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An Act relating to an alternative method of computing the
research activities credit for purposes of state income tax
and including a retroactive applicability date provision.
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Section 1. Section 15.335, Code Supplement 1999, is
amended to read as follows:

15.335 RESEARCH ACTIVITIES CREDIT.

1. An eligible business may claim a corporate tax credit
for increasing research activities in this state during the
period the eligible business is participating in the program.

a. The credit equals six-and-one-haif-percent-of-the
statels—apportioned-share-of-the-quatifying-expenditures-for
increasing-research-activitiess the sum of the following:

(1) Six and one-half percent of the excess of qualified
research expenses during the tax year over the base amount for

the tax year based upon the state's apportioned share of the

qualifying expenditures for increasing research activities.

(2) Six and one-half percent of the basic research
payments determined under section 41(e)(1)(A) of the Internal
Revenue Code during the tax year based upon the state's
apportioned share of the qualifying expenditures for
increasing research activities.

The state's apportioned share of the qualifying
expenditures for increasing research activities is a percent
equal to the ratio of qualified research expenditures in this
state to total qualified research expenditures.

b. In lieu of the credit amount computed in paragraph "a",
subparagraph (1), an eligible business may elect to compute

the credit amount for qualified research expenses incurred in
this state in a manner consistent with the alternative

incremental credit described in section 41(c)(4) of the

Internal Revenue Code. The taxpayer may make this election
regardless of the method used for the taxpayer's federal

income tax. The election made under this paragraph is for the

tax year and the taxpayer may use another or the same method
for any subsequent vear.

c. For purposes of the alternate credit computation method
in paragraph "b", the credit percentages applicable to
qualified research expenses described in clauses (i), (ii),
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i
and (iii) of section 41(c)(4)(A) of the Internal Revenue Code

are one and sixty-five hundredths percent, two and twenty

hundredths percent, and two and seventy—-five hundredths

percent, respectively.

2. The credit allowed in this section is in addition to
the credit authorized in section 422.33, subsection 5, and
section 422.10. However, if the alternative credit

computation method is used in section 422.33, subsection 5, or

section 422.10, the credit allowed in this section shall also

be computed using that method.

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

4. For purposes of this section, !quatifying-expenditures
for-increasing-research-activitiesi-means-the-quatifying
expenditures "base amount", "basic research payment", and

"qualified research expense" mean the same as defined for the

federal credit for increasing research activities whiech-wouid
be-attowabte under section 41 of the Internal Revenue Code in
effect-on-January-17-1999, except that for the alternative
incremental credit such amounts are for research conducted

within this state. For purposes of this section, "Internal

Revenue Code" means the Internal Revenue Code in effect on

January 1, 2000.

5. Any credit in excess of the tax liability for the
taxable year shall be refunded with interest computed under
section 422.25. In lieu of claiming a refund, a taxpayer may
elect to have the overpayment shown on its final, completed
return credited to the tax liability for the following year.
Sec. 2. Section 15A.9, subsection 8, Code Supplement 1999,

-2~




is amended to read as follows:

8. CORPORATE TAX RESEARCH CREDIT. A corporate tax credit
shall be available to the primary business or a supporting
business for increasing research activities in this state
within the zone.

a. The credit equals thirteen-percent-of-the-statels
apportioned-share-of-the-quatifying-expenditures—-£for
increasing-research-activitiess the sum of the following:
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[
o

expenses during the tax year over the base amount for the tax

=
=
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qualifying expenditures for increasing research activities.
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(2) Thirteen percent of the basic research payments
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determined under section 41(e)(l)(A) of the Internal Revenue
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share of the qualifying expenditures for increasing research
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=
[02]

The state's apportioned share of the qualifying

=
0

expenditures for increasing research activities is a percent

N
o
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b. In lieu of the credit amount computed in paragraph "a",
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within the zone in a manner consistent with the alternative
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Internal Revenue Code. The taxpayer may make this election
regardless of the method used for the taxpayer's federal
income tax. The election made under this paragraph is for the

