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An Act providing a seed capital inccme tax credit, auvuthorizing

expedited registration by filing for small issues under the

o
o

state securities law, arnd providing effective and

applicability dates. 5
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Section 1. NEW S=CTION. 422.11D SEED CAPITAL CREDIT.
1. The taxes impocsed under this division less credits
aliowed under sections 422.10, 422.11A, 422.118, and 422.12,

shall be reduced by a seed capital cred:it.

2. The amcunt of the credit is equal to ten percent of a
taxpayer's investment, during the tax year, in an initial
offering of securities by a qualified business or a qualified
seed capital fund.

3. A seed capitai fund, to be a qualified seed capital
tfund under this section, must meet all of the fcoilowing
conditlions:

a. The investment must be in shares or other equity
interests, which are purchased for money consideratnion and
carry voting rights.

b. The issue of shares or other equity interests must be
registered under an expedited registration by filing system as
provided in sectlon 502.207A.

c. Its capital base must be used tc make investments
exclusively in the types of businesses described in subsection
4, paragraph "a".

d. Its capvital base must be used to make gualified
investments according to the following schedule:

{l) Invest at least thirty percent of its capital base,
raised through investments for which tax credits were taken,
within three years of the fiscal vear in which tax cregits
were clalmed.

{2) Invest at least fifty percent cf its capital base,
raised through investments for which tax credits were taken,
within four years of the fiscal year in which ftax cred.ts were
claimed.

(3} Invest at least seventy percent of irs capital hase,
ralsed through investments for which tax credits were taken,
within five vears ¢f tne fiscal year in which tax credits were

claimed.
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e. More than twenty percent 2f the total funds raised
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which tax credits were ciaimed must not be invested 1n any one
juaiified business.

4. A business, to be a qualified business under this
section, must meet all of the follewing ccrditicns:

a. The business must be engaged in one or more of the
following activities:

(1) Interstate or intrastate commerce for the purpose of
manufacturing, processing, cr assembling procucts.

(2) Agricultural, fishery, or forestry precessing.

{3) Research and development of products and processes
associated with any of the activities enumerated in
subparagraph (1) or (2}).

b. The shares must be purchased for money consideration
and carry full voting rights.

c. The shares must be sold in an cifering registerec under
an expedited registration by filing system as provided in
section 502.207A.

5. If during the tax year, the investment : portion of
the investment is disposed of prior to having b i
the taxpayer for twc years, the tax under thisg
increased by the amount of the credit taken on
or portion of the investment.

6. Any credit in excess of the tax liability Ior the tax
year may be credited to the tax liability for the folliowing
five years or until depleted, whichever is earller.

7. An offering of securities by a seed capitail fund or
business which intends to apply for a tax credit under this
section must be for purposes of a bona fide offering te
unaffiliated and ncnrelated persons.

8. The director may cenduct an examipation of a seed

oy

capital fund or < termine If it has mer the

requliremenfs of thls section. he director may reguest and
n

requested shall recelve iie assistance of the administraior
chapter 502 to conduct zn exaninaticn 5f a seed capltal fund

ar o bhusiness.




9. The lilssuer must filie a copy of its annual report with .
the director and the administrator of chapter 502 for each of
the three years follewing the cffering.
10. A violation of this section is grounds for
decertification of a seed capital fund or business as a
qualified seed capital fund or a qualified business. A seed
capital fund or a business alleged to have violated this
section, or to be out of comp:iance with this sechicn, shall

be allowed a one hundred twenty day grace pericd to remedy the

—
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violation or to comply with this section. Decertification
shall cause the forfeiture of any right or interes:t to a tax
credit under this section and shall cause the total amcun:t of
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tax credit for all tax vears under this section tc be due and

o
oW

payable witnh income tax liability for the tax year when
decertification is effective.
Sec. 2, Section 422.33, Code Supplement 1989, is amended

by adding the following new subsection:

NEW SUBSECTION. 8. The taxes imposed under this divisicn

shali be reduced by a seed capital credit.

a. The amount of the credit 1is equal to ten percent of a
taxpayer's inves:tment, during the tax year, in an initial
offering cf securities by a qualified business or a qualified
seed capital fund.

b. A seed capital fund, to be a quaiified seed capitai
fund under this section, must meet all of the following
conditions:

(1) The investment must be in shares or other equity
interests, which are purchased for money consideration and
carry voting rights.

(2) The Issue of shares or other equity interests must be
reagistered under an expedited registration by filing system as
provided in section 502.207A,

(3) Its capital base must be used o make investments
exclusively in the types of businesses described in paragrapnh .

"c", subparagraph {(1).
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{4) Its capital base must be used tO make qualified
investments according te the foliowing schedule:

{a) Invest at least thirty percent of its capi:tal base,
raised through investments for which tax credits were taken,
within three years of the fiscal year in which tax credits
were claimed,

(b} 1Invest at least fifty percent of its capital base,
raised through investments for which tax credits were taken,
within four years of the fiscal year in which %tax credits were
claimed.

(c} Invest at least seventy percent of its capital base,
raised through investments for which tax credits were taken,
within five years of the fiscal year in which tax credits were
claimed.

{5) More than twenty percent of the total funds raised for
which tax credits were claimed must nct be invested in any one
qualifying busiress.

¢. A business, to be a qualified business under this
subsection, must meet all of the following conditions:

(1) The business must be engaged in ¢ne or more <f the
following activities:

{a) Interstate or 1intrastate commerce for the purpose ¢f
manufacturing, processing, or assembling products,

(b) Agricultural, fishery, or forestry processing.

(c} Research and develcpment of products and processes
associated with any of the activities enumerated in
subparagraph subdivision (a) or (b).

{2) The shares must be purchased for money consideration
and carry full voting rignts.

(3) The shares must be sold in an offering registerad
under an expedited registration by filing system as provided
in section 502.207A.

d. If during the tax year, the ilavestment or & portion of
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increased by the amount of the credit taken on the investiment
or pertion of the 1nvestment.

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 1is earllier.

f. An offering of securities by a seed capital fund or
business which intends to apply for a tax credit under this
subsection must be for purposes of a bona fide cffering te
unaffiliated ané nonrelated persons.

g. The director may conduct an exemination of a seed
capital fund or business to determine if it has me* the
requirements of this subsection. The director may reguest and
if requested shall receive the assistance of the administratoer
of chapter 502 tc ccnduct an examination of a seed capital
fund or business.

n. The issuer must file a copy of its annual repor:t with
the director and the administrator of chapter 502 for each of
the tnree years fcilowing the offering.

1. A violaticn of this subsection 1is grounds for
decertification of a seed capital fund or business as a
qualified seed capital fund or a qualified business. A seed
capital fund or a business alleged to have viciated this
subsection, or to be out of compliance with this subsection,
shall be allowed a one hundred twenty day grace pericd to
remedy the violation or to comply with this subsecticon.
Decertification shall cause the forfeiture of ary right or
interest to a tax credit under this subsection and shall cause
the total amount of tax credit for all fax years under tnis
subgection to be due and payable with income tax liability for
the tax year when decertification 1is effective.

