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A BILL FOR 

1 An Act relating to the individual income tax by extending the 

2 special method of computation of tax for value-added S 

3 corporation shareholders to all S corporation shareholders and 

4 eliminating the refund limitation and including effective and 
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BE 

retroactive applicability date provisions. 

IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA: 
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S.F. H.F. 3o6 

1 Section 1. Section 422.4, subsection 18, Code 1997, is 

2 amended by striking the subsection. 

3 Sec. 2. Section 422.5, subsection 1, paragraph j, 

4 subparagraph (2), subparagraph subdivisions (a) and (c), Code 

5 1997, are amended by striking the subparagraph subdivisions. 

6 Sec. 3. Section 422.5, subsection 1, paragraph j, 

7 subparagraph (2), Code 1997, is amended to read as follows: 

8 (2) The tax imposed upon the taxable income of a resident 

9 shareholder in a-v~~tte-~dded an S corporation which has in 

10 effect for the tax year an election under subchapter S of the 

11 Internal Revenue Code and carries on business within and 

12 without the state may be computed by reducing the amount 

13 determined pursuant to paragraphs "a" through "i" by the 

14 amounts of nonrefundable credits under this division and by 

15 multiplying this resulting amount by a fraction of which the 

16 resident's net income allocated to Iowa, as determined in 

17 section 422.8, subsection 2, paragraph "b", is the numerator 

18 and the resident's total net income computed under section 

19 422.7 is the denominator. If a resident shareholder has 

20 elected to take advantage of this subparagraph, and for the 

21 next tax year elects not to take advantage of this 

22 subparagraph, the resident shareholder shall not reelect to 

23 take advantage of this subparagraph for the three tax years 

24 immediately following the first tax year for which the 

25 shareholder elected not to take advantage of this 

26 subparagraph, unless the director consents to the reelection. 

27 This pa~a~~eph subparagraph also applies to individuals who 

28 are residents of Iowa for less than the entire tax year. 

29 t~t--fn-o~de~-€o~-e-~e~±dene-~he~eho~de~-in-a-ve~tte-edded 

30 eo~po~ee±on-wh±eh-he~-±n-e€£eee-£o~-ehe-eex-yee~-en-e~eeeion 

31 ttnde~-~ttbehepee~-S-o€-ehe-fnee~na~-Reventte-eode-~nd-ee~~ie~-on 

32 btt~±ne~~-w±ehin-~nd-wiehotte-ehe-~eeee,-eo-e~eim-ehe-bene£ie~ 

33 o€-~ppo~eionmene-o£-±neome-o£-ehe-ve~tte-edded-S-eo~po~~eion7 

34 ehe-eexpeye~-mtt~e-eomp~eee~y-£i~~-otte-ehe-~eett~n,-dete~m±ne 

35 ehe-ee~peye~~~-±neome-eex-~ieb±~±ey-w±ehotte-ehe-bene£±e-o£ 
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S.F. H.F. 3~~ 

1 appo~e~onmene-of-ehe-~a~tte-added-eo~po~ae±on~~-±neome,-and-pay 

2 ehe-amottne-of-ea~-owed7--Phe-ea~paye~-~ha~~-~eeompttee-ehe 

3 ea~paye~~~-±neome-ea~-~±ab±~±ey,-by-app~y±n~-ehe-p~ov±~±on~-o£ 

4 eh±~-~ttbpa~a~~aph-on-a-~pee±a~-~eett~n7--Ph±~-~pee±a~-~eett~n 

5 ~ha~~-be-f±~ed-ttnde~-~tt~e~-of-ehe-d±~eeeo~-and-eon~e±ettees-a 

6 e~a±m-fo~-~efttnd-of-ehe-d±ffe~enee-beeween-ehe-amottne-of-ea~ 

7 ehe-ea~paye~-pa~d-a~-deee~m±ned-w±ehotte-the-p~o~±~±on~-of-th±~ 

8 ~ttbpa~a~~aph-and-the-amottnt-o£-ta~-dete~m±ned-w±th-the 

9 p~o~±~±ons-o£-eh±~-sttbpa~a~~aph~ 

10 tbt This subparagraph shall not affect the amount of the 

11 taxpayer's checkoff to the Iowa election campaign fund under 

12 section 56.18, the checkoff for the fish and game fund in 

13 section 456A.l6, the credits from tax provided in sections 

14 422.10, 422.11A, and 422.12 and the allocation of these 

15 credits between spouses if the taxpayers filed separate 

16 returns or separately on combined returns. 

