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A BILL FOR 

1 An Act relating to the tax treatment of financial institution 

2 and their shareholders which have made an election under 

3 subchapter S of the Internal Revenue Code and including a 

4 retroactive applicability date provision. 
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S.F. .55_3 H.F. 

1 Section 1. NEW SECTION. 422.11 FRANCHISE TAX CREDIT. 

2 The taxes imposed under this division, less the credits 

3 allowed under section 422.12, shall be reduced by a franchise 

4 tax credit. A taxpayer who is a shareholder in a financial 

5 institution, as defined in section 581 of the Internal Revenue 

6 Code, which has in effect for the tax year an election under 

7 subchapter S of the Internal Revenue Code shall compute the 

8 amount of the tax credit by dividing the financial institution 

9 income taxed to the taxpayer by Iowa by the taxpayer's total 

10 Iowa income and multiplying the resulting percentage times the 

11 amount of tax under this division after the deduction for the 

12 credits allowed under section 422.12. The resulting amount, 

13 which shall not exceed the taxpayer's pro rata share of the 

14 franchise tax paid by the financial institution, is the amount 

15 of the franchise tax credit allowed. 

16 Sec. 2. Section 422.61, subsection 3, Code 1997, is 

17 amended by adding the following new paragraph: 

18 NEW PARAGRAPH. g. Where a financial institution as 

19 defined in section 581 of the Internal Revenue Code is not 

20 subject to income tax and the shareholders of the financial 

21 institution are taxed on the financial institution's income 

22 under the provisions of the Internal Revenue Code, such tax 

23 treatment shall be disregarded and the financial institution 

24 shall compute its net income for franchise tax purposes in the 

25 same manner under this subsection as a financial institution 

26 that is subject to or liable for federal income tax under the 

27 Internal Revenue Code in effect for the applicable year. 

28 Sec. 3. This Act applies retroactively to January 1, 1997, 

29 for tax years beginning on or after January 1, 1997. 

30 EXPLANATION 

31 The bill amends Code section 422.61 to disallow the federal 

32 treatment for Iowa individual income tax purposes where a 

33 financial institJtion, as defined in section 581 of the 

34 Internal Revenue Code, is not subject to income tax and where 

35 the shareholders of the financial institution are taxed on the 
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S.F. 5S3 H.F. 

1 financial institutions' income on the shareholder's federal 

2 individual income tax return. This federal provision is know 

3 as a subchapter S corporation election. This amendment to 

4 Code section 422.61 is intended to prevent any discrimination 

5 in the taxation of federal obligation income of all financial 

6 institutions because income of financial institutions would 

7 only be taxed under the state franchise tax. 

8 The bill provides for a franchise tax credit for 

9 individuals who are shareholders of those financial 

10 institutions that chose subchapter S tax treatment. Since th 

11 financial institution is subject to the state franchise tax o 

12 its income and the shareholder has included its pro rata shar 

13 of such income in its adjusted gross income for federal tax 

14 purposes which is the shareholders net income for state tax 

15 purposes such income would be taxed twice. The credit for the 

16 shareholder prevents this. The amount of credit is determined, 

17· by dividing the shareholder's pro rata financial institution's 
18 income by the shareholder's total Iowa income. This 

19 percentage is then applied to the shareholder's state tax 

20 after deduction of the personal credits and the resulting 

21 amount is subtracted from the shareholder's state tax after 
22 deduction of the personal credits. 

23 The bill applies retroactively to January 1, 1997, for tax 
24 years beginning on or after that date. 
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SENATE FILE 553 

B-1974 

l Amend Senate File 553, as passed by the Senate, as 
2 follo~;s: 
3 1 Page 1, by striking lines 8 through ll and 
4 inserting the following: ''amount of the tax credit by 
5 recomputing the amount of tax under th~s division by 
6 reducing the taxable income of the :axpayer by the 
7 taxpayer's pro rata share of the items of income and 
8 expense of the tinancial institution and subtracting 
9 the credits allowed under section 422.12. This 

10 recomputed tax shall be subtracted from the amount of 
ll tax computed under this division after the deduction 

l;~~~- ,1. &t7oYJ 
---v-~ T-Z?-f'? 

