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l Section 1. NEW S~CTION. 422.110 SEED CAPI~AL CREDIT. 

l. The taxes imposed under this division less credits 

J allowed under sections 422.10, 422.l1A, 422.118, a~d 422.12, 

4 shall be reduced by a seed capital credit. 

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

6 taxpayer's investment, during the tax year, in an in1tial 

7 offering of securities by a qualified business or a qualified 

8 seed capital fund. 

9 3. A seed capita" fund, to be a qualified seed capital 

10 fund under this section, must mee~ all of the ~allowing 

.~... conditions: 

:2 a. The investment must be in shares or other equ:ty 

:3 interests, which are purchased ~or money cons1derarion and 

14 carry voting rights. 

15 b. ~he issue of shares or other equity interes~s must be 

16 registered ~nder an expedited regist:ation by fili~g system as 

17 provided in section 502.207A. 

18 c. Its capital base must be used to make investments 

c9 exclusively in the types of businesses descri~ed in subsect~on 

20 4, paragraph ''a''. 

71 d. Its capital base must be used to make qualified 

22 investments according to the following schedule: 

23 ( l ) Invest at least thirty percent of its capital base, 

24 raised through investments for which tax credits were take~, 

25 within three years of the fiscal year in which tax credits 

26 were cla1med. 

27 {2) Invest at least fifty percent of its cap,tal base, 

28 raised through investments for wh1ch tax credits we~e take:l, 

29 within four years of the fiscal year :n which :ax cred::s were 

30 claimed. 

3l ( 3 ) :nvest at least seven~y perce~t of its capital base, 

32 raised through inves~mer.ts for which tax credits we~e t~ken, 

33 within ~ive years of :he fiscal year ~n wh~ch tax cred~ts were 

34 claimed. 

35 e. More than twenty percent ~f ~he total f~nds ratsed Eo~ 
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l which tax credits w~re clai~ed must not be invested ir1 ~!lY 011e 

2 qtJaiified busi~ess. 

3 4. A business, to be a qualified business under tt1is 

4 section, must meet all of the following conditions: 

5 a. The business must be engaged i~ one or more of the 

6 following ac~ivities: 

7 ( l ) Interstate or intrastate co~~erce for the purpose of 

8 manufacturing, processing, or assembling products. 

9 (2) Agricultural, fishery, or forestry precessing. 

10 (3) Research and development of products and processes 

ll associated with any of the activities enumerated in 

12 subparagraph (l) or (2). 

13 b. The shares must be purchased for money constderatio~ 

14 and carry full voting rights. 

15 c. The shares must be sold in an offering registered under 

16 an expedited registrat~OJI by filing system as provided 1n 

17 section 502.207A . 

18 5. If during the tax year, the investme~t or a portion of 

19 the investment is disposed of prior to having been owned by 

20 the taxpayer for two years, the tax under this di?ision is 

21 increased by the amount of the cred~t taken on ~~e investmen~ 

22 or portion of the investment. 

23 6. Any credit 1n excess of the tax liabili~y ~or ~he tax 

24 year may be credited to the tax liability for ~he foliowi.ng 

25 five years or until depleted, whiche~er is earl~er. 

"'7326 7. An offering of securities by a seed capital fund or 

27 business which inte11ds to apply for a tax credit under this 

28 section must be for purposes of a bona fide offering to 

29 unaffiliated and ncnrelated persons. 

10 8. ~he director ~ay ccnd~ct arl examinat.i_on af d seed 

3·; capital fu~d or bt1siness ~o dete~mj~e ~E it t~as ~e! ~~e 

32 ~equirements of this section. The d~rec:o: rea; ~equest drld 1~ 

33 requested sha~l 

34 chapter 502 ~o 

receive ~~e assis:ance of the adrni~is:~ator 

' -~-
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l 9. The issuer must file a copy of its annual report Wlth 

2 rhe director and the ad~inistrator o: chapter 502 :or each of 

3 tl1e three years following the offering. 

1 10. A violation of this section is grounds fer 

5 decertification of a seed capital fund or bustness as a 

6 qualified seed capital fund or a qualified business. A seed 

7 capital fund or a business alleged to have violated this 

8 section, or to be out of comp:iance with this section, shall 

9 he allowed a one hundred ~wenty day grace period to remedy the 

10 violation or to comply with this section. Decertification 

ll shall cause the forfeiture of any right or interest to a tax 

l2 credit under this section and shall cause the total amount o: 

13 tax credit for all tax years under thts sectton to be due and 

14 payable with income tax :iability for the tax year when 

15 decertification is eEfecttve. 

16 Sec. 2. Section 422.33, Code Supplement 1989, 1s amended 

17 by adding the follow1ng new subsection: 

L8 NEW SUBSECTION. 8. The taxes imoosed under this division :_:..=:..:__:::..:::_::_ •. ·--- • 

19 shall be reduced by a seed capital credit. 

20 a. The amount of the credit is equal to ten perce:1t of a 

21 taxpayer's investment, during the tax year, tn an ini~tal 

22 offering of securities by a qualified bustness or a qualified 

23 seed capital fund. 

24 b. A seed capital fund, to be a qualified seed capital 

25 fund under this section, must meet all of the :ollow1ng 

26 condi tlons: 

27 (l) The inves~ment must be :n shares or othec equity 

28 interests, which are purchased for money consideration and 

29 carry voting ~ights. 

30 (2) The issue of shaces or other equity interests must be 

31 registered under an expedited registration by :iling system as 

32 provided in section 502.207A. 

33 (3) Its cap1tal base must be used to make investments 

34 exclusively 1n the types of businesses described in paragraph 

35 "c", subparag,aph (l). 

-3-
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l {4) Its capital base must be used to make qualified 

2 investments according to the following schedule: 

3 (a i Invest at least thirty percent of its capi:al base, 

4 raised through investments for which tax credits were taken, 

5 within three years of the fiscal year in which tax credits 

6 were claimed. 

7 {b) Invest at least fifty percent of its capital base, 

8 raised through investments for which tax cred1:s were taken, 

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

10 claimed. 

ll {c) Invest at least seventy percent oE its capital base, 

12 raised through investments for which tax credits were taken, 

13 within five years of the fiscal year in wh1ch tax credits were 

14 claimed. 

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

16 which tax credits were claimed must not be invested in any one 

17 qualifying business. 

18 c. A business, to be a qualified business ~nder this 

19 subsection, must meet all of the following conditions: 

20 (1) The business must be engaged in one or more of the 

21 follow1ng activities: 

22 (a) :nterstate or intrastate commerce tor ~he purpose of 

23 manufacturing, processing, or assembling products. 

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

25 (c) Research and development of produc:s and processes 

26 associated with any of the activities enumera:ed 1n 

27 subparagraph subdivision (a) or (b). 

28 (2) ~he shares must be nurchased for money conside~ation 

29 and carry full vot~ng rights. 

30 (3) The shares m11S~ be sold ~n an offering reg'stered 

31 ~nder an expedited reg~stra:~o:! by filing sys:em as providec 

32 '"section 502.207A. 

33 d. If duri~g the tax year, ~he i.nvestme~t or a portio~ ot 

34 :he i~vestment is disposed of p:ior :o hav:nc heen owned by 

.15 the taxpayer for ::wo years, the ::ax G:ider. ~his d.:.v.:.~?.:.c!: .:.:..; 

-~-
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1 increased by the amo~nt of the credit taken on the inves~ment 

2 or portion of the ir1vestment. 

3 e. Any credit 1n excess of the tax liability for the tax 

4 yeac may be credited to the ~ax liability for the ful1owing 

5 five years or until depleted, whichever is ear:ier. 

_,-_<i.'6 f. An offe::ing of securities by a seed capital fund or 

7 business which intends to apply for a tax credit under this 

8 subsection must be for purposes of a bona fide offering to 

9 unaffiliated and nonre:ated persons. 

10 g. The director may conduct an examination of a seed 

11 capital fund or business to determine lf it has me: the 

12 req11irements of this subsection. The director may request and 

13 if requested shall receive the assistance of the administrator 

14 of chapter 502 to conduct an examination of a seed capi~al 

1S fund or business. 

16 h. The issuer must file a copy of its annual repor: with 

17 the director and the administrator of chapter 502 for each of 

18 the :hree years foilowing the offering. 

l9 1. A violation of this subsection is grounds for 

20 decerti:ication of a seed capital fund or business as a 

21 qualified seed capital fund or a qualified business. A seed 

22 capital fund or a business alleged to have vic:ated this 

23 subsection, or to be out of compliance with this subseccion, 

24 shall be allowed a one hundred ~wenty day grace pertod to 

25 remPdy the violation or to co~ply with this subsection. 

