
1 

2 

3 

4 

5 

'I 
6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

I I 
17 

18 

19 

20 

21 

22 

3-13-qf') ~WT'~"-rl"\ 

FILED MAR 111997 

SENATE FILE ..3_f2 
BY COMMITTEE ON BUSINESS 

AND LABOR 

(SUCCESSOR TO SSB 201) 

Passed Senate, Date Passed House, Date 
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An 

BE 

Approved ---------------------------

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 a retroactive 
applicability date provision. 

IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA: 
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S. F. 37 2,. 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 a-~altle-aoded 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. This pa~ag~aph subparagraph also 

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

18 the entire tax year. 

19 tat--fn-o~oe~-fo~-a-~e~±oen~-~ha~eholde~-±n~a-valtle-added 

20 eo~po~a~±~n-wh±eh-ha~-±n-effee~-£or-~he-~ex-yea~-an-elee~±on 

21 tlnde~-~tlbehap~e~-5-o£-~he-fn~e~nal-Re~entle-eode-and-ea~~±e~-on 

22 btl~±ne~~-w±th±n-and-w±~hotl~-~he-~~a~e,-~o-ela±m-~he-bene£±~~ 

23 o£-appo~~±onmen~-o£-±neome-o£-~he-~altle-added-eo~po~a~±on,-~he 

24 ~axpayer-mtl~~-eomple~ely-£±il-otl~-~he-re~tl~n,-dete~m±ne-~he 

25 ~a~payeri~-±neome-ta~-l±ab±l±~y-w±~hotl~-~he-bene~±t-o£ 

26 apport±onment-o£-the-~altle-added-eo~po~a~±on~s-±neome,-ano-pay 

27 ~he-amotln~-o£-~a~-owed.--Phe-~axpaye~-~hall-~eeomptlte-~he 

28 ~a~paye~~~-±neome-~ax-l±ab±l±~y,-by-apply±n~-~he-p~o~±~±on~-o£ 

29 ~h±~-~tlbpa~a~~aph-on-a-~pee±al-~e~tl~n.--Ph±~-~pee±al-~e~tl~n 

30 ~hall-be-£±led-tlnoe~-~tlxe~-o£-~he-d±~ee~o~-and-eon~~±~tl~e~-a 

31 ela±m-£or-~e£tlno-o£-~he-o±££e~enee-be~ween-the-amotln~-o£-~ax 

32 ~he-~axpaye~-pa±d-a~-de~e~m±ned-w±~hotl~-~he-p~o~±~±on~-o£-~h±~ 

33 ~tlbpa~a~~aph-and-~he-amotln~-o£-~ax-de~e~m±ned-w±~h-~he 

34 p~o~±~±on~-o£-~h±~-~tlbpa~a~~aph• 

35 tbt This subparagraph shall not affect the amount of the 
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S.F. H.F. 

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, 422.11A, and 422.12 and the alloc0tion of these 

5 credits between spouses if the taxpayers filed separate 

6 returns or separately on combined returns. 

7 tet--Por-any-tax-year,-tne-aggregate-amotlnt-ef-reftlnd 

8 e~a±m~-tnat-~na±±-oe-~a±d-~tir~tiant-to-tn±~-stib~aragra~n-sna±± 

9 not-exeeea-f±ve-m±±±±on-ao±±ars.--ff,-fer-a-ta~-year,--tne 

10 aggregate-amotint-ef-reftind-e±a±ms-f±±ea-~tlr~tlant-to-th±s 

11 ~tlb~aragra~n-exeeeds-f±ve-m±±±±en-do±±ars,-eaen-e±aim-for 

12 reftlnd-sna±±-be-pa±d-en-a-pro-rata-bas±s-~o-·that-the-ag9re9ate 

13 amotint-of-reftind-e±a±m~-aoes-net-exeeed-f±ve-m±±±±on-ao±±ars. 

