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A Ziic FOR

An Act providing tor the certification of local seed capital

(S

poois, providing a local seed capital pool income tax credit,
and preoviding for a retroactive applicabiliicy date,

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF JOWA:

3%

L3
L=

R e . T ¥, T O

o

IS L e A = TV R
| S e B Vo B o S B B LS A N S
b3 &€

1
4%



L3

Sect.on L.

z Secticns 28.171 through 28.1756 are enacted as a new

3 division of chapter 28.

4 Sec. 2. NEW SECTION. 28,171 TITLE OF ACT.

5 This division is entitled the "Iowa Locai Seed Capital
5 Pools Act®,.

7 Sec. 3. NEW SECTION. 28.172 DEFINITIONS,

8 As used in thig division, unless the context otherwise
8 regquires:

10 i. "Department" means the Iowa department of economic

.1 develcpment.

L2 2. M"Iowa business" means any small business as defined in

L3 section 1%.102 and owned by an individual, partnership,

14 association, or corpeoration domiciled in Iowa, or any

15 corporation, even if a wholly owned subsidiary of a foreign

i6 corporation, that does business primarily in Iowa or does

17 substant:ially all of the business production in lowa. .
18 3. "Local seed capital pool" means a fund established to )
19 receive investments to provide funding for use by Iowa

20 businesses for one or more of the following purposes:

21 a. Development of a prototype procuct or prccess.

22 o. A market study to determine the feasibility of a new

23 product or process.

24 c. A business plan for the development and production cf a

25 new product or process.

26 Sec. 4. NEW SZCTION. 28.173 PURPCSE.

27 The purpose of the Iowa local seed capital pools Act (s to
28 assist in the formation of seed capltal funds for investment

29 in Iowa businesses.,

34 Sec. S.  NEW SEZCTION. 28,174 LCCAL SEED CAPITAL POOL --

3L REQUIREMINTS 7OR CERTIFICATION.

32 i. A locai seed capitar nool must be certified by the lowa

3% Cepartment of economic development in order to qualify for the

34 tax credit provisiens of secticn 422.11C and section 422.33, .
3% subsection 5Aa,
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2. The application for certification shall contain, as a

minimum, the following information:
a. The nagme of the applicant appiying for the certifica
o. The address of the applicant's principal office in the

c. The names and addresses of the applicant’'s direcrors,
cfficers, general partners, &r managing partners.

d. A certified copy of the certificate or articles of
incorporaticn, or a certified copy of the certificate of
formation of a partnership.

e. Documentation that the private capitalization of tfhe
pool is not less than two hundred thousand deollars.

f. The level of capitalization that the company expects
will qualify for a tax credit under section 422.1iC cr section
422.33, subsection 6A,

g. The source of money necessary to administer and cperate
the local seed capital pool.

Sec. 6. NEW SECTION. 286.175 LOCAL SEED CAPITAL POOL --
INVZSTMENT REQUIREMENTS.

A certified local seed capitai pool shall provide

[i]

1.
nding for Iowa businesses as defined in section 28.172 and

un
hall not provide funding for other businesses.

&

2. Public funds may be invested in a certified iccal seed

t

apital pool. However, & private investment of not less than
two dollars in the pool shall be made for each one do.liar of
public investment in the fund.
Sec. 7. NEW SECTION. 28.176 ANNUAL REVIEW.

1. The department shall review con an annual basis a lcca:i

seed capital pool for compliance with the provisions of this

-

cnapter and rules adopted tc implement this division.

2. Each iocail G capital pcel shall provide the
foilowing informaticn at the time of the annual review:

a. Tne name, address, and taxpayer identiflication number
0f each taxpaver who has invested in the pool and the amount

of the investment of each taxpayer.



L

L L

[ ¥Y]

Lt [N

o

-

. The name and Location of 2ach pusiness in which the
pocl has investecd and the amount &and the use of the
investment.

C. An estimate of the number of new 3obs createc oOr
retained in each business,

ec, 8. NEW SECTION. 422.1iC LOCAL SEED CAPITAL POOL TAX
CRZDIT.

Tne taxes impcsed under this division, less credits allowed
under sections 422.10, 422.11A, 422.118, and 422.12, shall be

reduced by & local seed capitai pool tax credit. A taxpayer

who ma<es a cash invesitment in a certified local seed capitail
poci, as ceclned 1n section 28.172, is entitled to a locai
seec capltal pool tax credl:t equal to twenty-five percent of
the taxpayer's cash investment in the local seed capital pocl
In the tax year the investment 1s macde. An individual may
claim the locai seed capital pool tax credit aliowed a
partnersnip, subchapter S corporaticn, or estate or trust
electing %o have the income taxed directly to the individual.