17 tet--Po~-any-ta~-yea~,-the-a~~~e~aee-amottnt-o£-~e£ttnd 

18 e~a±m~-that-~ha~~-be-pa±d-ptl~~ttane-eo-th~s-~ttbpa~a~~aph-sha~~ 

19 not-e~eeed-£±~e-m±~~±on-do~~a~s7--ff,-£o~-a-ea~-yea~,-ehe 

20 a~~~e~aee-amottne-of-~efttnd-e~a±ms-£±~ed-ptt~~ttant-to-th±s 

21 sttbpa~a~~aph-e~eeeds-f~~e-m~~~~on-do~~a~~,-eaeh-e~a~m-fo~ 

22 ~efttnd-sha~~-be-pa~d-on-a-p~o-~ata-bas±s-so-thae-ehe-a~~~e~aee 

23 amottne-of-~efttnd-e~a±m~-doe~-not-e~eeed-f±~e-m±~~±on-do~~a~~7 

24 fn-the-ease-whe~e-~eftlnd-e~a~ms-a~e-not-pa~d-~n-ftt~~,-ehe 

25 amottne-of-ehe-~eftlnd-to-wh±eh-the-~a~paye~-±s-ent±t~ed-ttnde~ 

26 th±s-sttbpa~a~~aph-~s-ehe-p~o-~ata-amottnt-that-was-pa±d-and-the 

27 ta~paye~-±s-not-ent±t~ed-to-a-~efttnd-of-the-ttnpa±d-po~t±on-and 

28 ±s-not-ent±t~ed-to-ea~~y-that-amottnt-fo~wa~d-o~-baekwa~d-to 

29 anothe~-ta~-yea~7--Pa~paye~~-sha~~-not-tt~e-~efttnds-as 

30 est±maeed-payments-fo~-ehe-~tteeeed±n~-ta~-yea~7--Pa~paye~~ 

31 whose-ta~-yea~s-be~~n-on-crantta~y-~-mttst-f±~e-the±~-~eftlnd 

32 e~a±ms-by-eetobe~-3~-of-ehe-ea~enda~-yea~-fo~~ow±n~-the-end-of 

33 the~~-ta~-yea~-to-be-e~±~±b~e-fo~-~eftlnds7--Pa~paye~s-whose 

34 ta~-yea~~-be~±n-on-a-date-othe~-than-crantla~y-~-mtlst-f±~e-the~~ 

35 ~efttnd-e~a±ms-by-the-end-of-the-tenth-month-£o~~ow±n~-the-end 
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S.F. H.F. -----

1 o£-the±~-ta~-yea~~-to-be-ei±~±bie.--~he-depa~tme~t-Sn8ii 

2 dete~m±ne-on-Feb~tla~y-r-o£-the-seeond-~tleeeed±n9-earenda~-yea~ 

3 ±£-the-total-amotlnt-o£-eia±m~-£o~-~e£tlnd-e~eeed~-£±~e-m±ri±on 

4 doire~~-fo~-the-ta~-yea~.--Notw±th~ta~d±n9-any-othe~ 

5 p~o~±~±on,-±nte~e~t-~hair-not-be-dtle-on-any-~e£tlnd-ele±ms-that 

6 a~e-pa±d-by-the-last-day-of-Feb~tla~y-o£-the-seeond-stleeeed±ng 

7 eaienda~-yea~.--f£-the-eia±m-±s-not-payabie-on-Feb~tla~y-r-o£ 

8 the-seeond-stteeeed±n9-eaienda~-yea~,-beeatlse-the-ta~paye~-±s-a 

9 £±seai-yea~-£±ie~ 7-then-the-amottnt-o£-the-eia±m-ailowed-shalr 

10 be-±n-the-same-~at±o-a~-the-~efttnd-eia±ms-a~a±iable-on 

11 Feb~tla~y-r-o£-the-seeond-stleeeed±n9-ealenda~-yea~.--~nese 

12 era±ms-sharr-be-ftlnded-by-moneys-app~op~±ated-£o~-payment-o£ 

13 ±nd±~±dttai-±neome-ta~-~e£tlnds. 

14 Sec. 4. Section 422.5, subsection 1, paragraph k, 

15 unnumbered paragraph 4, Code 1997, is amended to read as 

16 follows: 

17 In the case of a resident, including a resident estate or 

18 trust, the state's apportioned share of the state alternative 

19 minimum tax is one hundred percent of the state alternative 

20 minimum tax computed in this subsection. In the case of a 

21 resident or part-year resident shareholder in a-~aitle-added an 

22 ~ corporation which has in effect for the tax year an election 

23 under subchapter S of the Internal Revenue Code and carries on 

24 business within and without the state, a nonresident, 

25 including a nonresident estate or trust, or an individual, 

26 estate, or trust that is domiciled in the state for less than 

27 the entire tax year, the state's apportioned share of the 

28 state alternative minimum tax is the amount of tax computed 

29 under this subsection, reduced by the applicable credits in 

30 sections 422.10 through 422.12 and this result multiplied by a 

31 fraction with a numerator of the sum of state net income 

32 allocated to Iowa as determined in section 422.8, subsection 

33 2, paragraph "a" or "b" as applicable, plus tax preference 

34 items, adjustments, and losses under subparagraph (1) 

35 attributable to Iowa and with a denominator of the sum of 
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S.F. H.F. 

1 total net income computed under section 422.7 plus all tax 

2 preference items, adjustments, and losses under subparagraph 

3 (1). In computing this fraction, those items excludable under 

4 subparagraph (1) shall not be used in computing the tax 

5 preference items. Married taxpayers electing to file separate 

6 returns or separately on a combined return must allocate the 

7 minimum tax computed in this subsection in the proportion that 

8 each spouse's respective preference items, adjustments, and 

9 losses under subparagraph (1) bear to the combined preference 

10 items, adjustments, and losses under subparagraph (1) of both 

11 spouses. 

