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l 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 providing a retroactive 

5 applicability date provision. 

6 BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA: 

7 

8 

9 

10 

ll 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

TLSB ll72SS 77 

mg/jw/5 

~ 
n 
~ 
c--. 



S.F. H.F. 

l 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 a-valtte-added 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 pursttant to paragraphs "a" through "i'' by the 

11 amounts of nonrefundable credits under this division and by 

1.2 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. This ~aragrap~ subparagraph also 

17 applies to individuals who are residents of Iowa for less than 

18 the entire tax year. 

19 (a) In order for a resident shareholder in a-valtte-addee 

20 ~~ c0rporation which has in effect for the tax year an 

21 election under subchapter S of the Inter~al Revenue Code and 

22 carries on bttsiness within and without the state, to claim the 

23 benefits of apportionment of income of the va~tte-added S 

24 corporation, the taxpayer must completely fill out the return, 

25 determine the taxpayer's income tax liabiltty without the 

26 benefit of apportionment of the valtle-added S corporation's 

27 1ncome, and pay the amount of tax owed. The taxpayer shall 

28 recompute the taxpayer's income tax liability, by applying the 

29 provisions of this subparagraph on a special return. This 

30 special return shall be filed under rules of the director and 

31 constitutes a claim for refund of the di:ference between the 

32 amount of tax the taxpayer paid as determined without the 

33 provisions of this subpa~agraph and the amount of tax 

34 dete~mined with the prov~s~ons of this subparagraph. 

lS (b) Th~s subparagraph sna:l cot a~Eect the a~o~nt o~ tne 
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1 taxpayer's checkoff to the Iowa election campaign fund under 

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

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

4 422.10, 422.llA, and 422.12 and the allocation of these 

5 credits between spouses if the taxpayers filed separate 

6 returns or separately on combined returns. 

7 t~t--Fo~-any-tax-yea~,-the-agg~egate-ame~nt-of-~ef~nd 

8 e~aim~-that-~hall-be-paid-purs~ant-to-thig-g~bparag~aph-shatl 

9 not-exeeed-fi~e-million-del~a~g.--ff,-fo~-a-tax-yea~,-the 

10 aggregate-amount-of-~efund-elaims-f~led-purs~ant-to-this 

11 9ttbparagraph-exeeeds-fi~e-million-detla~s,-eaeh-elaim-for 

12 ~efttnd-sha±i-be-paid-on-a-p~o-~ata-~e~~s-sc-thtit-the-agg~egate 

13 amount-of-refttnd-elaims-does-not-ex~eed-five-millien-dol±ars. 

