credit can be allowed for a ten-year period beginning on the date the qualified facility was origi-
nally placed in service.  For example, if a renewable energy facility was placed in service on April 1,
2006, the credit can be claimed for kilowatt-hours, standard cubic feet or British thermal units gener-
ated and purchased between April 1, 2006, and March 31, 2016.  Tax credit certificates cannot be is-
sued for renewable energy purchased after December 31, 2021.

To claim the tax credit, the taxpayer must attach the tax credit certificate to the tax return for the tax
period set forth on the certificate.  Any tax credit in excess of the tax liability may be carried forward for
seven years or until it is used, whichever is the earlier.

42.26(3) Transfer of the renewable energy tax credit certificate.  The renewable energy tax credit
certificate may be transferred once to any person or entity.  A decision between a producer and purchas-
er of renewable energy regarding who may claim the tax credit is not considered a transfer.

Within 30 days of transfer of the tax credit certificate, the transferee must submit the transferred tax
credit certificate to the department, along with a statement which contains the transferee’s name, ad-
dress and tax identification number and the amount of the tax credit being transferred.  Within 30 days
of receiving the transferred tax credit certificate and the statement from the transferee, the department
will issue a replacement tax credit certificate to the transferee. If the transferee is a partnership, limited
liability company, S corporation, or estate or trust claiming the credit for individual or corporation in-
come tax, the transferee shall provide a list of the partners, members, shareholders or beneficiaries and
information on how the renewable energy tax credit should be divided among the partners, members,
shareholders or beneficiaries.  The transferee shall also provide the tax identification numbers and ad-
dresses of the partners, members, shareholders or beneficiaries.  The replacement tax credit certificate
must contain the same information as that on the original tax credit certificate and must have the same
effective taxable year and the same expiration date as the original tax credit certificate.  The replace-
ment tax credit certificate may reflect a different tax type than the original tax credit certificate.
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The transferee may use the amount of the tax credit for any tax year for which the original transferor
could have claimed the tax credit.  Any consideration received for the transfer of the tax credit certifi-
cate shall not be included in Iowa taxable income for individual income, corporation income or fran-
chise tax purposes.  Any consideration paid for the transfer of the tax credit certificate shall not be de-
ducted from Iowa taxable income for individual income, corporation income or franchise tax purposes.

This rule is intended to implement Iowa Code section 422.11J and chapter 476C.

701—42.27(15)  High quality job cr eation program.  Effective for tax periods ending on or after July
1, 2005, a business which qualifies under the high quality job creation program is eligible to receive tax
credits.  The high quality job creation program replaces the new jobs and income program and the new
capital investment program.  An eligible business under the high quality job creation program must be
approved by the Iowa department of economic development and meet the qualifications of Iowa Code
Supplement section 15.329.  The administrative rules for the high quality job creation program for the
Iowa department of economic development may be found at 261—Chapter 68.

42.27(1) Research activities credit.  An eligible business approved under the high quality job cre-
ation program is eligible for an additional research activities credit as described in 701—subrule
52.7(4).

Research activities allowable for the Iowa research activities credit include expenses related to the
development and deployment of innovative renewable energy generation components manufactured
or assembled in Iowa; such expenses related to the development and deployment of innovative renew-
able energy generation components are not eligible for the federal credit for increasing research activi-
ties.  For purposes of this subrule, innovative renewable energy generation components do not include
components with more than 200 megawatts in installed effective nameplate capacity.  The research
activities credit related to renewable energy generation components under the high quality job creation
program and the enterprise zone program shall not exceed $1 million in the aggregate.

These expenses related to the development and deployment of innovative renewable energy gener-
ation components are applicable only to the additional research activities credit set forth in this subrule
and are not applicable to the research activities credit set forth in subrule 42.2(11), paragraphs “a”  and
“b.”  The research activities credit is subject to the threshold amounts of qualifying investment set
forth in Iowa department of economic development 261—subrule 68.4(7).

42.27(2) Investment tax credit.
a. General rule.  An eligible business can claim an investment tax credit equal to a percentage of

the new investment directly related to new jobs created by the location or expansion of an eligible busi-
ness.  The percentage is equal to the amount provided in Iowa department of economic development
261—subrule 68.4(7).  New investment directly related to new jobs created by the location or expan-
sion of an eligible business includes the following:

(1) The cost of machinery and equipment, as defined in Iowa Code section 427A.1(1), paragraphs
“e”  and “j,”  purchased for use in the operation of the eligible business.  The purchase price shall be
depreciated in accordance with generally accepted accounting principles.

(2) The purchase price of real property and any buildings and structures located on the real property.
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(3) The cost of improvements made to real property which is used in the operation of the eligible
business.

In addition, certain lease payments made by eligible businesses to a third-party developer will be
considered to be new investment for purposes of computing the investment tax credit.  The eligible
business shall enter into a lease agreement with the third-party developer for a minimum of five years.
The investment tax credit is based on the annual base rent paid to a third-party developer by the eligible
business for a period not to exceed ten years.  The total costs of the annual base rent payments for the
ten-year period cannot exceed the cost of the land and the third-party developer’s cost to build or reno-
vate the building used by the eligible business.  The annual base rent is defined as the total lease pay-
ment less taxes, insurance and operating and maintenance expenses.

