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1 1 Section 1. NEWSECTION. 15E. 41 PURPOSE
2 The purpose of this division is to enhance the quality of
3life for citizens of this state by encouragi ng the creation of
4 new jobs, industry, products, and wealth through the increased
5 availability and accessibility to venture capital
6 particularly at the seed capital investnent stage, and to
7 encourage individuals to invest seed capital in |lowa
8 businesses and in community-based seed capital funds.
9 Sec. 2. NEWSECTION. 15E. 42 DEFIN TI ONS
10 For purposes of this division, unless the context otherw se
11 requires:
12 1. "Affiliate" neans a spouse or child of an investor or a
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corporation, partnership, or trust in which an investor has a
controlling equity interest or in which an investor exercises
managenment control.

2. "Board" neans the lowa capital investnment board, if
created in House File 2078 as enacted by the Seventy-ninth
general assenbly.

3. "lnvestor" neans an individual making a cash investment
in a qualifying business or a comunity-based seed capita
fund. "lnvestor" does not include an individual who is an
owner, nenber, or shareholder in a qualifying business.

4., "Near equity" neans debt that may be converted to
equity at the option of the debt holder, and royalty
agr eenent s.

5. "Qualifying business" nmeans a business neeting the

criteria defined in section 15E. 44.

Sec. 3. NEW SECTION. 15E. 43 | NVESTMENT TAX CREDI TS.

1. For tax years beginning on or after January 1, 2002, a
tax credit shall be allowed against the taxes inposed in
chapter 422, divisions Il, Ill, and V, and in chapter 432, for
a portion of the taxpayer's equity investnment, as provided in
subsection 2, in a qualified business or a comunity-based
seed capital fund. A tax credit shall be allowed only for an
i nvestment made in the formof cash to purchase equity in a
qual i fying business or in a conmunity-based seed capital fund.

An individual may claimthe credit of a partnership, limted
liability conmpany, S corporation, estate, or trust electing to
have incone taxed directly to the individual. The anount

clainmed by the individual shall be based upon the pro rata
share of the individual's earnings fromthe partnership,
limted liability conmpany, S corporation, estate, or trust. A
taxpayer shall not claimthe tax credit prior to the third tax
year following the tax year in which the investrment is made.
Any tax credit in excess of the taxpayer's liability for the
tax year nay be credited to the tax liability for the
following five years or until depleted, whichever is earlier

A tax credit shall not be carried back to a tax year prior to
the tax year in which the taxpayer redeens the tax credit.

2. Atax credit shall equal twenty percent of the
taxpayer's equity investment. The maxi mum anmount of a tax
credit for an investnment by an investor in any one qualifying
busi ness shall be fifty thousand dollars. Each year, an
investor and all affiliates of the investor shall not claim
tax credits under this section for nore than five different
investnments in five different qualifying businesses.
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3. An investnment shall be deened to have been nade on the
same date as the date of acquisition of the equity interest as
determ ned by the Internal Revenue Code. An investnent nade
prior to January 1, 2002, shall not qualify for a tax credit
under this division.

4. The aggregate amount of tax credits issued pursuant to
this division shall not exceed a total of ten nillion dollars.
The total ampunt of tax credits issued during the fiscal year
begi nning July 1, 2002, shall not exceed three mllion
dollars. The total anmpbunt of tax credits issued during the
fiscal year beginning July 1, 2003, shall not exceed three
mllion dollars. The total amount of tax credits issued
during the fiscal year beginning July 1, 2004, shall not
exceed four nmillion dollars

5. A tax credit shall not be redeenmed during any tax year
begi nning prior to January 1, 2005. A tax credit shall not be
transferable to any other taxpayer.

6. The board shall develop a systemfor registration and
aut horization of tax credits authorized pursuant to this
division and shall control distribution of all tax credits
distributed to investors pursuant to this division. The board
shal | develop rules for the qualification and adm nistration
of qualifying businesses and comunity-based seed capital
funds. The department of revenue and finance shall adopt
these criteria as adm nistrative rules and any other rules
pursuant to chapter 17A necessary for the adninistration of
t hi s division.