H-1974 FILED APRIL 28, 1997 

By COMMITTEE ON WAYS AND MEANS 
DINKLA of Guthrie, Cha1rperson 

HOUSE AMENDMENT TO 
SENATE FILE 553 

S-3849 
l Amend Senate File 553, as passed by the Senate, as 
2 follows: 
3 1. Page 1, by striking lines 8 through 11 and 
4 inserting the following: "amount of the tax credit by 
5 recomputing the amount of tax under this division by 
6 reducing the taxable income of the taxpayer by the 
7 taxpayer's pro rata share of the items of income and 
8 expense of the financial institution and subtracting 
9 the credits allowed under section 422.12. This 

10 recomputed tax shall be subtracted from the amount of 
11 tax computed under this division after the deduction 
12 for". 

S-3849 FILED APRIL 29, 1997 
CONCURRED {jJ. t55?) 

RECEIVED FROM THE HOUSE 
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A Bill FOR 

1 An Act relating to the tax treatment of financial institutions 

2 and its shareholders which have made an election under 

3 subchapter S of the Internal Revenue Code and including a 

4 retroactive applicability date provision. 
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S.F. ---- H.F. 

1 Section 1. NEW SECTION. 422.11 FRANCHISE TAX CREDIT. 
2 The taxes imposed under this division, less the credits 

3 allowed under section 422.12, shall be reduced by a franchise 
4 tax credit. A taxpayer who is a shareholder in a financial 

5 institution, as defined in section 581 of the Internal Revenue 
6 Code, which has in effect for the tax year an election under 

7 subchapter S of the Internal Revenue Code shall compute the 
8 amount of the tax credit by dividing the financial institution 

9 income taxed to the taxpayer by Iowa by the taxpayer's total 
10 Iowa income and multiplying the resulting percentage times the 

11 amount of tax under this division after the deduction for the 
12 credits allowed under section 422.12. The resulting amount, 

13 which shall not exceed the taxpayer's pro rata share of the 
14 franchise tax paid by the financial institution, is the amount 

15 of the franchise tax credit allowed. 
16 Sec. 2. Section 422.61, subsection 3, Code 1997, is 

17 amended by adding the following new paragraph: 
18 NEW PARAGRAPH. g. Where a financial institution as 

19 defined in section 581 of the Internal Revenue Code is not 
20 subject to income tax and the shareholders of the financial 
21 institution are taxed on the financial institution's income 
22 under the provisions of the Internal Revenue Code, such tax 

23 treatment shall be disregarded and the financial institution 
24 shall compute its net income for franchise tax purposes in the 
25 same manner under this subsection as a financial institution 
26 that is subject to or liable for federal income tax under the 

27 Internal Revenue Code in effect for the applicable year. 
28 Sec. 3. This Act applies retroactively to January 1, 1997, 

29 for tax years beginning on or after January 1, 1997. 

30 EXPLANATION 

31 The bill amends Code section 422.61 to disallow the federal 
32 treatment for Iowa individual income tax purposes where a 

33 financial institution, as defined in section 581 of the 
34 Internal Revenue Code, is not subject to income tax and 
35 the shareholders of the financial institution are taxed 
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S.F. H.F. 

l financial institutions' income on the shareholder's federal 
2 individual income tax return. This federal provision is known 

3 as a subchapter S corporation election. This amendment to 
4 Code section 422.61 is intended to prevent any discrimination 
5 in the taxation of federal obligation income of all financial 
6 institutions because income of financial institutions would 

7 only be taxed under the state franchise tax. 
8 The bill provides for a franchise tax credit for 

9 individuals who are shareholders of those financial 
10 institutions that chose subchapter S tax treatment. Since the 