Sec. 3. NEW SECTION. 502.207A EXPEDITED REGISTRATION BY
FILING FOR SMALI ISSUERS.

1. A security meeting the conditicns set forth in this

section may be registered by filing as provided 1in this

secticn.
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2. In order to register under this section, the 1issuer
must meet all of the following conditions:

a. The issuer must be a corporation or partinership
organized under the laws <f one of the states or poussessions
of the United States which engages in or propsoses to engage in
a business other than petroleum exploraticn or production
mining or other extractive industries.

b. The securities must be cffered and soid only on behalf
of the issuer, and must nct be usecé by any selling security
heolder to reglster securltles for resale.

3. In order to register under this secticn, all of the
foliowing condlitions must be satisfied:

a. The offering price for common stock, the exercise price
if the securities are options, warrants, or rights for commen
stock, or the conversion price if the securitiles are
convertible into common stock must be equal to or greater than
five doilars per share. The issuer must not split its common
stock, or declare a stock dividend, for two years after
effectiveness of the registration, except that in connection
with a subsequent registered public offering, the issuer may
upon applicaticon and consent of the administrator take such
action.

b. A commission, fee, cr cther remuneration sha.l nou oe

Q
Fh
cr
>
1

paid or given, directly or indirectly, for the sale

o~
o
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o

securities, except for a payment to a broker-dealer ¢
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 ailowance of a
commission, fee, Or other remuneration.

c. The isgsuer or a brgker—-dealer offering or s
securities is not or would not ne disgualifie
17 C.F.R. § 230.505 {2)(1ii1), adepted uncder che Ie
Securities Act of 1933.

d. The aggregate cffering price of the offering of

cutside Ltnls state must not

o
O
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securities by the lssyer withis
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exceed one million dollars, less the aggregate offering price
for all securities sclé within twelve months before the start
of, and during the offering of, the securities under rule 504,
i7 C.F.R. § 230.504, in reliance cn any exempticn under
section 3(b) of the federal Securities Act of 1933 or in
violation of section 5(a) of that Act; provided, that if rule
504, 17 C.F.R. § 230.504, adopted under the Securities Act of
1933, is amended after the effective date of this secticn, the
administrator may by rule increase the limit under this
paragraph to conform to that increased amount.

e. An offering document meeting the cdisclosure
requirements of rule 502{(b)(2), 17 C.F.R. § 230.502{(b)(2).,
adepted under the Securities Act of 1933, must be delivered to
each purchaser in the state pricr to the sale 2f the
securities, uniess the administrator by rule or order provides
for disclosure different from that rule,

f. The issuer must file with the administrator an
application for registration and the offering document to be
used :in connection with the offer and sale of securities.

g. The issuer must pay to the administrator a fee cf cne
hundred dollars and is not required to pay the filing fee set
forth in section 502,208, subsection 2.

4. Unless the administrator 1ssues a stop order denying
the effectiveness of the registration, as provided in section
5€2.209, the registration becomes effective con the fifth
business day after the registration has peen filed with the
administrator, or eariier if the administrator permits a
shorter time period between registration and effectiveness,

S. In connection with an offering registered under this
section, a perscn may be registered as an agent of tnhne Issyer
under section 502.301 by the f£iling of an appiication by the
issuer with the administrator for the registration of the
persorn as an agent of the Issuer and the paying 2f a fee of

ten deilars. Notwiths:tanding any other provision o

£
chapter, the registration of the agent shall be sffective




until withdrawn by the issuer or until the securities

registered pursuant to the registration statement have a

been sold, whichever occurs first. The regisvratli

[ SR EVR S

agent srall become effective when ordered by =h

or on the fifth business day atter the agent's

been fiied with the admiristrator, whichever occu

the adminilstrator shall nct impose further conditions

registration of the agent. However, the administrator
deny, revcke, suspend, or withdraw the registration of

agent at ary time as provided in section 502.304.

[

Notwithstanding section 502.302, subsection 5, for the

—
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purpcses of regilstration of agents under this section,
issuer and agent are not required to post bond. An agent
registered solely pursuant to this section is entitled
only securities registered under this section.

6. This section is nct applicable to any of the following
issuers:

a. An investment company, including a mucual fund.

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

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

d. A& biind pocl or other offering for which the specific
business or properties cannot now be described, unless the
administrator determines that the vlind pocl (s a comrunity
develiopnment, seed, or venture capital fund for which the
administrator permits a waiver.

7. Netwithstanding any other provision of =i

the administrator shail nct deny effectiveness
re

or revoke the effectiveness of a gistraction und
section on the basis of =section 502.20%, subzocric
paragraph "h", and %he administrator shall nos

condizions specified :n secticn 302.208, subsect:icn

_8_




subsection 9, paragraph "b", or subsection 12. The .
administrater may issue a stop order pursuant to secticn

502,209 to filers under this section for any of the following
additional reascns:

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

state.
b. At least fifty percent of the issuer's fulli-time

employees are nct located in this state.

Ao TN« “TENENG N« SRV B S PR N B

c. At least eighty percent of the net proceeds of the
oftering are not going to be used in connection with the
operations of the issuer in this state.

d. If the issuer is a seed or venture capital fund, at
least fifty percent of the mcneys received from the sale of
the securities will not be used to make seed or venture
capital investments in this state.

Sec. 4. NEW SECTION. 502.2078 LEGISLATIVE REVIEW AND
OVERSIGHT.

The director of revenue and finance and the administrator
of the securities bureau of the insurance division shall each
repcrt on ar annual basis tc the senate’s and hcuse of
representatives' committees on ways and means concerning
issuers usinrg the seed capital tax credit, as authorized tor
personal taxpayers by section 422.11D and for corporate
taxpayers by section 422.33, subsection 8, and the expedited
filing by registration system provided by section 502.207A.

Sec. 5. Section 502.61il1, Code 1989, is amended by adding
the following new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. This chapter may Dbe construed

and implemented to effectuate its general purpcse to protect
investors, and consistent with that purpose, tC enccurage
capital formaticn, job creation, and free and conmpetitive
securities markets and to minimize regulatcry burdens on
issuers and persons subject to this chapter, especially small
businesses.

Sec. 6.
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3, and S5 of this RAct, belng deemed of lmmediate

Sections 1,

[ I ol

Lmportance, take effect upon enactment.

3 Sec. 7.

4 Section 2 of this Act zaxes effect July 1, 1291, and

5 applies to eligible investiments made on or after that date.
6 Sec. 8.

7 Section 1 of this Act 1s repealed January i, 1993.

8 Sec. 9.

S Section 2 of this Act 1s repealed January I, 1994,

10 EXPLANATION
11 This bill provides an income tax credit for arn investment
12 1n new issues c¢f shares or equity interests by a qualiflied

13 corporation or a quatlified seed capital fund. The credit is

14 10 percent of the taxpayer's gualified investment and may be

15 credited to tne tax liabilities of the follcwing 5 tax years.

16 A gualified corporaticn or seed capital fund shall meet

] 17 several requirements 1n order to qualify for the tax credit.
. 18 The bill aiso authorizes an expedited registration by

| 19 €iling system for certain securities issues by gualified smalil

20 issuers.