N
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tax year and the taxpayer may use another or the same method

w
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for any subsequent year.
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c. For purposes of the alternate credit computation method
in paragraph "b", the credit percentages applicable to
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qualified research expenses described in clauses (i), (ii),
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and (iii) of section 41(c)(4)(A) of the Internal Revenue Code
are three and thirty hundredths percent, four and forty

hundredths percent, and five and fifty hundredths percent,

respectively.

d. Any credit in excess of the tax liability for the tax
year shall be refunded with interest computed under section
422.25,. 1In lieu of claiming a refund, the primary business or
a supporting business may elect to have the overpayment shown
on its final return credited to its tax liability for the
following tax year.

e. For the purposes of this seetion;-%quaitifying
expenditures—for-increasing-research-activities!-means-the
quatifying-expenditures subsection, "base amount", "basic

research payment", and "qualified research expense" mean the

same as defined for the federal credit for increasing research
activities which-wouitd-be-aiitowabie under section 41 of the
Internal Revenue Code in-effect-on-January-17-1999, except
that for the alternative incremental credit such amounts are

for research conducted within this state within the zone. For

purposes of this subsection, "Internal Revenue Code" means the

Internal Revenue Code in effect on January 1, 2000.

f. The credit authorized in this subsection is in lieu of
the credit authorized in section 422.33, subsection 5 and
section 422.10.

Sec. 3. Section 422,10, Code Supplement 1999, is amended
to read as follows:

422.10 RESEARCH ACTIVITIES CREDIT.

l. The taxes imposed under this division shall be reduced

by a state tax credit for increasing research activities in
this state.

a. For individuals, the credit equals six-and-one-haif
percent-of-the-statels-apportioned-share-of-the-quatifying

expenditures-for-increasing-research-activitiess the sum of

the following:

(1) Six and one-half percent of the excess of qualified

-4-
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research expenses during the tax year over the base amount for

the tax year based upon the state's apportioned share of the

qualifying expenditures for increasing research activities.
(2) Six and one-half percent of the basic research
payments determined under section 41(e)(1)(A) of the Internal

Revenue Code during the tax year based upon the state's

apportioned share of the qualifying expenditures for

increasing research activities.

The state's apportioned share of the qualifying
expenditures for increasing research activities is a percent
equal to the ratio of qualified research expenditures in this
state to total qualified research expenditures.

b. In lieu of the credit amount computed in paragraph "a",
subparagraph (1), a taxpayer may elect to compute the credit

amount for qualified research expenses incurred in this state

in a manner consistent with the alternative incremental credit

described in section 41(c)(4) of the Internal Revenue Code.

The taxpayer may make this election regardless of the method

used for the taxpayer's federal income tax. The election made

under this paragraph is for the tax year and the taxpayer may

use another or the same method for any subsequent year.

c. For purposes of the alternate credit computation method

in paraqraph "b", the credit percentages applicable to

qualified research expenses described in clauses (i), (ii),
and (iii) of section 41(c¢c)(4)(A) of the Internal Revenue Code
are one and sixty-five hundredths percent, two and twenty

hundredths percent, and two and seventy-five hundredths

percent, respectively.

2. For purposes of this section, an individual may claim a
research credit fer-qualifying-research-expenditures incurred
by a partnership, subehapter S corporation, limited liability
company, 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, subechapter S

-5-
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corporation, limited liability company, estate, or trust.

3. For purposes of this section, “quatifying-expenditures
for-increasing-research-activitiest-means-the-quatifying
expenditures "base amount", "basic research payment", and

"qualified research expense" mean the same as defined for the

federal credit for increasing research activities which-wouid
be-altowable under section 41 of the Internal Revenue Code in
effect-on-January-17;-1999, except that for the alternative

incremental credit such amounts are for research conducted

within this state. For purposes of this section, "Internal

Revenue Code" means the Internal Revenue Code in effect on
January 1, 2000.
4. Any credit in excess of the tax liability imposed by

section 422.5 less the credits allowed under sections 422.11a,
422,12, and 422.12B for the taxable year shall be refunded
with interest computed under section 422.25. 1In lieu of
claiming a refund, a taxpayer may elect to have the
overpayment shown on the taxpayer's final, completed return
credited to the tax liability for the following taxable year.

