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A BILL FOR 
l An Act providing for the business and nonbusiness distinction 

2 in allocating and apportioning corporate net income for 

3 tax purposes and making the Act retroactive. 

4 BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOI·IA: 
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S.F.o?d.s-6 H.F. 

1 Section 1. Section four hundred twenty-two point thirty-

2 two (422.32), Code 1977, as amended by Acts of the Sixty-

3 seventh General Assembly, 1977 Session, chapter one hundred 

4 nineteen (119), section nine (9), is amended by adding the 

5 following new subsections: 

6 NEW SUBSECTION. "Business income" means income arising 

7 from transactions and activity in the regular course of the 

8 taxpayer's trade or business and includes income from tangible 

9 and intangible property if the acquisition, management, and 

10 disposition of the property constitute integral parts of the 

11 taxpayer's regular trade or business operations. 

12 NEW SUBSECTION. "Nonbusiness income" means all income 

13 other than business income. 

14 NEW SUBSECTION. "Commercial domicile" means the principal 

15 place from which the trade of business of the taxpayer is 

16 directed or managed. 

17 NE\'1 SUBSECTION. "Taxable in another state". For purposes 

18 of allocation and apportionment of income under this division, 

19 a taxpayer is taxable in another state if: 

20 a. In that state he or she is subject to a net income 

21 tax, a franchise tax measured by net income, a franchise tax 

22 for the privilege of doing business, or a corporate stock 

23 tax; or 

24 b. That state has jurisdiction to subject the taxpayer 

25 to a net income tax regardless of whether, in fact, the state 

2 6 does or does not. 

27 NEW SUBSECTION. "State" means any state of the United 

28 States, the District of Columbia, the Commonwealth of Puerto 

29 Rico, any territory or possession of the United States, and 

30 any foreign country or political subdivision thereof. 

31 Sec. 2. Section four hundred tt~enty-two point thirty-three 

32 (422.33), subsection one (1), Code 1977, as amended by Acts 

33 of the Sixty-seventh General Assembly, 1977 Session, chapter 

34 one hundred twenty-two (122), section one (1), is amended 

35 by striking paragraph a and inserting in lieu thereof the 
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S . F. .<pS6 H. F. 

1 following: 

2 a. Nonbusiness interest, dividends, rents and royalties, 

3 less related expenses, shall be allocated within and ~Jithout 

4 the state ln the following manner: 

5 ( 1) Nonbusiness interest, dividends, and royalties from 

6 patents and copyrights shall be allocable to this state if 

7 the taxpayer's commercial domicile is in this state. 

8 (2) Nonbusiness rents and royalties received from real 

9 property located in this state are allocable to this state. 

10 (3) Nonbusiness rents and royalties received from tangible 

11 personal property are allocable to this state to the extent 

12 that the property is utilized in this state; or in their 

13 entirety if the taxpayer's con1111ercial domicile is in this 

14 state and the taxpayer is not taxable in the state in which 

15 the property is utilized. The extent of utilization of 

16 tangible personal property in a state is determined by 

17 multiplying the rents and royalties by a fraction, the 

18 numerator of which is the number of days of physical location 

19 of the property in the state during the rental or royalty 

20 period in the taxable year and the denominator of which 1s 

21 the number of days of physical location of the property 

22 ever~vhere during all rental or royalty periods in the taxable 

23 year. If the physical location of the property during the 

24 rental or royalty period is unknown, or unascertainable by 

25 the taxpayer tangible personal property is utilized in the 

26 state in •.vhich the property was located at the time the rental 

27 or royalty payor obtained possession. 