26 Decertification shall cause the forfeiture of a~y right or 

27 interest to a tax credit under this subsection and shall cause 

28 the total amount of tax credit for all :ax years under thls 

29 subsection to be due and payable with income tax llability for 

30 the tax year when decertification is effec~ive. 

31 Sec. 3. NEW SECTION. 502.207A EXPEDITED REGISTRATION 31 

32 FILING rOR S~~L~ ISS~ERS. 

33 l. A security meeting ~he conditions set ~orth in this 

34 section may be registered by filing as provided in ~n:s 

35 .:;ectl.cn. 

-s-
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L 2. In order to register under this sect~on, the issuer 

2 must meet all oe the following cond:tions: 

3 a. The issuer must be a corporation or partnership 

4 organized under the laws cf one of the stdtes or ~ossessions 

5 of the United States which engages in or proposes to e11gage in 

6 a business other than petroleum exploration or production 

7 m1n1ng or other extractive industries. 

8 b. The securities must be offered and sold only on behalf 

9 of the issuer, and must net be used by any selling security 

10 holder to register securities for resale. 

ll 3. In order to register under this section, all of :he 

12 following conditions must be satisfied: 

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

14 if the securities are options, warrants, or rights for co~mon 

15 stock, or the conversion price if the securit1es are 

16 convertible into co~~on stock must be equal to or greater than 

17 five do:lars per share. The issuer must not split its co~~on 

l8 stock, or declare a stock dividend, for two years after 

19 effectiveness of the registration, except that in co:Jnection 

20 with a subsequent registered public offering, the issuer may 

21 upon application and consent of the administrator ta~e s~c!• 

22 action. 

23 b. A commission, fee, or other remur.e~ation sha:l no: be 

24 paid or given, directly or i~directly, for the sale of the 

25 securities, except for a payne~t to a broker-deale~ or agent 

26 registered under this chapter, or except for a payment as 

27 permitted by the administrator by rule or by order issued upor1 

28 writte:J application shewing good ca~se for allowa11Ce of a 

29 commissior., fee, or cthe~ r:e!!H..ine~ati.cn. 

30 c. The !ssuer or a broker-dealer o~feri~g or se::inq the 

31 securities is not or would no~ be disqualified ~nde: rule 5{)5, 

32 17 C.F.R. § 230.505 (2)(iii), adopted under ~he ~ederai 

33 Sec~ritles Act of 1933. 

31 d. The aggrega~e offering pr~ce of tr.e 

35 sec~r~ties by the ~ssuer within or outside 

-;)-

:-.his s:_a:e :nust i)~r"-
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1 exr:eed one million dollars, less the aggregate offering price 

2 for all securities sold within twelve months before the sta~t 

3 of, and during the o~fecing of, the securities under rule 504, 

4 17 C.F.R. § 230.504, in re:iance on any exemption under 

5 section 3{b) of the federal Securities Act of 1933 or in 

6 vtolation of section 5(a) of that Act; provided, that if rule 

7 504, 17 C.F.R. § 230.504, adopted under the Secur:ties Act o: 

8 1933, is amended after the effective date of this section, the 

9 administrator may by rule increase the limit under this 

10 paragraph to conform to that increased amoun~. 

11 e. An offering document meeting the disclosure 

12 reqtairements of rule 502(b)(2), 17 C.F.R. § 230.502(b)(2), 

13 adopted under the Securities Act of 1933, must be deliveted to 

14 each purchaser Ln the state prior to the sale of the 

15 securities, tanless the administrator by rule or order prov~des 

16 for disclosure different from that rule. 

17 f. The issuer must file with the administrator an 

18 application for registration and the offercng doc~ment to oe 

19 used in connection with the offer and sale of sec~rities. 

20 g. The issuer must pay to the admin1strator a fee of one 

21 hundred dollars and is not required to pay the filing fee set 

22 forth in section 502.208, subsection 2. 

23 4. Unless the ad~inistrator 1ssues a stop order denying 

24 the effectiveness of the registration, as provided in section 

25 502.209, the registration becomes effective on the fifth 

26 business day after the registration has been filed with the 

27 administrator, or earlier if the administrator per~its a 

28 shorter time period between registration and effectiveness. 

29 5. In connection wi:h an offering registered under th1s 

30 section, a person may be registered as an agent of :r.e issuer 

31 under section 502.30l by the ficing of an applccation by the 

32 1ssuer wi:h the administ~ator for :he registrat1on of the 

33 person as an agent of the issuer and the pay1ng of a fee of 

34 ten dollars. Notw~t~sta~ding any o~her 9rovision 2f this 

35 chapter, :he registra:ion of the aqent sh~:l oe effecti~e 
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until w1t:tdrawr: by the :s~uer or u;:til the sec·,;:-; t l.es 

2 registered pu~sua:1t to the registr~tion st~ter~e:~t hdve all 

J been sold, whichever occurs first. The regis~raticn oE an 

4 agent shall become effective when ordered by ~!•e admir:istrator 

5 or on the fif:h b~si~ess day after the agent's application hcs 

6 been filed with the admi~istrator, whichever occ:1rs ~irst, a-~ 

7 the administrator shall not impose further co::ditions ~pan the 

8 registration of the agent. However, the administrator may 

9 deny, revoke, suspend, or withdraw the registration of :he 

10 agent at any time as provided in section 502.304. 

ll Notwithstanding section 502.302, subsection 5, for the 

12 purposes of registration of agents under th1s section, the 

13 issuer and agent are not required to post bond. An agent 

14 registered solely pursuant to this section is ent1tled to sell 

15 only securities registered under this section. 

16 6. This section is not applicable to any of the followlrlg 

17 issuers: 

18 

19 

a. An investment company, including a mutual fur1d. 

b. An issuer s~bject to the reporting requirements of 

20 section 13 or l5(d) of the federal Securities Exchange Act of 

21 1934. 

22 c. A direct participation prog~am, unless othe~wise 

23 permitted by the administrator by rule or order ~or good 

24 cause. 

25 d. A blind pool or other offering for whLch :~e specific 

26 business or properties cannot now be descr1bed, ~nless ~he 

27 administrator determines that the blind poe: :s a com~unity 

28 develop~ent, seed, or venture capital fund for which :he 

29 administrator per~its a waiver. 

30 7. Notwit~standi~g any other provision o~ ~his chapter, 

Jl ~he administrator sha:l ~ot de~y effective:1ess to cr s~spe~J 

32 or revoke the ef~ectiveness of a regist!a:iorl ~=~de~ tnis 

33 section on the basis of section 502.209, subs0ct~O~ _, 

34 paragraph ''h'', a~d ~~e administrator shall no~ ~:npcse t~e 

35 conditions specif~ed :n sectic~ 502.208, s:1bsec:ict1 8, 

-e-
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1 subsection 9, paragraph ''b'', or subsection 12. The 

2 adminlslratcr may issue a stop order pursuant to section 

3 502.209 to filers under this section for any of the following 

4 additional reasons: 

S a. The issuer's principal place of business is :10t in this 

6 state. 

7 b. At least fifty percent of the issuer's fulc-time 

8 employees are not located in t~is state. 

9 c. At least eighty percent of the net proceeds of the 

10 oftering are not going to be used in connection with the 

ll operations oE the issuer in this state. 

l2 d. If the issuer is a seed or ven:ure capital fund, at 

l3 least fifty percent of the moneys received from the sale of 

14 the securities will not be used to make seed or venture 

15 capital invest~ents in this state. 

16 Sec. 4. NEW SECT:ON. 502.207B LEGISLA~IVE REVIEW AND 

17 OVERSIGHT. 
18 The director of revenue and finance and the administrator 

19 of the securities bttreau of the insurance division shall each 

20 report on an annual basis to the senate's anrl house of 

21 representatives' committees on ways a:1d means concer:1ir~g 

22 issuers us1ng the seed capital tax credit, as author1zed for 

23 personal taxpayers by section 422.110 and for corporate 

24 taxpayers by sec:ion 422.33, subsection 8, and the expedited 

25 filing by registration system provided by section 502.207A. 