21 The seed capital tax credit for perscnai income tax,

22 section 1 of the bill; the expedited registration by filing

23 for small issuers, section 3; and section 5 relating Lo

24 statutory construction of chapter 502, of the Iowa bliue sky

25 law, are made effective upon enactment by sechiion 6.

26 The seed capital tax credit for corpecrate filers authorized

27 by section 2 1s given a celaved effective date of July 1,

28 1991, by section 7, and is effective through January i, 1994,

29 when it is repealed by section 8.

10 Section 8 repeals section 1, the seed capital nax credit

31 for personal income tax fi.ers, effective January -, i993.
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SENATE FILE 2411

Amend Senate File 2411 as follows:

1. Page 1, line 3, by striking the word and
figure "and 422.12" and inserting the following:
"422.12, and 422.12B".

2. Page 1, line 4, by inserting after the word
"credit." the following: "An individual may claim the
seed capital credit allowed a partnership, subchapter
S corporation, or estate or trust electing to have the
income taxed directly to the individual. The amount
claimed by the individual shall be based upon the pro
rata share of the individual's earnings of a
partnership, subchapter S corporation, or estate or
trust."”

3. Page 2, by striking lines 26 through 2%, and
inserting the following:

"7. An lnvestment in securities cffered by a seed
capital fund or gualified business qualifies for a tax
credit only if the investmen:t is in an unaffiliiated
and nonrelated person, partnership, or corperation.

4. Page 5, by striking lines § througn 9, and
1nserting the fcllowing: .

"E. An lnvestment in securities offere

credit only 1f rhe investment is in an una

and nonrelatec person, partre:zship, or cor
5. By renumbering as necessary.

By ZLAINE SZYMONIAK

ILED MARCH 13, 3990

o g ez S




SENATE CLIP SHTET MARCH 21, 19990 Page 28

SENATE FILE 2411

FISCAL NOTE .

A fiscal note for Senate File 2411 is hereby submitted pursuant to Joint Rule
17. Data used in developing this fiscal note is available from the Legislative
Fiscal Bureau ro members of the Legislature upon request.

Senate File 241! provides inceme tax credits for investment in new issues of
shares or equity interests by qualified corporations or seed capital fund. The
credit is 10 percent of the taxpayer's investment and may be credited to the
tax liability of the following 5 tax years.

The Bill requires the Department of Revenue and Finance and the Department of
Commerce to report annually to the Ways and Means Committees of the Senate and
the House of Representatives concerning 1issuers using the seed capital tax
credit.

ASSUMPTIONS:

i. The maximum capital which could be absorbed into lowa's seed and venture
capital community weuld not exceed $100,000,000. The maximum fax revenue
loss would be 510,000,000.

2. The funds flowing into these programs under the incentive plan will j
funds not generally placed in the present lowa stream of acrive commerc

3. Funds flowing 1into these types of programs would probably turn over on a
multiplier of roughly 2.2.

FISCAL IMPACT:

The Depariment of Commerce anticipates that the Program would start having
positive revenue impact during or after FY 1994 due to increased economic
activity.

The Department of Revenue and Finance cannot determine the fiscal [mpact of
this, legislation. According to the Department, no specific estimates can be
provided because the leveis of participation and investment that would occur
cannct be determined.

Source: Department of Commerce, Insurance Divisicn.
Jepartment =f Revenue and Finance (LSB 84215V, KNM)
FILED MARCHE 20, 19990 BY DENNIS PROUTY, FISCAL DIRECTOR

@
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1L An Act providing a seed capital income tax credit, authorizing
2 expedited registration by filing for small issues under the

%’ 3 state securities law, and providing effective and

4 applicability dates.

5 BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:

6
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2. The amount of the credit is equal to ten oercant cf
q

O

taxpayer's investment, during the tax year, in an initial
offering of securities by a qualified business or a qualified
seed capital fund.

3. A seed capital fund, to be a qualified seed capital
fund under this secrion, mus:c meet ail of the fcllowing

conditicons:

;. fhe i1ssus of sharss Q¥ OLREI RQUILy 13I€res5TS WUST Of
regisceved under an expadiisd cegistration oty IilIng SysTEh as
providged in seccion S3Z4.407%.

£, Ius ©apinal hase nusL o2 vsed Lo make Lnvesomencs
excl Ve it ocne tvoas ol businesses described In sunsaciior
4, paragraph “a".

G. Its capgitel basz wust e used

investments according t©o ihe
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within three vears o r in whiech tax credits
were claimed.

(2} Invest at least fifty percent of its capital base,
raised through investments for whicn tax crecits were taken,

within four years of the fiscal year in which tax credits were
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claimed.

{(3) Invest at least seventy percent of its capital base,
raised through investments for which tax credits were taken,
within five years of the fiscal year in which tax credits were
claimed.

€. More than twenty percent of the total funds raised for

which tax credits were claimed must not be invested in any ong

qualified business.

4. A business, to be a qualified business under this
section, must meet all of the following conditions:

a. The business must be engaged in one or more of the
following activities:

{1) Interstate or lntrastate commerce for the purpocse of
manufacturing, processing, or assembling products.

{2) Agricultural, fishery, or forestry processing.

{3) Research and development of products and processes
associated with any of the activities enumerated in
subparagraph (1) or (2).

b. The shares must be purchased for money consideration
and carry full voting rights.

c. The shares must be sold in an offering registered under
an expedited registration by filing system as provided in
section 502.207A.

5. 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.

6. Any credit in excess of the tax liabillity for the tax
year may be credited to the tax liability for the f£ollowing
five years or until depleted, whichever 1s earlier.

7. An investment in securities offc-ed by a seed capital

T e i B ™ RN

fund or qualified business qualifies f:r a tax credit only if
ik

e

the investment is in an unaffiliate: and nonrelated person,

S

partnership, or corporation.
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8. The director may conduct an examination of a seed
capital fund or business to determine if it has met the
requirements of this section. The director may request and 1f
requested shall receive the assistance of the administrator of
chapter 502 to conduct an examination of a seed capital fund
or business.

9. The issuer must file a copy of its annual report with
the director and tne administrator of chapter 502 for each of
the three years following the offering.

10. A violation of this section is grounds for
decertification of a seed capital fund or business as a
qualified seed capital fund or a qualified business. A seed
capital fund or a business alleged to have violated thils
section, or to be out of compliance with this section, shall
be allowed a one hundred twenty day grace period to remedy the
violation or to comply with this section. Decertification
shall cause the forfeiture of any right or interest to a tax
credit under this section and shall cause the total amount of
tax credit for all tax years under this section to be due and
payable with income tax liability for the tax year when
decertification is effective.

Sec. 2. GSection 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 seed capital credit.

a. The amount of the credit is equal to ten percent of a
taxpayer's investment, during the tax year, in an initial
offering of securities by a qualified business or a qualified
seed capital fund.

b. A seed capital fund, to be a qualified seed capital
fund under this section, must meet all of the fcllowing
conditions:

(1) The investment must be in shares or other equity
interests, which are purchased for money consideration and

carry voting rights.
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(2) The issue of shares or other equity interests must be
registered under an expedited regiscration by filing system as
provided in section 502.207A.