2 8 Sec. 3. Section four hundred t\venty-two point thirty-three 

29 (422.33), subsection one (1), paragraph b, Code 1977, is 

30 amended to read as follows: 

31 b. ~et ~onbusiness income of the above class having been 

32 separately allocated and deducted as above provided, ~fie 

33 ~ema±~eer-e! the remaining net business income of the taxpayer 

34 shall be allocated and apportioned as follows: 

35 Business interest, dividends, rents, and royalties shall 

-2-



l be reasonably apportioned within and without the state under 

2 rules adopted by the director pursuant to chapter seventeen 

3 A ( 17A) of the Code. 

4 Where income is derived from business other than the 

5 manufacture or sale of tangible personal property, such income 

6 shall be specifically allocated or equitably apportioned 

7 within and without the state under rules of the director. 

8 Where income is derived from the manufacture or sale of 

9 tangible personal property, the part thereof attributable 

10 to business within the state shall be in that proportion which 

11 the gross sales made within the state bear to the total gross 

12 sales. 

13 The gross sales of the corporation within the state shall 

14 he taken to be the gross sales from goods delivered or shipped 

15 to a purchaser within the state regardless of the f.o.b. point 

16 or other conditions of the sale, excluding deliveries for 

17 transportation out of the state. 

18 For the purpose of this section, the word "sale" shall 

19 include exchange, and the word "manufacture" shall include 
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the extraction and recovery of natural resources and all 

processes of fabricating 

personal property" shall 

and curing. the words "tangible 

be taken to mean corporeal personal 

property, such as machinery, tools, implements, goods, wares, 

and merchandise, and shall not be taken to mean money deposits 

1n banks, shares of stock, bonds, notes, credits, or evidence 

of an interest in property and evidences of debt. 

Sec. 4. The provisions of sections one (1), two (2), and 

three (3) of this Act are retroactive to January 1, 1977, 

for tax years beginning on or after January 1, 1977 and to 

this extent the provisions of sections one (1), two (2), and 

three (3) of this Act are retroactive. 

Sec. 5. This Act, being deemed of immediate importance, 

shall take effect and be in force from and after its 
,::,-/:: 

publication in the Dallas County News, a newspaper published 
.~-:I". 

in Adel, Iowa, and in the Cherokee· Daily Times, a newspaper 
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S.F.o2~ H.F. 

1 published in Cherokee, Iowa. 

2 EXPLANATION 

3 The bill provides for a business-nonbusiness distinction 

4 in allocating and apportioning corporate net income. This 

5 has been done by the Department of Revenue under rules but 

6 the Iowa Supreme Court recently, by certain dictum in its 

7 opinion, seemed to indicate that the current law does not 

8 provide for a business-nonbusiness concept, but that interest, 

9 dividends, rents, and royalties be allocated within and without 

10 the state purely on the basis of the particular source of 

11 such ~ncome. 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 -4- LSB 3356S 
bk/sd/14 

C:PA-l .. ?O::G 1/7\ 



• 

• 

SENATE FILE 2056 
FISCAL NOTE 

Date: February 9, 1978 
Requested by: Senator Warren Curtis 

In compliance with a written request received January 
17, 1978, there is hereby submitted a Fiscal Note for 
Senate File 2056, pursuant to Joint Rule 16. Background 
information used in developing this Fiscal Note is 
available from the Legislative Fiscal Bureau, to members 
of the Legislature upon request. 

Senate File 2056, An Act providing for the business and nonbusiness 
distinction in allocating and apportioning corporate net income for 
tax purposes and making the Act retroactive. 

Senate File 2056 would provide that income received by a corporation· 
is business income and subject to apportionment if the income 
constitutes an integral part of the taxpayer's trade or business. 
Nonbusiness income would be that income which is not an integral 
part of the taxpayer's trade or business and would be subject to 
allocation to a specific situs such as the location of the income 
producing property or the commercial domicile of the corporation. 
The Department of Revenue through its rules has interpreted current 
Iowa law to provide for a business-nonbusiness concept as contained 
in Senate File 2056. However, in view of certain dictum rendered 
by the Iowa Supreme Court in deciding the Moorman Manufacturing 
case and questions from various corporations, the validity of the 
current business-nonbusiness concept is in doubt. Senate File 2056 
would specifically provide for a business-nonbusiness concept re­
garding the allocation of. interest, dividends, rents and royal ties. 