26 Sec. 5. Section 502.611, Code 1989, is amended by adding 

27 the following new unnumbered 

28 ~EW UNNUMBERED PARAGRAPH. 

paragraph: 

This chapter ma·1 be co:1strued 

29 and implemented to effectuate its general purpose to protect 

30 investors, and consistent with that purpose, :c encourage 

31 capital formaticn, job creatio~, and free ar.d competitive 

32 securities markets and to minimize regulato:y burdens on 

33 issuers and persons subject to this chapter, especially smal: 

34 bus1nesses. 

3 S Sec. 6. 

-9-
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l Sections l, 3, and 5 of this Act, being immediate 

2 importance, take e~fect upon enactmer1t. 

3 Sec. 7. 

4 Section 2 of th1s Act :a~es effect July 1, 1991, arid 

5 applies to eligible investments made on or after that date. 

6 Sec. 8. 

7 Section 1 of this Act is repealed January "· ~9~3-

8 Sec. 9 . 

9 Section 2 of this Act 1s repealed January -• ~994. 

10 EXPLANATION 

ll This bill provides an income tax credit for an investment 

13 

14 

15 

12 1n new issues of shares or equity interests by a q••alified 

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. 

16 

17 

18 

19 

20 

21 

A qualified corporation or seed capital fund shal: mee: 

several requirements in order to qualify for the tax credit. 

The bill a"so authorizes an expedited registration by 

filing system for certain securities issues by quali~ied small 

issuers. 

The seed capital tax credit for persor.ai 1ncome tax, 

22 section 1 of the bill; the expedited registration by filir1g 

23 for s~all issuers, section 3; and section 5 r~lating ~o 

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

25 law, are made effect1ve upon enactment by section 6. 

26 The seed capital :ax credit for corporate filers authorized 

27 by section 2 1s given a delayed effective date of Juiy 1, 

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

29 when it is repealed by section 9. 

30 Sec:ion 8 repeals section l, the ~eeC capi~a1 ~~x creUi~ 

31 for personal income tax fi:.ers, effective ..Ja~udry .·~, ;.993. 

32 

33 

34 

35 

-:c:-
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S-5573 
1 Amend Senate File 2411 as follows: 
2 
3 
4 
5 
6 
7 
8 

1. Page 1, line 3, by striking the word and 
figure "and 422.12'' and inserting the following: 
"422.12, and 422.128''. 

2. Page l, 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 

9 income taxed directly to the individual. The amount 
10 claimed by the individual shall be based upon the pro 
ll rata share of the individual's earnings of a 
12 partnership, subchapter S corporation, or estate or 
13 trust." 
14 3. Page 2, by striking lines 26 through 29, and 
l5 inserting the following: 
16 ''7. An investment in secu~ities cEEered by a seed 
17 capital Eu~d or qualified bus!ness qua:ifies for a tax 
l8 credit only if the investmen: is in an ~r.afflliated 
19 and nonrelated oerson, oartne:sh!o, a; corooca:ion." 
20 4. PageS, by stciking ~ines 6 through-9, and 
2l 1nsertir.g :he foLlowing: . 
22 ''f. An invest~ent in securities offered by a seed 
23 capital fund or qualif1ed bus1ness qualif!es for a :ax 
2~ c:edit o~lv if :he invest~e~t is i~ a~ u~affiliated 
25 and nonrel~ted person, part~e:ship, o: corporation.~~ 
26 5. By :enumbering as necessary. 

S-5573 fi'--ED :t~:>,RC~ c9, ~990 
tJ. ci, .ah.~ ,..<L..,o (7/ / -' ~ -~ ./ ,, 

By ELAINE SZY~ONIAK 

.i 



SE~ATS CLIP SHEST MARCH 21, 1990 

SENATE FILE 2411 
FISCAL NOTE 

Page 28 

A fiscal note ~o~ 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 to members of the Legislature upon request. 

Senate rlle 2411 provides income tax credits for investment in new issues of 
shares or equity interests by qualified co~porations 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 ~equires 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 issuers using the seed capital tax 
credit. 

ASSUMPTIONS: 

1. The maximum capital which could be absorbed into !oYa's seed and venture 
capital community would not exceed $100,000,000. The maximum tax revenue 
loss would be $10,000,000. 

2. The funds 
funds not 

flowing 
generally 

into these programs under 
placed in the present Iowa 

the incentive plan will 
stream of active commerc 

3. Funds flowing into these types of p~ograms would probably turn over on a 
multiplier of ~oughly 2.2. 

FISCAL IMPACT: 

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

The Depa~tment of 
this. legtslation. 
provided because 

Revenue and Finance cannot determine the 
According to the Department, no specific 

the leveLs of participation and investment 
cannot be determi~ed. 

Source: ~e?a~tmer.t ot Co~merce, Insurance Division. 
Jepartme~t ~~ Revenue and Finance 

fiscal impact of 
estimates can be 
that would occur 

(LSB 8421SV, KNM) 

FILED ).L;RC::i 20, 1990 BY DENNIS ?ROUTY, FISCAL DIRECTOR 
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SENATE FILE jl{// 
BY COMMITTEE ON WAYS AND MEANS 

(SUCCESSOR TO SSB 2295) 

(AS AMENDED AND PASSED BY THE SENATE MARCH 20, 1990) 

- New Language by the Senate 

Passed Senate, Date 3h 4 /q, if, /../a«) 
I 

Vote: Ayes 1-.s- . Nays ----"o __ _ 

Approved 

A Bill FOR 

Passed House, Date y/s/?c ~- t?"c) 

Vote: Ayes 9/ Nays 

l 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 

7 

8 

9 

10 

11 

12 

13 

14 

15 

l.6 

17 

18 

19 

20 

21 

SF 24ll 
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Section .c. NEW SECTION. 422.llD SEED CAPITAL CREDIT. 

tl1is division less cred~~s 

4 422~128, shall be ~educed ~y ~ seed capital cr~dit. 

S ~~:-~;:;:~~~~-;_-~-.~~~·~x .... ?~.=--~ ~ t t~~- 3::<:d ~~,~--;2;1~--:~:~-;-~---~~~~~-~~~-"-:~~:- .\'~·;:.~--~,-r~---
0 ~~-~_, .. ;~~:,:~~~,~J.;~---~,-~1 IJ.::._;._2.?.;: f: -~ ,_ -~--' _C?? ~_-;:~~:.:_::.sL.s.~~---;~~--~-~~2--~ ~~·se:7--c-~~~-;~~--;-:- _:?_r~, 
·; ~::~,:J.-~LS:.'" ·~:~~~:~--·~=-:·:~~ i -~_';?::~ ~~--~/~-~9 -~-~-... :~~-?~-.S~~r~., .. ~~-- --'~_0 ... ~.?~}.-::_:~_-~::~~ i. 
8 "~~~~ =-~~~--~~ .. r:-~:- ... ~~--::_~~i ;~-=: ~- __ 01')- _:;:}<.:. ___ :~ __ :~_Ll_~ ~~L-~~~::~~...-::.,:~~~3~.-~<~~~~ .... ::~t.?._::_ >;.-c_~-tt-., 
9 pre) cata sh~~e oE ~~.~ i~dividual's ear~ings o~ a oactnersl;i~-

.., - -.-~"''"'""''""-···~-----·.·~:.....:· .... ---~~~ ......... ~-~--........--~------:,.,.,,.t-,~~---....... ,.."' .. ··-·.; .. -r-;:_:, 

10 !ubchapter_ S .s5'2S.S.:'S.~~;.:~'2,~~~e or trust. 
ll 2. The amount of the credit is equal to ten percent of a 

12 taxpayer's investment, during the tax year, in an initial 

13 offering of securities by a qualified business or a qualified 

14 seed capital fund. 

15 

16 

3. A seed capital fund, to be a qualified seed capital 

fund under this s~ction, m~s~ meet all of the followi~g 

l7 conditions: 

18 a. The ~nvescment m~st 0e in shares or o~her equity 

19 i;1terests, whic!1 are pu:chase~ Eo: money ccnsideratio~ and 

20 carry voting rights. 

2: 

24 

2~ excJ.us~ve_y :~~ c~0 

26 4, paragraph tja" ¥ 

27 d. 

23 investments accocdjns to t~e foliowing sched:~le: 

~.~··<."'- ~ ..... _ ''· ·..<...., '- v .. 

29 ( l ) I~vest a~ least chirty percent of its capital baser 

3:J raised ::nrougn investmento; fo;· which tax crerj1ts 'vere Lai<ei:, 

31 within three years oe tne fiscal year in which tax c~edits 

32 were claimed. 