(3) 1Its capital base must be used to make investments
exciusively in the types of businesses described in paragraph
"c", subparagraph (1).

(4) Its capital base must be used to make qualified
investments according to the following schedule:

{a) Invest at least thirty percent of its capital base,
raised through investments for which tax credits were taken,
within three years of the fiscal year in which tax credits
were claimed.

(b)) Invest at least fifty percent of its capital base,
raised through investments for which tax credits were taken,
within four years of the fiscal year in which tax credits were
claimed.

{c) Invest at lieast seventy percent of its capital base,
raised through i1nvestments for which tax credits were taken,
within five years of the fiscal year in which tax credits were

claimed.
(5) More than twenty percent of the total funds raised for

which tax credits were claimed must not be invested in any one
gualifying business.

c. A business, to be a qualified business under this
subsection, must meet ail of the following conditions:

{l) The business must be engaged in one or more of the
following activities:

{a) Interstate or intrastate commerce for the purpose of
manufacturing, processing, or assembling products.

(b} Agricultural, fishery, or forestry processiag.

(c) Research and development of products and processes
associated with any of the activities e-umerated in
subparagraph subdivision (&) or (b}.

{(2) The shares must be purchases .or money consideration

and carry full voting rights.
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(3) The shares must be sold in an offering registered
under an expedited registration by filing system as provided
in section 502.207A.

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 1liability for the tax
vear may be credited to the tax liability for the following
five years or until depleted, whichever is earlier.

£. An investment in securities offered by a seed capital

fund or qualified business qualifies for a tax credit only 1

the investment is in an unaffiliated and nonrelated person,

) M L " 2 T S e S, 2SRl Tl

partnership, or corporation.

g. The director may conduct an examination of a seed
capital fund or business to determine if it has met the
requirements of this subsection. The director may request and
if requested shall receive the assistance of the administrator
of chapter 502 to conduct an examination of a seed capitail
fund or business.

h. The issuer must file a copy of its annual report with
the director and the administratcr of chapter 502 for each of
the three years following the cffering.

i. A violation of this subsection is grounds for
decertification of a seed capital fund or business as a
qualified seed capital fund or a qualified business. A seed
capital fund or a business alleged to have violated this
subsection, or to be out of compliance with this subsection,
shall be allowed a one hundred twenty day grace pericd to
remedy the violation or to comply with this subsection.
Decertification shall cause the forfeiture of any right or
interest to a tax credit under this subsection and shall cause
the total amount of tax credit for all tax years under this

subsection to be due and payable with income tax liability for
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the tax year when decertification is effective.

Sec. 3. NEW SECTION. 502,207A EXPEDITED REGISTRATION BY
FILING FOR SMALL ISSUERS.

l. A security meeting the conditions set forth iIn this

section may be registered by filing as provided in this
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 partnership

H
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organized under the laws of one of the states or possessions

|
|

of the United States which engages in or proposes to engage in
a business other than petroleum exploration or production
mining or other extractive industries.

b. The securities must be offered and scld only on behaif
of the issuer, and must not be used by any selling security
holder to register securities for resale.

3. In order to register under this section, all of the
following conditions must be satisfied:-

a. The offering price for common stock, the exercise price

I o o o = R Y
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1f the securities are options, warrants, or rights for common

b
—

stock, or the conversion price 1f the securities are
convertible into common stock must be equal to or greater than

five dollars per share. The issuer must not split its common

[\ B S B S ]
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stock, or declare a stock dividend, for two years after

effectiveness of the registration, except that in c¢connection
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with a subsequent registered public offering, the issuer may
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upon application and consent of the administrator take such

action.
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b. A commission, fee, or other remuneration shall not be

[#%]
(w3

paid or given, directly or indirectly, for the sale of the
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securities, except for a payment to a broker-dealer or agent
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registered under this chapter, or excepr for a payment as

Gl
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permitted by the administrator by rule :r by order issued upon
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written application showing good cau. for ailowance of a

[#¥]
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commission, fee, or other remuneration.
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c. The issuer or a broker-dealer offering or selling the
securities is not or would not be disqualified under rule 505,
17 C.F.R. § 230.505 {(2){iii), adopted under the federal
Securities Act of 1933,

d. The aggregate offering price of the offering of
securities by the issuer within cor outside this state must not
exceed one million dcllars, iess the aggregate offering price
for all securities s0l1¢ witiain twelve months before the starc
of, and during the offering of, the securities under rule 504,
17 C.F.R. § 230.504, in reliance on any exemption under
section 3(b) of the federal Securities Act of 1933 or in
violation of section S(a) of that Act; provided, that if rule
504, 17 C.F.R. § 230.504, adopted under the Securities Act of
1933, 1s amended after the effective date of this section, the
administrator may by rule increase the limit under this
paragraph to conform to that increased amount,

e. An offering document meeting the disclosure
requirements of rule 502(b)(2), 17 C.F.R. § 230.502(b)(2),
adopted under the Securities Act of 1933, must be delivered to
each purchaser in the state prior to the sale of the
securities, unless the administrator by rule or order provides
for disclosure different from that rule.

f. The issuer must file with the administrator an
application for registrarion and the offering document to be
used in connection with the offer and sale of securities.

g. The issuer must pay tc the administrator a fee of one
nundred dollars and iz not required to pay the filing fee set
forth in section 502.208, subsection 2.

4. Unless the administrator issues a stop order denying
the effectiveness of the ragistration, as provided in sactien
502.208, the registration becomes effective on the £ifth
business day after the registration has been filed wita the
administrator, or earlier if the administrator permits a
shorter time period between registration and effectiveness.

5. In connection with an offering registered under this

-7~




section, a person may be registered as an agent of the issuer
under section 502.301 by the filing of an appliication by the
issuer with the administrator for the registrationrn of the
person as an agent of the issuer and the paying of a fee of
ten dollars. Notwithstanding any other provision of this
chapter, the registration of the agent shall be effective
until withdrawn by the issuer or until the securities
registered pursuant to the registration statement have all
been sold, whichever occurs first. The registration of an
agent shall become effective when ordered by the administrator
or on the fifth 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 registraticn of the
agent at any time as provided in 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 required to post bond. An agent
registered solely pursuant to this section is entitled to sell
only securities registered under this section.

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

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

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 ni the specific
business or properties cannot now be de.cribed, unless the

administrator determines that the blind pool is a community

development, seed, or venture capite fund for which the

administrator permits a waiver.