The effect of this leoislation were estimated based on tax returns 
filed in 1976 and as such to the extent that corporate income and 
tax liabilities have increased,the estimated revenue effects would 
be greater. The proposal will have no effect on corporations 
whose business acti viti es are conducted wholly within Iowa. However, 
analysis of returns filed results in the estimation that approximately 
$500;000 of the tax paid on returns filed in 1976 may not have been 
remitted if the current department rules had not been in effect. 
Further, it is knm~n that a certain amount of tax which may be due 
the state from coroorations domiciled out of Io~1a has not been 
paid due to the uncertainty of the validity of the current rules. 
While it is not precisely known how such corporations might allocate 
their incomes under different department rules, it is possible to 
estimate the magnitude of the revenue currently not)being collec d. 
Based on 1976 returns, it is estimated that the Jmpunt of thi 
additional tax which could be collected in the fujure if th 17 
legislation were enacted, would range from $3 ~~lionttO ~ ~i1YVbn . 

Source: Iowa Department of Revenue 

FILED Gerry Rankin 
FEBRUARY 9, 1978 FISCAL DIRECTOR 

Legislative Fiscal Bureau 
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i\N ACT 

PROVIOU.G FOR 1(1E B1.151Nt-:SS AND NONRUSitU:.SS DISTU!C:TION 

IN ALI..OCNI'I~G AtHl APPORTIONTNG OJRPOR."'In: :n:T WCOH.E 

JI'OR T.i\X PtJFPOSES AND ~lAKING Tt!E ACT RETRO,\C'!'l\'E. 

Bf\ I'i' ENACTED BY Tllf.: Gl\.Nf-:RAJ. ASSEMBJ,Y Of TtiE S'I'ATf: 0!" l0'.1At 

::iflction 1. Section four hundred twenty-two point. t.hirty­

lWV (422.J2f, Cod~ 1977, as IWIEmdod by Act.s of tho.: Sixt:y­

aeventh General As!;e:nbly, 1q77 SesRion, chapte1· one hu:1drcd 

nineteen (119), l:lcction nine (9), is aJI\Cnded by .1dding the 

followinc~ nc· ... · subsoction.s: 

!'lEii SUBSHCTION. "Husine&!l i.ncornP." mean:> income arLslng 

frotr. t.ranr.nctions and .1ctivi t.y in the rcqular courae of t.h~ 

tAxpayer's tntde or lmsinefl.s and includes incono from tangible 

and int.,ngible yropP.rty if thP. ,,cquisition, nanagemcnt, and 

di~position of the proporty constitute intc:]ral parts of the 

taxpayer•!; regular tr.ctde or busine.!'lg Oj>erationu. 

Nf·:W SUBSECTION. "Nonbusinesu incont~·· T':'P.ans .:til .incomP. 

other than business incone. 

N'Eio.' SOBS EC'I'Imt. ''Comnwrcia.I do;Tiicilc" means the pr:inci.pnl 

pl.:sce fro:n which the trade of business of tho taxpayer is 

dir:ect.cd or man.:sged. 

NHW SOBSHCTION. "'I'axa:ble: in another state". fo"or purpo!<eR 

of allocation and .::lpportion.ncnt of incorr.e under this division, 

a taxpnyer is taxable in .1nothcr stnte if: 

a. In that state he or she is subject to a net 1ncomc 

tax, a franchi..ac tax measured by net 1nco:ne, .1 franchise tax 

for the privileqe of doi.nq businl!ss, or a corporate stock 

• 
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NJ·:~"!_ SUBSECTION. "Stat.!'! .. tc.cans any .'ltatP. of thu Unit.ed 

StAte:;, t.hP District of Col~.bi.1, the Conmonwealth of Puerto 

Ric:o, em~· t.P.rritory or possP.s:>ton of tho Unitod State3, and 

any fon~iqn country or {>Qlit.ical subdivision thereof. 