Sec. 4. NEWSECTION. 15E. 44 QUALI FYI NG BUSI NESSES.

1. In order for an equity investnent to qualify for a tax
credit, the business in which the equity investnment is nmade
shall within one hundred twenty days of the date of the first
i nvestnent notify the board of the nanes, addresses, taxpayer
i dentification nunbers, shares issued, consideration paid for
the shares, and the amount of any tax credits, of al
sharehol ders who may initially qualify for the tax credits,
and the earliest year in which the tax credits may be
redeemed. The list shall be anended as new equity investnents
are sold or as any information on the list shall change

2. In order to be a qualifying business, a business nust
meet all of the following criteria:

a. The principal business operations of the business are
located in this state.

b. The business has been in operation for three years or
| ess.

c. The business has an owner who has successfully
conpl eted a recogni zed entrepreneurial venture devel opnent
curriculum has three years of rel evant business experience;
has a four-year college degree in business managenent,
busi ness administration, or a related field; or has other
training or experience as the board may specify by rule or
order as sufficient to increase the probability of success of
the qualifying business.

d. The business is not a business engaged prinmarily in
retail sales, real estate, or the provision of health care or
ot her professional services.

e. The business shall not have a net worth that exceeds
three mllion dollars.

f. The business shall have secured, within twenty-four
months following the first date on which the equity
investnments qualifying for tax credits have been made, tota
equity or near equity financing equal to at |east two hundred
fifty thousand doll ars.

3. A qualifying business shall have the burden of proof to
denmonstrate to the board its qualifications under this
section, and shall have the obligation to notify the board in
a tinely manner of any changes in the qualifications of the
business or in the eligibility of investors to redeemthe
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investnment tax credits in any tax year

4. After verifying the eligibility of a qualifying
busi ness, the board shall issue a tax credit certificate to be
attached to the equity investor's tax return. The tax credit
certificate shall contain the taxpayer's nane, address, tax
identification nunber, the amount of credit, the name of the
qual i fyi ng busi ness, and other information required by the
departnent of revenue and finance. The tax credit
certificate, unless rescinded by the board, shall be accepted
by the departnent of revenue and finance as paynent for taxes
i mposed pursuant to chapter 422, divisions II, Ill, and V, and
chapter 432, subject to any conditions or restrictions placed
by the board upon the face of the tax credit certificate and
subject to the limtations of section 15E. 43.

Sec. 5. NEWSECTION. 15E. 45 COVWUNI TY-BASED SEED CAPI TAL
FUNDS.

1. An investnent in a conmunity seed capital fund shal
qualify for a tax credit under section 15E. 43 provided that
all requirenents of sections 15E. 43, 15E. 44, and this section
are met.

2. In order to be a comunity-based seed capital fund
qual i fying under this section, a conmunity-based seed capita
fund must neet all of the following criteria:

a. The fund is alimted partnership or limted liability
conpany.

b. The fund has, on or after January 1, 2002, a total of
both capital comitnents frominvestors and investnents in
qual i fyi ng busi nesses of at least one mllion dollars, but not
nmore than three million dollars.

c. The fund has no fewer than ten individual investors who
are not affiliates, with no single investor and affiliates of
that investor together owning a total of nore than twenty-five
percent of the ownership interests outstanding in the fund.

3. In order for an investnent in a community-based seed
capital fund to qualify for a tax credit, the comunity-based
seed capital fund in which the investnent is made shall within
one hundred twenty days of the date of the first investnment
notify the board of the nanmes, addresses, taxpayer
identification nunbers, equity interests issued, consideration
paid for the interests, and the anmount of any tax credits, of
which all limted partners or nmenbers who may initially
qualify for the tax credits, and the earliest year in which
the tax credits nmay be redeened. The list shall be anended as
new equity interests are sold or as any information on the
list shall change.

