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Section 1. Section 15.335, Code Suppl enent 1999, is
amended to read as foll ows:

15. 335 RESEARCH ACTI VI TI ES CREDI T.

1. An eligible business may claima corporate tax credit
for increasing research activities in this state during the
period the eligible business is participating in the program

a. The credit equals

— the sum of the follow ng:

t

1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
2
2
2
2
2
2
2
2
2

10
11
12
13
14

O©CO~NOUIRAWNPE

(1) Six and one-half percent of the excess of qualified
research expenses during the tax year over the base ampunt for
the tax year based upon the state's apportioned share of the
qualifying expenditures for increasing research activities.

(2) Six and one-half percent of the basic research
paynents deterni ned under section 41(e)(1)(A) of the Interna
Revenue Code during the tax year based upon the state's
apportioned share of the qualifying expenditures for
increasing research activities.

The state's apportioned share of the qualifying
expenditures for increasing research activities is a percent
equal to the ratio of qualified research expenditures in this
state to total qualified research expenditures

b. Inlieu of the credit anpunt conputed in paragraph "a",
subparagraph (1), an eligible business nmay elect to conpute
the credit anmpunt for qualified research expenses incurred in
this state in a manner consistent with the alternative
increnental credit described in section 41(c)(4) of the
Internal Revenue Code. The taxpayer nmy make this el ection
regardl ess of the nethod used for the taxpayer's federa
incone tax. The election nmade under this paragraph is for the
tax year and the taxpayer may use another or the sane nethod
for any subsequent year.

C. For purposes of the alternate credit conputation nethod
in paragraph "b", the sane credit percentages applicable to
qualified research expenses described in clauses (i), (ii),
and (iii) of section 41(c)(4)(A) of the Internal Revenue Code
shall be used

2. The credit allowed in this sectionis in addition to
the credit authorized in section 422.33, subsection 5, and
section 422.10. However, if the alternative credit
conputation nethod is used in section 422.33, subsection 5, or
section 422.10, the credit allowed in this section shall also
be conputed using that nethod.

3. |If the eligible business is a partnership
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2 10 corporation, limted liability conpany, or estate or trust
2 11 electing to have the incone taxed directly to the individual
2 12 an individual may claimthe tax credit allowed. The anpunt
2 13 clainmed by the individual shall be based upon the pro rata
2 14 share of the individual's earnings of the partnership
2 15

— S corporation, limted liability conpany, or estate

2 16 or trust.

2 17 4. For purposes of this section,
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— "base ampunt"”, "basic research paynent", and

2 20 "qualified research expense" nean the sane as defined for the
2 21 federal credit for increasing research activities
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—be allowable
— under section 41 of the Internal Revenue Code
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—, except that for the alternative
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incremental credit such anpbunts are for research conducted
within this state. For purposes of this section, "Interna
Revenue Code" neans the Internal Revenue Code in effect on
January 1, 2000.

5. Any credit in excess of the tax liability for the
taxabl e year shall be refunded with interest conputed under
section 422.25. In lieu of claimng a refund, a taxpayer may
el ect to have the overpaynent shown on its final, conpleted
return credited to the tax liability for the follow ng year.

Sec. 2. Section 15A.9, subsection 8, Code Suppl enent 1999,
is anended to read as foll ows:

8. CORPORATE TAX RESEARCH CREDIT. A corporate tax credit
shal|l be available to the primary business or a supporting
busi ness for increasing research activities in this state
within the zone

a. The credit equals

— the sumof the foll ow ng:
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(1) Thirteen percent of the excess of qualified research

3 8 expenses during the tax year over the base ampunt for the tax




9 year based upon the state's apportioned share of the

10 gualifying expenditures for increasing research activities.

11 (2) Thirteen percent of the basic research paynents

12 determ ned under section 41(e)(1)(A) of the Internal Revenue
13 Code during the tax year based upon the state's apportioned

14 share of the qualifying expenditures for increasing research
15 activities.