33 ( 2) Invest at least fifty percent of its capital base, 

34 raised through invescmer.ts for which tax crecits were taken, 

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

' - .. -
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1 claimed. 

2 (3) Invest at least seventy percent of its capital base, 

3 raised through investments for which tax credits were taken, 

4 within five years of the fiscal year in which tax credits were 

5 claimed. 

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

7 which tax credits were claimed must not be invested in any one 
. .... r: 

8 qualified business. 

9 4. A business, to be a qualified business under this 

10 section, must meet all of the following conditions: 

11 a. The business must be engaged in one or more of the 

12 following activities: 

13 (1) Interstate or intrastate commerce for the purpose of 

14 manufacturing, processing, or assembling products. 

15 (2) Agricultural, fishery, or forestry processing. 

16 (3) Research and development of products and processes 

17 associated with any of the activities enumerated in 

18 subparagraph (1) or (2). 

19 b. The shares must be purchased for money consideration 

20 and carry full voting rights. 

21 c. The shares must be sold in an offering registered under 

22 an expedited registration by filing system as provided ln 

23 section 502.207A. 

24 5. If during the tax year, the investment or a portion of 

25 the investment is disposed of prior to having been owned by 

26 the taxpayer for two years, the tax under this division is 

27 increased by the amount of the credit taken on the investment 

28 or portion of the investment. 

29 6. Any credit in excess of the tax liability for che tax 

30 year may be credited to the tax liability for the following 

31 five years or until depleted, whichever is earlier. 

3 2 7 . An i n v e s t men t i n sec u ri t i e s 2 ff c _:::;:.:;.. ..;b:.Y;.....;a.....;s..;e..;e;.d;....;c.;a~p..;i;..t..;a-.1._ 
33 fund or qualified business qualifies f:: a tax credit only if 
-~-....;;...---,~--~~~- ... '" 

34 the investment is in an unaffiliate• and nonrelated person, 
-~----------~-----35 partnership, or corporation. 
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1 8. The director may conduct an examination of a seed 

2 capital fund or business to determine if it has met the 

3 requirements of this section. The director may request and if 

4 requested shall receive the assistance of the administrator of 

S chapter 502 to conduct an examination of a seed capital fund 

6 or business. 
7 9. The issuer must file a copy of its annual report with 

8 the director and the administrator of chapter 502 for each of 

9 the three years following the offering. 

10 10. A violation of this section is grounds for 

ll decertification of a seed capital fund or business as a 

12 qualified seed capital fund or a qualified business. A seed 

13 capital fund or a business alleged to have violated this 
14 section, or to be out of compliance with this section, shall 

15 be allowed a one hundred twenty day grace period to remedy the 

16 violation or to comply with this section. Decertification 

17 shall cause the forfeiture of any right or interest to a tax 

18 credit under this section and shall cause the total amount of 

19 tax credit for all tax years under this section to be due and 

20 payable with income tax liability for the tax year when 

21 decertification is effective. 

22 Sec. 2. Section 422.33, Code Supplement 1989, is amended 

23 by 
24 

adding the following 

NEW SUBSECTION. 8. 

new subsection: 

The taxes imposed under this division 

25 shall be reduced by a seed capital credit. 
26 a. The amount of the credit is equal to ten percent of a 

27 taxpayer's investment, during the tax year, in an initial 

28 offering of securities by a qualified business or a qualified 

29 seed capital fund. 

30 b. A seed capital fund, to be a qualified seed capital 

31 fund under this section, must meet all of the ~ollowing 
32 conditions: 

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

2 registered under an expedited regiscration by filing system as 

3 provided in section 502.207A. 

4 (3) Its capital base must be used to make investments 

5 exclusively in the types of businesses described in paragraph 

6 ''c", subparagraph (1). 

7 (4) Its capital base must be used to make qualified 

8 investments according to the following schedule: 

9 (a} Invest at least thirty percent of its capital base, 

10 raised through investments for which tax credits were taken, 

11 within three years of the fiscal year in which tax credits 

12 were claimed. 

13 (b) Invest at least fifty percent of its capital base, 

14 raised through investments for which tax credits were take~, 

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

16 claimed. 

17 (c) Invest at least seventy percent of its capital base, 

18 raised through investments for which tax credits were taken, 

l9 within five years of the fiscal year in which tax credits were 

20 claimed. 

21 (5) More than twenty percent of the tota~ funds raised Eor 

22 which tax credits were claimed must not be invested in any one 

23 qualifying business. 

24 c. A business, to be a qualified business under this 

25 subsection, must meet all of the following conditions: 

26 (l) The business must be engaged in one or more of the 

27 following activities: 

28 (a) Interstate or intrastate commerce for the purpose of 

29 manufacturing, processing, or assembling products. 

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

31 (c) Research and development of products and processes 

32 associated with any of the activities e-~merated in 

33 subparagraph subdivision (a) or (b). 

34 (2) The shares must be purchase(' , '.Or money consideration 

35 and carry full voting rights. 

-4-



S. F. 21/1{ H.F. 

in an offering registered l (3) The shares must be sold 

2 under an expedited registration 

3 ln section 502.207A. 

by filing system as provided 

4 d. If during the tax year, the investment or a portion of 

5 the investment is disposed of prior to having been owned by 

6 the taxpayer for two years, the tax under this division is 

7 increased by the amount of the credit taken on the investment 

8 or portion of the investment. 

9 e. 

10 year 

Any credit in excess of the tax liability for the tax 

may be credited to the tax liability for the following 

11 five years or until depleted, whichever is earlier. 

12 f. An investm,;,!;t r~;; S'=.<?.~r~,itie,~.C2.EJ.z..red by a seed capital 

13 fund or qualified b~si~~ .. :l~~L~U~s,,f,?Lil t.a:<,c,;.edit only if 
14 the investment is in an unaffiliated and nonrelated person, 

co __ ..., . .c:.· .. :.•.:n.~ 

15 partnership, or corporation. 

16 g. The director may conduct an examination of a seed 

17 capital fund or business to determine if it has met the 

18 requirements of this subsection. The director may request and 

19 if requested shall receive the assistance of the administrator 

20 of chapter 502 to conduct an examination of a seed capital 

21 fund or business. 

22 h. The issuer must file a copy of its annual report with 

23 the director and the administrator of chapter 502 for 

24 the three years following the offering. 

' . eacn oL 

25 ' . . A violation of this subsection is grounds for 

26 decertification of a seed capital fund or bustness as a 

27 qualified seed capital fund or a quallfied business. A seed 

28 capital fund or a business alleged to have violated this 

29 subsection, or to be out of compliance with this subsection, 

30 shall be allowed a one hundred twenty day grace period to 

31 remedy the violation or to comply with this subsection. 

32 Decertification shall cause the forfeiture of any right or 

33 interest to a tax credit under this subsection and shall cause 

34 the total amount of tax credit for all tax years under this 

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

2 Sec. 3. NEW SECTION. 502.207A EXPEDITED REGISTRATION BY 

3 FILING FOR SMALL ISSUERS. 

4 l. A security meeting the conditions set forth 1n this 

5 section may be registered by filing as provided in this 

6 section. 

7 2. In order to ~egister under this section, the issuer 

8-must meet all of the following conditions: 

9 a. The issuer must be a corporation or partnership 

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

ll of the United States which engages in or proposes to engage in 

12 a business other than petroleum exploration or production 

13 mining or other extractive industries. 

14 b. The securities must be offered and sold only on behalf 

15 of the issuer, and must not be used by any selling security 

16 holder to register securities for resale. 

17 3. In order to register under this section, all of the 

18 following conditions must be satisfied: 

19 a. The offering price for co~~on stock, the exercise price 

20 if the securities are options, warrants, or rights for common 

21 stock, or the conversion price if the securities are 

22 convertible into common stock must be equal to or greater than 

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

24 stock, or declare a stock dividend, for two years after 

25 effectiveness of the registration, except that in connection 

26 with a subsequent registered public offering, the issuer may 

27 upon application and consent of the administrator take such 

28 action. 

