701—602.33(422) Investment subsidiary combined returns. For tax years beginning on or after January 1, 2025, financial institutions that own or control investment subsidiaries may elect to file combined Iowa franchise tax returns with those investment subsidiaries.
    602.33(1) Definitions. 
    “Affiliate” means the same as defined in subrule 602.20(1).
    “Unitary business,” for purposes of this rule, means a single economic enterprise made up either of separate parts of a single business entity or of a commonly controlled group of business entities that are sufficiently interdependent, integrated, and interrelated through their activities so as to provide a synergy and mutual benefit that produces a sharing or exchange of value among them and a significant flow of value to the separate parts. A unitary business includes that part of the business that meets this definition and is conducted by a taxpayer through the taxpayer’s interest in a partnership, whether the interest in that partnership is held directly or indirectly through a series of partnerships or other passthrough entities.
    602.33(2) Election to file a combined return. A financial institution and its investment subsidiaries that did not file a combined return for the immediately preceding taxable year may elect to file a combined return in lieu of separate returns for the taxable year.
    a.  Making the election. The election is made by filing a return that includes both the financial institution and its investment subsidiaries on forms provided by the department, on or before the statutory due date for filing the return, including extensions. The parent financial institution may withdraw the election by filing a separate return at any time prior to the due date of the return (including extensions of time) in the first year in which the election is made, but the group cannot withdraw the election after the due date of the return (including extensions of time). All requirements of this paragraph and any additional requirements provided in the instructions to the form must be met for the election to be valid.
    (1)  The financial institution and each investment subsidiary that is to be included on the combined return must consent to the filing of the combined return in the same manner as members of an affiliated group consent to the filing of a consolidated return in 701—paragraph 502.15(1)“d.”
    (2)  The combined group must include the parent financial institution and all investment subsidiaries.
    (3)  The combined group cannot include any entity other than the parent financial institution and the investment subsidiaries.
    b.  Election binding. Except as provided in subrule 602.33(3), an election to file a combined return under this paragraph is binding on all future tax years.
    c.  Treated as financial institutions. By making this election, all investment subsidiaries agree to be treated as financial institutions under Iowa Code chapter 422, and this rule, for every tax year the election remains in effect, except as provided in 701—subrules 304.16(2) and 501.16(2).
    602.33(3) Discontinuing the election. A combined group shall discontinue filing combined returns when:
    a.  All investment subsidiaries cease to be subsidiaries of the parent financial institution. If on or before the beginning of the tax year the parent financial institution no longer owns an investment subsidiary, the group is not required or permitted to file combined returns. However, for combined groups that included more than one investment subsidiary, if at least one entity remains an investment subsidiary, the remaining group members must continue filing combined returns even after other investment subsidiaries have left the group. Reasons an investment subsidiary may cease to be a subsidiary of the parent for purposes of this rule include:
    (1)  The parent financial institution no longer owns or controls the investment subsidiary previously included in the combined group.
    (2)  The investment subsidiary no longer meets the definition of investment subsidiary in Iowa Code section 422.61(2).
    (3)  The investment subsidiary ceases to exist.
    b.  The parent entity ceases to be subject to Iowa franchise tax. If the parent entity ceases to be subject to Iowa franchise tax, for any reason, the group is no longer allowed to file a combined return.
    (1)  The following are examples of common reasons a parent financial institution may no longer be subject to Iowa franchise tax:
    1.  The parent financial institution is no longer doing business in Iowa as defined in 701—subrule 501.1(1).
    2.  The parent entity changes in character such that it no longer meets the statutory definition of “financial institution” for Iowa franchise tax purposes.
    3.  The parent entity ceases to exist.
    (2)  Members of the group that continue doing business in Iowa after the parent entity ceases to be subject to Iowa franchise tax may still be required to file Iowa income or franchise tax returns.
    c.  The director finds separate returns would more clearly disclose the taxable income of the combined group. If the group believes that the filing of separate returns will more clearly disclose the taxable income of each member of the combined group, the group may apply to the director to discontinue filing combined returns.
    (1)  Applications to discontinue filing combined returns must be submitted not later than 90 days prior to the due date of the return, including extensions of time.
    (2)  Applications to discontinue filing consolidated returns must include:
    1.  A detailed description of the taxable income of both the group on a combined basis and each entity on a separate basis.
    2.  A clear statement of the reasons why separate returns would more clearly disclose Iowa taxable income. The mere fact that the group’s combined tax liability is greater or less than the sum of each member’s separate tax liabilities for a given year is not, by itself, a ground for discontinuance of combined filing.
    (3)  Submitting the application. Applications to discontinue combined filing under this paragraph must be submitted through GovConnectIowa or by mail to:
Policy Bureau - Research and Policy Division 
Iowa Department of Revenue
P.O. Box 14467
Des Moines, Iowa 50306-3467
    602.33(4) Filing combined returns. 
    a.  Filed by parent financial institution. The combined return must be filed under the name and federal employer identification number of the parent financial institution that is subject to Iowa franchise tax.
    b.  Responsibility for filing and signing. The return must be filed and signed on behalf of the combined group by an officer or employee of the parent financial institution.
    c.  Tax year. All members of the combined group are required to have the same tax year as the parent financial institution. The combined return is due on or before the statutory due date for the parent financial institution, including extensions.