The investment tax credit can be claimed in the tax year in which the qualifying assets are placed in
service.  The investment tax credit will be amortized over a five-year period.  Any credit in excess of the
tax liability for the tax period may be carried forward seven years or until used, whichever is the earlier.

EXAMPLE:  An eligible business which files tax returns on a calendar-year basis earned $100,000 of
investment tax credits for new investment made in 2006.  The business can claim $20,000 of invest-
ment tax credits for each of the years from 2006 through 2010.  The $20,000 of investment tax credit
that can be claimed in 2006 can be carried forward to the 2007-2013 tax years if the entire credit cannot
be claimed on the 2006 return.  Similarly, the $20,000 investment tax credit that can be claimed in 2007
can be carried forward to the 2008-2014 tax years if the entire credit cannot be claimed on the 2007
return.

If the business is a partnership, S corporation, limited liability company, cooperative organized un-
der Iowa Code chapter 501 and filing as a partnership for federal tax purposes, or estate or trust electing
to have the income taxed directly to an individual, an individual may claim the credit.  The amount of
the credit claimed by an individual must be based on the individual’s pro-rata share of the individual’s
earnings of the partnership, S corporation, limited liability company, cooperative organized under
Iowa Code chapter 501 and filing as a partnership for federal tax purposes, or estate or trust electing to
have the income taxed directly to an individual.

b. Investment tax credit—value-added agricultural products or biotechnology-related proc-
esses.  An eligible business whose project primarily involves the production of value-added agricultur-
al products or uses biotechnology-related processes may elect to receive a refund for all or a portion of
an unused investment tax credit.  An eligible business includes a cooperative described in Section 521
of the Internal Revenue Code whose project primarily involves the production of ethanol.

Eligible businesses that elect to receive a refund shall apply to the Iowa department of economic
development for tax credit certificates between May 1 and May 15 of each fiscal year.  Only those busi-
nesses that have completed projects before the May 1 filing date may apply for a tax credit certificate.
The Iowa department of economic development shall not issue tax credit certificates for more than $4
million during a fiscal year to eligible businesses for this program and the enterprise zone program
described in subrule 42.2(10).  If applications are received for more than $4 million, the applicants
shall receive certificates for a prorated amount.

The Iowa department of economic development shall issue tax credit certificates within a reason-
able period of time.  Tax credit certificates are valid for the tax year following project completion.  The
tax credit certificate must be attached to the tax return for the tax year during which the tax credit is
claimed.  The tax credit certificate shall not be transferred, except for a cooperative described in Sec-
tion 521 of the Internal Revenue Code whose project primarily involves the production of ethanol, as
provided in subrule 42.2(10).  For value-added agricultural projects involving ethanol, the cooperative
must submit a list of its members and the share of each member’s interest in the cooperative.  The Iowa
department of economic development shall issue a tax credit certificate to each member on the list.
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c. Repayment of benefits.  If an eligible business fails to maintain the requirements of the high
quality job creation program, the taxpayer may be required to repay all or a portion of the tax incentives
taken on Iowa returns.  Irrespective of the fact that the statute of limitations to assess the taxpayer for
repayment of the tax credits may have expired, the department may proceed to collect the tax incen-
tives forfeited by failure of the eligible business to maintain the requirements of the high quality job
creation program because it is a recovery of an incentive, rather than an adjustment to the taxpayer’s
tax liability.

An eligible business in the high quality job creation program may also be required to repay all or a
portion of the tax incentives received on Iowa returns if the eligible business experiences a layoff of
employees in Iowa or closes any of its facilities in Iowa.

If, within five years of purchase, the eligible business sells, disposes of, razes, or otherwise renders
unusable all or a part of the land, buildings, or other existing structures for which a tax credit was
claimed under this subrule, the income tax liability of the eligible business shall be increased by one of
the following amounts:

(1) One hundred percent of the investment tax credit claimed if the property ceases to be eligible
for the tax credit within one full year after being placed in service.

(2) Eighty percent of the investment tax credit claimed if the property ceases to be eligible for the
tax credit within two full years after being placed in service.

(3) Sixty percent of the investment tax credit claimed if the property ceases to be eligible for the
tax credit within three full years after being placed in service.

(4) Forty percent of the tax credit claimed if the property ceases to be eligible for the tax credit
within four full years after being placed in service.

(5) Twenty percent of the investment tax credit claimed if the property ceases to be eligible for the
tax credit within five full years after being placed in service.

42.27(3) Determination of tax credit amounts.  The amount of tax credit claimed under the high
quality job creation program shall be based on the number of high quality jobs created and the amount
of qualifying investment made as determined by the Iowa department of economic development.

a. If the high quality jobs have a starting wage, including benefits, equal to or greater than 130
percent of the average county wage but less than 160 percent of the average county wage, see Iowa
department of economic development 261—paragraph 68.4(7)“a”  for the amount of tax credits that
may be claimed.

b. If the high quality jobs have a starting wage, including benefits, equal to or greater than 160
percent of the average county wage, see Iowa department of economic development 261—paragraph
68.4(7)“b”  for the amount of tax credits that may be claimed.

c. An eligible business approved under the high quality job creation program is not eligible for
the wage-benefits tax credit set forth in rule 701—42.25(15H).

This rule is intended to implement Iowa Code Supplement chapter 15.