Sec. 4. Section 422.33, subsection 5, Code Supplement
1999, is amended to read as follows:

5S. a. The taxes imposed under this division shall be
reduced by a state tax credit for increasing research
activities in this state equal to six-and-one-haif-percent-of
the-statels-apportioned-share-of-the-quatifying-expenditures
for-increasing-research-activitiess the sum of the following:

(1) Six and one-half percent of the excess of qualified

research expenses during the tax year over the base amount for

the tax year based upon the state's apportioned share of the

gqualifying expenditures for increasing research activities.
(2) Six and one-half percent of the basic research

payments determined under section 41(e)(1)(A) of the Internal

Revenue Code during the tax year based upon the state's

apportioned share of the qualifying expenditures for

increasing research activities.




O 0 N o 1 b W N+

W W W W WwwNNDDND-RNDNDNDNDNDNNDHEHEFH KM RFR - - -
VB W N H O VW N O U WN H O VWSSO, W DN+ O

The state's apportioned share of the qualifying
expenditures for increasing research activities is a percent
equal to the ratio of qualified research expenditures in this
state to the total qualified research expenditures.

b. In lieu of the credit amount computed in paragraph "a",
subparagraph (1), a corporation may elect to compute the

credit amount for qualified research expenses incurred in this

state in a manner consistent with the alternative incremental
credit described in section 41(c)(4) of the Internal Revenue
Code. The taxpayer may make this election regardless of the
method used for the taxpayer's federal income tax. The

election made under this paragraph is for the tax year and the
taxpayer may use another or the same method for any subsequent
year.

c. For purposes of the alternate credit computation method
in paragraph "b", the credit percentages applicable to
qualified research expenses described in clauses (i), (ii),
and (iii) of section 41(c)(4)(A) of the Internal Revenue Code
are one and sixty-five hundredths percent, two and twenty
hundredths percent, and two and seventy-five hundredths
percent, respectively.

d. For purposes of this subsection, %quatifying
expenditures—-for-increasing-research-activities-means-the
qualtifying-expenditures "base amount", "basic research

payment", and "qualified research expense" mean the same as

defined for the federal credit for increasing research
activities which-woutd-be-atiowabie under section 41 of the
Internal Revenue Code in-effect-on-January-1;-1999, except
that for the alternative incremental credit such amounts are

for research conducted within this state. For purposes of

this subsection, "Internal Revenue Code" means the Internal
Revenue Code in effect on January 1, 2000.

€. Any credit in excess of the tax liability for the
taxable year shall be refunded with interest computed under
section 422.25. 1In lieu of claiming a refund, a taxpayer may
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elect to have the overpayment shown on its final, completed
return credited to the tax liability for the following taxable
year.

Sec. 5. APPLICABILITY DATE. This Act applies
retroactively to January 1, 2000, for tax years beginning on
or after that date.

EXPLANATION

This bill expands the research activities credit for income
tax purposes for businesses under the new jobs and income
program, the quality jobs enterprise zone program, the
incentives for building in enterprise zones, the individual
income tax, and corporate income tax. The expansion provides
for an alternative method of computing the tax credit based
upon the federal approach using an incremental computation
method for measuring increased research activities. This
alternative method is in lieu of a portion of Iowa's present
computation approach. Therefore, the present Iowa law is
rewritten in a manner that coincides with the computation
under the federal income tax credit. The federal approach has
three tiers under the incremented approach with a different
percentage for each tier. The bill uses the same percentages
for the three tiers which were used for federal income taxes
for tax years beginning before July 1, 1999.

The bill applies retroactively to January 1, 2000, for tax
years beginning on or after that date.
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Section 1. Section 15.335, Code Supplement 1996, is

amended to read as follows:

15.335 RESEARCH ACTIVITIES CREDIT.

l. An eligible business may claim a corporate tax credit
for increasing research activities in this state during the
period the eligible business is participating in the program.

a. The credit equals six-and-one-haif-percent-of-the
statels-upportioned-share-of-the-quatifying-expenditures—£or

tncressing-revearch-acttvitress the sum of the following:

(1) 5Six arnd onc-half percent of the excess of gualified

research expenscs during the tax year over the base amount for

the tax y-ac bascd upon the state’s apportioned share of the

qualifving expenditures for increasing research activities.