-8-
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7. Notwithstanding any other prcovicion of this chapter, .
the administrator shall not deny effectiveness to cor suspend

or revoke the effectiveness of a registration under this

section on the basis of section 502.209, subsection 1,

paragraph "h", and the administrator shall not impose the

conditions specified in section 502.208, subsection 8,

subsection 9, paragraph "b", or subsection 12. The

administrator may 1issue a stop order pursuaint Lo section

502.209 to filers under this section for any of the fcollowing
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additional reasons:

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

- o~
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state.
b. At least fifty percent of the issuer's full-time

(.
S W

employees are not located in this state.
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c. At least eighty percent of the net proceeds of the

[
h

offering are not going to be used in connection with the

—
~J

operations of the issuer in this state.
d. If the issuer is a seed or venture capital! fund, at .

ieast fifty percent of the moneys received from the sale of

-
o ow

the securities will not be used to make seed or venture

3% V)
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capital investments in this state.
Sec., 4., NEW SECTION. 502.207B LEGISLATIVC REVICW BND
OVERSIGHT.
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31 filing by registr n system provided by secticn 5C
8

atio
32 Sec. 5. Section 502.811, Ccde 1989, is amenced by adding

33 the folilowing new unnumbered paragraph:
34 NEW UNNUMBERZD PARAGRAPH. This chapter may be conscrua
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35 and implemented to effectuate its genera purpose to prot
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investors, and consistent with thaet purpose, to encourage
. capital formation, job creation, and free and competitive
securities markets and to minimize regulatory burdens on
issuers and persons subject to this chapter, especially small
businesses.

Sec. 6.

Sections 1, 3, and 5 of thils Act, being deemed of immediate
importance, take effect upon enactment.

Sec. 7.

Section 2 of this Act takes effect July 1, 1991, and

I appliss to eligiblis investments made on or after tnat date.

Sec. 8.
Section 1 of this Act is repealed January 1, 1993.
Sec. 9.
Section 2 of this Act is repealed January 1, 1894,

SE 2411
dw/cc/26
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Section 1. NEW SECTION, 422.11D SEED CAPITAL CREDIT.

1. The taxes imposed under this division less credits
alloweé under sections 422.10, 422.11A, 422.11B, and 422.12,
shall be reduced by a seed capital credit.

2. The amount of the credit is equal to ten percent of a
taxpayer's investment, during the tax year, in an initial

offering of securities by a qualified business or a qualified
seed capital fund.

3. A seed capital fund, to be a qualified seed capital
fund under this section, must meet all of the following
conditions:

a. The investment must be in shares or other equity
interests, which are purchased for money consideration and
carry voting rights.

b. The issue of shares or other equity interests must be
registered under an expedited registration by filing system as
provided in section 502.207A.

c. Its capital base must be used to make investments
exclusively in the types of businesses described in subsection
4, paragraph "a".

d. Its capital base must be used to make gqualified
investments according to the following schedule:

(1) Invest at least thirty percent of its capital base,
raised through investments for which tax credits were taken,
within three years of the fiscal year in which tax credits
were claimed.

(2) Invest at least fifty percent of its capital base,
raised through investments for which tax credits were taken,
within four years of the fiscal year in which tax credits were
claimed.

{(3) Invest at least seventy percent of its capital base,
ralsed through investments for which tax credits were taken,
within five years of the fiscal year in which tax credits were
claimed.

e. More than twenty percent of the total funds raised for

_1_
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which tax credits were claimed must not be invested in any one
qualified business.

4. A business, to be a qualified business under this
section, must meet all of the following conditions:

a. The business must be engaged in one or more of the
following activities:

{1) Interstate or intrastate commerce for the purpose of
manufacturing, processing, or assembling products.

{2) Agricultural, fishery, or forestry processing.

(3) Research and development of products and processes
associated with any of the activities enumerated in
subparagraph (1) or (2).

b. The shares must be purchased for money consideration
and carry full voting rights.

¢. The shares must be scold in an offering registered under
an expedited registration by filing system as provided in
section 502.207A.

5. 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 1is
increased by the amount of the credit taken on the investment
or portion of the investment.

6. 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.

7. An offering of securities by a seed capital fund or
business which intends to apply for a tax credit under this
section must be for purposes of a bona fide offering to
unaffiliated and nonrelated persons. _

8. The director may conduct an examination of a seed
capital fund or business to determine if it has met the
requirements of this section. The director may request and if
regquested shall receive the assistance of the administrator of
chapter 502 to conduct an examination of a seed capital fund
Oor business,
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9. The issuer must file a copy of its annual report with
the director and the administrator of chapter 502 for each of
the three years fbllowing the offering.

10. A violaﬁion of this section is grounds for
decertification of a seed capital fund or business as a
qualified seed capital fund or a qualified business. A seed
capital fund or a business alleged to have viclated this
section, or to be out of compliance with this section, shall
be allowed a one hundred twenty day grace period to remedy the
violation or to comply with this section. Decertification
shall cause the forfeiture of any right or interest to a tax
credit under this section and shall cause the total amount of
tax credit for all tax years under this section to be due and
payable with income tax liability for the tax year when
decertification is effective.

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 seed capital credit.

a. The amount of the credit is equal to ten percent of a
taxpayer's investment, during the tax year, in an initial
offering of securities by a qualified business or a qualified
seed capital fund.

b. A seed capital fund, to be a qualified seed capital
fund under this section, must meet all of the following

conditions:
(1) The investment must be in shares or other equity
interests, which are purchased for money consideration and

carry voting rights,

{2) The issue of shares or other equity interests must be
registered under an expedited registration by filing system as
provided in section 502.207A.

{3) 1Its capital base must be used to make investments
exclusively in the types of businesses described in paragraph

"¢", subparagraph (1).
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{4) Its capital base must be used to make gqualified
investments according to the following schedule:

(a) Invest at least thirty percent of its capital base,
raised through investments for which tax credits were taken,
within three years of the fiscal year in which tax credits
were claimed.

(b} Invest at least fifty percent of its capital base,
raised through investments for which tax credits were taken,
within four years of the fiscal year in which tax credits were
claimed.

(c) Invest at least seventy percent of its capital base,
raised through investments for which tax credits were taken,
within five years of the fiscal year in which tax credits were
claimed.

(5) More than twenty percent of the total funds raised for
which tax credits were claimed must not be invested in any one
qualifying business.

¢. A business, to be a qualified business under this
subsection, must meet all of the following conditions:

(1 The business must be engaged in one or more of the
following activities:

(a) Interstate or intrastate commerce for the purpose of
manufacturing, processing, or assembling products.

{(b) Agricultural, fishery, or forestry processing.

{c) Research and development of products and processes
associated with any of the activities enumerated in
subparagraph subdivision (a) or (b).

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

{3) The shares must be sold in an offering registered
under an expedited registration by filing system as provided
in section 502.207A. )

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

-4-
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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.

£. An offering of securities by a seed capital fund or
business which intends to apply for a tax credit under this
subsection must be for purposes of a bona fide offering to
unaffiliated and nonrelated persons.

g. The director may conduct an examination of a seed
capital fund or business to determine if it has met the
requirements of this subsection. The director may request and
if requested shall receive the assistance of the administrator
of chapter 502 to conduct an examination of a seed capital
fund or business,

h. The issuer must file a copy of its annual report with
the director and the administrator of chapter 502 for each of
the three years following the offering.

i. A vioclaticn of this subsection is grounds for
decertification of a seed capital fund or business as a
qualified seed capital fund or a qualified business. A seed
capital fund or a business alleged to have violated this
subsection, or to be out of compliance with this subsection,
shall be allowed a one hundred twenty day grace period to
remedy the violation or to comply with this subsecticn.
Decertification shall cause the forfeiture of any right or
interest to a tax credit under this subsection and shall cause
the total amount of tax credit for all tax years under this
subsection to be due and payable with income tax liability for
the tax year when decertification 1s effective.