16 The state's apportioned share of the qualifying

17 expenditures for increasing research activities is a percent
18 equal to the ratio of qualified research expenditures in this
19 state within the zone to total qualified research

20 expenditures.

21 b. Inlieu of the credit anpunt conputed in paragraph "a",
22 subparagraph (1 a business may elect to conpute the credit
23 ampbunt for qualified research expenses incurred in this state
24 within the zone in a nanner consistent with the alternative
increnental credit described in section 41(c)(4) of the

26 Internal Revenue Code. The taxpayer may nmake this el ection
27 regardless of the nethod used for the taxpayer's federa

28 incone tax. The election made under this paragraph is for the
29 tax year and the taxpayer nmay use another or the sane nethod
30 for any subsequent year.

31 c. For purposes of the alternate credit conputation nethod
32 in paragraph "b", double the credit percentages applicable to
33 qualified research expenses described in clauses (i), (ii),

34 and (iii) of section 41(c)(4)(A) of the Internal Revenue Code
35 shall be used

1 d. Any credit in excess of the tax liability for the tax
2 year shall be refunded with interest conputed under section

3 422.25. In lieu of claimng a refund, the prinmary business or
4 a supporting business may elect to have the overpaynent shown
5
6
7

onits final return credited to its tax liability for the
followi ng tax year.
e. For the purposes of this
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— subsection, "base anmpunt", "basic
4 10 research paynment", and "qualified research expense" nean the
4 11 sane as defined for the federal credit for increasing research
4 12 activities

—which—would be allowable
— under section 41 of the
4 13 Internal Revenue Code

—-p—effest—on—January—1—1999
—,_except
14 that for the alternative increnental credit such anmpunts are
15 for research conducted within this state within the zone. For
16 purposes of this subsection, "Internal Revenue Code" neans the
17 Internal Revenue Code in effect on January 1, 2000
18 f. The credit authorized in this subsectionis in |lieu of
the credit authorized in section 422.33, subsection 5 and
20 section 422.10.
21 Sec. 3. Section 422.10, Code Suppl ement 1999, is anended
22 to read as foll ows:
23 422.10 RESEARCH ACTIVITIES CREDIT.
24 1. The taxes inposed under this division shall be reduced
25 by a state tax credit for increasing research activities in
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this state.
a. For individuals, the credit equals

— the sum of
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the foll ow ng:

(1) Six and one-half percent of the excess of qualified
research expenses during the tax year over the base ampunt for
the tax year based upon the state's apportioned share of the
qualifying expenditures for increasing research activities.

(2) Six and one-half percent of the basic research
paynents deterni ned under section 41(e)(1)(A) of the Interna
Revenue Code during the tax year based upon the state's
apportioned share of the qualifying expenditures for
increasing research activities.

The state's apportioned share of the qualifying
expenditures for increasing research activities is a percent
equal to the ratio of qualified research expenditures in this
state to total qualified research expenditures.

b. Inlieu of the credit anpunt conputed in paragraph "a",
subparagraph (1), a taxpayer may elect to conpute the credit
anmount for qualified research expenses incurred in this state
in a manner consistent with the alternative increnental credit
described in section 41(c)(4) of the Internal Revenue Code
The taxpayer may nake this election regardless of the nethod
used for the taxpayer's federal inconme tax. The election nade
under this paragraph is for the tax year and the taxpayer may
use another or the sane nethod for any subsequent year

c. For purposes of the alternate credit conputation nethod
in paragraph "b", the sane credit percentages applicable to
qualified research expenses described in clauses (i), (ii),
and (iii) of section 41(c)(4)(A) of the Internal Revenue Code
shall be used

2. For purposes of this section, an individual nay claima
research credit

: i ;

— incurred
5 25 by a partnership,

—subchapter

— S corporation, limted liability
5 26 conpany, estate, or trust electing to have the incone taxed
5 27 directly to the individual. The amount clained by the
5 28 individual shall be based upon the pro rata share of the
5 29 individual's earnings of a partnership,

—subchapter
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5 30 corporation, limited liability conpany, estate, or trust.
5 31 3. For purposes of this section,
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— "base ampunt", "basic research paynent", and

5 34 "qualified research expense" nean the sane as defined for the
5 35 federal credit for increasing research activities

— under section 41 of the Internal Revenue Code
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—, except that for the alternative
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incremental credit such anounts are for research conducted
within this state. For purposes of this section, "lInterna
Revenue Code" neans the Internal Revenue Code in effect on
January 1, 2000.

