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SENATE FILE JSS'&

BY COMMITTEE ON SMALI BUSINESS
AND ECONOMIC DEVELOPMENT

FILED FER 15 1990

(SUCCESSOR TO SSB 2228)

Passed Senate, Date Passed House, Date

Vote: Ayes Nays . Vote: Ayes Nays
Approved

A BILL FOR

An Act providing a venture capital income tax credit, authorizing

expedited merit review for small issues under the state
securities law, and providing effective and applicability
dates.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:
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Section 1. NEW SECTION. 422.11C VINTURE CAPITAL CREDIT.

1. The taxes imposed under this division less credits
allowed under seciions 422.10, 422.11A, 422.118B, and 422.12,

shall be reduced by a venture capital credit.

th
o1}

2. The amocuni of the credit 1s equal to ten percent o

(o]

taxpayer ‘s investment during the tax year that the iaitia

jo]]
o}
i

offering of securities by a qualified business and see
venture capital fund is made.
3. The investment in a seed or venture capita: fund shall
be in one of the following:
a. Shares or other eguity interests.
b. A seed or venture capital fund registered under an
expedited registration by filing system for smail issuers in
which the commlssioner must object within a limited time or
the registration is effective.
4. A qualified business shall meet all of the folilowing
conditions: .
a. The business s a corporation that operates a value-
added business which may include, but is not limited %o,
manufacturing or transformation of goocds for salie or rent,
construction, transportation, tourism or recreation, or mining
or minerail development.
b. The shares are purcnased for money ccnsideration and
carry full voting righcs. |
c. The shares are soid in an offering registered under an
expedited registration system as defined in subsection 3,
paragraph "b".
5. 1If during the tax year, the investmenti or a portion of
the investment s disposed of prior to having been owned by
the taxpayver {or twe years, the tax under this division is
increased by the amount of the credit taken on the investiment
or porticon of the investment,
&. Pfny credit in excess of the tax liability for the tax
year may be credited to the tax liability for the fcllewing .

five years or until depleted, whichever is earlier.

_l._
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Sec. 2. Section 422,33, Code Supplement 1989, is amended
by adding the following new subsection:

NEW SUBSECTION. 8. The taxes imposed under this division
shall be reduced by a venture capital credit.

a. The amount of the credit is equal to ten percent of a
taxpayer's investment during the tax year in the initial
offering in new stock issues of common voting stock by a
gualified business and seed or venture capital fund.

b. The investment in a seed or venture capital fund shall
be in one of the following:

(1) Shares or other equity interests.

(2) A seed or venture capital fund registered under an
expedited registration by filing system for small issuers in
which the commissioner must object within a limited time or
the registration is effective.

c. A qualified business shall meet all of the following
conditions: v

(1) The business 1s a corporation that operates a value-
added business which may include, but is not limited to,
manufacturing or transformation of goods for sale or rent,
construction, transportation, tourism or recreation, or mining
or mineral development.

(2) The shares are purchased for money consideration and
carry full voting rights.

(3) The shares are sold in an offering registered under an
expedited registration system as defined in paragraph "b",
subparagraph (2). _

d. If during the tax year, the investment or a portion of
the investment is'disposed of prior to having been owned by
the taxpayer for two years, the tax under this division is
increased by the amount of the credit taken on the investment
or portion of the investment.

e. 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 depleted, whichever is earlier.

-2
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Sec. 3. NEW SECTION. 502.207A REGISTRATION BY FILING FOR
SMALL ISSUERS.
1. A security meezing the conditions set Zorzh in this

section may be registered by £iling as provided in thnis
section.

2, In order to register under this section, the issuer
must meet all of the following conditions:

a. The issuer must be a corporation or partnershnip
organized under the laws of one of the states or possessions
of the Urited States which engages in or proposes to engage in
a busiress other than petroleum exploration or production
mining or other extractive indusiries. .

b. The securities must be offered and sold only on behailf
of the issuer, and must not be used by any seiling security
holder to register securitiles for resale.

3. in order to register under thils section, ail of the
following conditions must be satisfied:

a. The offering price for common stock, the exercise price
if the securifies are options, warrants, cr righis for common

tock, or the conversion price if the securliies are

9]

convertible into common stock must be egual to or greater than
five dellars per share. The issuer must not spiit its common
stock, or declare a stock divicdend, for wo years after
effectiveness of the registration, except that in conneciion
with a subseguent registered public offering, the issuer may
upon application and consent of the administrator take such
action.

b. A commission, fee, or other remuneration saall not be
paid or given, directly or iadirectly, for the salie of the
securitlies, except for a payment to a broker-dealer or agent
registered under this chapter, or except for a payment as
permitted by the administrator by rule or by order issued upon
written application showing good cause for a.iowance of a
commission, fee, or other remuneration.

