
701—403.4(422) Computation of net S corporation income. After making the adjustments in Iowa Code 
section 422.35, net S corporation income is computed by adding to or subtracting from the S corporation’s 
ordinary income (loss) from a trade or business those items of income, losses, and expenses that flow 
directly to the shareholder whose separate treatment could affect the tax liability of the shareholder. In 
computing the amounts of income, losses, and expenses that flow directly to the shareholder, these items of 
income, losses, and expenses, except for interest exempt from federal income tax and itemized deductions 
for high-income individuals, must be reduced proportionately to the amount that the sum of all like 
amounts of income, losses, and expenses are reduced for federal income tax computations.

This rule is intended to implement Iowa Code section 422.8, subsection 2, as amended by 1996 Iowa 
Acts, chapter 1197.
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