14 fn-the-ease-where-reftlna-e±a±ms-are-net-pa±a-±n-fti±±,-the 

15 amotlnt-of-the-reftlnd-te-wh±eh-the-taxpayer-±s-ent±t±ed-tlnaer 

16 tn±s-stlb~aragra~n-±s-the-pro-rata-amotlnt-that-was-paid-aftd-the 

1

1 17 taxpayer-±s-net-ent±t±ea-to-a-reftlnd-of-the-tlnpa±a-port±on-ana 

! 18 ±s-not-ent±t±ed-to-earry-that-amotlnt-forward-or-baekwara-to 

I I 
I 

19 another-tax-year.--~ax~ayers-sha±±-not-tise-reftinds-as 

20 e~t±matea-payments-for-the-stieeeea±ng-tax-year.--~a~payers 

21 whose-tax-years-beg±n-on-oantlary-±-mtlst-f±±e-the±r-reftlnd 

22 e±a±ms-by-eetober-3±-of-the-ea±endar-year-fo±±ow±ng-the-end-of 

23 the±r-tax-year-to-be-e±±g±b±e-for-reftlnas.--~axpayer~-whose 

24 tax-years-oeg±n-on-a-date-other-than-oantlary-±-mtlst-f±±e-the±r 

25 reftlnd-e±a±ms-by-the-end-of-the-tenth-month-fo±±ow±ng-the-end 

26 of-the±r-tax-years-to-be-e±±g±b±e.--~he-department-sha±± 

27 determ±ne-on-Pebrtlary-±-of-the-seeond-stle~eed±ng-ea±enaar-year 

28 ±f-the-tota±-amotlnt-of-e±a±ms-for-reftlna-exeeeas-f±ve-m±±±±on 

29 ao±±ars-for-the-tax-year.--Notw±thstana±ng-any-other 

30 ~rov±s±ony-±nterest-sha±±-not-oe-dtle-on-any-reftind-e±a±ms-that 

31 are-pa±a-by-the-±ast-aay-of-Pebrtlary-of-the-seeond-stieeeed±ng 

32 ea±endar-year.--ff-the-e±a±m-±s-not-payab±e-on-Pebrtlary-±-of 

33 the-seeond-stleeeea±ng-ea±enaar-year7 -beeatlse-the-taxpayer-±s-a 

34 f±sea±-year-f±±ery-then-the-amotlnt-of-the-e±a±m-a±±owed-sha±± 

35 oe-±n-the-same-rat±o-as-the-reftind-e±a±ms-ava±±ab±e-on 

-2-



S.F. 3lfZ. H. F. 

1 Peb~tla~y-l-o~-the-8eeond-8tleeeedin9-ealenda~-yea~.--~hese 

2 elaims-shail-be-~tlnded-by-money8-app~op~±ated-~o~-payment-o~ 

3 individtlai-ineome-tax-~e~tlnd8• 

4 Sec. 3. Section 422.5, subsection 1, 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 

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

11 resident or part-year resident shareholder in a-valtle-added an 

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

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

14 business within and without the state, a nonresident, 

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

16 estate, or trust that 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 subsection, reduced by the applicable credits in 

20 sections 422.10 through 422.12 and this result multiplied by a 

21 fraction with 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 (1) 

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

26 total net income computed under section 422.7 plus all tax 

27 preference items, adjustments, and losses under subparagraph 

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

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

30 preference items. Married taxpayers electing to file separate 

31 returns or separately on a combined return must allocate the 

32 minimum tax computed in this subsection in the proportion that 

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

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

35 items, adjustments, and losses under subparagraph (1) of both 
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S.F. 3lfZ H.F. 

1 spouses. 

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

3 unnumbered paragraph 1, Code 1997, is amerded 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 e-sttbenepee~ an S corporation wn±en-±s-e-¥eitte-

8 added-eo~po~ee±on 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, is amended 
14 to read as follows: 

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

16 of e-~ettte-edded an S corporation which has in effect an 

17 election under subchapter S of the Internal Revenue Code, 

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

19 another state or foreign country on the income from the ~ettte-

20 added 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 1, 1997, 

23 for tax years beginning on or after that date. 

24 EXPLANATION 

25 Present law allows shareholders of an S corporation which 

26 is 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 opportunity for a reduction in tax to 

33 shareholders of all S corporations regardless of whether they 

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

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

-4-
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1 for refunds and eliminates the need to file claims for 

2 refunds. 