12 Sec. 5. Section 422.8, subsection 2, paragraph b, 

13 unnumbered paragraph 1, Code 1997, is amended to read as 

14 follows: 

15 A resident's income allocable to Iowa is the income 

16 determined under section 422.7 reduced by items of income and 

17 expenses from e-stlbehapter an S corporation wh±eh-±s-e-~a~tle-

18 edded-eorporat±on that carries on business within and without 

19 the state when those items of income and expenses pass 

20 directly to the shareholders under provisions of the Internal 

21 Revenue Code. These items of income and expenses are 

22 increased by the greater of the following: 

23 Sec. 6. Section 422.8, subsection 6, Code 1997, is amended 

24 to read as follows: 

25 6. If the resident or part-year resident is a shareholder 

26 of a-~a~tle-edded an S corporation which has in effect an 

27 election under subchapter S of the Internal Revenue Code, 

28 subsections 1 and 3 do not apply to any income taxes paid to 

29 another state or foreign country on the income from the ~e~tle-

30 edded corporation which has in effect an election under 

31 subchapter S of the Internal Revenue Code. 

32 Sec. 7. Section 2 of this Act applies retroactively to 

33 January 1, 1997, for tax years beginning on or after that 
34 date. 

35 Sec. 8. This Act, except for section 2 of this Act, is 
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S.F. H.F. 

1 effective January 1, 1998, and applies to tax years beginning 

2 on or after that date. 

3 EXPLANATION 

4 Present law allows shareholders of an S corporation which 

5 is a value-added corporation to reduce its individual income 

6 tax by use of a different method of computing the tax. The 

7 difference between the regular method and the alternative 

8 method constitutes a claim for refund of tax owed. However, 

9 the aggregate amount of refunds shall not exceed $5 million 

10 per tax year. 

11 This bill expands the opportunity for a reduction in tax to 

12 shareholders of all S corporations regardless of whether they 

13 are value-added corporations or not. This expansion is 

14 effective January 1, 1998, for tax years beginning on or after 

15 that date. 

16 The bill also eliminates the limitation of $5 million on 

17 the aggregate amount of claims for refunds and the need to 

18 file claims for refunds. This provision applies retroactively 

19 to January 1, 1997, for tax years beginning on or after that 

20 date. 

21 The bill also provides that if a taxpayer elects to take 

22 advantage of the provision to reduce the taxpayer's tax and 

23 later elects not to take advantage of the tax reduction 

24 provisions, then the taxpayer cannot reelect to take advantage 

25 of the tax reduction provisions for the next three tax years 

26 unless permitted by the director of revenue and finance. This 

27 provision takes effect January 1, 1998, and applies to tax 

28 years beginning on or after that date. 

29 

30 

31 

32 

33 

34 

35 

-5-
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HOUSE CLIP SHEET MARCH 19, 1997 

HOUSE FILE 306 
FISCAL NOTE 

Fage 20 

A fiscal note for House File 306 as amended by Amendment H-1202 is hereby 
submitted pursuant to Joint Rule 17. Data used in developing this fiscal note 
1s available from the Legislative Fiscal Bureau to members of the Legislature 
upon request. 

House File 306 expands an existing apportionment benefit available to certain 
Subchapter S corporations. Under current law, Subchapter S corporations 
classified as "value-added" businesses may apportion income such that Iowa 
income tax is only levied on sales within the State of Iowa. Eligible 
corporations submit claims for refunds equal to the difference between their 
tax under apportionment and their tax without single-factor apportionment. 
Under current law, after receiving all claims for refunds, the Department of 
Revenue and Finance prorates claims such that total aggregate claims do not 
exceed $5.0 million. 

The Bill repeals 
corporation, and 

the 
also 

requirement 
removes the 

that a corporation be 
standing limited cap 

a "value-added" 
of $5.0 million. 

All Subchapter S corporations will be 
apportionment election effective January 1, 
limitation is repealed retroactive to January 

eligible for the single-factor 
1998. The $5.0 million aggregate 
1, 1997. 

Amendment H-1202 expands the provisions to partnerships, sole proprietorships, 
and limited liability companies. The number of partnerships and LLCs is 
growing, but most would not elect a change in tax status. There are an 
estimated 200,000 sole proprieterships in Iowa, but it is not known the extent 
to which these small businesses do business within and without the State. It 
1s unlikely that more than several thousand sole proprietors would be qualify 
for the provisions of the Bill. 

FISCAL IMPACT 

House File 306 is expected to result in a decrease in revenues to the General 
Fund of approximately $5.0 million in FY 1998 and $3.0 million in FY 1999. The 
total cost of single-factor apportionment for Subchapter S corporations is 
estimated to be $8.0 million annually. Of this amount, $5.0 million already 
exists under current law. 

Amendment H-1202 is expected to result in an additional decrease in revenues to 
the General Fund of an amount less than $3.0 million in FY 1999 and subsequent 
fiscal years. The actual cost will be less to the extent that sole 
proprietorships, partnerships, and LLCs can elect to become Subchapter S 
corporations in the absence of the Amendment 

SOURCES 

Department of Revenue and Finance 

Legislative Tax Model 
Secretary of State 

FILED MARCH 18, 1997 

(LSB 1372hv.4, JAM) 

BY DENNIS PROUTY. FISCAL DTRErTnR 



FOUSE CLIP SHEET MARCH 19, 1997 Page 21 

HOUSE FILE 306 
FISCAL NOTE 

A fiscal note for House File 306 as amended by Amendment H-1180 is hereby 
submitted pursuant to Joint Rule 17. Data used in developing this fiscal note 
lS available from the Legislative Fiscal Bureau to members of the Legislature 
upon request. 