4. Any credit in excess of the tax liability inposed by
section 422.5 less the credits all owed under sections 422.11A,
422.12, and 422.12B for the taxabl e year shall be refunded
with interest conputed under section 422.25. 1In lieu of
claimng a refund, a taxpayer may elect to have the
over paynent shown on the taxpayer's final, conpleted return
credited to the tax liability for the foll owi ng taxable year.

Sec. 4. Section 422.33, subsection 5, Code Suppl enent
1999, is amended to read as foll ows:

5. a. The taxes inposed under this division shall be
reduced by a state tax credit for increasing research
activities in this state equal to

6 20
— the sum of the follow ng:
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(1) Six and one-half percent of the excess of qualified
research expenses during the tax year over the base ampunt for

the tax year based upon the state's apportioned share of the
qualifying expenditures for increasing research activities.

(2) Six and one-half percent of the basic research
paynents deterni ned under section 41(e)(1)(A) of the Interna
Revenue Code during the tax year based upon the state's
apportioned share of the qualifying expenditures for
increasing research activities.

The state's apportioned share of the qualifying
expenditures for increasing research activities is a percent
equal to the ratio of qualified research expenditures in this
state to the total qualified research expenditures.

b. Inlieu of the credit anpunt conputed in paragraph "a",

subparagraph (1), a corporation nmay elect to conpute the
credit anmbunt for qualified research expenses incurred in this

state in a manner consistent with the alternative increnenta
credit described in section 41(c)(4) of the Internal Revenue
Code. The taxpayer may nbake this election regardl ess of the
net hod used for the taxpayer's federal incone tax. The

el ection made under this paragraph is for the tax year and the




7 7 taxpayer may use another or the sanme nethod for any subsequent
7 8 year.

7 9 c. For purposes of the alternate credit conputation nethod
7 10 in paragraph "b", the sane credit percentages applicable to

7 11 qualified research expenses described in clauses (i), (ii),

7 12 and (iii) of section 41(c)(4)(A) of the Internal Revenue Code

7 13 shall be used.

7 14 d. For purposes of this subsection,
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7 15

— "base ampunt", "basic research

7 17 paynent", and "qualified research expense" nean the sane as
7 18 defined for the federal credit for increasing research
7 19 activities

—whi-ch—woul-d—be—allowable
— under section 41 of the
7 20 Internal Revenue Code

—i-p—effest—on—Jdanuary—1—1999
—,_except
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that for the alternative increnental credit such anounts are
for research conducted within this state. For purposes of
this subsection, "Internal Revenue Code" neans the Interna
Revenue Code in effect on January 1, 2000.

e. Any credit in excess of the tax liability for the
taxabl e year shall be refunded with interest computed under
section 422.25. In lieu of claimng a refund, a taxpayer may
el ect to have the overpaynment shown on its final, conpleted
return credited to the tax liability for the follow ng taxable
year.

Sec. 5. APPLICABILITY DATE. This Act applies
retroactively to January 1, 2000, for tax years begi nning on
or after that date.

EXPLANATI ON

This bill expands the research activities credit for income
tax purposes for businesses under the new jobs and incone
program the quality jobs enterprise zone program the
incentives for building in enterprise zones, the individua
i ncome tax, and corporate incone tax. The expansion provides
for an alternative nmethod of conputing the tax credit based
upon the federal approach using an increnmental conputation
met hod for neasuring increased research activities. This
alternative nethod is in lieu of a portion of lowa's present
comput ati on approach. Therefore, the present lowa |law is
rewitten in a manner that coincides with the conmputation
under the federal incone tax credit.

The bill applies retroactively to January 1, 2000, for tax
years beginning on or after that date.
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