17)_Six_and one-aaif percent of the basic research

paymones determined under section 4i(e)(1){A; of the Internal

Revenue (ode during the tax year based upon the state's
reve! A Y

apport.cuned share ot the qualifying expenditures for ‘
increasing research activities. - -

Tie state’s apportioned share of the qualifying
expenditures for 1ncreasing research activities is a percent
equal to the ratio of qualified research expenditures in this
state to total qualified research expenditures.

b. In lieu of the credit amount computed in paragraph "a",

subparagraph (1), an eligible business may elcct to compute

the credit amount for gqualified research expenses incurred in

this state in a manner consistent with the alternative

incremental credit described in section 41(c)(4) of the

Internal Revenue Code. The taxpayer may make this election

regardless of the method used for the taxpayer's federal

income tax. The eilection made under this paragraph is for the

tax year and the taxpayer may use another or the same method

for any subsequent year.

~

¢. For purposes of the alternate credit computation me:hed

in paraqraph "b", the credit percentages applitable to

qualified research expenses described in clauses (i), (ii),

-1~
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and (i11) of section 41(c)(4)(A) of the Internal Revenue Code

are one and sixty-five hundredths percent, two and twenty

hundredths percent, and two and seventy-five hundredths

percent, respectively.

2. The credit allowed in this section is in addition to
he credit authorized in section 422.33, subsection 5, and
section 422.10. However, if the alternative credit

computation method is used in section 422.33, subsection 5, or

section 422.10, the credit allowed in this section shall also

be computed using that method.

\ 3. If the eligible business is a partnership, subchapter S
corporation, limited liability company, or estate or trust
electing to have the income taxed directly to the individual,
ah individual may claim the tax credit allowed. The amount
claimed by the individual shall be based upon the pro rata
share of the individual's earnings of the partnership,
sitbechapter S corporation, limited liability company, or estate
or trust.

4. For purposes of this section, “quatitfying-expenditures
for-increasing-research-activities!-means-the-quatifying

expendttures "base amount"”, "basic research payment", and

"qualified research expense" mean the same as defined for the

federal credit for increasing research activities which-wouid
be-attowabie under section 41 of the Internal Revenue Code in
effect-on-January-17-1999, except that for the alternative

incremental credit such amounts are for research conducted

within this state. For purposes of this section, "Internal

Revenue Code" means the Internal Revenue Code in effect on
January 1, 2000.
5. Any credit in excess of the tax liability for the

taxable year shall be refunded with interest computed under
section 422.25. 1In lieu of claiming a refund, a taxpayer may
elect to have the overpayment shown on its final, completed
return credited to the tax liability for the following year.
Sec. 2. Section 15A.9, subsection 8, Code Supplement 1999,

_2_ .
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is amended to read as follows: ‘

8. CORPORATE TAX RLSEARCH CREDIT. A corporate tax credit
shall be available to the primary business or a supporting
business for increasing research activities in this state
within the zone.

a. The credit equals thirteen-percent-of-the-statels
apportioned-share-of -the-quatrfyrng-expendrtures-for

tnereasing-research-activittess the sum of the following:

(1) Thirteen percent of the excess of qualified research

expenses during the tax year over the base amount for the tax

year based upon the state's apportioned share of the

qualitying expenditures for increasing research activities.,

(?2) Thirteen percent of the basic _researco payments

determined under section 41(e)(1){A) of the Internal Revenue

Code during the tax year based upon the state's appcrtioned

share of the quaiifying expenditures for increasing research

activities, ‘

The state's apportioned share of the qualifying
expenditures for increasing research activities is a percent
equal to the ratio of qualified research expenditures in this
state within the zone to total qualified research
expenditures.

b. In lieu of the credit amount computed in paragraph "a",

subparagraph (1), a business may elect to compute the credit

» amount for qualified research expenses incurred in this state

witbin the zoane 1n a manner consistent with the alternative

incremental credit described in section 41(c)(4) of the

Interrial Revenue Code. The taxpayer may make this election
regardless of the method used for the taxpayer's federal

income tax. The election made under this paragraph is for the

tax year and the taxpayer may use another or the same method
for any subsequent vyear.