House File 306 expands an existing apportionment benefit available to certain 
Subchapter S corporations. Under current law, Subchapter S corporations 
classified as "value-added" businesses may apportion income such that Iowa 
income tax is only levied on sales within the State of Iowa. Eligible 
corporations submit claims for refunds equal to the difference between their 
tax under apportionment and their tax without single-factor apportionment. 
Under current law, after receiving all claims for refunds, the Department of 
Revenue and Finance prorates claims such that total aggregate claims do not 
exceed $5.0 million. 

The Bill repeals 
corporation, and 

the 
also 

requirement 
removes the 

that a corporation be 
standing limited cap 

a "value-added" 
of $5.0 million. 

All Subchapter S corporations will be 
apportionment election effective January 1, 
limitation is repealed retroactive to January 

eligible for the single-factor 
1998. The $5.0 million aggregate 
1, 1997. 

Amendment H-1180 expands the apportionment benefits to limited liability 
companies (LLCs) doing business within and without the State. Although the 
number of LLCs registered in Iowa is growing, most of them would not be 
classified as doing business within and without the State, and would probably 
not choose to elect to be taxed as C corporations. This fiscal note assumes 
that more than 75.0% of LLCs would be unaffected by the Bill. 

FISCAL IMPACT 

House File 306 is expected to result in a decrease in revenues to the General 
Fund of approximately $5.0 million in FY 1998 and $3.0 million in FY 1999. The 
total cost of single-factor apportionment for Subchapter S corporations is 
estimated to be $8.0 million annually. Of this amount, $5.0 million already 
exists under current law. 

Amendment H-1180 is expected to result in an additional decrease in revenues to 
the General Fund of an amount less than $2.0 million in FY 1999 and subsequent 
fiscal years. The actual loss would be less to the extent that most LLCs could 
elect to become Subchapter S corporations in the absence of this Amendment. 

SOURCES 

Department of Revenue and Finance 
Secretary of State 

FILED MARCH 18, 1997 

(LSB 1372hv.3, JAM) 

BY DENNIS PROUTY, FISCAL DIRECTOR 



HOUSE CLIP SHEET FEBRUARY 25, 1997 

HOUSE FILE 306 
FISCAL NOTE 

Page 12 

A fiscal note for House File 306 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. 

House File 306 expands an existing apportionment benefit available to certain 
Subchapter S corporations. Under current law, Subchapter S corporations 
classified as "value-added" businesses may apportion income such that Iowa 
income tax is only levied on sales within the State of Iowa. Eligible 
corporations submit claims for refunds equal to the difference between their 
tax under apportionment and their tax without single-factor apportionment. 
Under current law, after receiving all claims for refunds, the Department of 
Revenue and Finance prorates claims such that total aggregate claims do not 
exceed $5.0 million. 

The Bill repeals 
corporation, and 

the 
also 

requirement 
removes the 

that a corporation be 
standing limited cap 

a "value-added" 
of $5.0 million. 

All Subchapter S corporations will be 
apportionment election effective January 1, 
limitation is repealed retroactive to January 

eligible 
1998. The 
1, 1997. 

for the single-factor 
$5.0 million aggregate 

FISCAL IMPACT 

House File 306 is expected to result in a decrease in revenues to the General 
Fund of approximately $5.0 million in FY 1998 and $3.0 million in FY 1999. The 
total cost of single-factor apportionment for Subchapter S corporations is 
estimated to be $8.0 million annually. Of this amount, $5.0 million already 
exists under current law. 

SOURCES 

Department of Revenue and Finance (LSB 1372hv, JAM) 

FILED FEBRUARY 24, 1997 BY DENNIS PROUTY, FISCAL DIRECTOR 



HOUSE CLIP SHEET MARCH 11, 1997 Page 8 

HOUSE FILE 306 
FISCAL NOTE 

A fiscal 
pursuant 
available 
request. 

note for House File 306 as amended by H-1128 is hereby submitted 
to Joint Rule 17. Data used in developing this fiscal note is 
from the Legislative Fiscal Bureau to members of the Legislature upon 

House File 306 expands an existing apportionment benefit available to certain 
Subchapter S corporations. Under current law, Subchapter S corporations 
classified as "value-added" businesses may apportion income such that Iowa 
income tax is only levied on sales within the State of Iowa. Eligible 
corporations submit claims for refunds equal to the difference between their 
tax under apportionment and their tax without single-factor apportionment. 
Under current law, after receiving all claims for refunds, the Department of 
Revenue and Finance prorates claims such that total aggregate claims do not 
exceed $5.0 million. 

The Bill repeals 
corporation, and 

the 
also 

requirement 
removes the 

that a corporation be 
standing limited cap 

a "value-added" 
of $5.0 million. 

All Subchapter S corporations 
apportionment election effective 
limitation is repealed retroactive 

will be eligible for the single-factor 
January 1, 1998. The $5.0 million aggregate 
to January 1, 1997. 

Amendment H-1128 expands the provisions to partnerships and sole 
proprietorships. In 1995 there were 159 Limited Liability Partnerships (LLPs) 
registered with the Secretary of State. There are an estimated 200,000 sole 
proprieterships in Iowa, but it is not known the extent to which these small 
businesses do business within and without the State. It is unlikely that more 
than several thousand sole proprietors would be qualify for the provisions of 
the Bill. 