Sec. 3. NEW SECTION. 502.207A EXPEDITED REGISTRATION BY
FILING FOR SMALL ISSUERS.

l. A security meeting the conditions set forth in this

section may be registered by filing as provided in this

section.

. Y
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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 partnership
organized under the laws of one of the states or possessions
of the United States which engages in or proposes to engage in
a business other than petroleum exploration or production
mining or other extractive industries.

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

3. In order to register under this section, all of the
following conditions must be satisfied:

a. The offering price for common stock, the exercise price
if the securities are options, warrants, or rights for common
stock, or the conversion price if the securities are
convertible into common stock must be equal to or greater than
five dollars per share. The issuer must not split its common
stock, or declare a stock dividend, for two years after
effectiveness of the registration, except that in connection
with a subsequent registered public offering, the issuer may
upon application and consent of the administrator take such
action.

b. A commission, fee, or other remuneration shall not be
paid or given, directly or indirectly, for the sale of the
securities, 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 allowance of a
commission, fee, or other remuneration.

¢. The issuer or a broker-dealer offering or selling the
securities is not or would not be disqualified under rule S05,
17 C.F.R, § 230.50% (2)(iii), adopted under the federal
Securities Act of 1933. _

d. The aggregate offering price of the offering of
securities by the issuer within or outside this state must not

_6_
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exceed one million dollars, less the aggregate offering price
for all securities sold within twelve months before the start
of, and during the offering of, the securities under rule 504,
17 C.F.R. § 230.504, in reliance on any exemption under
section 3(b) of the federal Securities Act of 1933 or in
viclation of section 5(a) of that Act; provided, that if rule
504, 17 C.F.R, § 230.504, adopted under the Securities Act of
1933, is amended after the effective date of this section, the
administrator may by rule increase the limit under this
paragraph to conform to that increased amount.

e. An offering document meeting the disclosure
requirements of rule 502(b)(2), 17 C.F.R. § 230.502(b){2),
adopted under the Securities Act of 1933, must be delivered to
each purchaser in the state prior to the sale of the
securities, unless the administrator by rule or order provides
for disclosure different from that rule.

f. The issuer must file with the administrator an
application for registration and the offering document toc be
used in connection with the offer and sale of securities.

g. The issuer must pay to the administrator a fee of one
hundred dollars and is not reguired to pay the filing fee set
forth in section 502.208, subsection 2.

4. Unless the administrator issues a stop order denying
the effectiveness of the registration, as provided in section
502.208, the registration becomes effective on the fifth
business day after the registration has been filed with the
administrator, or earlier if the administrator permits a
shorter time period between registration and effectiveness.

5. In connection with an offering registered under this
section, a person may be registered as an agent of the issuer
under section 502.301 by the filing of an application by the
issuer with the administrator for the registration of the
person as an agent of the issuer and the paying of a fee of
ten dollars. Notwithstanding any other provision of this
chapter, the registration of the agent shall be effective

-7




until withdrawn by the issuer or until the securities
registered pursuant to the registration statement have all
been sold, 'whichever occurs first. The registration of an
agent shall become effective when ordered by the administrator
or on the fifth 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 in section 502.304.
Notwithstanding section 502.302, subsection 5, for the
purposes of registration of agents under this section, the
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issuer and agent are not regquired to post bond. An agent
registered solely pursuant to this section is entitled to sell

ke
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only securities registered under this section.
6. This section is not applicable to any of the following

[
h

issuers:

a. An investment company, including a mutual fund.

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

€. 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, or venture capital fund for which the
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29 administrator permits a waiver.
30 7. Notwithstanding any other provision of this chapter,
31 the administrator shall not deny effectiveness to or suspend

L
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or revoke the effectiveness of a registration under this
section on the basis of section 502.209, subsection 1,
/I. 34 paragraph "h", and the administrator shall not impose the
) 35 conditions specified in section 502.208, subsection 8,
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subsection 9, paragraph "b", or subsecticn 12. The
administrator may issue a stop 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 eighty percent of the net proceeds of the
offering are not going to be used in connection with the
operations of the issuer in this state.

d. If the issuer is a seed or venture capital fund, at
least fifty percent of the moneys received from the sale of
the securities will not be used to make seed or venture
capital investments in this state,

Sec. 4, NEW SECTION. 502.207B LEGISLATIVE REVIEW AND
OVERSIGHT.

The director of revenue and finance and the administrator

of the securities bureau of the insurance division shall each

report on an annual basis to the senate's and house of
representatives' committees on ways and means concerning
issuers using the seed capital tax credit, as authorized for
personal taxpayers by section 422.11D and for corpeorate
taxpayers by section 422.33, subsection 8, and the expedited
filing by registration system provided by section 502.207Aa,

Sec. 5. Section 502.611, Code 1989, is amended by adding
the following new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. This chapter may be construed
and implemented to effectuate its general purpose to protect
investors, and consistent with that purpose, to encourage

capital formation, job creation, and free and competitive
securities markets and to minimize regulatory burdens on
issuers and persons subject to this chapter, especially small
businesses.,.

Sec. 6.
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Secticns 1, 3, and 5 of this Act, being deemed of immediate
importance, take effect upon enactment.

Sec. 7.

Section 2 of this Act takes effect July 1, 1991, and
applies to eligible investments made on or after that date.

Sec. 8.

Section 1 of this Act is repealed January 1, 1993.

Sec. 9.

Section 2 of this Act is repealed January 1, 199%4.

EXPLANATION

This bill provides an income tax credit for an investment
in new issues of shares or equity interests by a qualified
corporation or a qualified seed capital fund. The credit is
10 percent of the taxpayer's qualified investment and may be
credited to the tax liabilities of the following 5 tax years.

A qualified corporation or seed capital fund shall meet
several requirements in order to qualify for the tax credit.

The bill also authorizes an expedited registration by
filing system for certain securities issues by gualified small
issuers.

The seed capital tax credit for personal income tax,
section 1 of the bill; the expedited registration by filing
for small issuers, section 3; and section 5 relating to
statutory construction of chapter 502, of the Iowa blue sky
law, are made effective upon enactment by section 6.

The seed capital tax credit for corporate filers authorized
by section 2 is given a delayed effective date of July 1,
1991, by secticn 7, and is effective through January 1, 1994,
when it is repealed by section 9.

Section 8 repeals section 1, the seed capital tax credit
for personal income tax filers, effective January 1, 1993.

LSB 8421sC 73
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SENATE PILE 2411

AN ACT
PROVIDING A SEED CAPITAL INCOME TAX CREDIT, AUTRORIZING
EXPEDITED REGISTRATION BY FILING POR SHALL ISSUES UNDER THE
STATE SECURITIES LAW, AND PROVIDING EFPECTIVE AND APPLI-
CABILITY DATES,

BE IT EWACTED BY THE GENERAL ASSEMBLY OF THE STATE OF 10WA:

gection 1. NEW SECTION. 422.11D BSEED CAPITAL CREDIT.