1n _paragraph "b", the credit percentages applicable to

€. For purposes of the alternate credit computation metho‘

qualified research expenses described in clauses (1), (i1},

-3-
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rand (iii) of section 41(c)(4)(AR) of the Internal Revenue Code
are three and thirty hundredths percent, four and forty

hundredths percent, and five and fifty hundredths percent,

respectively.

d. Any credit in excess of the tax liability for the tax
year shall be refunded with interest computed under section
422.25. 1In lieu of claiming a refund, the primary business or
a supporting business may elect to have the overpayment shown
on its final return credited to its tax liability for the
following tax year.

e. For the purposes of this section;-quatifying
expenditures—for-itnereasing-research-activities-means-the
gquatifying-expenditures subsection, "base amount", "basic

research payment", and "qualified research expense" mean the

same as defined for the federal credit for increasing research
activities which-woultd-be-atiowabite under section 41 of the
Internal Revenue Code in-effect-on-danuary-17-1999, except
that for the alternative incremental credit such amounts are

for research conducted within this state within the zone. For

purposes of this subsection, "Internal Revenue Code" means the

Internal Revenue Code in effect on January 1, 2000.

f. The credit authorized in this subsection is in lieu of
the credit authorized in section 422.33, subsection 5 and
section 422.10.

Sec. 3. Section 422.10, Code Supplement 1999, is amended

to read as follows:

422.10 RESEARCH ACTIVITIES CREDIT.

l. The taxes imposed under this division shall be reduced
by a state tax credit for increasing research activities in
this state.

a. For individuals, the credit equals six-and-one-hatf
percent-of-the-statels-apportioned-share-of-the-quatifying

expenditures-for-increasing-research-activitiess the sum of

the following:

(1) Six and one-half percent of the excess of qualified

-~4-
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research expenses during the tax year over the base amount for '

the tax year based upon the state's apportioned share of the

qualifying expenditures for increasing research activities.

(2) Six and one-half percent of the basic research

payments determined under section 41(e)(1l)(A) of the Internal

Revenue Code during the tax year based upon the state's

apportioned share of the qualifying expenditures for

increasing research activities.

The state's apportioned share of the qualifying
expenditures for increasing research activities is a percent
equal to the ratio of qualified research expenditures in this
state to total qualified research expenditures.

b. In lieu of the credit amount computed in paragraph "a",

subparagraph (1), a taxpayer may elect to compute the credit

amount for qualified research expenses incurred in this state

in a manner consistent with the alternative incremental credit

described in section 41(c)(4) of the Internal Revenue Code.

The taxpayer may make this election regardless of the method

used for the taxpayer's federal income tax. The election made

under this paragraph is for the tax year and the taxpayer may

use another or the same method for any subsequent year.

c. For purposes of the alternate credit computation method

in paragraph "b", the credit percentages applicable to

qualified research expenses described in clauses (i), (ii),
and (iii) of section 41(c)(4)(A) of the Internal Revenue Code
are one and sixty-five hundredths percent, two and twenty

hundredths percent, and two and seventy-five hundredths

percent, respectively.

2. For purposes of this section, an individual may claim a
research credit for-quatifying-research-expenditures incurred

by a partnership, subchapter S corporation, limited liability

company, 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, subechapter S

_5._
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corporation, limited liability company, estate, or trust.

| 3. For purposes of this section, “quatifying-expend+tures
for-itnereasing-research-activities-means-the-quatifying

expenditures "base amount", "basic research payment", and

"qualified research expense" mean the same as defined for the

federal credit for increasing research activities whrek-weutd
be-attowabte under section 41 of the Internal Revenue Code tn

effect-on-January-17-1999, except that for the alternative

incremental credit such amounts are for research conducted

within this state. For purposes of this section, "Internal

Revenue Code" means the Internal Revenue Code in effect on

January 1, 2000.