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

30 paid or give~, directly or indirectly, for the sale of the 

31 securities, except for a payment to a broker-dealer or agent 

32 registered under this chapter, or excep" for a payment as 

33 permitted by the administrator by rul~ ~r by order issued upon 

34 written application showing good ca~. for al:owance of a 

35 commission, fee, or other remuneration. 
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l c. The issuer or a broker-dealer offering or selling the 

2 securities is not or would not be disqualified under rule 505, 

3 17 C.F.R. § 230.505 (2)(iii), adopted under the federal 

4 Securities Act of 1933. 

5 d. ~he aggregate offering price of the offering of 

6 securities by the issuer within or outside this state must ~oc 

7 exceed one million dollars, less the aggregate offerir.g price 

8 for all securities sold wit~in twelve months before the start 

9 of, and during the offering of, the securities under rule 504, 

10 17 C.F.R. 1 230.504, in reliance on any exemption under 

11 section 3(b) of the federal Securities Act of 1933 or in 

12 violation of section 5(a) of that Act; provided, that if rule 

13 504, 17 C.F.R. § 230.504, adopted under the Securities Act of 

14 1933, is amended after the effective date of this section, the 

15 administrator may by rule increase the limit under this 

16 paragraph to conform to tha~ increased amount. 

17 e. An offering document meeting the disc~osure 

18 requirements of rule 502(b)(2), 17 C.F.R. § 230.502(bi(2), 

19 adopted under the Securities Act of 1933, must be delivered to 

20 each purchaser in the state prior to the sale of the 

21 securities, unless the admi~istrator by rule or order provides 

22 for disclosure different from that rule. 

23 f. The issuer must file with the administrator an 

24 application for registrati~~ and the offeriP.g documenr. to be 

25 used in connection with the offer a~d sale of securities. 

26 g. The issuer must pay :o the administrator a fee of oP.e 

27 hundred dollars and is P.Ot required to pay the filing fee set 

28 forth in section 502.208, subsection 2. 

29 4. Unless the administracor issues a stop order denying 

30 the effectiveness oe the cegostracion, as provided in section 

31 502.209, the registration becomes effective on the fifth 

32 business day after the registration has been filed with the 

33 administrator, or earlier if the administrator permits a 

34 shorter time period between registration and effectiveness. 

35 5. In connection with an offering registered under this 
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l section, a person may be registered as an agent of the issuer 

2 under section 502.301 by the filing of an appLication by the 

3 issuer with the administratoc for the registration of the 

4 person as an agent of the issuer and the paying of a fee of 

5 ten dollars. Notwithstanding any other provision of this 

6 chapter, the registration of the agent shall be effective 

7 until withdrawn by the issuer or until the securities 

8 registered pursuant to the registration statement have all 

9 been sold, whichever occurs first. The registration of an 

10 agent shall become effective when ordered by the administrator 

ll or on the fifth business day after the agent's application has 

12 been filed with the administrator, whichever occurs first, and 

13 the administrator shall not impose further conditions upon the 

14 registration of the agent. However, the administ~ator ~ay 

15 deny, revoke, suspend, or withdraw the registration of the 

16 agent at any time as provided in section 502.304. 

17 Notwithstanding section 502.302, subsection 5, for the 

18 purposes of registration of agents under this section, the 

19 issuer and agent are not required to post bond. An agent 

20 registered solely pursuant to this section is entitled to sell 

21 only securities registered under this section. 

22 6. · This section is not applicable to any of the following 

23 issuers: 

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

25 b. An issuer subject to the reporting requirements of 

26 section 13 or l5(d) of the federal Securities Exchange Act of 

27 1934. 

28 c. A direct participation program, unless ot~erwise 

29 permitted by the administrator by rule or order for good 

30 cause. 

31 d. A blind pool or other offering for which the specific 

32 business or properties cannot now be dec.2ribed, unless the 

33 administrator determines that the bli..,,; pool is a community 

34 development, seed, or venture capicz fund for which the 

35 administrator permits a waiver. 
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~ 7. Notwithstanding any other prevision of this chapter, 

2 the adm:nistrator shall not deny effectiveness to or suspend 

3 or revoke the effectiveness of a registration under this 

4 section on the basis of section 502.209, subsection 1, 

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

6 conditions specified in section 502.208, subsection 8, 

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

8 administrator may issue a stop order pursuant to section 

9 502.209 to filers under this section for any of the following 

10 additional reasons: 

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

12 state. 

13 b. At least fifty percent of the issuer•s full-time 

14 employees are not located in this state. 

15 c. At least eighty percent of the net proceeds of the 

16 offering are not going to be used in connection with the 

17 operations of the issuer in this state. 

18 d. If the issuer is a seed or venture capital fund, at 

19 least fifty percent of the moneys received from the sa:e of 

20 the securities will not be used to make seed or venture 

21 capital investments in this state. 

22 Sec. 4. ~EW SECTION. 502.2078 LEGISLATIV~ REV!EW AND 

23 OVERSIGOIT. 

25 of the secu:~t:es b~reall oE the irsurance divisi.c11 sha:~ each 

26 repor~ on a11 ann~al ba~is to tt1e se~ate's a11d house of 

27 repr~seatatives' C''J~Ttmii:.:.ees on {H&ys and means conc·:rnl;,g 

28 issue:s using the seed ca~ital tax credit, as a~thocized eo: 

29 personal taxpayers by section 422.!18 a~d for corporate 

30 taxpayers by section 422.33, subsection 8: at~d the exped~ted 

31 filing hy ~eg~stratior. system provided by section 502.2G7A. 

32 Sec. 5. Section 502.611, Code 1989, is ame~2ed by addi~g 

33 the following new unnumbered paragraph: 

34 NEW UNNUMBERED PARAGRAPH. This chapter ffiay be cc~sc:ued 

35 and i~plemented to effectuate its genera: purpose to protect 
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1 investors, and consistent with that purpose, to encourage 

2 capital formation, job creation, and free and competitive 

3 securities markets and to minimize regulatory burdens on 

4 issuers and persons subject to this chapter, especially small 

5 businesses. 

6 Sec. 6. 

7 Sections 

8 importance, 

9 Sec. 7. 

1, 3, and 5 of thi-s Act, being deemed of immediate 

take effect upon enactment. 

10 Section 2 of this Act takes effect July l, 1991, and 

11 applies to eligible investments made on or after that date. 

12 Sec. 8. 

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

14 Sec. 9. 

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

16 

17 

18 

l9 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 
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1 Section l. NEW SECTION. 422.11D SEED CAPITAL CREDIT. 

2 1. The taxes imposed under this division less credits 

3 allowed under sections 422.10, 422.llA, 422.llB, and 422.12, 

4 shall be reduced by a seed capital credit. 

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

6 taxpayer's investment, during the tax year, in an initial 

7 offering of securities by a qualified business or a qualified 

8 seed capital fund. 

9 3. A seed capital fund, to be a qualified seed capital 

10 fund under this section, must meet all of the following 

11 conditions: 

12 a. The investment must be in shares or other equity 

13 interests, which are purchased for money consideration and 

14 carry voting rights. 

15 b. The issue of shares or other equity interests must be 

16 registered under an expedited registration by filing system as 

17 provided in section 502.207A. 

18 c. Its capital base must be used to make investments 

19 exclusively in the types of businesses described in subsection 

20 4, paragraph "a~, 

21 d. Its capital base must be used to make qualified 

22 investments according to the following schedule: 

23 (1) Invest at least thirty percent of its capital base, 

24 raised through investments for which tax credits were taken, 

25 within three years of the fiscal year in which tax credits 

26 were claimed. 

27 (2) Invest at least fifty percent of its capital base, 

28 raised through investments for which tax credits were taken, 

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

30 claimed. 

31 (3) Invest at least seventy percent of its capital base, 

32 raised through investments for which tax credits were taken, 

33 within five years of the fiscal year in which tax credits were 

34 claimed. 

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

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

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

7 
8 

9 
10 

ll 
12 

13 
14 
15 
16 
17 
18 

19 

20 

(l) 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. 

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 

21 increased by the amount of the credit taken on the investment 
22 or portion of the investment. 

23 
24 
25 
26 
27 
28 

29 
30 

31 

32 

33 
34 

35 

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 

requested shall receive the assistance of the administrator of 
chapter 502 to conduct an examination of a seed capital fund 

or business. 
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l 9. The issuer must file a copy of its annual report with 

2 the director and the administrator of chapter 502 for each of 

3 the three years following the offering. 

4 10. A violation of this section is grounds for 

5 decertification of a seed capital fund or business as a 
6 qualified seed capital fund or a qualified business. A seed 

7 capital fund or a business alleged to have violated this 
8 section, or to be out of compliance with this section, shall 

9 be allowed a one hundred twenty day grace period to remedy the 

10 violation or to comply with this section. Decertification 

11 shall cause the forfeiture of any right or interest to a tax 

12 credit under this section and shall cause the total amount of 

13 tax credit for all tax years under this section to be due and 
14 payable with income tax liability for the tax year when 

15 decertification is effective. 