FISCAL IMPACT 

House File 306 is expected to result in a decrease in revenues to the General 
Fund of approximately $5.0 million in FY 1998 and $3.0 million in FY 1999. The 
total cost of single-factor apportionment for Subchapter S corporations is 
estimated to be $8.0 million annually. Of this amount, $5.0 million already 
exists under current law. 

Amendment H-1288 is expected to result in an additional decrease tn revenues to 
the General Fund of an amount less than $1.0 million in FY 1999 and subsequent 
fiscal years. 

SOURCES 

Department of Revenue and Finance 
Legislative Tax Model 

FILED MARCH 10, 1997 

(LSB 1372hv.2, JAM) 

BY DENNIS PROUTY, FISCAL DIRECTOR 



HOUSE CLIP SHEET MARCH 18, 1997 

HOUSE FILE 306 
H-1180 

1 Amend House File 306 as follows: 
2 1. Page 1, line 12, by inserting after the word 
3 "state" the following: "or resident member of a 
4 limited liability company which carries on business 
5 within and without the state". 
6 2. Page 1, line 19, by inserting after the word 
7 "shareholder" the following: "or member". 
8 3. Page 1, line 22, by inserting after the word 
9 "shareholder" the following: "or member". 

10 4. Page 1, line 25, by inserting after the word 
11 "shareholder" the following: "or member". 
12 5. Page 3, line 24, by inserting after the word 
13 "state," the following: "or resident member of a 
14 limited liability company which carries on business 
15 within and without the state,". 
16 6. Page 4, line 13, by striking the words and 
17 figure "unnumbered paragraph 1,". 
18 7. Page 4, line 15, by inserting before the word 
19 ''A" the following: "b." 
20 8. Page 4, line 18, by inserting after the word 
21 "eorport:tt±on" the following: "or limited liability 
22 company". 
23 9. Page 4, line 20, by inserting after the word 
24 "shareholders" the following: "or members". 
25 10. Page 4, by inserting after line 22 the 
26 following: 
27 "(1) The net income or loss of the corporation or 
28 limited liability company which is fairly and 
29 equitably attributable to this state tlnder in the 
30 manner provided in section 422.33, subsections 2 and 

Page 4 

31 3. 
32 (2) Any cash or the value of property 

distributions which are made only to the extent that 
they are paid from income upon which Iowa income tax 
has not been paid, as determined under rules of the 
director, reduced by fifty percent of the amount of 
any of these distributions that are made to enable the 
shareholder to pay federal income tax on items of 
income, loss, and expenses from the corporation or 
reduced by one hundred percent of such amount in~he 
case of a limited liability company." 

33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

11. Page 4, line 27, by inserting after the word 
"Code," the following: "or is a member,". 

12. Page 4, line 31, by inserting after the word 
"Code" the following: "or limited liability company". 

13. Title page, line 3, by inserting before the 
word "and" the following: "and to members of limited 
liability companies". 

By GRUNDBERG of Polk 
LARSON of Linn 

H-1180 FILED MARCH 17, 1997 
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HOUSE FILE 306 
H-1128 

1 Amend House File 306 as follows: 
2 1. Page 1, line 12, by inserting after ~he word 
3 "state" the following: "or resident sole proprietor 
4 or resident partner in a partnership which carries on 
5 business within and without the state". 
6 2. Page 1, line 19, by inserting after the word 
7 "shareholder" the following: ",sole proprietor, or 
8 partner". 
9 3. Page 1, line 22, by inserting after the word 

10 "shareholder" the following: ", sole proprietor, or 
• 11 partner". 

12 4. Page 1, line 25, by inserting after the word 
13 "shareholder" the following: ", sole proprietor, or 
14 partner". 
15 5. Page 3, line 24, by inserting after the word 
16 "state" the following: "resident sole proprietor or 
17 resident partner in a partnership which carries on 
18 business within and without the state,". 
19 6. Page 4, line 13, by striking the words and 
20 figure "unnumbered paragraph 1,". 
21 7. Page 4, line 15, by inserting before the word 
22 "A" the following: "b." 
23 8. Page 4, line 18, by inserting after the word 
24 "eo~~o~et±on'' the following: ", sole proprietorship, 
25 or partnership". 
26 9. Page 4, line 20, by inserting after the word 
27 "shareholders" the following: ", sole proprietor, or 
28 partners". 
29 10. Page 4, by inserting after line 22 the 
30 following: 
31 "(1) The net income or loss of the corporation, 
32 sole proprietorship, or partnership which is fairly 
33 and equitably attributable to this state ttnde~ in the 
34 manner provided in section 422.33, subsections 2 and 
35 3. 
36 (2) Any cash or the value of property 
37 distributions which are made only to the extent that 
38 they are paid from income upon which Iowa income tax 
39 has not been paid, as determined under rules of the 
40 director, reduced by fifty percent of the amount of 
4J any of these distributions that are made to enable the 
42 shareholder to pay federal income tax on items of 
43 income, loss, and expenses from the corporation or 
44 reduced by one hundred percent of such amount in~he 
45 case of a sole proprietorship, or partnership." 
46 11. Page 4, line 27, by inserting after the word 
47 "Code," the following: "sole proprietor, or 
48 partner,". 
49 12. Page 4, line 31, by inserting after the word 
SO "Code" the following: " sole proprietorship, or 
H-1128 ) -1-

H-1128 
Page 2 

1 partnership". 
2 13. Title page, line 3, by inserting before the 
3 word "and" the following: " to sole proprietors, and 
4 partners of partnerships". 