14 tn-the-~ase-whe~e-~ef~nd-elatms-a~e-not-paid-in-ftt±l,-the 

15 amount-of-the-~eftlnd-to-whieh-the-taxpayer-is-entitled-un~er 

16 this-subparagraph-is-the··pro-~ata-amount-tha~-was-paid-a~d-the 

17 taxparer-is-not-ent~tied-to-a-reEand-of-the-anpaid-portio~-e~d 

18 ~s-not-entitled-to-earry-~hat-amoant-fe~ward-or-beakward-to 

19 another-tax-year.--~axpayer~-sha~l-net-ctse-ref~nd~-as 

20 e~timated-peyme~ts-for-the·sueeeeding-tax-year.--9axp~y~r5 

21 whose-tax-yea~~-begin-on-aenaery-t-mast-file-the±r-refand 

22 ~~eims-by-eetober-3r-of-the-ee±ender-yeer-fo±~owinq-the-end-~r 

23 their-tax-year-to-be-el±gib!e-Eor-refands.--9axpayer~-whose 

24 ~ax-years-be9in-on-e-dere-other-than-aanuary-±-must-file-the~r 

25 refund-elaima-by-the-end-ef-the-tenth-menth-follow±ng-the-end 

26 of-thei~-tax-years-to-be-e±igibte.--9he-department-ahatt 

27 determine-on-Feb~aa~y-±-of-the-seeond-sa~eeeding-ealenda~-year 

28 if-the-tota~-amoant-of-~iaim9-for-refand-exeeeds-five-mi±±ion 

29 doiia~s-for-the-tax-yeer.--Norwithatanding-any-other 

30 provision,-intere9t-aheii-not-be-dae-on-any-~efand-e±aims-that 

31 a~e-patd-by-the-last-day-of-Februa~y-of-the-seeend-atteeeeding 

32 ~alenda~-year.--ff-the-~laim-is-not-payab±e-on-?ebraary-±-of 

33 the-seeend-~u~~eedin9-ealendar-yea~ 7 -be~aase-the-taxpaye~·is-a 

34 figeal-yea~-file~;-then-the-amount-of-the-eiaim-aiiowed-shai~ 

35 be-in-the-geme-~atio-es-the-refund-eiaim~-avai±abie-on 
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l Peb~~a~y-1-of-the-~eeond-~tleeeeding-eelendar-year.--~he~e 

2 ei~im~-~hall-be-ftlnded-by-money~-appropr±ated-for-payment-of 

3 individtlal-ineome-ta~-reftlnds. 

4 Sec. 3. Section 422.5, subsection l, paragraph k, 

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

6 follows: 

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

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

9 minimum tax is one hundred percent of the state alternative 

l 0 m.1 n 1 mum tax computed in this subsection. In the case of a 

ll resident or part-year resident shareholder in a-val~e-added an 

12 S corporation whicl1 has in effect for the tax year an election 

13 under subc:hapter S of the Internal Reven11e Code and carries on 

14 business w:thin and without the state, a nonresident, 

lS including~ nonresident estate or trust, or an individual, 

16 estate, or trust tl;at is domiciled in the state for less than 

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

18 state alternative minimum tax is the amount of tax computed 

19 under this s~tbsection, reduced by the applicable credits in 

20 sertions 422.10 through 422.12 and this ~esult multiplied by a 

21 fraction wtth a numerator of the sum of state net income 

22 allocated to Iowa as determined in section 422.8, subsection 

23 2, paragraph "a" or "b" as applicable, plus tax preference 

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

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

26 total ner income computed under section 422.7 plus all tax 

27 preference items, adjustments, and losses under subparagraph 

28 (l). In computing this fraction, those items excludable under 

29 subparagraph (l) shall not be ~sed in computing the tax 

30 prPference items. Married ~axpayers electing to file separate 

31 ret~rns or separately on a combined return must allocate the 

32 minimu~ tax computed in this subsection in the proportion that 

13 each spouse's respective preference items, adj~stments, a~d 

34 losses under subparagraph (l) bear to the combined preference 

35 items, adjustments, anf. losses under sub?aragraph (l) of both 
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1 spouses. 

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

3 unnumbered paragraph l, Code 1997, is amended to read as 

4 follows: 

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

6 determined under section 422.7 reduced by items of income and 

7 expenses from a-~tlbehapter an S corporation wk±eh-±s-a-~altle-

8 added-eorporatio" that carries on business within and without 

9 the state when those items of income and expenses pass 

10 directly to the shareholders under provisions of the Internal 

11 Revenue Code. These items of income and expenses are 

12 increased by the greater of the following: 

13 Sec. 5. Section 422.8, subsection 6, Code 1997, 1s amended 

14 to read as follows: 

15 6. If the resident or part-year resident is a sharer.olde' 

16 of a-vattle-added an s corporation which has in eEfect an 

17 election under subchapter S of the Internal Reven~e Code, 

18 subsections l ar1d 3 do not apply to any income taxes paid to 

19 anotl1er state or foreign country on the income from the va~tle-

20 edded corporation which has in effect an election under 

21 subchapter S of the Internal Revenue Code. 

22 Sec. 6. This Act applies retroactively to January l, 1997, 

23 for tax years beginning on or after that date. 

24 EXPLANATION 

25 Present law allows shareholders of an S corporation which 

26 1s a value-added corporation to reduce its individual income 

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

28 difference between the regular method and the alternative 

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

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

31 per tax year. 

32 This bill expands the opportuni:y for a reduction in tax to 

33 shareholders of all S corporations regardless of whether they 

34 are value-added corporations or r.ot. The bill also eliminates 

35 the limitation of $5 million on the aggregate amount of claims 
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1 for refunds. 

2 Th~ bill applies retroactively to January 1, 1997, for tax 

3 years beginning on or after that date. 
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