¢c. The isster or a broker-cdealer offering or selling the
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securities is not or would not be disgualified un
17 C.F.R. § 230.505 (2)(1i11), adopted under the f

Securities Act of 1933,

d. The aggregate offering price of the offering of
securities by the issuer within or outsicde this state must not
exceed one millieon dollars, less the aggregate offering price
for ail securities sold within twelve months before the start
of, and during the cffering of, the securities under rule 504,
17 C.F.R. § 230.584, in relliance on any exemption under
section 3(b) of the federa: Securities 2Act of 19233 or in
viclatlon of section 5(a) of that Act; grovided., that if rule
584, 17 C.F.R. § 230.504, acopted under the Securities Act

1233, is amended after t{he effzcilv

securitiss, unless the administvator ov zuls or order provides
for cdizclosure different from tnat rule.

f. The issuer must file wifnh the adminiscrator an
applicetion for registration and the ofifering decument oo be
usec in connec n er anc sale of sacurities,.

o
ust pay to the admiristiraicr & fee of one
the

fiiing fee set

e
wndred dollars and 1s not reguired Lo pay

S n 562,208, subsection Z.
n

ne zdéminisitrator issues 3
2

ter Lime p2rioq petween raglsitration

tion wilin an offering rec.
s

c
section, 2 parsch may de regi
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under section 502.3C1 by the £filing of an appilcation by the
1ssuer witn the administrator for the registration of the
person as an agent of the issuer and the paying of a fee of
ten dollars. Notwitnstanding any other provision of this
chapter, the registration of the agent shall be effective
until withdrawn by the 1ssuer or until the securities
registered pursuant to the reglstration statement have all
been sold, whichever occurs first. The reglstration of an
agent shall become effective when ordered by the administrator
or on the Eifth business day after the agent's application has
been filed with the administrator, whichever occurs first, and
the administrator shall not :impose further conditions upon the
registration of the agent. However, the administrator may
deny, revoke, suspend, or withdraw the registration of the
agent at any time as provided irn section 502.304,
Notwithstanding section 502.302, subsection 5, for the
purposes of registration of agents under this section, the
issuer and agent are not reguired to post bond. An agent
reglstered solely pursuant to this section is entitled o sell
only securities registered under this section.

6. This section is not applicable to any of the follecwing
issuers:

a. An investment company, including a mutual £und.

b. An issuer subiect to the reporting requirements of
section 13 or 15(d) of the federal Securities Exchange Act of
1934.

c. A direct participation program, unless otherwise
permitted by the administrator by rule or order for good
cause.

d. A blind pool or other offering for which the specific
business or properties cannot now be described, unless the
administrator determines that the blind pool is a community
development, seed, cr venture c¢apital fund for which the
administrator permits a waiver,

7. Notwithstanding ary other provision of this chapter,

-5-
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he administrator shall nc: deny effectiveness to or suspend

i

-

S
or revoke the effectiveness of a registration under :zihis

[

section on the basis of section 502.209,. subsection 1,
paragraph "h", ané the administrator shall not impose the
cenditions specified in section 502.208, subsection 8,
subsection 9, paragraph "b", or subsecticn 12, he
administrator may issue a stcp order pursuant to section
502.209 to filers under this section for any of the following
additional reasons:

a. The issuer's principal place of business is not in this
state.

b. At least fifty percent of the issuer's full-time
employees are not located in this state.

c. At least eighiy percent of the net proceeds of the
offering are net golng to be used in conneccion with the
cperaticns of the issuer in this state.

d. If the issuer is & seed or venture capitai fund, at

least f£ifty percart of the meneys received from the sele of
che securlties will not be used tc make seed cr ven:ture
capltail investments in this s:zate.

Sec. &. Section 502.611, Code 1989, is amended by adding
nnumbered paragrapgh:

u
PARAGRAPH. This chapoer mev be consirued

Secticn 2 of this Act takes effect July I, 1%3%L, arc
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applies to eligible lnvestments nade on of af:
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Sec. 7.
Section 1 of this Act is repealed January 1, 1593.