701—42.28(15E,422)  Economic development region revolving fund tax credit.  Effective for tax
years ending on or after July 1, 2005, a taxpayer who makes a contribution to an economic develop-
ment region revolving fund may claim a tax credit, subject to the availability of the credit.  The tax
credit is equal to 20 percent of a taxpayer’s contribution to the economic development region revolving
fund approved by the Iowa department of economic development.  The administrative rules for the
economic development region revolving fund tax credit for the Iowa department of economic develop-
ment may be found at 261—Chapter 32.

The total amount of economic development region revolving fund tax credits available shall not
exceed $2 million per fiscal year.  The tax credit shall not be carried back to a tax year prior to the year in
which the taxpayer redeems the credit.  The economic development region revolving fund tax credit is
not transferable to any other taxpayer.
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Any tax credit in excess of the tax liability for the tax year may be credited to the tax liability for the
following ten years or until used, whichever is the earlier.

If a taxpayer is a partnership, limited liability company, S corporation, or an estate or trust electing
to have the income taxed directly to the individual, an individual may claim the credit.  The amount
claimed by an individual must be based on the individual’s pro-rata share of the individual’s earnings
of the partnership, limited liability company, S corporation, or estate or trust.

This rule is intended to implement Iowa Code Supplement sections 15E.232 and 422.11K.

701—42.29(422)  Early childhood development tax credit.  Effective for tax years beginning on or
after January 1, 2006, taxpayers may claim a tax credit equal to 25 percent of the first $1,000 of ex-
penses paid to others for early childhood development for each dependent three to five years of age.
The credit is available only to taxpayers whose net income is less than $45,000.  If a taxpayer claims the
early childhood development tax credit, the taxpayer cannot claim the child and dependent care credit
described in rule 701—42.9(422).  The early childhood development tax credit is refundable to the
extent that the credit exceeds the taxpayer’s income tax liability.  For the tax year beginning in the 2006
calendar year only, amounts paid for early childhood development expenses in November and Decem-
ber of 2005 shall be considered paid in 2006 for purposes of computing the credit.

For married taxpayers who elect to file separately on a combined form or elect to file separate re-
turns for Iowa tax purposes, the combined income of the taxpayers must be less than $45,000 to be
eligible for the credit.  If the combined income is less than $45,000, the early childhood development
tax credit shall be prorated to each spouse in the proportion that each spouse’s respective net income
bears to the total combined income.

42.29(1) Expenses eligible for the credit.  The following expenses qualify for the early childhood
development tax credit, to the extent they are paid during the time period that a dependent is either
three, four or five years of age:

a. Expenses for services provided by a preschool, as defined in Iowa Code section 237A.1.  The
preschool may only provide services for periods of time not exceeding three hours per day.

b. Books that improve child development, including textbooks, music books, art books, teacher
editions and reading books.

c. Expenses paid for instructional materials required to be used in a child development or educa-
tional lesson activity.  These materials include, but are not limited to, paper, notebooks, pencils, and art
supplies.  In addition, software and toys which are directly and primarily used for educational or learn-
ing purposes are considered instructional materials.

d. Expenses paid for lesson plans and curricula.
e. Expenses paid for child development and educational activities outside the home.  These activ-

ities include, but are not limited to, drama, art, music and museum activities, including the entrance
fees for such activities.

42.29(2) Expenses not eligible for the credit.  The following expenses do not qualify for the early
childhood development tax credit:

a. Any expenses paid to a preschool once a dependent reaches the age of six.
b. Expenses relating to food, lodging, membership fees, or other nonacademic expenses relating

to child development and educational activities outside the home.
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c. Expenses related to services, materials, or activities for the teaching of religious tenets, doc-
trines, or worship, in cases where the purpose of the teaching is to inculcate the religious tenets, doc-
trines, or worship.

This rule is intended to implement Iowa Code section 422.12C as amended by 2005 Iowa Acts,
chapter 148, and as amended by 2006 Iowa Acts, House File 2794, sections 24 and 25.

701—42.30(422)  School tuition organization tax credit.  Effective for tax years beginning on or
after January 1, 2006, a school tuition organization tax credit is available which is equal to 65 percent of
the amount of the voluntary cash contributions made by a taxpayer to a school tuition organization.

42.30(1) Definitions.  The following definitions are applicable to this rule:
“Certified enrollment” means the enrollment at schools served by school tuition organizations as of

the third Friday of September of the appropriate year.
“Contribution” means a voluntary cash contribution to a school tuition organization that is not used

for the direct benefit of any dependent of the taxpayer or any other student designated by the taxpayer.
“Eligible student” means a student residing in Iowa who is a member of a household whose total

annual income during the calendar year prior to the school year in which the student receives a tuition
grant from a school tuition organization does not exceed an amount equal to three times the most re-
cently published federal poverty guidelines in the Federal Register by the United States Department of
Health and Human Services.

“Qualified school” means a nonpublic elementary or secondary school in Iowa which is accredited
under Iowa Code section 256.11 and adheres to the provisions of the federal Civil Rights Act of 1964
and Iowa Code chapter 216, and which is represented by only one school tuition organization.

“School tuition organization” means a charitable organization in Iowa that is exempt from federal
taxation under Section 501(c)(3) of the Internal Revenue Code and that does all of the following:

1. Allocates at least 90 percent of its annual revenue in tuition grants for children to allow them to
attend a qualified school of their parents’ choice.