16 Sec. 2. Section 422.33, Code Supplement 1989, is amended 

17 by adding the following new subsection: 

18 NEW SUBSECTION. 8. The taxes imposed under this division 

19 shall be reduced by a seed capital credit. 

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

21 taxpayer's investment, during the tax year, in an initial 

22 offering of securities by a qualified business or a qualified 

23 seed capital fund. 
24 b. A seed capital fund, to be a qualified seed capital 

25 fund under this section, must meet all of the following 
26 conditions: 

27 (1) The investment must be in shares or other equity 

28 interests, which are purchased for money consideration and 

29 carry voting rights. 

30 (2) The issue of shares or other equity interests must be 

31 registered under an expedited registration by filing system as 

32 provided in section 502.207A. 

33 (3) Its capital base must be used to make investments 
34 exclusively in the types of businesses described in paragraph 

35 "c", subparagraph (1). 

-3-



S.F. H.F. 

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

3 (a) Invest at least thirty percent of its capital base, 
4 raised through investments for which tax credits were taken, 

5 within three years of the fiscal year in which tax credits 

6 were claimed. 

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

10 claimed. 
11 (c) Invest at least seventy percent of its capital base, 
12 raised through investments for which tax credits were taken, 

13 within five years of the fiscal year in which tax credits were 

14 claimed. 

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

17 qualifying business. 
18 c. A business, to be a qualified b~s~~ess under this 

19 subsection, must meet all of the following conditions: 
20 ( l' The business must be engaged in one or more of the 

21 following activities: 
22 (a) Interstate or intrastate commerce for the purpose of 

23 manufacturing, processing, or assembling products. 
24 (b) Agricultural, fishery, or forestry processing. 

25 (c) Research and development of products and processes 
26 associated with any of the activities enumerated in 

27 subparagraph subdivision (a) or (b). 
28 (2) The shares must be purchased for money consideration 
29 and carry full voting rights. 
30 (3) The shares must be sold in an offering registered 
31 under an expedited registration by filing system as provided 

32 in section 502.207A. 

33 d. If during the tax year, the investment or a portion of 
34 the investment is disposed of prior to having been owned by 

35 the taxpayer for two years, the tax under this division is 
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1 increased by the amount of the credit taken on the investment 

2 or portion of-the investment. 

3 e. Any credit in excess of the tax liability for the tax 
4 year may be credited to the tax liability for the following 

5 five years or until depleted, whichever is earlier. 

6 f. An offering of securities by a seed capital fund or 

7 business which intends to apply for a tax credit under this 
8 subsection must be for purposes of a bona fide offering to 

9 unaffiliated and nonrelated persons. 
10 g. The director may conduct an examination of a seed 

11 capital fund or business to determine if it has met the 
12 requirements of this subsection. The director may request and 

13 if requested shall receive the assistance of the administrator 

14 of chapter 502 to conduct an examination of a seed capital 

15 fund or business. 

16 h. The issuer must file a copy of its annual report with 

17 the director and the administrator of chapter 502 for each of 
18 the three years following the offering. 

19 i. A violation of this subsection is grounds for 

20 decertification of a seed capital fund or business as a 

21 qualified seed capital fund or a qualified business. A seed 

22 capital fund or a business alleged to have violated this 

23 subsection, or to be out of compliance with this subsection, 

24 shall be allowed a one hundred twenty day grace period to 

25 remedy the violation or to comply with this subsection. 

26 Decertification shall cause the forfeiture of any right or 

27 interest to a tax credit under this subsection and shall cause 
28 the total amount of tax credit for all tax years under this 

29 subsection to be due and payable with income tax liability for 

30 the tax year when decertification is effective. 

31 Sec. 3. NEW SECTION. 502.207A EXPEDITED REGISTRATION BY 

32 FILING FOR SMALL ISSUERS. 

33 1. A security meeting the conditions set forth in this 

34 section may be registered by filing as provided in this 

35 section. 
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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 

9 of the issuer, and must not be used by any selling security 

10 holder to register securities for resale. 

11 3. In order to register under this section, all of the 

12 following conditions must be satisfied: 

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

14 if the securities are options, warrants, or rights for common 

15 stock, or the conversion price if the securities are 

16 convertible into common stock must be equal to or greater than 

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

18 stock, or declare a stock dividend, for two years after 

19 effectiveness of the registration, except that in connection 

20 with a subsequent registered public offering, the issuer may 

21 upon application and consent of the administrator take such 

22 action. 

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

24 paid or given, directly or indirectly, for the sale of the 

25 securities, except for a payment to a broker-dealer or agent 

26 registered under this chapter, or except for a payment as 

27 permitted by the administrator by rule or by order issued upon 

28 written application showing good cause for allowance of a 

29 commission, fee, or other remuneration. 

30 

31 

32 

33 

34 

35 

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 or outside this state must not 
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1 exceed one million dollars, less the aggregate offering price 
2 for all securities sold within twelve months before the start 

3 of, and during the offering of, the securities under rule 504, 

4 17 C.F.R. § 230.504, in reliance on any exemption under 

5 section 3(b) of the federal Securities Act of 1933 or in 

6 violation of section 5(a) of that Act; provided, that if rule 

7 504, 17 C.F.R. § 230.504, adopted under the Securities Act of 

8 1933, is amended after the effective date of this section, the 

9 administrator may by rule increase the limit under this 
10 paragraph to conform to that increased amount. 

ll e. An offering document meeting the disclosure 
12 requirements of rule 502(b)(2), 17 C.F.R. § 230.502(b)(2), 

13 adopted under the Securities Act of 1933, must be delivered to 

14 each purchaser in the state prior to the sale of the 

15 securities, unless the administrator by rule or order provides 

16 for disclosure different from that rule. 

17 f. The issuer must file with the administrator an 

18 application for registration and the offering document to be 

19 used in connection with the offer and sale of securities. 

20 g. The issuer must pay to the administrator a fee of one 

21 hundred dollars and is not required to pay the filing fee set 

22 forth in section 502.208, subsection 2. 

23 4. Unless the administrator issues a stop order denying 

24 the effectiveness of the registration, as provided in section 

25 502.209, the registration becomes effective on the fifth 

26 business day after the registration has been filed with the 

27 administrator, or earlier if the administrator permits a 

28 shorter time period between registration and effectiveness. 

29 5. In connection with an offering registered under this 
30 section, a person may be registered as an agent of the issuer 

31 under section 502.301 by the filing of an application by the 

32 issuer with the administrator for the registration of the 

.33 person as an agent of the issuer and the paying of a fee of 

34 ten dollars. Notwithstanding any other provision of this 

35 chapter, the registration of the agent shall be effective 

-7-
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1 until withdrawn by the issuer or until the securities 
2 registered pursuant to the registration statement have all 

3 been sold, 'whichever occurs first. The registration of an 
4 agent shall become effective when ordered by the administrator 

5 or on the fifth business day after the agent's application has 
6 been filed with the administrator, whichever occurs first, and 

7 the administrator shall not impose further conditions upon the 
8 registration of the agent. However, the administrator may 

9 deny, revoke, suspend, or withdraw the registration of the 

10 agent at any time as provided in section 502.304. 

11 Notwithstanding section 502.302, subsection 5, for the 

12 purposes of registration of agents under this section, the 

13 issuer and agent are not required to post bond. An agent 
14 registered solely pursuant to this section is entitled to sell 

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

17 issuers: 

18 a. An investment company, including a mutual fund. 
19 b. An issuer subject to the reporting requirements of 
20 section 13 or 15(d) of the federal Securities Exchange Act 
21 1934. 

22 c. A direct participation program, unless otherwise 

23 permitted by the administrator by rule or order for good 
24 cause. 

of 

25 d. A blind pool or other offering for which the specific 
26 business or properties cannot now be described, unless the 

27 administrator determines that the blind pool is a community 

28 development, seed, or venture capital fund for which the 

29 administrator permits a waiver. 

30 7. Notwithstanding any other provision of this chapter, 

31 the administrator shall not deny effectiveness to or suspend 

32 or revoke the effectiveness of a registration under this 

33 section on the basis of section 502.209, subsection 1, 

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

35 conditions specified in section 502.208, subsection 8, 

-8-
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1 subsection 9, paragraph "b", or subsection 12. The 
2 administrator-may issue a stop order pursuant to section 

3 502.209 to filers under this section for any of the following 
4 additional 

5 a. The 
6 state. 

