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Conference Committee Text
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1 Section 1. Section 422.32, subsection 2, Code 1995, is
1 2 amended to read as foll ows:
1 3 2. "Business income" means incone arising from
1 4 transactions and activity in the regular course of the
1 5 taxpayer's trade or business;
—and—includes
— or incone from
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tangi bl e and i ntangible property if the acquisition,
management, and di sposition of the property constitute
integral parts of the taxpayer's regular trade or business
operations; _or gain or loss resulting fromthe sale, exchange,
or other disposition of real property or of tangible or

intangi ble personal property, if the property while owned by
the taxpayer was operationally related to the taxpayer's trade
or business carried on in lowa; or gain or loss resulting from
the sale, exchange, or other disposition of stock in another
corporation if the activities of the other corporation were
operationally related to the taxpayer's trade or business
carried on in lowa while the stock was owned by the taxpayer.
A taxpayer nmy have nore than one regular trade or business in
det erm ni ng whether incone is business incone.

It is the intent of the general assenbly to treat as
apportionabl e business incone all incone that may be treated
as apportionabl e business incone under the Constitution of the
United States.

The filing of an lowa incone tax return on a conbi ned
report basis is neither allowed nor required by this
subsection.

Sec. 2. To the extent a taxpayer treated i ncone as
busi ness incone according to the definition amended in section
1 of this Act or treated i ncone as nonbusi ness incone
consistent with the decision in Phillips Petrol eum Conmpany v.
|l owa Departnent of Revenue and Finance, 511 N. W2d 608(I|owa
1993) on a filed tax return for tax periods beginning prior to
January 1, 1995, the director of revenue and finance shall not
chal | enge such treatnent.

Sec. 3. This Act, being deenmed of inmmedi ate inportance,
takes effect upon enactnent and applies retroactively to
January 1, 1995, for tax years beginning on or after that
dat e.

EXPLANATI ON

The lowa supreme court in Phillips Petrol eum Conpany v.
| owa Departnment of Revenue and Finance, 511 N.W2d 608 (I|owa
1993) held that capital gains resulting fromtransactions not
in the regular course of a taxpayer's trade or business were
nonbusi ness incone, even if the capital assets generated
busi ness i ncone when they were used in the taxpayer's trade or
busi ness. The bill anends the definition of business incone
to overturn that decision. This anendnent creates a separate
functional test for business incone. This anmendnent treats as
busi ness incone any gain or loss resulting from property which
whi |l e owned by the taxpayer was operationally related to the
taxpayer's trade or business carried on in lowa or resulting
fromstock in a corporation which was operationally related to
the taxpayer's trade or business carried on in lowa. The
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anendnent expresses the legislature' s intent that
apportionabl e business inconme is all income that may be
treated as apportionable under the United States Constitution.
This bill also provides that if a taxpayer treated incone
covered by the anendnent as business income or as nonbusi ness
i ncome consistent with the Phillips Petrol eum Conpany deci si on
on a filed lowa tax return for tax periods beginning prior to

January 1, 1995, the director of revenue and finance nust
accept such treatnment. The anendnent does not all ow or
require the filing of an lowa income tax return on a conbi ned
reporting basis.

The bill takes effect upon enactnent and applies retro-
actively to January 1, 1995, for tax years begi nning on or
after that date.
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