2. Awards tuition grants only to children who reside in Iowa.
3. Provides tuition grants to students without limiting availability to students of only one school.
4. Provides tuition grants only to eligible students.
5. Prepares an annual financial statement certified by a public accounting firm.
“Tuition grant”  means a grant to a student to cover all or part of the student’s tuition at a qualified

school.
42.30(2) Initial registration.  In order for contributions to a school tuition organization to qualify

for the credit, the school tuition organization must initially register with the department.  The following
information must be provided with this initial registration:

a. Verification from the Internal Revenue Service that Section 501(c)(3) status was granted and
that the school tuition organization is exempt from federal income tax.

b. A list of all qualified schools that the school tuition organization serves.
c. The names and addresses of the seven members of the board of directors of the school tuition

organization.
Once the school tuition organization is registered with the department, it is not required to subse-

quently register unless there is a change in the qualified schools that the organization serves.  The
school tuition organization must notify the department by letter of any changes in the qualified schools
it serves.
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42.30(3) Participation forms.  Each qualified school that is served by a school tuition organization
must annually submit a participation form to the department by October 15.  The following informa-
tion must be provided with this participation form:

a. The certified enrollment of the qualified school as of the third Friday of September.
b. The name of the school tuition organization that represents the qualified school.
For the tax year beginning in the 2006 calendar year only, each qualified school served by a school

tuition organization must submit to the department a participation form postmarked on or before Au-
gust 1, 2006, which provides the certified enrollment as of the third Friday of September 2005, along
with the name of the school tuition organization that represents the qualified school.

42.30(4) Authorization to issue tax credit certificates.
a. By November 15 of each year, the department will authorize school tuition organizations to

issue tax credit certificates for the following tax year.  For the tax year beginning in the 2006 calendar
year only, the department, by September 1, 2006, will authorize school tuition organizations to issue
tax credit certificates for the 2006 calendar year only.  The total amount of tax credit certificates that
may be authorized is $2.5 million for the 2006 calendar year and $5.0 million for the 2007 and subse-
quent calendar years.

b. The amount of authorized tax credit certificates for each school tuition organization is deter-
mined by dividing the total amount of tax credit available by the total certified enrollment of all quali-
fied participating schools.  This result, which is the per-student tax credit, is then multiplied by the cer-
tified enrollment of each school tuition organization to determine the tax credit authorized to each
school tuition organization.

EXAMPLE:  For determining the authorized tax credits for the 2007 calendar year, if the certified en-
rollment of each qualified school in Iowa, as provided to the department by October 15, 2006, were
25,000, the per-student tax credit would be $200 ($5 million divided by 25,000).  If a school tuition
organization located in Scott County represents four qualified schools with a certified enrollment of
1,400 students, the school tuition organization would be authorized to issue $280,000 ($200 times
1,400) of tax credit certificates for the 2007 calendar year.  The department would notify this school
tuition organization by November 15, 2006, of the authorization to issue $280,000 of tax credit certifi-
cates for the 2007 calendar year.  This authorization would allow the school tuition organization to
solicit contributions totaling $430,769 ($280,000 divided by 65%) during the 2007 calendar year
which would be eligible for the tax credit.

42.30(5) Issuance of tax credit certificates.  The school tuition organization shall issue tax credit
certificates to each taxpayer who made a cash contribution to the school tuition organization.  The tax
credit certificate, which will be designed by the department, will contain the name, address and tax
identification number of the taxpayer, the amount and date that the contribution was made, the amount
of the credit, the tax year that the credit may be applied, the school tuition organization to which the
contribution was made, and the tax credit certificate number.

42.30(6) Claiming the tax credit.  The taxpayer must attach the tax credit certificate to the tax return
for which the credit is claimed.  Any credit in excess of the tax liability for the tax year may be credited
to the tax liability for the following five years or until used, whichever is the earlier.

a. The taxpayer may not claim an itemized deduction for charitable contributions for Iowa in-
come tax purposes for the amount of the contribution made to the school tuition organization.

b. Married taxpayers who file separate returns or file separately on a combined return must allo-
cate the school tuition organization tax credit to each spouse in the proportion that each spouse’s re-
spective net income bears to the total combined net income.  Nonresidents or part-year residents of
Iowa must determine the school tuition organization tax credit in the ratio of their Iowa source net in-
come to their total source net income.  In addition, if nonresidents or part-year residents of Iowa are
married and elect to file separate returns or to file separately on a combined return, the school tuition
organization tax credit must be allocated between the spouses in the ratio of each spouse’s Iowa source
net income to the combined Iowa source net income.
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42.30(7) Reporting requirements.  Each school tuition organization that issues tax credit certifi-
cates must report to the department, postmarked by January 12 of each tax year, the following informa-
tion:

a. The names and addresses of the seven members of the board of directors of the school tuition
organization, along with the name of the chairperson of the board.

b. The total number and dollar value of contributions received by the school tuition organization
for the previous tax year.

c. The total number and dollar value of tax credit certificates issued by the school tuition organ-
ization for the previous tax year.

d. A list of each taxpayer who received a tax credit certificate for the previous tax year, including
the amount of the contribution and the amount of tax credit issued to each taxpayer for the previous tax
year.  This list should also include the tax identification number of the taxpayer and the tax credit certif-
icate number for each certificate.

e. The total number of children utilizing tuition grants for the school year in progress as of Janu-
ary 12, along with the total dollar value of the tuition grants.

f. The name and address of each qualified school represented by the school tuition organization
at which tuition grants are being utilized for the school year in progress.

g. The number of tuition grant students and the total dollar value of tuition grants being utilized
for the school year in progress at each qualified school served by the school tuition organization.