4. After verifying the eligibility of the comunity-based
seed capital fund, the board shall issue a tax credit
certificate to be attached to the taxpayer's tax return. The
tax credit certificate shall contain the taxpayer's nane,
address, tax identification nunber, the anount of the tax
credit, the nane of the commnity-based seed capital fund, and
other information required by the departnent of revenue and
finance. The tax credit certificate, unless rescinded by the
board, shall be accepted by the departnent of revenue and
finance as paynent for taxes inmposed pursuant to chapter 422,
divisions Il, IlIl, and V, and chapter 432, subject to any
conditions or restrictions placed by the board on the face of
the tax credit certificate and subject to the limtations of
section 15E. 43.

5. The manager of the comunity-based seed capital fund
shal | have the burden of proof to denonstrate to the board the
communi ty- based seed capital fund's qualifications under this
section, and shall have the obligation to notify the board in
a tinely manner of any changes in the qualifications of the
communi ty- based seed capital fund, in the qualifications of
any qualifying business in which the fund has invested, or in
the eligibility of limted partners or nenbers to redeemthe
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investnment tax credits in any year.

6. In the event that a comunity-based seed capital fund
fails to neet or maintain any requirenent set forth in this
section, or in the event that the comunity-based seed capital
fund has not invested at least thirty-three percent of its
invested capital in no fewer than two separate qualifying
busi nesses, nmeasured at the end of the thirty-sixth nonth
after commencing the fund's investing activities, the board
shall rescind any tax credit certificates issued to limted
partners or nmenbers and shall notify the departnent of revenue
and finance that it has done so, and the tax credit
certificates shall be null and void. However, a conmunity-
based seed capital fund nmay apply to the board for a one-year
wai ver fromthe requirenents of this subsection.

7. A community-based seed capital fund, any of whose
investors receive a tax credit certificate under this section
on account of their investment in that fund, shall not receive
a tax credit for any investnment which would otherw se qualify
for a tax credit in a qualifying business.

Sec. 6. NEWSECTION. 422.11F | NVESTMENT TAX CREDI TS.

The taxes inposed under this division, less the credits
al | owed under sections 422.12 and 422.12B, shall be reduced by
an investnent tax credit authorized pursuant to section
15E. 43.

Sec. 7. Section 422.33, Code Suppl ement 2001, is anended
by addi ng the foll owi ng new subsection

NEW SUBSECTI ON. 12. The taxes inposed under this division
shall be reduced by an investnent tax credit authorized
pursuant to section 15E. 43.

Sec. 8. Section 422.60, Code 2001, is anmended by adding
the foll owi ng new subsection

NEW SUBSECTI ON. 4. The taxes inmposed under this division
shal | be reduced by an investnent tax credit authorized
pursuant to section 15E. 43.

Sec. 9. NEWSECTION. 432.12A | NVESTMENT TAX CREDI TS

The tax inposed under this chapter shall be reduced by an
investnment tax credit authorized pursuant to section 15E. 43.

Sec. 10. EFFECTI VE AND RETROACTI VE APPLI CABI LI TY DATE
PROVI SIONS. This Act, being deened of inmedi ate inportance
takes effect upon enactnent and applies retroactively to
January 1, 2002, for tax years beginning on or after that
dat e.

Sec. 11. 2002 lowa Acts, House File 2078, is anended by
addi ng the follow ng new section

SEC. 12. EFFECTIVE DATE. Sections 1 through 9 of this
Act, being deened of imediate inportance, take effect upon
the enactnent of the Act creating a tax credit for investnments
in qualifying busi nesses and community-based seed capital
funds as enacted by the Seventy-ninth General Assenbly, 2002
regul ar session

EXPLANATI ON
This bill creates a tax credit for investments in
qual i fyi ng busi nesses and comunity-based seed capital funds.
The bill provides that, for tax years beginning on or after