By RICHARDSON of Warren 
H-1128 FILED FEBRUARY 27, 1997 

WITHDRAWN 
3/Jtjtt7 ~-~b8) 



HOUSE CLIP SHEET MARCH 18, 1997 

HOUSE FILE 306 
H-1202 

l Amend House File 306 as follows: 
2 l. Page l, line 12, by inserting after the word 
3 "state" the following: "or resident shareholder of a 
4 professional corporation, resident sole proprietor, 
5 resident partner in a partnership, or resident member 
6 of a limited liability company which carries on 
7 business within and without the state". 
8 2. Page 1, line 19, by inserting after the word 
9 "shareholder" the following: ", sole proprietor, 

10 partner, or member". 
11 3. Page 1, line 22, by inserting after the word 
12 "shareholder" the following: ", sole proprietor, 
13 partner, or member". 
14 4. Page 1, line 25, by inserting after the word 
15 "shareholder" the following: ", sole proprietor, 
16 partner, or member". 
17 5. Page 3, line 24, by inserting after the word 
18 "state," the following: "resident shareholder of a 
19 professional corporation, resident sole proprietor, 
20 resident partner in a partnership, or resident member 
21 of a limited liability company which carries on 
22 business within and without the state,". 
23 6. Page 4, line 13, by striking the words and 
24 figure "unnumbered paragraph 1,". 
25 7. Page 4, line 15, by inserting before the word 
26 "A" the following: "b." 
27 8. Page 4, line 18, by inserting after the word 
28 "eor-por-at±oft" the following: ", professional 
29 corporation, sole proprietorship, partnership, or 
30 limited liability company". 
31 9. Page 4, line 20, by inserting after the word 
32 "shareholders" the following: ", sole proprietor, 
33 Eartners, or members". 
34 10. Page 4, by inserting after line 22 the 
35 following: 
36 "(1) The net income or loss of the corporation, 

Page 5 

37 sole proprietorship, partnership, or limited liability 
38 company which is fairly and equitably attributable to 
39 this state tlftder- in the manner provided in section 
40 422.33, subsections 2 and 3. 
41 (2) Any cash or the value of property 
42 distributions which are made only to the extent that 
43 they are paid from income upon which Iowa income tax 
44 has not been paid, as determined under rules of the 
45 director, reduced by fifty percent of the amount of 
46 any of these distributions that are made to enable the 
47 shareholder to pay federal income tax on items of 
48 income, loss, and expenses from the corporation or 
49 reduced by one hundred percent of such amount inthe 
50 case of a professional corporation, sole 
H-1202 -1-
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1 proprietorship, partnership, or limited liability 
2 company." 
3 11. Page 4, line 27, by inserting after the word 
4 "Code," the following: "shareholder, sole proprietor, 
5 partner, member,". 
6 12. Page 4, line 31, by inserting after the word 
7 "Code" the following: ", shareholder, sole 
8 proprietorship, partnership, or limited liability 
9 company". 

10 13. Title page, line 3, by inserting before the 
11 word "and" the following: ", to shareholders of 
12 professional corporations, sole proprietors, partners 
13 of partnerships, and members of limited liability 
14 companies". 

By RICHARDSON of Warren 
H-1202 FILED MARCH 17, 1997 
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A BILL FOR 

Act relating to the individual income tax by extending the 

special method of computation of tax for value-added S 

corporation shareholders to all S corporation shareholders and 

eliminating the refund limitation and providing an effective 

and applicability date provision. 

IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA: 
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S.F. H.F. 

, 

1 Section 1. Section 422.4, subsection 18, Code 1997, is 

2 amended by striking the subsection. 

3 Sec. 2. Section 422.5, subsection 1, paragraph j, 

4 subparagraph (2}, Code 1997, is amended to read as follows: 

5 (2} The tax imposed upon the taxable income of a resident 

6 shareholder in ~-~~itle-~ooeo an s corporation which has in 

7 effect for the tax year an election under subchapter S of the 

8 Internal Revenue Code and carries on business within and 

9 without the state may be computed by reducing the amount 

10 determined pursuant to paragraphs "a" through "i'' by the 

11 amounts of nonrefundable credits under this division and by 

12 multiplying this resulting amount by a fraction of which the 

13 resident·'s net income allocated to Iowa, as determined in 

14 section 422.8, subsection 2, paragraph ''b", is the numerator 

15 and the resident's total net income computed under section 

16 422.7 is the denominator. If a resident shareholder has 

17 elected to take advantage of this subparagraph, and for uhe 

18 next tax year elects not to take advantage of this 

19 subparagraph, the resident shareholder shall not reelect to 

20 take advantage of this subparagraph for the three tax years 

21 immediately following the first tax year for whi.ch the 

22 shareholder elected not to take advantage of this 

23 subparagraph, unless the director consents to the reelection. 

24 This pere~raph subparagraph also applies to individuals who 

25 are residents of Iowa for less than the entire tax year. 