Sec. 8.

rn

this Act 1is repealed January 1, 1994.
EXPLANATION

Section 2 o©

Tnis biil provides an income tax credit for an investment
in new stock issues by qualified corporations and a qualified
seed or venture capital fund. The credit is 10 percent of the
taxpayer's investmen: and may be credited to the tax liability
of the following tax year.

A qualiified corporation and venture capital fund shall meet
several requirements in order to qualify for the tax credit.

The bill applies retroactively to tax years beginning on or

after January 1, 1990.

LSB 79658V 73
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Passed Senate, Date Passed House, Date
Vote: Ayes Nays Vote: Ayes Nays
Approved

A BILL FOR

An Act providing a venture capital income tax credit and
providing a retroactive applicability date.
BE IT ENACTZD BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:
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Section 1. NEW SECTION. 422.11C VENTURE CAPITAL TAX
CREDIT.

1. The taxes imposed under this division, less credits
allowed under sections 422.10, 422.11A, 422.11B, 422.12, and
422.128, srall be reduced by a venture capital tax credit

equal to ten percent of the taxpayer's investment in new stock

issues by a qualified corporation and a qualified seed or
venture capital fund. A credit in excess of the tax liability
for the tax year may be credited to the tax liability for the
following tax year.

2. To be a qualified corporation the following conditions
must be met:

a. The corporation must have its principal place of
business in this state.

b. The corpcration must generally operate a value-added
business which may include, but is not limited to,
manufacturing or transformation of goods for sale or rent,
construction, transportation, tourism or recreation, or mining
or mineral development.

c. The corporation's shares must be purchased for money
consideration and carry full voting rights.

d. The corporation's shares must be sold in an offering
registered under chapter 502, or sold pursuant to the uniform
limited offering exemption authorized or established by the
commissioner of insurance.

3. To be a qualified seed or venture capital fund the
following ccnditions must be met:

a. The investment must be in shares or other equity
interests.

b. The fund's principal place of business must be in this
scate.

c. Trhe fund must represent that not less than fifty
percent of the moneys received from the sale of shares or
equity interests will be used to make seed or venture capital

investments in busiresses in this state.
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4. In order for the amount of the investment to remain
eligible £f£cr the credit, the taxpayer must hold shares of the
same value for two compléte calendar years following the year
cf purchase. Shares originally purchased may be sold and
replaced with other eligible shares within the two years
following the year of purchase.

Sec. 2. Section 422.33, Code Supplement 1989, is amended
by adding the following new subsection: '

NEW SUBSECTION. 8. a. The taxes imposed under this
division shall be reduced by a venture capital tax credit
equal to ten percent of the corporation's investment in new

stock 1ssues by a qualified corporation and a qualified seed
or venture capital fund.

b. To be a qualified corporation the following cenditions
must be met:

(1) The corporation must have its principal place of
business in this state.

(2) The corporation must operate a value-added business
which may include, but is not limited to, manufacturing or
transformation cf goods for sale or rent, construction,
transportation, tourism or recreation, or mining or mineral
development.

(3) The shares must be purchased for money consideration
and carry full voting rights.

{4) The shares must be sold in an offering registered
under chapter 502, or sold pursuant to the uniform limited
cffering exemption as authorized or established by the
commissioner of insurarnce. _

c. To be a gualified seed or venture capital fund all of
the fcilowing conditions must be met:

(1) The investment must be in shares or other equit

interests.

{2) The fund's principal place of business must be in this
state.
(3) The fund must represent that not less than fifty

._2_




percent of the moneys received from the sale of shares or .
equity interests will be used to make seed or venture capital
investments 1n businesses in this state.

d. In order for the amount of the investment to remain
eligible for the credit, the taxpayer must hold shares of the
same value for two complete calendar years following the year
of purchase. Shares originally purchased may be sold and
replaced with other eligible shares within the two years
following the year of purchase.

sec. 3.

This Act applies retroactively to tax years beginning on or
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after January 1, 1990.
EXPLANATION
This bill provides an income tax credit for an investment
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in new stock issues by qualified corporations and a qualified
seed or venture capital fund. The credit is 10 percent of :the
taxpayer's investment and may be credited to the tax liability .
of the fcllowing tax year.

a qualified corporation and venture capital fund shall meet
several reqguirements 1n order to qualify for the tax credit.

The bill applies retroactively to tax years beginning on or

after January 1, 1990.
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