This rule is intended to implement 2006 Iowa Acts, Senate File 2409, section 1.

701—42.31(422)  E-85 gasoline promotion tax credit.  Effective for tax years beginning on or after
January 1, 2006, a retail dealer of gasoline may claim an E-85 gasoline promotion tax credit.  “E-85
gasoline” means ethanol blended gasoline formulated with a minimum percentage of between 70 per-
cent and 85 percent of volume of ethanol, if the formulation meets the standards provided in Iowa Code
section 214A.2.  For purposes of this rule, tank wagon sales are considered retail sales.  The credit is
calculated on Form IA135.  The credit is calculated by multiplying the total number of E-85 gallons
sold by the retail dealer during the tax year by the following designated rates:

Calendar years 2006, 2007 and 2008 25 cents
Calendar years 2009 and 2010 20 cents
Calendar year 2011 10 cents
Calendar year 2012 9 cents
Calendar year 2013 8 cents
Calendar year 2014 7 cents
Calendar year 2015 6 cents
Calendar year 2016 5 cents
Calendar year 2017 4 cents
Calendar year 2018 3 cents
Calendar year 2019 2 cents
Calendar year 2020 1 cent
A taxpayer may claim the E-85 gasoline promotion tax credit even if the taxpayer also claims the

ethanol blended gasoline tax credit provided in rule 42.16(422) for the same tax year for the same etha-
nol gallons.

Any credit in excess of the taxpayer’s tax liability is refundable.  In lieu of claiming the refund, the
taxpayer may elect to have the overpayment credited to the tax liability for the following tax year.
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EXAMPLE:  A taxpayer operated one retail motor fuel site in 2006 and sold 200,000 gallons of gaso-
line, of which 160,000 gallons was ethanol blended gasoline.  Of these 160,000 gallons, 1,000 gallons
was E-85 gasoline.  Taxpayer may claim the E-85 gasoline promotion tax credit on the 1,000 gallons of
E-85 gasoline sold during 2006.  Taxpayer is also entitled to claim the ethanol blended gasoline tax
credit of two and one-half cents multiplied by 40,000 gallons, since this constitutes the gallons in ex-
cess of 60 percent of the total gasoline gallons sold for the 2006 tax year.

42.31(1) Fiscal year filers.  For taxpayers whose tax year is not on a calendar year basis, the taxpay-
er may compute the tax credit on the gallons of E-85 gasoline sold during the year using the designated
rates as shown above.  Because the tax credit is repealed on January 1, 2021, a taxpayer whose tax year
ends prior to December 31, 2020, may continue to claim the tax credit in the following tax year for any
E-85 gallons sold through December 31, 2020.  For a retail dealer whose tax year is not on a calendar
year basis and who did not claim the E-85 credit on the previous return, the dealer may claim the credit
for the current tax year for the period beginning on January 1 of the previous tax year until the last day
of the previous tax year.

See 701—subrule 52.30(1) for examples illustrating how this subrule is applied.
42.31(2) Allocation of credit to owners of a business entity.  If a taxpayer claiming the E-85 ethanol

promotion tax credit is a partnership, limited liability company, S corporation, or an estate or trust
electing to have the income taxed directly to the individual, an individual may claim the credit.  The
amount claimed by an individual must be based on the individual’s pro-rata share of the individual’s
earnings of the partnership, limited liability company, S corporation, or estate or trust.

This rule is intended to implement 2006 Iowa Acts, House File 2754, section 40.

701—42.32(422)  Biodiesel blended fuel tax credit.  Effective for tax years beginning on or after Jan-
uary 1, 2006, a retail dealer of biodiesel blended fuel may claim a biodiesel blended fuel tax credit.
“Biodiesel blended fuel” means a blend of biodiesel with petroleum-based diesel fuel which meets the
standards provided in Iowa Code section 214A.2.  The biodiesel blended fuel must be formulated with
a minimum percentage of 2 percent by volume of biodiesel, if the formulation meets the standards pro-
vided by section 214A.2, to qualify for the tax credit.  In addition, of the total gallons of diesel fuel sold
by the retail dealer, 50 percent or more must be biodiesel blended fuel to be eligible for the tax credit.

The tax credit equals three cents multiplied by the total number of biodiesel blended fuel gallons
sold by the taxpayer during the tax year.  For purposes of this rule, tank wagon sales are considered
retail sales.  The credit is calculated on Form IA8864.

Any credit in excess of the taxpayer’s tax liability is refundable.  In lieu of claiming the refund, the
taxpayer may elect to have the overpayment credited to the tax liability for the following tax year.

EXAMPLE:  A taxpayer operated four retail motor fuel sites during 2006 and sold a combined total at
all four sites of 100,000 gallons of diesel fuel, of which 55,000 gallons was biodiesel blended fuel con-
taining a minimum percentage of 2 percent by volume of biodiesel.  Because 50 percent or more of the
diesel fuel sold was biodiesel blended fuel, the taxpayer may claim the biodiesel blended fuel tax credit
totaling $1,650, which is 55,000 gallons multiplied by three cents.