26 tet--!ft-order-~or-a-re~±deftt-~herehoider-±ft-e-~aitle-added 

27 eorporet±oft-wh±en-na~-±ft-e~~eet-~or-tne-tex-y~-eft-eieet±oft 

28 ttftoer-~ttbenapter-5-o~-tne-!ftterftai-Re~efttle-eode-aftd-earr±e~-oft 

29 btl~±fte~8-w±tn±ft-afto-w±tnottt-tne-8tete,-to-eie±m-tne-befte~±t8 

30 o~-epport±oftmeftt-o~-±fteome-o~-tne-~aitte-added-S-eorporet±oft7 

31 tne-texpeyer-mtt8t-eompieteiy-~±ii-ottt-tne-rettlrft7-determ±fte 

32 tne~texpeyer~8-±fteome-tex-i±eb±i±ty-w±tnotlt-tne-befte~±t-o~ 

33 appor~±oftmeftt-o~-tne-~eitte-~oded-eorpor~t±oft~8-±fteome7-aftd-pey 

34 tne-emottftt-o~-tax-owed.--~ne-texpeyer-8naii-reeomptlte-tne 

35 taxpeyer~8-±fteome-tex-i±eb±i±ty,-by-appiy±ft~-tne-pro~±8±0ft8-o~ 
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1 ~h±~-sttbpere~reph-o~-e-spee±el-re~ttr~.--~h±s-spee±el-re~ttr~ 

2 sheii-be-€±iee-ttfteer-rtties-o€-~he-e±ree~or-e~e-eo~s~±~ttte~-e 

3 eia±m-€or-re€tt~e-o€-the-e±€€ere~ee-be~weeft-~he-Bmottft~-o€-~ex 

4 ~he-~axpeyer-pe±e-e~-ee~erm±~ed-w±thottt-the-pro~±~±ofts-o€-th±s 

5 8ttbpare~reph-e~e-~he-emott~~-o€-~ex-ee~erm±ftee-w±~h-the 

6 pro~±s±o~s-o€-th±s-sttbpere~raph• 

7 tbt This subparagraph shall not affect the amount of the 
8 taxpayer's checkoff to the Iowa election campaign fund under 

9 section 56.18, the checkoff for the fish and game fund in 

10 section 456A.l6, the credits from tax provided in sections 

11 422.10, 422.11A, and 422.12 and the allocation of these 

12 credits between spouses if the taxpayers filed separate 

13 returns or separately on combined returns. 

14 tet--Por-e~y-~ex-year7-~he-e~~re~e~e-amott~~-o€-re€tt~e 

15 ela±ms-~he~-sheli-be-pa±d-pttrstta~t-to-th±s-sttbpare~raph-sheli 

16 ~o~-exeeed-€±~e-m±li±o~-doilars.--i£T-£or-a-tax-yeer7-~he 

17 a~~re~a~e-emott~~-o€-re€ttftd-eie±ms-£±1ed-pttrstte~~-~o-~h±s. 

18 sttbpare~reph-exeeees-€±~e-m±11±o~-doliers7-eeeh-ela±m-€or 

19 re£tt~d-shali-be-pe±d-o~-a-pro-re~e-bas±s-so-the~-~he-e~~re~e~e 

20 amottftt-o€-re€tt~e-ela±ms-does-~o~-exeeee-€±~e-m±11±oft-do11ars• 

21 i~-~he-ease-where-re€tt~d-ela±ms-ere-~ot-pe±d-±~-£tti1T-the 

22 emott~~-o€-~he-re£tt~d-~o-wh±eh-~he-texpayer-±s-eftt±~led-tt~der 

23 ~h±8-sttbpera~raph-±s-~he-pro-re~a-emott~~-~ha~-wes-pe±d-e~d-the 

24 ~axpeyer-±s-~o~-eft~±~led-~o-e-re£ttftd-o£-~he-tt~pe±d-por~±o~-e~d 

25 ±~-~ot-e~~±~ied-~o-earry-~ha~-amott~t-£orwere-or-bae~ware-~o 

26 e~o~her-~ax-year.--~expeyers-sheil-~o~-ttse-re€tt~ds-as 

27 es~±ma~ed-payme~~s-€or-~he-stteeeed±ft~-tex-yee~--~expeyers 

28 who8e-~ax-years-be~±~-o~-~e~ttery-l-mtt~t-€±ie-the±r-re€ttftd 

29 ela±m~-by-9e~ober-31-o€-~he-eele~der-yeer-€oilow±ft~-~he-e~d-o£ 

30 ~he±r-~ex-year-~o-be-el±~±ble-£or-re£tt~ds.--~axpayers-whose 

31 ~e~-years-be~±ft-o~-a-de~e-other-~he~-~aftttery-l-mtts~-£±ie-~he±r 

32 re£tt~d-ele±m~-by-~he-e~d-o€-the-~e~~h-mo~~h-€oiiow±~~-~he-eftd 

33 o€-~he±r-~ax-yeers-~o-be-el±~±bie.--~he-deper~me~~-shaii 

34 de~erm±~e-o~-Pebrttary-1-o€-the-seeo~d-stteeeed±~~-eeleftder-yeer 

35 ±€-~he-~o~el-amott~~-o€-ela±m~-€or-re€ttftd-exeeeds-€±~e-m±ll±o~ 
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1 do~~ar8-£or-~~e-~ax-year.--No~w±~"8~a~d±~9-a~y-o~"er 