7 b. At 

8 employees 

reasons: 

issuer's principal place of business is not in this 

least fifty percent of the issuer's full-time 

are not located in this state. 

least eighty percent of the net proceeds of the 

10 offering are not going to be used in connection with the 

ll operations of the issuer in this state. 

9 c. At 

12 d. If the issuer is a seed or venture capital fund, at 

13 least fifty percent of the moneys received from the sale of 
14 the securities will not be used to make seed or venture 

15 capital investments in this state. 
16 Sec. 4. NEW SECTION. 502.207B LEGISLATIVE REVIEW AND 

17 OVERSIGHT. 

18 The director of revenue and finance and the administrator 

19 of the securities bureau of the insurance division shall each 

20 report on an annual basis to the senate's and house of 

21 representatives' committees on ways and means concerning 

22 issuers using the seed capital tax credit, as authorized for 

23 personal taxpayers by section 422.11D and for corporate 
24 taxpayers by section 422.33, subsection 8, and the expedited 

25 filing by registration system provided by section 502.207A. 

26 Sec. 5. Section 502.611, Code 1989, is amended by adding 

27 the following new 
NEW UNNUMBERED 28 

unnumbered paragraph: 

PARAGRAPH. This chapter may be construed 

29 and implemented to effectuate its general purpose to protect 

30 investors, and consistent with that purpose, to encourage 

31 capital formation, job creation, and free and competitive 
32 securities markets and to minimize regulatory burdens on 

33 issuers and persons subject to this chapter, especially small 
34 businesses. 

35 Sec. 6. 
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1 Sections 1, 3, and 5 of this Act, being deemed of immediate 

2 importance, take effect upon enactment. 

3 Sec. 7. 

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

5 applies to eligible investments made on or after that date. 

6 Sec. 8. 
7 Section 1 of this Act is repealed January 1, 1993. 
8 Sec. 9. 

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

10 EXPLANATION 

11 This bill provides an income tax credit for an investment 

13 

14 

15 

12 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. 

16 

17 
18 

19 
20 

21 

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 qualified small 

issuers. 

The seed capital tax credit for personal income tax, 
22 section l of the bill; the expedited registration by filing 

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

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

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

26 The seed capital tax credit for corporate filers authorized 

28 

29 

27 by section 2 is given a delayed effective date of July 1, 
1991, by section 7, and is effective through January 1, 1994, 

when it is repealed by section 9. 

30 

31 

32 

33 

34 

35 

Section 8 repeals section 1, the seed capital tax credit 

for personal income tax filers, effective January 1, 1993. 

-10-
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SENATE FILE 2411 

AN ACT 

PROVIDING A SEED CAPITAL INCOME TAX CREDIT, AUTHORIZING 
EXPEDITED REGISTRATION BY FILING POR SHALL ISSUES UNDER THE 
STATE SECURITIES LAW, AND PROVIDING EFfECTIVE AND APPLI

CABILI~Y OATES, 

BE I~ ENACTED BY TBE GENERAL ASS&MBLY OF TB£ STAT! OF IOWA: 

Section l, NEW SECTION. 422,110 SE£0 CAPITAL CREDIT. 

1. The taxea imposed under thla divlelon leaa credits 
allowed under sections 422.10, 422.11A, 422.119, 422.12, and 
422.128, shall be reduced by a aeed capital credit. An 
individual aay claim the ee&d capital credit allowed a 
partnerahlp, subchapter 8 corporation, or estate or truet 
electing to have the inco.e taxed directly to the individual. 
The amount claimed by the individual shall be baaed upon the 
pro rata ahare of the lndlvldual'a earnings of a partnership, 

subchapter s corporation, or estate or trust. 
2. The a~ount of the cced1t 1s equal to ten percent of A 

taxpayer's investment, durin9 the tax yeac, in an Initial 

• • 
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offering of secur1tiee by a qualified business or a qualified 

seed capital fund. 
3. A seed capital fund, to be a qualified seed capital 

fund under thie eectlon, euat meet all of the following 
conditions: 

a. The investment must be in shares or other equity 
interests, which are purchased tor money cona1deration and 

carry votinq rights. 
b. The issue of eharea or other &qUity interests muat be 

r99lstered under an expedited re9iatration by filin9 ayate~ aa 
provided in section 502.207A. 

c. Ita capital baee muat be ueed to a.ke investments 
exclusively in the types of buaineasee described in aubaection 

t, paragraph •a•. 
d. Ita capital baae must be used to aake qualified 

investments according to tha followln9 tcheduler 
Ill Inveat at least thirty percent of ita capital base, 

raised through investment& tor which tax ccedita were taken, 
within three years of the fiscal year in which tax credits 

were claimed. 
(2) Invest at least fifty percent of ita capital base, 

raised through investments for which tax credits vere taken, 
vithin four yeara of the fiscal year 1n which tax credits were 

clat~ed. 

(3) Inveat at least seventy percent ot ita capital base, 

raised throuqh investments tor which tax credits were taken, 
within five years of the tiacal year in which tax credits were 

claimed. 
e. More than twenty percent of the total funda raised for 

which tax credits were claimed must not be inveated in any one 

qualified business. 
4. A business, to be a qualified business under thia 

section, must meet all of the followinq conditions: 
a. The business must be enqaged in one or more of the 

following activities: 
(/) 
~ 

"' "' ~ ~ 
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11) Interstate or intrastate commerce for the purpose of 
manufacturing, processing, or assembling products. 

[2) Agricultural, fishery, or forestry processing. 
[l) Research and development of products and processes 

associated with any of the activities enu~erated in 

subparagraph (lJ or [2). 
b. The shares ~ust be purchased tor money consideration 

and carry full voting riqhta. 
c. The shares nust be sold in an offering reqistered under 

an expedited registration by filinq system as provided in 
section 502.207A. 

5. If during the tax year, the inveat~ent or a portion of 
the invest~ent is disposed of prior to having been o~ned by 
the taxpayer for two years, the tax under th1e division is 
increased by the a~ount ot the credit taken on the investment 
or portion of the investment. 

6. Any credit in excess ot the tax liability for the tax 
year may be credited to the tax liability for the following 
five years or until depleted, whichever ie earlier. 

1. An investment in securities offered by a aeed capital 
fund or qualified business qualities for a tax credit only if 
the invest~ent is ln an unaffiliated and nonrelated person, 
partnership, or corporation. 

8. The director ~ay conduct an examination ot a seed 
capital fund or business to determine if it has met the 
requirements of this section. ~he director ~ay request and if 
requested shall receive the assistance of the administrator of 
chapter ~02 to conduct an examination of a seed capital fund 
or business. 

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

10. A violation of this section ia grounds tor 
decertification of a seed capital fund or business as a 
qualified seed capital fund or a qualified business. A seed 

Senate File 2411, p. 4 

capital fund or a business alle9ed to have violated this 
section, or to be out of coepliance with this section, shall 
be allo~ed a one hundred twenty day grace period to remedy the 
violation or to comply with thla section. Decertification 
shall cause the forfeiture of any right or interest to a tax 
credit under this section and shall cause the total amount ot 
tax credit for all tax years under this section to be due and 
payable with income t•x liability for the tax year when 
decertification ia effective. 

Sec. 2. Section 422.33, Code Supplement 1989, ia amended 
by addin9 the following new subsections 

NEW SUBSECTION. I. The taxes imposed under this division 
shall be reduced by a seed capital credit. 

a, The amount of the credit ia equal to ten percent of a 
taxpayer's inveat~ent, during the tax year, in an initial 
offering of securities by a qualified buslneee or a qualified 
seed capital fund. 

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

conditional 
(l) The investment must be ln shares or other equity 

Interests, which are purchased for money consideration and 
carry voting rights. 

(2) The lsaue of shares or other equity interests must be 
registered under an expedited re9istration by tiling ayatem as 

provided in section 502.207A. 
[3! Its capital base must be used to make investments 

exclusively in the types of businesses described in paragraph 
"c", subparagraph ( 1). 

(4) Its capital base ~ust 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 ta• credits were taken, 
within three years of the fiscal year in which tax credits 
were clctirned. 
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(b) Invest at least fifty percent of ita capital base, 
raised throuqh invest~ents tor which tax credits were taken, 
within four years of the fiscal year in which tax credits were 
clalced. 

(C) Invest at least seventy percent of its capital base, 
raised throuqh inveat~enta for which tax credit& were taken, 
within five yeara of the fiscal year in which tax credits were 
clall'lled. 