EXAMPLE:  A taxpayer operated two retail motor fuel sites during 2006, and each site sold 40,000
gallons of diesel fuel.  One site sold 25,000 gallons of biodiesel blended fuel, and the other site sold
10,000 gallons of biodiesel blended fuel.  The taxpayer would not be eligible for the biodiesel blended
fuel tax credit because only 35,000 gallons of the total 80,000 gallons, or 43.75 percent of the total
diesel fuel gallons sold, was biodiesel blended fuel.  The 50 percent requirement is based on the aggre-
gate number of diesel fuel gallons sold by the taxpayer, and the fact that one retail motor fuel site met
the 50 percent requirement does not allow the taxpayer to claim the biodiesel blended fuel tax credit.
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42.32(1) Fiscal year filers.  For taxpayers whose tax year is not on a calendar year basis and whose
tax year ends before December 31, 2006, the taxpayer may compute the tax credit on the gallons of
biodiesel blended fuel sold during the period from January 1, 2006, through the end of the tax year,
provided that 50 percent of all diesel fuel sold during that period was biodiesel blended fuel.  Because
the tax credit is repealed on January 1, 2012, a taxpayer whose tax year ends prior to December 31,
2011, may continue to claim the tax credit in the following tax year for any biodiesel blended fuel sold
through December 31, 2011, provided that 50 percent of all diesel fuel sold during that period was bio-
diesel blended fuel.

See 701—subrule 52.31(1) for examples illustrating how this subrule is applied.
42.32(2) Allocation of credit to owners of a business entity.  If a taxpayer claiming the biodiesel

blended fuel tax credit is a partnership, limited liability company, S corporation, or an estate or trust
electing to have the income taxed directly to the individual, an individual may claim the credit.  The
amount claimed by an individual must be based on the individual’s pro-rata share of the individual’s
earnings of the partnership, limited liability company, S corporation, or estate or trust.

This rule is intended to implement 2006 Iowa Acts, House File 2754, section 41.

701—42.33(422)  Soy-based transformer fluid tax credit.  Effective for tax periods ending after
June 30, 2006, and beginning before January 1, 2008, an electric utility may claim a soy-based trans-
former fluid tax credit.  An electric utility, which is a public utility, city utility, or electric cooperative
which furnishes electricity, may claim a credit equal to the costs incurred during the tax year for the
purchase and replacement costs relating to the transition from using nonsoy-based transformer fluid to
using soy-based transformer fluid.

42.33(1) Eligibility requirements for the tax credit.  All of the following conditions must be met for
the electric utility to qualify for the soy-based transformer fluid tax credit.

a. The costs must be incurred after June 30, 2006, and before January 1, 2008.
b. The costs must be incurred in the first 18 months of the transition from using nonsoy-based

transformer fluid to using soy-based transformer fluid.
c. The soy-based transformer fluid must be dielectric fluid that contains at least 98 percent soy-

based products.
d. The costs of the purchase and replacement must not exceed $2 per gallon of soy-based trans-

former fluid used in the transition.
e. The number of gallons used in the transition must not exceed 20,000 gallons per electric utility,

and the total number of gallons eligible for the credit must not exceed 60,000 gallons in the aggregate.
f. The electric utility shall not deduct for Iowa income tax purposes the costs incurred in the tran-

sition to using soy-based transformer fluid which are deductible for federal income tax purposes.
42.33(2) Applying for the tax credit.  An electric utility must apply to the department for the soy-

based transformer fluid tax credit.  The application for the tax credit must be filed no later than 30 days
after the close of the tax year for which the credit is claimed.  The application must include the follow-
ing information:

a. A copy of the signed purchase agreement or other agreement to purchase soy-based transform-
er fluid.

b. The number of gallons of soy-based transformer fluid purchased during the tax year, along
with the cost per gallon of each purchase made during the tax year.

c. The name, address, and tax identification number of the electric utility.
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d. The type of tax for which the credit will be claimed, and the first year in which the credits will
be claimed.

e. If the application is filed by a partnership, limited liability company, S corporation, or estate or
trust requesting a credit for individual or corporation income tax, a list of the partners, members, share-
holders or beneficiaries of the entity.  This list shall include the name, address, tax identification num-
ber and pro-rata share of earnings from the entity for each of the partners, members, shareholders or
beneficiaries.

42.33(3) Claiming the tax credit.  After the application is reviewed, the department will issue a tax
credit certificate to the electric utility.  The tax credit certificate will include the taxpayer’s name, ad-
dress and federal identification number, the tax type for which the credit will be claimed, the amount of
the credit and the tax year for which the credit may be claimed.  Once the tax credit certificate is issued,
the credit may be claimed only against the type of tax reflected on the certificate.  If the department
refuses to issue the tax credit certificate, the taxpayer shall be notified in writing; and the taxpayer will
have 60 days from the date of denial to file a protest in accordance with rule 701—7.41(17A).

If the taxpayer is a partnership, limited liability company, S corporation, or estate or trust requesting
a credit for individual or corporation income tax, the tax credit certificate will be issued to the partners,
members, shareholders or beneficiaries based on the partner’s, member’s, shareholder’s or beneficia-
ry’s pro-rata share of earnings of the partnership, limited liability company, S corporation, or estate or
trust.

Any credit in excess of the taxpayer’s tax liability is refundable.  In lieu of claiming the refund, the
taxpayer may elect to have the overpayment credited to the tax liability for the following tax year.

This rule is intended to implement 2006 Iowa Acts, Senate File 2402.