2 pro~±8±o~,-±n~ere8~-8ha~~-~o~-ee-dtte-o~-any-~e£tt~d-e~a±m8-~"a~ 

3 are-pa±d-ey-~"e-~a8~-day-o£-Peerttary-o£-~he-8eeo~d-8tteeeed±~9 

4 ea~e~dar-year.--i£-~he-e~a±m-±8-~o~-payae~e-o~-Peertta~y-~-o£ 

5 ~he-8eeo~d-8tteeeed±~9-ea~e~dar-year,-eeeatt8e-~he-~axpayer-±8-a 

6 £±8ea~-year-£±~er,-~he~-~he-amott~~-o£-~he-e~a±m-a~~owed-8ha~~ 

7 ee-±~-~he-8ame-~a~±o-a8-~he-~e£tt~d-e~a±m8-a~a±~ab~e-o~ 

8 Peerttary-~-o£-~"e-seeo~d-stteeeed±~9-ea~e~dar-year.--~"ese 

9 e~a±m8-s"a~~-be-£tt~ded-by-mo~ey8-appropr±a~ed-£or-payme~~-o£ 

10 ±~d±~±dtta~-±~eome-~ax-~e£tt~ds. 

11 Sec. 3. Section 422.5, subsection 1, paragraph k, 

12 unnumbered paragraph 4, Code 1997, is amended to read as 

13 follows: 

14 I~ the case of a resident, including a resident estate or 

15 trust, the state•s apportioned share of the state alternative 

16 minimum tax is one hundred percent of the state alternative 

17 minimum tax computed in this subsection. In the case of a 

18 r~sident or part-year resident shareholder in a-~a~tte-added an 

19 S corporation which has in effect for the tax year an election 

20 under subchapter S of the Internal Revenue Code and carries on 

21 business within and without the state, a nonresident, 

22 including a nonresident estate or trust, or an individual, 

23 estate, or trust that is domiciled in the state for less than 

24 the entire tax year, the state•s apportioned share of the 

25 state alternative minimum tax is the amount of tax computed 

26 under this subsection, reduced by the applicable credits in 

27 sections 422.10 through 422.12 and this result-multiplied by a 

28 fraction with a numerator of the sum of state net income 

29 allocated to Iowa as determined in section 422.8, subsection 

30 2, paragraph 11 a 11 or 11 b 11 as applicable, plus tax preference 

31 items, adjustments, and losses under subparagraph (l) 

32 attributable to Iowa and with a denominator of the sum of 

33 total net income computed under section 422.7 plus all tax 

34 preference items, adjustments, and losses under subparagraph 

35 (1). In computing this fraction, those items excludable under 
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1 subparagraph (1) shall not be used in computing the tax 

2 preference items. Married taxpayers electing to file separate 

3 returns or separately on a combined return must allocate the 

4 minimum tax computed in this subsection in the proportion that 

5 each spouse•s respective preference items, adjustments, and 

6 losses under subparagraph (1) bear to the combined preference 

7 items, adjustments, and losses under subparagraph (1) of both 

8 spouses. 

9 Sec. 4. Section 422.8, subsection 2, paragraph b, 

10 unnumbered paragraph 1, Code 1997, is amended to read as 

11 follows: 

12 A-resident•s income allocable to Iowa is the income 

13 determined under section 422.7 reduced by items of income and 

14 expenses from e-~ttbehe~ter an S corporation wh±eh-±~-e-~e~tte~ 

15 edded-eor~oret±o" that carries on business within and without 

16 the state when those items of income and expenses pass 

17 directly to the shareholders under provisions of the Internal 

18 Revenue Code. These items of income and expenses are 

19 increased by the greater of the following: 

20 Sec. 5. Section 422.8, subsection 6, Code 1997, is amended 

21 to read as follows: 

22 6. If the resident or part-year resident is a shareholder 

23 of e-~e~tte-edded an S corporation which has in effect an 

24 election under subchapter S of the Internal Revenue Code, 

25 subsections 1 and 3 do not apply to any income taxes paid to 

26 another state or foreign country on the income from the ~e~tte-

27 edded corporation which has in effect an elect~~n under 

28 subchapter S of the Internal Revenue Code. 

29 Sec. 6. This Act is effective January l, 1998, and applies 

30 to tax years beginning on or after that date. 

31 EXPLANATION 

32 Present law allows shareholders of an S corporation which 

33 is a value-added corporation to reduce its individual income 

34 tax by use of a different method of computing the tax. The 

35 difference between the regular method and the alternative 
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1 method constitutes a claim for refund of tax owed. However, 

2 the aggregate amount of refunds shall not exceed $5 million 

3 per tax year. 

4 This bill expands the opportunity for a reduction in tax to 

5 shareholders of all S corporations regardless of whether they 

6 are value-added corporations or not. The bill also eliminates 

7 the limitation of $5 million on the aggregate amount of claims 

8 for refunds. 

9 The bill also provides that if a taxpayer elects to take 

10 advantage of the provision to reduce the taxpayer's tax and 

11 later elects not to take advantage of the tax reduction 

12 provisions, then the taxpayer cannot reelect to take advantage 

13 of the tax reduction provisions for the next three tax years 

14 unless permitted by the director of revenue and finance. 

15 The bill takes effect January 1, 1998, and applies to tax 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

years beginning on or after that 
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