    602.33(5) Combined group net income calculation. The combined group calculates its Iowa net income as provided in this subrule.
    a.  Total combined income or loss. The total combined group income or loss shall be determined as follows:
    (1)  Each member of the combined group determines its separate income or loss by determining the member’s taxable income under the Internal Revenue Code, on a separate entity basis, after making adjustments required under Iowa Code section 422.61(3).
    (2)  Unless otherwise provided in these rules, or by instructions on the required tax return and supporting schedules, income or loss of the members as determined under subparagraph 602.33(5)“a”(1) are combined, eliminating items of income, expense, gain, and loss from transactions between members of the combined group, applying the consolidated filing rules under the Internal Revenue Code as defined in Iowa Code section 422.3, and rule 701—502.15(422), as if the combined group were a consolidated filing group.
    b.  Net operating loss (NOL) deduction. The starting point for Iowa taxable income is federal taxable income, which includes the application of the federal net operating loss deduction, if any.
    (1)  NOL calculation. The combined group must calculate its NOL deduction, if any, by applying the applicable rules under the Internal Revenue Code as defined in Iowa Code section 422.3 and rule 701—502.15(422) as if the combined group were filing a consolidated federal income tax return. The combined group net income should then be adjusted by this combined group federal net operating loss deduction, if any, subject to the adjustments in numbered paragraph 602.33(5)“b”(2)“2.”
    (2)  The following adjustments are required for pre-2023 federal and Iowa losses:
    1.  Add back to the extent included in the calculation under subparagraph 602.33(5)“a”(1) any federal net operating loss deduction attributable to losses incurred in a tax year beginning prior to January 1, 2023.
    2.   Subtract from the income attributable to Iowa, to the extent available, any Iowa net operating loss carryovers attributable to the parent or any investment subsidiary included in the group from a year beginning prior to January 1, 2023. 
    602.33(6) Allocation and apportionment of combined group income. Determine combined group business income or loss by eliminating from the amount determined in subrule 602.33(5) any nonbusiness income or loss or item of nonbusiness income, expense, gain, or loss.
    a.  Apportionment of business income. 
    (1)  Combined group apportionment factor. The combined group apportionment factor is a percentage determined under rules 701—602.27(422) and 701—602.28(422), where the numerator of the factor includes amounts sourced to the state for the combined group’s unitary business, regardless of the separate entity to which those factors may be attributed, and the denominator of the factor includes amounts associated with the combined group’s unitary business, wherever located.
    (2)  Separate entity apportionment factor. Except as provided in paragraph 602.33(6)“c,” the separate entity apportionment factor for a member of the combined group is a percentage determined under rules 701—602.27(422) and 701—602.28(422) where the numerator of the factor includes amounts sourced to the state for the member and the denominator of the factor includes amounts associated with the combined group’s unitary business, wherever located.
    (3)  If a member of the combined group holds a partnership interest from which it derives apportionable income, the share of the partnership’s apportionment factor(s) to be included in the apportionment factor(s) of the group is determined by multiplying the partnership’s factor(s) by a ratio the numerator of which is the amount of the partnership’s apportionable income properly included in the member’s income, and including any guaranteed payments, and the denominator of which is the amount of the partnership’s total apportionable income.
    b.  Allocation of nonbusiness income. Determine the amount of any combined group nonbusiness items of income, expense, gain or loss not apportioned under paragraph 602.33(6)“a” that are allocable to the state under Iowa Code sections 422.33(2) and 422.63(1)“b.”
    c.  Combined group commercial domicile. Notwithstanding any other rule to the contrary, for purposes of determining where items of income for the combined group should be attributed, the commercial domicile of all investment subsidiaries is deemed to be that of the parent financial institution.
    602.33(7) Payment of tax. 
    a.  Franchise rates. The tax liability for the combined group shall be imposed on the group’s combined income as calculated under this rule and determined according to the Iowa franchise tax rate provided in Iowa Code section 422.63.
    b.  Liability for tax. 
    (1)  The financial institution and each investment subsidiary included on the combined return shall be severally liable for the tax for the year computed in accordance with Iowa Code chapter 422 on or before the due date (not including extensions of time) for the filing of the combined return for that year.
    (2)  If an investment subsidiary has ceased to be a member of the group and if the cessation resulted from a bona fide sale or exchange of the parent’s interest in the subsidiary for fair value that occurred prior to the date upon which any deficiency is assessed, the director may make an assessment and collection of the deficiency from the former subsidiary in an amount not exceeding the portion of the deficiency that the director may determine to be allocable to it.
    (3)  No agreement entered into by one or more members of the affiliated group with any other member of the group shall in any case have the effect of reducing the liability prescribed under this subrule.
This rule is intended to implement Iowa Code section 422.60.
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