• 

Sec. 2. Section four hundred t· .. ·enty-two point thi t·ty-thrce 

(!<22.13), ~ub!>ection ono (I), Colle 1977, a1> l\!Tiended by 1\cts 

of t.he Sixty-ueventh Gencrcl.l Assembly, 1q77 Session, chapter 

one hundred t;..·ent:y-t-...'0 ( 122), sect. ion one ( 1 l, is ntnended 

~y stri'<inq paragraph _, and inlierting in lieu thereof the 

following: .. rtonlmsines.s interest, di\•idenda, rents and roy.lltiet;, 

loss related e:xpon!lcn, shall be allocated within .1nd without 

the atatP. in the followinq manner: 

(\) N'onbusineas interest, dividends, and royalties from 

pat.en1~s and copj•rights shall b"C: allocable to this Rt.,lt~o if 

the t<t:xpayer's cotrn~crcial domicile is in ttlis st.ato. 

(2) Nonbusiness rents and roya).ties received from real 

pt·opcrty located in this sLate are allocable t.o thia state. 

( J l Non bus i nesu rentg .and royalties received from tangible 

pen~onal propt:!rty arc .:illocable to this state t.o the extent 

that ttle property is ut:il i:.:ed in this stater or i.n their 

entirety if the taxpayer's cotr~-nercial domicile is in this 

~.;t;ste and t.he taxpayer is not taxable 1n the state in which 

the property is utilized. ?he extent of utilization of 

tangible personal property in a state 1s determined by 

multiplying the rents and royalties by a fraction, the 

nurner.1tor of which is the number of days of physical location 

of the property in the state during the rental or royalty 

period in the taxable year and tho denominator of which is 

the number of days of phyRical location of the proporty 

everywhere during all rental. or royalty periods in the taxable 

ve.at·. If the tl)WRical loc.lt ion of the property during the 

tax: or rental or royalty period is tmknown, or unascertainable by 
b. That stAte has jurisdi.ctibn to fl.Ubject the taxpayer 

to n net. income tax r,;,gardlcss of w:hcther, in fact, the state 

does or doos not. 

the t.axpnyer tang iblc persona 1 property is uti 1 i. zed in the 

state in which the property wns located at the tine the rental 
V> 
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Sun~lc F1l0 205E, ~ 

or n,y.-dty ''ayo'l" o~t.;n::.cd fK.or;:H!SSl.On. 

Sec. 3, :-~cct.ion four tamdred t.· •• :c~r:t.r·-t.',:o V>int. t.hirt-.y-thr~'!'! 

(Q:!I..:!J), sul)!<eCticn one (1), p,Hetlrr.:.lph b. cod~ 19",'7, ls 

c\rnendcd tc1 r~.Jd a~J foll<Y..'(;~ 

h. NP.t !wnlH.zSillP.S!i incc:-n~ <-'f the~ abovf!o cl<t~--~· h<tvin'! hc<.·n 

se;>-'r<lt.cly allocatf>d ,,nd ·l~d\\CtNl an abov~ pnwided, ~;,~ 

tt~Mtt+J\ri~r"-ef the !:.£!!::i.l~":l net bu!l lmHHJ income of t:i'H' ~axpayet· 

sh-lll be allocat·.ed ;wd .lpporti11nod as f~1l.l.o·..;~~ 

~n.\!f>!'"> L:tt~rcilt., divjd~~~nt:;, and _r,-,raJ..!:i.~~ 
!~! ....... ££:~sonabl·/ <:tj>POtt.innod within .1nd_ without. th0 st.C!t.e \Jndor 

rul~s adopted b'/ llic dire~<: tot" ·.>~1rsu.1nt _:-o ch<~ot~r s~vont:~cn 

,, ( l7AJ •·f the Cod~. 
\'lt-.on~ income is d~.ri.vc:~ fr~ busi.ncss ut.h~r them th~ 

manufnctur~ or !'-.slc- of tan<jlbl.c rC':rsonal property, su<""h tnc::,me 

sh_,ll be <Jp~cific.::tlly altocat:od or equit.abl.y apr.ornonc:d 

..,ithin <tnd w1U10ut t.hc slate un•lf>r rule~; of >;.h~ director. 