4. Any credit in excess of the tax liability imposed by
section 422.5 less the credits allowed under sections 422.11A,
422.12, and 422.12B for the taxable year shall be refunded

> with interest computed under section 422.25. 1In lieu of

claiming a refund, a taxpayer may elect to have the
overpayment shown on the taxpayer's final, completed return
credited to the tax liability for the following taxable year.
Sec. 4. Section 422.33, subsection 5, Code Supplement

1999, is amended to read as follows:

| 5. a. The taxes imposed under this division shall be
reduced by a state tax credit for increasing research
activities in this state equal to six-and-one-haif-perecent-of
the-statels-apportioned-share-of-the-quatifying-expend:rtures

for-inereasing-research-activittes: the sum of the following:
39 3]

| 1) Six and one-half percent of the excess of gualified

research expenses during the tax year over the base awount for

the tax year based upon the state's apportioned share of the

cualifying expenditures for increasing research activities.

| (2) Six and one-half percent of the basic research
payments determined under section 41(e){(l)(A) of the Internal

Revenue Code during the tax year based upon the state's

apportioned share of the qualifying expenditures for

increasing research activities.
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The state's apportioned share of the qualifying .
expenditures for increasing research activities is a percent
equal to the ratio of qualified research expenditures in this
state to the total qualified research expenditures.

"
4

b. In lisu of the credit amount computed in paragraph "a

subparagraph (1), a corporation may eiect to compute the

credit amount for qualified research expenses incurred in this

state in a manper consistent with the alternative incremental

crecit described in section 41(c)(4) of the Internal Revenue

Code. The taxpayer may make this election regardiess of the

method used for the taxpayer's federal income tax. The

election made under this paragraph is for the tax year and the

taxpayer may use another or the same method for any subsequent

year.
c. For purposes of the alternate credit computation method

in paragraph "b", the credit percentages applicable to
qualified 1esearch expenses described in clauses (i), (i1), .
ang (1ii) of section 41(c)(4)(A) of the Internal Revenue Code

are one and sixty-five hundredths percent, two and twenty

hundredihs percent, and two and seventy-five hundredths

percent, respectively.

d. For purposes of this subsection, %quaiifying
expenditures-for-increasing-research-activities-means-the

quatifying-expenditures "base amount", "basic research

payment", and "qualified research expense" mean the same as

defined for the federal credit for increasing research
activities which-wouid-be-attewabte under section 41 of the
Internal Revenue Code tn-effect-on-Jdanuary-17-1999, except

that for th2 alternative incremental credit such amounts are

for research conducted within this state. For purposes of

this subsection, "Internal Revenue Code" means the Internal

Revenue Code in effect c¢n January 1, 2000.

€. Any credit in excess of the tax liability for the
taxable year shall be refunded with interest ccmputed under '

section 422.25, 1In lieu of claiming a refund, a taxpayer may

_7_
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elect to have the overpayment shown on its final, completed
return credited to the tax liability for the following taxable
year.
. Sec. 5. APPLICABILITY DATE. This Act applies
retroactively to January 1, 2000, for tax years beginning on
or after that date.
EXPLANATION

This pill expands the research activities credit for income
tax purposes for businesses under the new jobs and income
program, the quality jobs enterprise zone program, the
incentives for building in enterprise zones, the individual
income tax, and corporate income tax. The expansion provides
for an alternative method of computing the tax credit based
upon the federal approach using an incremental computation
method for measuring increased research activities. This
alternative method is in lieu of a portion of Iowa's present
computation approach. Therefore, the present Iowa law is
rewritten in a manner that coincides with the computation
under the federal income tax credit. The federal approach has
three tiers under the incremented approach with a different
percentage for each tier. The bill uses the same percentages
for the three tiers which were used for federal income taxes :
for tax years beginning before July 1, 1999.

The bill applies retroactively to January 1, 2000, for tax
years beginning on or after that date.
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