701—42.34(175,422)  Agricultural assets transfer tax credit.  Effective for tax years beginning on
or after January 1, 2007, an owner of agricultural assets that rents assets to qualified beginning farmers
may claim an agricultural assets transfer tax credit for Iowa individual income tax.  The credit is equal
to 5 percent of the rental income received by the owner for cash rental agreements, and the credit is
equal to 15 percent of the rental income received by the owner for commodity share agreements.  The
administrative rules for the agricultural assets transfer tax credit for the Iowa agricultural development
authority may be found under 25—Chapter 6.

To qualify for the tax credit, an owner of agricultural assets must enter into a lease or rental  agree-
ment with a beginning farmer for a term of at least two years, but not more than five years.  Both the
owner of agricultural assets and the beginning farmer must meet certain qualifications set forth by the
Iowa agricultural development authority, and the beginning farmer must be eligible to receive financial
assistance under Iowa Code section 175.12.

The Iowa agricultural development authority will issue a tax credit certificate to the owner of agri-
cultural assets which will include the name, address and tax identification number of the owner, the
amount of the credit, and the tax period for which the credit may be applied.  To claim the tax credit, the
owner must attach the tax credit certificate to the tax return for the tax period set forth on the certificate.

Any credit in excess of the tax liability for the tax year may be credited to the tax liability for the
following five years or until used, whichever is the earlier.  The tax credit shall not be carried back to a
tax year prior to the year in which the owner redeems the credit.  The credit is not transferable to any
other person other than the taxpayer’s estate or trust upon the death of the taxpayer.

If an owner of agricultural assets is a partnership, limited liability company, S corporation, or an
estate or trust electing to have the income taxed directly to the individual, an individual may claim the
credit.  The amount claimed by an individual must be based on the individual’s pro-rata share of the
individual’s earnings of the partnership, limited liability company, S corporation, or estate or trust.
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The lease or rental agreement may be terminated by either the owner or the beginning farmer.  If the
agricultural development authority determines that the owner is not at fault for the termination, the
authority will not issue a tax credit certificate for subsequent years, but any prior tax credit certificates
issued will be allowed.  If the authority determines that the owner is at fault for the termination, any
prior tax credit certificates will be disallowed.  The amount of tax credits previously allowed will be
recaptured, and the owner will be required to repay the entire amount of tax credits previously claimed
on Iowa returns.

This rule is intended to implement Iowa Code sections 175.37 and 422.11M.

701—42.35(15,422)  Film qualified expenditure tax credit.  Effective for tax years beginning on or
after January 1, 2007, a film qualified expenditure tax credit is available for individual income tax.  The
tax credit is equal to 25 percent of the taxpayer’s qualified expenditures in a film, television, or video
project registered with the film office of the Iowa department of economic development (IDED).  The
administrative rules for the film qualified expenditure tax credit for IDED may be found at
261—Chapter 36.

42.35(1) Qualified expenditures.  A qualified expenditure is a payment to an Iowa resident or an
Iowa-based business for the sale, rental or furnishing of tangible personal property or services directly
related to the registered project.  The qualified expenditures include, but are not limited to, the follow-
ing:

1. Aircraft.
2. Vehicles.
3. Equipment.
4. Materials.
5. Supplies.
6. Accounting services.
7. Animals and animal care services.
8. Artistic and design services.
9. Graphics.
10. Construction.
11. Data and information services.
12. Delivery and pickup services.
13. Labor and personnel, excluding the director, producers, or cast members other than extras and

stand-ins.
14. Lighting services.
15. Makeup and hairdressing services.
16. Film.
17. Music.
18. Photography.
19. Sound.
20. Video and related services.
21. Printing.
22. Research.
23. Site fees and rental.
24. Travel related to Iowa distant locations.
25. Trash removal and cleanup.
26. Wardrobe.
A detailed list of all qualified expenditures for each of these categories is available on Form Z,

Schedule of Qualified Expenses, which is available from the film office of IDED.
IAC 10/24/07



Ch 42, p.62 Revenue[701] IAC 10/24/07

42.35(2) Claiming the tax credit.  Upon completion of the registered project in Iowa, the taxpayer
must submit to the film office a completed Form Z, Schedule of Qualified Expenses, listing the quali-
fied expenditures.  Upon verification of the qualified expenditures, IDED will issue a tax credit certifi-
cate to the taxpayer.  The certificate will list the taxpayer’s name, address, and tax identification num-
ber; the date of project completion; the amount of the credit; the tax period for which the credit may be
applied; and the type of tax for which the credit will be applied.

If the taxpayer is a partnership, limited liability company, S corporation, or estate or trust requesting
a credit for individual or corporation income tax, the tax credit certificate will be issued to the partners,
members, shareholders or beneficiaries based on each partner’s, member’s, shareholder’s or benefi-
ciary’s pro-rata share of earnings of the partnership, limited liability company, S corporation, or estate
or trust.

To claim the tax credit, the taxpayer must attach the tax credit certificate to the tax return for the tax
period set forth on the certificate.  Any tax credit in excess of the tax liability may be carried forward for
five years or until the tax credit is used, whichever is the earlier.  The tax credit cannot be carried back to
a tax year prior to the year in which the taxpayer claimed the tax credit.