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

c. A buslnesa, to be a qualified business under this 
subsection, must meet all of the followlnq conditions: 

Ill The business must ba engaged in one or ~ore of the 
following •ctivltiee: 

(a) Interstate or intrastate conmerce for the purpose of 
manufacturing, proceaeing, or aasembling products. 

(b) Aqricultural, fishery, or foreetry processing. 
(c) Research and development of producte and processes 

associated with any of the &ctivitles enu•erated in 
subparagraph subdivision Ia) or (b), 

(2) The shares must be purchased for ~ney coneideration 
and carry full votin9 ri9hts. 

(3) The shares muet be sold in an offering registered 
under an expedited regietration by filing system as provided 
in section 502.207A. 

d. If during the tax year, the lnveat•ent or a portion of 
the investment ie disposed of prior to havlnq been owned by 
the taxpayer for two years, the tax under this division ia 
Increased by the a=ount of the credit taken on the investRent 
or portion of the investment. 

e. Any credit in excess ot the tax liabilit.y for the tax 
year may be credited to the tax liability for the following 
five years or until depleted, whichever is earlier. 

• • 
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f. An invest~ent in securities offered by & seed capital 
fund or qualified business qualifies for a tax credit only if 
the investment is in an unaffiliated and nonrelated person, 
partnership, or corporation. 

g. The director may conduct an examination of a aeed 
capital fund or business to deter~tne if it baa ~et the 
requirements of this subsection. 7he director may request and 
if requested shall receive the aaaiatance of the adDinistrator 
of chapter S02 to conduct an examination of a seed capital 
fund or buaineae. 

h. The tsauer ~ust file a copy of its annual report with 
the director and the administrator of chapter 502 for each of 
the three years following the offerinq. 

i. A violation of thia eubsection is grounds for 
decertification of a eeed capital fund or buainese as a 
qualified seed capital fund or a qualified business. A seed 
capital fund or a buaineae alleged to hav• violated this 
subsection, or to be out of co•pllance with thia subsection, 
shall be allowed a one hundred twenty day qrace period to 
remedy the violation or to comply with this subsection. 
O~certification ahall cause the forfeiture of any right or 
interest to a tax credit under this subsection and shall cause 
the total amount of tax credit tor all tax years under this 
subsection to be due and payable wlth income tax liability for 
the tax year when decertification is effective. 

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

1. A security meeting the condition& eet forth in this 
section .ay be registered by filinq as provided in this 
section. 

2. In order to register under this section, the iaeuer 
must ~eet all oe the foiloving conditionss 

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 Ul 

"'II ..., ,. .... .... 
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a business other than petroleum exploration or production 
mining or othe.r 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 securitiee for resale. 

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

a. ~he 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 ~al 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 
effectivenesa of the registration, except that in connection 
with a subsequent regietered public offering, the isauer 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 aQent 
registered under this chapter, or except for a payment ae 
per~itted by the ad~iniatrator by rule or by order issued upon 
written application showing good cause for allowance of a 
commission, fee, or other re~uneration. 

c. 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. S 230.505 (2l{ili), adopted under the federal 
Securities Act of 1933. 

d. The aggregate offerinq price of the offering of 
securities by the issuer within or outside this state must not 
exceed one million dollars, less the aqQregate offering price 
for all securities sold within twelve months before the start 
of, and during the offering of, the securities under rule ~04, 
17 C.F.R, S 230.504, in reliance on any exemption under 
section l(b) of the federal Securities Act of 1933 or in 

• • 
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violation of section ~Ia) of that Act: provided, that if rule 
504, 17 C.F.R. S 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 ~eeting the disclosure 
requirements of rule 502(bl(2), 17 C.F.R. S 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 tile with the adminiatrator an 
application for registration and the offering document to be 
used in connection with the offer and sale of eacuritiea. 

9• The issuer •ust pay to the ad~inistrator a fee of one 
hundred dollars and ie not required to pay the filing fee aet 
forth in section 502.208, subsection l. 

4, Unless the administrator iasues a atop order denying 
the effectiveness of the reQistratlon, aa provided in section 
502.209, the registration becoMe& effective on the fifth 
business day after the registration has been filed with the 
administrator, or earlier if the a~inistrator 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 payinq of a fee of 
ten dollars. Notwithstanding any other provision of this 
chapter, the registration of the agent ahall be effective 
until withdrawn by the issuer or until the securities 
registered pursuant to the registration state~ent have all 
been sold, whichever occurs first. ~he registration of an 
aqent shall become effective when ordered by the administrator 
or on the fifth busines9 day after the agent's application nas 
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been filed with the ad~lnistr&tor, whichever occurs first, and 
the administrator ahall not l•poae further conditione upon the 
reglstr£tlon of the agent. However, the a~inlatrator may 
deny, revoke, euapend, or withdraw the r~latratlon of the 
agent at any time aa provided in aectlon S02.lD4, 
Motvlthatanding aectlon 502.302, aubaactlon s, for the 
purpoaea of re9latration of agent• under thla section, the 
laauer and agent are not required to poat bend. An agent 
registered aolely purauant to thla aectlon la entitled to aell 
only eecurltlea registered under thla aectlon. 

6. Thia aectlon la not applicable to any ot the following 
laauere: 

a. An lnveatcent coapany, including a •utual fund. 
b. An laauer subject to the reporting requlre•enta ot 

aect1on ll or l~(d) of the federal Securltlea &xchanqe Act of 

1914. 

c. A direct ~rticipatlon progra•, unleas otherviae 
per~itted by the ad~inlatrator by rule or order for qood 
cause, 

d. A blind pool or other offering tor which the apeclflc 
bualnesa or propertiea cannot nov be described, unleaa the 
administrator d~ter•lnes that the blind pool la & co.aunlty 
develo~ent, seed, or venture capital fund for which the 
administrator per•lta a waiver, 

1. Notwithstanding any other provialon of thla chapter, 
the administrator ahall not deny effectlveneaa to or auapend 
or revoke the effectiveneaa of a raqiatratlon under this 
section on the baaia of aectlon 502.209, aubaectlon 1, 
p&raQraph •h•, and the adeiniatrator ahall not lepoae the 
conditions specified ln section 502.208, subsection 8, 

subsection 9, para9raph •b•, or subsection 12. The 
administrator may iaaue a stop order purauant to section 
502.209 to filers under thia section for any of the following 
additional reasons: 

~ • 
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a. The iasuer'a principal place of buaineaa la not in this 
at ate. 

b. At least fifty percent of the iaauer'a full-ti•t 
eeployees are not located in thla atate. 

c. At least ei9hty percent of the net proceed• of the 
offerin9 are not 90ing to be used in connection with the 
operations of the laauer in thla atata. 

d. lf the laauer ia a aeed or venture capital fund, at 
leaat fifty percent of the .aneya received fro. the aala of 
the securities vlll not be uaed to aake aeed or venture 
capital inveataenta in thia etate. 

Sec. 4. NEW SECTION, 502.2018 ~IOlSLATlV2 REVIIW ANO 
OVERS I GilT. 

The director of revenue and finance and the •dainiatrator 
of the aecurities bureau of the inaur&nce division ahall each 
report on an annual baaia to the aenata'a and house of 
representatives' coe.ltteea on vaya and .. ana concernin9 
iaauers ualng the aeed capital ta• credit, aa authorl1ed for 
personal taxpayers by section 422.110 and for corporate 
taxpayera by aection 422.Jl, 1ubaection 1, and the e•pedlted 
filing by reglatratlon ayatea provided by section 502.201A. 

Sec. 5. Section ~02.611, Code 1919, Ia ... nda4 by addln9 
the following new unn~bered-paragrapht 

NEW UNNUJIIBEREO PARAGRAPH. Thia chapter aay be conatrued 
and l•plemented to effectuate ita 9eneral purpoea to protect 
investors, and oonalatent with that purpose, to ancouraqe 
capital fora.tion, job er~ation. and tree and c~petitive 
securities .arketa and to alnl~iae re9ulatory burdena on 
isauera and ~raona aubject to thia chapter, eapeclally aaall 
businesses. 

Sec. 6. 

Sections 1, 3, and S of this Act, bein9 deemed of immediate 
1•port~nce. take effect upon enacte•nt. 

Sec. 7. 
en 
"'II ..., .. ..... ..... 
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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 l of this Act is repealed January l, 1993. 

Sec. 9. 

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