3 The bill applies retroactively to January 1, 1997, for tax 

4 years beginning on or after that date. 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

-5-

LSB 2674SV 77 

rng/jw/5 



! 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

I 

U.C.·+ s s ~- d-0 I 
~ ~~~· ~JeJa lo...bov 
SENATE FILE @F) HF ~ 
BY (PROPOSED CO~~ITTEE ON 

BUSINESS AND LABOR BILL 

BY CHAIRPERSON RIFE) 

Passed Senate, Date Passed House, Date 

Vote: Ayes Nays 

Approved 
Vote: Ayes Nays 

An 

BE 

A BILL FOR 
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special method of computation of tax for value-added S 

corporation shareholders to all S corporation shareholders and 

eliminating the refund limitation and providing a retroactive 

applicability date provision. 

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

TLSB 2674SC 77 

mg/jw/5 



S.F. H. F. 

f• <~ 
'4 J!f ~ 

1 , ,,. Sechioi"l ~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-~e~tle-edded 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. This ~e~e9~e~h subparagraph also 

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

18 the entire tax year. 

19 tet--fn-o~de~-fo~-e-~e~iden~-~he~eholde~-in-e-~e~tle-edded 

20 eo~~o~e~ion-whieh-he~-in-effee~-fo~-~he-~e~-yee~-en-elee~ion 

21 tlnde~-~tlbehep~e~-5-of-~he-fn~e~nal-Re~entle-eode-end-ee~~ie~-on 

22 btl~±ne~~-wi~hin-end-w±~hotl~-~he-s~e~e,-~o-e~e±m-~he-benef±ts 

23 of-eppo~~±onmen~-of-±neome-of-~he-~a~tle-edded-eo~po~e~±on,-~he 

24 ~a~paye~-mtl~~-eomp~e~e~y-fi~~-otl~-~he-~e~tl~n,-de~e~m±ne-~he 

25 ~e~paye~~~-±neome-~a~-~±eb±l±~y-w±~hotl~-~ne-benef±~-of 

26 eppo~~±onmen~-of-~he-~e~tle-edded-eo~po~e~±on~s~±neome,-end-pey 

27 ~ne-emotln~-of-~a~-owed.--~he-~e~paye~-shell-~eeomptl~e-~he 

28 ~a~peye~~~-ineome-~e~-l±eb±~i~y,-by-epp~y±n9-~he-p~o~±s±on~-of 

29 ~n±~-~tlbpa~e9~eph-on-a-~pee±e~-~e~tl~n.--~n±s-speeiel-~e~tl~n 

30 she~l-be-f±~ed-tlnde~-~tl~e~-of-~he-d±~ee~o~-end-eon~~±~tl~es-e 

31 eie±m-fo~-~eftlnd-of-~ne-d±ffe~enee-be~ween-~ne-amotln~-of-~a~ 

32 ~he-te~paye~-peid-e~-de~e~m±ned-wi~hotlt-~ne-p~o~±~±on~-of-th±s 

33 ~tlbpe~a9~eph-and-tne-emotlnt-of-ta~-de~e~m±ned-w±tn-~he 

34 p~o~±~±on~-of-th±s-~tlbpe~e9~epn. 

35 fbt This subparagraph shall not affect the amount of the 
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S.F. H. F. 

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, 422.11A, 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 tet--Por-any-eax-year,-efie-aggregaee-amottne-o£-re£ttna 

8 e~a±ms-~fiae-sfia~~-be-pa±a-pttrsttane-eo-efi±s-sttbparagrapfi-sha~~ 

9 noe-exeeea-f±~e-m±~~±on-ao~~ars.--f£,-for-a-eax-year,-efie 

10 aggregaee-amottne-o£-refttnd-e~a±ms-f±±ed-pttrsttane-eo-efi±s 

11 sttbparagrapfi-exeeeds-£±~e-m±±±±on-do±~ars,-eaefi-e±a±m-£or 

c::?o/ 

12 refttnd-sfia±±-be-pa±d-on-a-pro-raea-bas±s-so-ehae-ehe-aggregaee 

13 amottne-o£-refttnd-e~a±ms-does-noe-exeeed-f±~e-m±±±±on-do±±ars. 