The amcunt claimed by the individual shall be based upon the

pro rata share of the individuali's earnings cf the
D,

partnershi subchapter § corporation, cr estate or trust.
Any credit 1n excess of the tax liability for the tax year may
be credited to the tax liability in subseguent years unti:
depleted.

Sec. 9. Section 422.33, Code Supplement 1989, is amended
oy adding the fcilowing new subsectiion:

NEW SUBSECTION. 6A. The taxes imposed under this division

shall be reduced by a local seed capital pool tax credit. A
taxpayer who makes a cash investment in a certified local seed
i in section 28.172, is entitied to a

tax credit equal to twenty-five

¢ casn investment in the local seed
capltai pocl in the tax year the investment is made. Any
cradit In excess of the tax liabiliity for the tax year may be

credited to tne tax liability in subsequent years until
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depieted.

Sec. 10.

Sections 8 and Y of this Act apply retrocactively for
years beginning on or after January 1, 1890.

EXPLANATION

The bill establishes a program for the certification of
Iowa iocal seed capital pools. The purpcose of the local seea
capital pool 1s to assist in the formation of seed capital
funds for investment in Iowa businesses. When a local seed
capitali pool is certified by the department of economic
cevelopment, investments in the pool qualify for certain tax
crecits. A pool must be reviewed on an annual basis To remain
certified. The bill requires a certified local seed capita:l
pcoli to provide funding only for Iowa businesses. Public
funds may be invested in a local seed capital pocl but a two
dollar private investment must be made for each dollar of
public investment in the fund.

The bill provides for a local seed capital pool income tax

credit. A taxpayer who makes a cash investment in a certified

iocal seed capital pool is entitled to a local seed capital

pcol tax credit equal to 25 percent of the taxpayer's cash
investment in the local seed capital pool in the tax year the
investment is made. Any credit in excess of the tax liability
for the tax year may pe credited to the fax liability :in
following years until depleted. The tax credit is applicable
retroactively for tax years beginning on or after January 1,
1990.
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SENATE FILE 2384
FISCAL NOTE

A fiscal note for Senate File 2384 is hereby submitted pursuant to Joint Rule
17. Data used in developing this fiscal note is available from the Legislative
Fiscal Bureau to members of che Legislature upon request.

Senate File 2384 establishes a Program to certify Iowa local seed capital pools
to assist in the formation of seed capital funds for investment in Iowa
businesses. After the Department of Economic Development has certified a local
seed capital pool, 1t will become eligible for certain tax credits. The seed
capital pools must be certified on an annual basis. Public funds may be
invested in a local seed capital pool but a.two dollar private investment must
be made for each dollar of public investment in the fund.

A taxpayer who makes an investment in such a capital pool will be entitled to
25 percent of the taxpayer's cash investment. The tax credit is applicable
retroactively for tax years beginning on or after January 1, 1990.

ASSUMPTIONS: ' FY 1991 FY 1992
Number of FTE positions needed. 0.5 1.00
meer of local seed capital pools established. 5 10
) Averape capitalization of each pool. $ 450,000 $ 450,000
Total amount of capital pools. $2,250,000 $4,500,000
Total amount of 50 private local invesrments. $1,500,000 .53,000,000
Total tax credits. $ 375,000 $ 750,000
Carry over reduction (1/3). $- 125,000 $- 250,000
Total tax credits. $ 250,000  § 500,000
Previous year carry over. $+ 125,000
Total carry over reduction (1/3). ;--;;;:;aa

NO new businesses or jobs occur as a result on this program in FY 1991.

New businesses and jobs may result in FY 1992 but the revenue from this
economic activity would not result until FY 1993,
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PAGE 2 , FISCAL NOTE, SENATE FILE 2384

_2_
FISCAL IMPACT:
Expenditure: FY 1991 FY 1992
Salaries & Support $ 30,000 $ 60,000
Tax Credit Loss to General Fund 250,000 625,000

Total $280,000 $685,000

(LSBu?BBSSVDeﬁUH&ment of Economic Development

FILED FEBRUARY 27, 1990 BY DENNIS PROUTY, FISCAL DIRECTOR