42.35(3) Transfer of the film qualified expenditure tax credit.  The film qualified expenditure tax
credit may be transferred no more than two times to any person or entity.  In addition, a tax credit certifi-
cate of less than $1,000 shall not be transferable.

Within 90 days of transfer of the tax credit certificate, the transferee must submit the transferred tax
credit certificate to the department of revenue, along with a statement which contains the transferee’s
name, address and tax identification number and the amount of the tax credit being transferred.  Within
30 days of receiving the transferred tax credit certificate and the statement from the transferee, the de-
partment of revenue will issue a replacement tax credit certificate to the transferee.  If the transferee is a
partnership, limited liability company, S corporation, or estate or trust claiming the credit for individu-
al or corporation income tax, the transferee shall provide a list of the partners, members, shareholders
or beneficiaries and information on how the film qualified expenditure tax credit should be divided
among the partners, members, shareholders or beneficiaries.  The transferee shall also provide the tax
identification numbers and addresses of the partners, members, shareholders or beneficiaries.  The re-
placement tax credit certificate must contain the same information as that on the original tax credit cer-
tificate and must have the same effective taxable year as the original tax credit certificate.  The replace-
ment tax credit certificate may reflect a different tax type than the original tax credit certificate.

The transferee may use the amount of the tax credit for any tax year for which the original transferor
could have claimed the tax credit.  Any consideration received for the transfer of the tax credit certifi-
cate shall not be included in Iowa taxable income for individual income, corporation income or fran-
chise tax purposes.  Any consideration paid for the transfer of the tax credit certificate shall not be de-
ducted from Iowa taxable income for individual income, corporation income or franchise tax purposes.

This rule is intended to implement 2007 Iowa Acts, House File 892, sections 3 and 5.

701—42.36(15,422)  Film investment tax credit.  Effective for tax years beginning on or after Janu-
ary 1, 2007, a film investment tax credit is available for individual income tax.  The tax credit is equal to
25 percent of the taxpayer’s investment in a film, television, or video project registered with the film
office of the Iowa department of economic development (IDED).  The administrative rules for the film
investment tax credit for IDED may be found at 261—Chapter 36.
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42.36(1) Claiming the tax credit.  Upon completion of the project in Iowa and verification of the
investment in the project, IDED will issue a tax credit certificate to the taxpayer.  The certificate will list
the taxpayer’s name, address, and tax identification number; the date of project completion; the
amount of the credit; the tax period for which the credit may be applied; and the type of tax for which
the credit will be applied.

If the taxpayer is a partnership, limited liability company, S corporation, or estate or trust requesting
a credit for individual or corporation income tax, the tax credit certificate will be issued to the partners,
members, shareholders or beneficiaries based on each partner’s, member’s, shareholder’s or benefi-
ciary’s pro-rata share of earnings of the partnership, limited liability company, S corporation, or estate
or trust.

To claim the tax credit, the taxpayer must attach the tax credit certificate to the tax return for the tax
period set forth on the certificate.  Any tax credit in excess of the tax liability may be carried forward for
five years or until the tax credit is used, whichever is the earlier.  The tax credit cannot be carried back to
a tax year prior to the year in which the taxpayer claimed the tax credit.  In addition, a taxpayer cannot
claim the film investment tax credit for qualified expenditures for which the film expenditure tax credit
set forth in rule 701—42.35(15,422) is claimed.

The total of all film investment tax credits for a particular project cannot exceed 25 percent of the
qualified expenditures as set forth in subrule 42.35(1) for the particular project.  If the amount of invest-
ment exceeds the qualified expenditures, the tax credit will be allocated proportionately.  For example,
if three investors each invested $100,000 in a project but the qualified expenditures in Iowa only to-
taled $270,000, each investor would receive a tax credit based on a $90,000 investment amount.

42.36(2) Transfer of the film investment tax credit.  The film investment tax credit may be trans-
ferred no more than two times to any person or entity.  In addition, a tax credit certificate of less than
$1,000 shall not be transferable.

Within 90 days of transfer of the tax credit certificate, the transferee must submit the transferred tax
credit certificate to the department of revenue, along with a statement which contains the transferee’s
name, address and tax identification number and the amount of the tax credit being transferred.  Within
30 days of receiving the transferred tax credit certificate and the statement from the transferee, the de-
partment of revenue will issue a replacement tax credit certificate to the transferee.  If the transferee is a
partnership, limited liability company, S corporation, or estate or trust claiming the credit for individu-
al or corporation income tax, the transferee shall provide a list of the partners, members, shareholders
or beneficiaries and information on how the film investment tax credit should be divided among the
partners, members, shareholders or beneficiaries.  The transferee shall also provide the tax identifica-
tion numbers and addresses of the partners, members, shareholders or beneficiaries.  The replacement
tax credit certificate must contain the same information as that on the original tax credit certificate and
must have the same effective taxable year as the original tax credit certificate.  The replacement tax
credit certificate may reflect a different tax type than the original tax credit certificate.

The transferee may use the amount of the tax credit for any tax year for which the original transferor
could have claimed the tax credit.  Any consideration received for the transfer of the tax credit certifi-
cate shall not be included in Iowa taxable income for individual income, corporation income or fran-
chise tax purposes.  Any consideration paid for the transfer of the tax credit certificate shall not be de-
ducted from Iowa taxable income for individual income, corporation income or franchise tax purposes.

This rule is intended to implement 2007 Iowa Acts, House File 892, sections 3 and 6.
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