1. The taxes lmposed undet this divislon less credlites
allowed under sectlons 422.10, 422.1)A, 422.118, 322.12, and
422.128, shall be reduced by a sead capltal credit. An
individual may clalm the seed capltal credit allowed a
pactnership, aubchapter 8 corporation, or estate or trust
electing to have the income taxed directly to the individual.
The amount claimed by the individual shall be based upon the
pro rata share of the individual's earnings of a partnership,
asubchapter 8 corporation, or estate or trust,

2. The amount of the credit is equal to ten percent of a

taxpayer's investment, during the tax year, in an initial
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offering of securities by a qualified business or a qualified
seed capital fund.

3. A sesd capital fund, to be a quallfied speed capital
fund under this section, wust meet all of the following
conditions:

a. The investment must be 1n shates or other equity
interests, which are purchased for money consideration and
carry voting rights.

b. The insue of shares or other equity interests must be
reglatered under an expedited reglatration by flling system as
ptovided in sectlon 502.207A.

¢. Its capltal base must be used to make investments
exclusively in the types of businesses described in subsecticon
4, paragraph "a".

d. Its capital base must be used to make qualified
investments according to the follewing schedule:

(1] Inveat at least thirty percent of its capltal base,
raised through investments for which tax credits were taken,
within three years of the Elscal year in which tax credits
were claimed.

(2) Invest at least fifty percent of ita capltal base,
raised through investments for which tax credits wvere taken,
within Four years of the flscal year in which tax credlts were
claimed,

{3) Invest at least seventy percent of lts capltal base,
raised through investments for which tax credits were taken,
within five years of the fiscal year in which tax credits were
claimed.

e. More than twenty percent of the total funds raised for
which tax credits were claimed must not be invested in any one
qualified business.

4. A buasiness, to be a qualified business under thls
section, must meet all of the following conditlona:

a. The business must be engaged 1n one or more of the
tollowing activities:
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{1) Interatate or intrastate commerce for the purpose of
manufacturing, processing, or assembling products.

{2} Agricultural, €ishery, or forestry processing.

{3} Research and develcopment of products and processes
associated with any of the actlvities enumerated in
subparagraph (1) or (2).

b. The shares must be purchased for money conslderatlon
and carry full voting rights.

¢. The sharea must be sold In an offering reglstered under
an expedited reglatration by filing system as provided in
gection 502.207A. '

S. IE during the tax year, the investment or a portlon of
the Inveastment s disposed of prlor to having been owned by
the taxpayer for two years, the tax under thie division is
increased by the amount of the credit taken on the investment
or portion of the investment.

6. Any credit In excess of the tax liabllity for the tax
year may be credlted to the tax llabllity for the following
flve years or until depleted, whichever is earlier.

7. An investment in securities offered by a seed capital
fund or qualified business qualifies for a tax credit conly if
the investment ls in an uynaffiliated and nonrelated person,
partnecrship, or corporation,

8. The director may conduct an examinatlon of a seed
capital fund or business to determine lf it has met the
requirements of this section. The director may request and i€
tequested shall receive the asslstance of the administrator of
chapter 502 to conduct an examination of a seed capital fund
or business.

9. The issuer must file a copy of its annual report with
the director and the administrator of chapter 502 for each of
the three years following the offering.

1¢. A violation of this section is grounds for
decertification of a seed capital fund or busineas as a
qualified seed capital fund or a qualified business, A seed
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capital fund or a business alleged to have viclated this
section, or to be out of compliance with this section, shall
be allowed a one hundred twenty day grace pericd to remedy the
violation or to comply with this aection. Dececrtification
shall cause the forfeiture cf any rlight or interest to a tax
credit under this section and ahall cause the total amount of
tax credit for all tax years under this section to be due and
payable with income tax llability for the tax year when
decertification is effectlve,

Sec. 2. Section 422.33, Code Supplement 1969, is amendad
by adding the following new subsectlon:

NEW SUBSECTION. O, The taxes imposed under this diviaion
shall be reduced by a seed capital credit.

a. The amount of the credit is equal to ten percent of a
taxpayer's lnvestment, durlng the tax year, in an inltlal
offering of securitles by a qualified business or a qualified
seed capital fund,

b, A seed capltal fund, to be a qualified seed capital
tund under thle section, wust meet all of the Eollowing
conditions:

{1) The investment must be ln shares or other equity
intereats, which are purchased for money conslderation and
carry voting rlghts.

{2) The lssue of sharea or other equity interests must be
registered under an expedited registratlon by fillng system as
provided in section 502.207A.

[3) Ite capital base must be used to make lnvestments
exclusively In the types of businesses described in paragraph
"¢", subparagraph (1).

(4) 1Its capital bage must be used to make qualified
investments according to the following achedule:

(a} 1nvest at least thirty pecrcent of its capital base,
raised through investments for which tax credits were taken,
within three years of the fiacal year in which tax credits
were claimed.
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(b) Invest at leant flfty percent of its capital base,
raised through investments for which tax credits were taken,
within four years of the fiscal year In which tax credita were
clalimed.

(¢) Invest at leaat seventy peccent of its capital base,
raised through i{nvestments for which tax credits were taken,
within five years of the fiscal year in whlch tax credits wete
claimed,

IS) More than twenty percent of the total funds rafised for
which tax credits were claimed must not be inveated in any one
qualifylng business.

c. A husiness, to be a qualified buslnens under this
subsection, must meet all of the following conditions:

(1) The business must be engaged in one or more of the
following activities:

[a) Interstate or intrastate cosmerce for the purpcose of
manufacturing, processing, or assembling products.

{b) Agricultural, tishery, or forestry processing.

{c) Research and development of products and processes
associated with any of the activitles enumerated in
subparagraph subdiviaion [a) or (b).

(2) The shacres must be purchased for money consideration
and carcy full voting rights.

(3} The shares must be scld in an offering registered
under an expedlted registration by flling system as provided
in section 502.207A.

d. 1If during the tax yeacr, the investment or a portion of
the investment is disposed of prloc tc having been cwned by
the taxpayer for two years, the tax under this dlvision ls
increased by the amount of the credit taken on the investment
or portion of the investment,

e. Any credit Ln excess of the tax liability for the tax
year may be credited to the tax liablllty for the following
five years or until depleted, whichever ls earlier.
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£. An inpvestment in securities coffered by a aeed capital
fund or qualified business qualifles for a tax credit only If
the investment is tn an unaffiliated and nonrelated person,
partnershlp, or corporation.

g. The director may conduct an examination of a seed
capital ftund or business to determine if it has oet the
requlrements of this subsection. The director may request and
if requested shall recelve the asaletance of the administrator
of chapter 502 to conduct an examination of a seed capital
fund or busineas.

h, The issuer must file a copy of its annual report with
the director and the adminlstrator of chapter 562 for each of
the three years following the cfferlng.

i. A violation of this subsection 18 grounds for
decertification of a seed capital fund or business as a
Qualified seed capital tund or a qualified businesa. A aeed
capital fund or a business alleged to have violated this
subgectlon, or to be out of compliance with this subsection,
shall be allowed a one hundred twenty day gcrace pericd to
remedy the viclation or to comply with this subsectlon.
Decertiflcatlon shall cause the forfeiture of any right or
interest to a tax credit under this subsection and shall cause
the total amount of tax credit for all tax years under this
subsection to be due and payable with income tax 1labllity for
the tax year when decertification is effective.