14 fn-the-ease-wfiere-refttnd-e±a±ms-are-noe-pa±d-±n-£tt±~7-ehe 

15 amottne-o£-ehe-refttnd-eo-wh±eh-ehe-eaxpayer-±s-ene±e±ed-ttnder 

16 eh±8-Sttbpara9raph-±s-ehe-pro-raea-amottne-ehae-was-pa±d-and-ehe 

17 eaxpayer-±s-noe-ene±e±ed-eo-a-refttnd-of-efie-ttnpa±d-pore±on-and 

18 ±s-noe-ene±e±ed-eo-earry-ehae-amottne-forward-or-baekward-eo 

19 anoeher-eax-year.--Paxpayer8-8ha±~-noe-ttse-re£ttnd8-as 

20 eseimaeed-payments-for-efie-stteeeed±n9-eax-year.--Paxpayers 
21 who8e-eax-years-be9±n-on-aanttary-%-mttse-f±±e-efie±r-refttnd 

22 e±aim8-by-eeeober-3%-o£-ehe-ea±endar-year-fo±±ow±ng-efie-end-of 

23 efie±r-eax-year-eo-be-e±i9ib±e-£or-refttnds.--Paxpayers-whose 

24 eax-years-beg±n-on-a-daee-oefier-efian-aanttary-%-mttse-f±±e-ehe±r 

25 refttnd-e±a±ms-by-ehe-end-o£-ehe-eeneh-monefi-fo~±ow±ng-ehe-end 

26 o£-the±r-eax-year8-eo-be-e±i9ib±e.--Phe-deparemene-sha±± 

27 deeerm±ne-on-Pebrttary-%-o£-ehe-seeond-stteeeedin9-ea±endar-year 

28 ±£-the-eoea±-amottne-of-e±aims-£or-refttnd-exeeed8-£i~e-m±±±ion 

29 do±±ars-£or-ehe-tax-year.--Noew±eh8eand±ng-any-oeher 

30 pro~±8±on,-±neerese-sha%±-noe-be-dtte-on-any-re£ttnd-e±a±ms-ehae 

31 are-pa±d-by-ehe-±ase-day-o£-Pebrttary-o£-ehe-seeond-stteeeed±ng 

32 ea±endar-year.--f£-ehe-e±a±m-±s-noe-payab±e-on-Febrttary-±-o£ 

33 ehe-8eeond-8tteeeed±ng-ea±endar-year,-beeatt8e-the-taxpayer-i8-a 

34 £±sea±-year-£i±er,-then-tfie-amottnt-of-the-e±aim-a±±owed-8ha±± 

35 be-in-the-8ame-ratio-a8-the-re£ttnd-e±a±ms-a~a±±ab±e-on 

-2-



S.F. H.F. 

1 Peb~tte~y-I-o£-e~e-8eeoftd-8tteeeed~ft~-eeieftde~-yea~.--P~ese 

2 eia~ms-sheii-be-£ttftded-by-mofteys-a~~~o~~~eeed-£o~-~eymefte-o£ 

3 ~"d~v~dttei-~fteome-eex-~e£ttftds. 
4 Sec. 3. Section 422.5, subsection 1, 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 

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

11 resident or part-year resident shareholder in e-veitte-edded an 

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

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

14 business within and without the state, a nonresident, 

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

16 estate, or trust that 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 subsection, reduced by the applicable credits in 

20 sections 422.10 through 422.12 and this result multiplied by a 

21 fraction with 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 (1) 

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

26 total net income computed under section 422.7 _plus all tax 

27 preference items, adjustments, and losses under subparagraph 
28 (1). In computing this fraction, those items excludable under 

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

30 preference items. Married taxpayers electing to file separate 

31 returns or separately on a combined return must allocate the 

32 minimum tax computed in this subsection in the proportion that 

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

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

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

-3-



S.F. H.F. 

1 spouses. 

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

3 unnumbered paragraph 1, 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 e-stlbehepeer an S corporation wh±eh-±s-e-~e~tle-

8 added-eorporee±oft 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: 

~a/ 

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

14 to read as follows: 

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

16 of e-~e~tle-edded an S corporation which has in effect an 

17 election under subchapter S of the Internal Revenue Code, 

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

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

20 added 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 1, 1997, 

23 for tax years beginning on or after that date. 

24 EXPLANATION 

25 Present law allows shareholders of an S corporation which 

26 is a value-added corporation to reduce its inqividual 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 opportunity for a reduction in tax to 

33 shareholders of all S corporations regardless of whether they 

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

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

-4-. 
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1 for refunds and eliminates the need to file claims for 
2 refunds. 

3 The bill applies retroactively to January 1, 1997, for tax 
4 years beginning on or after that date. 
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