11 financial institution is subject to the state franchise tax on 
12 its income and the shareholder has included its pro rata share 

13 of such income in its adjusted gross income for federal tax 
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14 purposes which is the shareholders net income for state tax 
purposes such income would be taxed twice. The credit for the 
shareholder prevents this. The amount of credit is determined 

by dividing the shareholder's pro rata financial institution's 
income by the shareholder's total Iowa income. This 

percentage is then applied to the shareholder's state tax of 
deduction of the personal credits and the resulting amount is 

subtracted from shareholder's state tax after deduction of the 

personal credits. 

23 
24 
25 
26 

27 
28 
29 
30 

31 
32 
33 
34 
35 

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

years beginning on or after that date. 
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SE:NATE: fiLE 5S1 

AN A.C'f 

REt..ATING 'fO TAE: TAX TRE:I\1'MEN'r OF E'INANCIAL INSTITUTIONS 

AND TlfEIR SHARF.HOI.r>f:RS 'NHIC:I HAIJE: ~OE AN EI.f.Ci'ION UNDER 

SUBCHAP'ITM S 01-' tHE JNTf:R~AL RC:VEtiUE CODE AtiJ) INCLUDING 

A RETROACriV£ APPLICA!HLITY OA-r£ PROVISiml. 

BE Ir E~AC1'EO B\' 'i'Hf. GENERAL ASSEMBL'i OF THE STAT~ m· [0'.-JA: 

Section l. ~~"--?.~~J.Q~. 422.11 FRANCHISE TAX CREDIT. 

The taxes Imposed under this division, less the credits 
allowed under section -l22.12, shall be reduced by a franchise 

tax credit. A taxpayer who is a shareholder in a financial 

institution, as defined in section 581 of the Internal Revenue 
Code, which has in eff~ct for the tax year an elect ion under 

subchapter S of the Internal Revenue Code shall co:nputP. tht.• 

amount of the tax crt~dit by recomputinq t.he am:>unt of tax 

under this division by reducing th~ taxable inco:n~ of the 

taxpayer by the tclxpayer's pro rata share oE the items of 

inco~e and cxpen5e of th~ financial institution and 

subtracting the credits allo~cd under section 422.12. This 

recc:nputcll tax shall be subtract~ci from the anount of t:<lx 

computed under this division after the ~eduction for credi:s 

allc·.:ed under section 422.12. T!l(> res-Jlt.inq am-::.unt, -.,.hich 

shall rlQt exceed the taxpayer's pro rata share of the 

franchise tax paid by the financial institution, is the aruour.t 

of the franchise tax credit allo~ed. 

Sec. 2. Sec:tion 422.61, subsection 3, Code 1997, is 

al"tended by adding the follo ... ·inq ne·.,· paragraph: 

!:!_~~-~~GRA_!'~. g. 'HhNe a financial institution as 

defined in section SBl of the Int~1·nal Rc-vcnut:'! Code is not 

subject to 1ncome t.ax and the shar!'!'holdcrs of the financial 

institution are taxed on the financial institution'a income 

u~der the provisions of the Internal Revenue Code, su~h tax 

-
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treatment shall be disregarded and the financial institution 

shall compute its net income for fr,\nchise tax purposes in the 

sane manner under this subsection as a financial institution 

that is sub)~ct t:o or liable for federal inco:ne tax under the 

Internal Revenue Corte in effect. for the applicable year. 

Sec. J. This Act applies retroactively to January 1, 1991, 

for l~x years beginning on ot after January ~. 1997. 

-· -·········--· ... ---
MA.tl.Y E. KRAMER 

President of the Senat~ 

--- ·---·-----
RON J. COP BErT 

SpeaKer of the HousP. 

( hereby certify that thi5 bill ori~inat:ed in the Senate and 

is kr.own as Senate File 55], $(.>venty-sevE!nth General Assembly. 
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