Wtl0.:&:o 1.ncome LS derivf>d from the tr~nnufllct.ur~ or sale of 

tanqible per!mnal p1·op.arty, the p1trt Uu:•ro::>of !l.ttribut.<thlo 

to bu:;ines!J wlthin thE> ~t.lto .:.h.::tll bo in thi!.t-. ;)roportion whlci'l 

the qroan sal•)S 1"'\{{de •.oit.hin the state bear l<.> the total gro~;s 

.sale~. 

The qrom; sJtlc.~ of the cot·pol'ation "'itllin ~1-w stJtte s}l!)11 

he t_,kcn to hE> the qro:>ss ::;ales r rom qooJr; deli \'l:rf'!d or sh i ppcd 

to C:!1 purchaser wi.t./lln the stat.e l"Cgardles.-~ o:>f t.:·,c f ,o.b. pOi :"'t 

or othcl" conditionb of t.he snle, ~xcludinq di!llveries fot· 

transportc.tion out of the ~tlttC:. 

For t.he purp:>sc of thi~ scct1on, th~ word ''sdlc" sh<'ll 

include axchanqe, and the word ":nanufacturc"' sh.::tll include 

the extraction ;wd rE>cov~ry of IHI.to.nal reaourc~s an:l i:tll 

processes of fabric.ltlng .md curinq. ·rhc word~; "tttngible 

par~onal propP.rty" !.ih;.dl be t1tkcn to t"lcan corporeal petf>onal 

propE>rty, such ns rnachin~ry, to-:>ls, i111plem~nto., goods, wares, 

.,nd rnerchdndisc, .1nd $hall not be taken to m•.!.an money depo~:.i t.s 

1n bank~. stJilrcs of stoc:-:, bonds, notes, credits, or ovidE>nce 

of an tnten::st in property <tnd ~vidP.nccs of debt. 

• • 

Senate Yi..J~ 2056, P. 4 

S0:-:. il, The ?rovi!Jion~~ of sections one (1) 1 two (2), and 

thrP.<:> (!) of this Act. a:-c rctro.1ctivc to JantutrY 1, 1977, 

for t:a,_ yearn boginni.n9 on or a.:':tcr January 1, 1977 and to 

t.hi!l P.xtcnt ~.h<.~ pi:(>'Ji.!lions of scct1ons one (1), two (2), llnd 

thre<:> ()) of thi:; Act arc ratr<:>act.n•c. 

Sec:-. 5. This Act, being dc"'ma<t of imtnP.di<tt.\! i-mportance, 

sh<Jll l~kc P.ffcct .::u1d t>P. in force from and after il5 

publi..cati.on in tho:! Dallas County :-tewf>, a nc.,..spaper publi~>hed 

in AdP.l, Io;..oa, and in the C~\crokc~ ll<:~~lly Ti~cs, a newr.pllper 

j)\lbl iu.hod in Cheroke(l), rowa. 

Mffl!Ulf·A·. Nr:u 
rre~ldent of the Scnnte 

f5AEE-:1-t.- O:iCHRAN 
Speaker of the House 

r hP.teby certify that this bill originato.:!d in the Senate and 

LU known as Senate File 2056, Sixty-seventh General A~Jsembl'f • 

t\pproved 

PJ5BP.RT 5. P.A. 'i 
Gov~rnor 

1978 

KEVlN P. i.fGilT 
.1\cting Secrct.ary of the: Senate 
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