Sec. 3. NEW SECTION. S02.207A EXPEDITED REGISTRATION BY
FILING POR SMALL ISSUERS.

1. A securlty meeting the conditions set forth in this
section may be registered by flling as provided in this
gsectlon.

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

a. The issuer must be a corporation or partnership

organized under the laws of one of the states or possessions
of the United States which engages in or proposes to engage in
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a business other than petroleum exploration or production
minlng or other extractive industries.

b. The securltiea must be offered and sold only on behalf
of the lasuer, and muat not be used by any selling security
holder to register secutrltles for resale.

3, In order toc reglater under this section, all of the
following conditions must be satisfied:

a. The offering price Eor common stock, the exercise price
i1f the securities ate optlons, warrants, or rights for common
atock, or the converslon price {f the securitles are
convertible into common stock must be equal to or greater than
Five dollars per share. The issuer must not split lts common
etock, or declare s atock dividend, for two years after
effectiveness of the reglstration, except that in connectlon
with a subsequent registered public offering, the issuer may
upon application and consent of the administrator take such
action,

b. A commission, fee, or other remuneratlicn shall not be
paid or glven, directly or indlrectly, for the sale of the
securities, 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 lesued upon
written application showlng good cause tor allowance of a
commiagion, fee, or other remuneration.

¢. The issuer or a broker-dealer offering or selling the
securities is not or would not be disqualified under rule 505,
17 C.P.R. § 230.505 (2)(§ii), adopted under the federal
Securities Act of 1933.

d. The aggqregate offering price of the cffering of
securities by the iasuer within or cutslde this state must not
exceed one million dollare, less the aggregate offering price
for all securities sold within twelve months before the start
of, and during the offering of, the securltles under rule 504,
17 C.F.R. § 230.504, in reliance on any exemption under
secticn 3(b) of the federal Securities Act of 1933 or in
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violation of sectlon Sla} of that Act: provided, that if rule
504, 17 C.F.R. § 230.504, adopted under the Securities Act of
1933, i3 amended after the effective date of this section, the
administrator may by rule increase the llmit under this
paragraph to conform to that increased amount.

e. An offering document meeting the diaclosure
trequirements of rule 502{bj)(2), 17 C.F.R, § 230.502(b}(2),
adopted under the Securltles Act of 1933, must be delivered to
each purchaser in the state prior to the sale of the
securitles, unless the administrator by rule or order provides
for diasclosure different from that rule,

f. The lssuer must file wlth the adminlstrator an
applicatlon for registration and the offering document to be
used in connection with the offer and sale of securities.

g. The lssuer aust pay to the administrator a fee of one
hundred dollars and is not required to pay the filing Eee set
Eorth in gection $02.208, subsectlon 2.

4, Unless the adminiatrator issues a stop order denying
the effectiveness of the registration, as provided in sectlon
502.209, the registration becomes affective on the £Lfth
business day after the registration has been flled with the
administrator, or earlisr if the admlnistrator permits a
shorter time perlod between reglatratlion and effectiveness,

5. In connection with an offering registered under thla
section, a perscn may be registered as an agent of the lasuer
under section S02.301 by the Eiling of an application by the
issuer wlth the administrator for the registration of the
person as an agent of the lasuer and the paying of a fee of
ten dollars. Notwithstanding any other provision of this
chapter, the registration of the agent shall be effective
until withdrawn by the issuer or until the securities
registered pursuant to the reglatratlion statement have all
been s0ld, whichever occurs Eirat. The tregistration of an
agent shall become effective when ordered by the administrator
or on the fifth business day after the agent's application has
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been fliled with the administrator, vhichever cccurs first, and
the administrator shall not !mpose further condlticns upon the
reglstration of the agent. However, the adsinistrator may
deny, revoke, suspend, or withdraw the registration of the
agent at any time as provided in section 502,304.
Motwithatanding section $02.302, subsection 5, for the
purposes of registration of agents under this sectlon, the
issuer and agent are not reguired to post bond., An agent
reglistered solely pursuant to this section is entitled to sell
only securities registered under this section.

6. This sectlon 18 not applicable to any of the following
lasuezs:

a. An investment company, including a sutual fund.

b. An fssuer subject to the reporting requlirements of
section 13 or 15(4) of the fedoral Securlties Exchange Act of
1934,

¢. A direct participation program, unless othervise
permitted by the administrator by rule or crder for good
cause,

d. A blind pool or other olferlng for which the specific
business oc properties cannot now be described, unless the
adninistrator detaralnes that the blind pool is a community
development, seed, or venture capital fund for which the
adminiastrator permits a waiver.

7. MNotwithstanding any other provislon of this chapter,
the administcator shall not deny eftectiveness to or suspend
or revoke the effectiveness of a reglatration under this
section on the basia of section 502.209, subsectlon 1,
pacagraph "h", and the administrator shall not lmpoae the
conditions apeclifled In sectlon 502.208, subsection B,
subsection 9, paragraph *b®, or subsection 12. The
adminiatrator may issue a atop order pursuant to section
502.209 to fllers under this section for any of the following
additional reasons:

@
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a. The issuer's princlpal place of busliness is not in this
state.

b, At least Eifty percent of the lsauer's full-tlme
ewployees are not located in this state.

C. At least eighty percent of the net procood. of the
offering are not going to be used in connection with the
cperations of the lpsuer {n this state.

4. 1f the issuer is a seed or venture capital fund, at
least fifty parcent of the moneys received from the sale of
the securities wlll not bs used to make seed or venture
capital investaents in this state.

Sec., 4. NEW SECTION. 502.2078 LEGISLATIVE REVIEW AND
OVERSIGUT.

The director of revenue and finance and the adainlatrator
of the securitles bureau of the insurance division shall each
report on an annual basis to the senate's and house of
representatives' committees on ways and asans concerning
isguers using the seed capital tax credit, as suthorized for
personal taxpayers by section 422.110 and for corporate
taxpayers by section 422,33, subsection 8, and the expedited
filing by reglatration systes provided by sectlon S02.207A.

Sec. 5. Section 502.611, Code 1989, is amended by adding
the following new unnumbered . paragraph:

HEW UNNUMBERED PARAGRAPE. Thls chapter may be constcued
and leplemented to effectuate its Qeneral pucpose to protect

fnvestors, and consistent with that purpose, to encourage
capital formation, job creation, and Cree and cospetitive
gecuritiens mackets and to minimize regulatory burdens on
isguers and pergons subject to this chapter, especlally small
businesses.

Sec. 6.

Sections 1, 3, and 5 of this Act, belng deemed of lmmediate
leportance, take effect upon enacteent,

Sec. 7.
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Section 2 of this Act takes effect July 1, 1991, and .
applies to eligible investments made on or after that date.

Sec. 8.

Section 1 of this Act is repealed January 1, 1993.

Sec. 9.

Section 2 of this Act is repealed January 1, 1994.
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