January 1, 2002, a tax credit shall be allowed agai nst
personal and corporate incone tax, the franchise tax for
financial institutions, and the insurance premumtax. The

bill provides that the tax credit shall be for a portion of
the taxpayer's equity investnent in a qualified business or a
communi ty- based seed capital fund. The bill provides that a

tax credit shall be allowed only for an investnent nade in a
formof cash to purchase equity in a qualifying business or in
a communi ty-based seed capital fund. The bill provides that a
taxpayer shall not claimthe tax credit prior to the third tax
year following the tax year in which the investrment is nade.
The bill provides that any tax credit in excess of the
taxpayer's liability for the tax year nmay be credited to the
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tax liability for the following five years or until depleted,
whi chever is earlier. The bill provides that a tax credit
shal |l not be carried back to a tax year prior to the tax year
in which the taxpayer redeens the tax credit. The bil
provides that a tax credit shall equal 20 percent of the
taxpayer's equity investment. The bill provides that the
maxi mum anmount of a tax credit for an investnent by a taxpayer
in any one qualifying business shall be $50,000. The bil
provi des that, each year, an investor and all affiliates of
the investor shall not claimtax credits for nore than five
different investnments in five different qualifying businesses.
The bill provides that an investnent shall be deened to have
been nade on the sane date as the date of acquisition of the
equity interest, as determined by the Internal Revenue Code.

The bill provides that the aggregate amount of tax credits
i ssued shall not exceed a total of $10 million. The bill
provides that the total amount of tax credits issued shall not

exceed $3 mllion for the fiscal year beginning July 1, 2002
$3 million for the fiscal year beginning July 1, 2003, and $4
mllion for the fiscal year beginning July 1, 2004. The bil
provides that a tax credit shall not be redeenmed during any
tax year beginning prior to January 1, 2005, and shall not be
transferabl e.

The bill provides that the |owa capital investment board,
if created by House File 2078 as enacted by the Seventy-ninth
General Assenbly, shall develop a systemfor registration and
aut hori zation of tax credits authorized pursuant to this bil
and shall control distribution of all tax credits distributed
to investors pursuant to this bill

The bill provides that, in order for an equity investnent
to qualify for a tax credit, the business in which the equity
investnent is made shall within 120 days of the date of the
first investnent notify the board of the nanes, addresses,
taxpayer identification nunbers, shares issued, consideration
paid for the shares, and the anobunt of any tax credits, of al
sharehol ders who may initially qualify for the tax credits,
and the earliest year in which the tax credits may be
redeened. The bill provides certain criteria that a
qual i fyi ng business nmust neet relating to |location of the
busi ness, the duration of the business, the experience of the
busi ness owner, the type of business, the net worth of the
busi ness, and the equity investnents in the business.

The bill provides that a qualifying business shall have the
burden of proof to denobnstrate to the board its
qualifications, and shall have the obligation to notify the
board in a tinely manner of any changes in the qualifications
or inthe eligibility of investors to redeemthe investnent
tax credits in any tax year. The bill provides that after
verifying the eligibility of a qualifying business, the board
shal |l issue a tax credit certificate to be attached to the
equity investor's tax return.

The bill provides that an investnent in a community-based
seed capital fund shall qualify for a tax credit provided that
all requirenments of the bill are met. The bill provides that
in order to be a conmunity-based seed capital fund qualifying
under this section, a conmunity-based seed capital fund nust
be a limted partnership or linmted liability conpany; nmnust
have, on or after January 1, 2002, a total of both capita
commitnments frominvestors and investnents in qualifying
busi nesses of at least $1 mllion, but not nore than $3
mllion; and nust have no fewer than 10 i ndividual investors
who are not affiliates, with no single investor and affiliates
of that investor together owning a total of nore than 25
percent of the ownership interests outstanding in the fund.

The bill provides that in order for an investnent in a
communi ty- based seed capital fund to qualify for a tax credit,
the conmmunity-based seed capital fund shall within 120 days of



the date of the first investnent notify the board of the
nanes, addresses, taxpayer identification nunbers, equity
interests issued, consideration paid for the interests, and
the amount of any tax credits, of which all linited partners
or menbers who may initially qualify for the tax credits, and
the earliest year in which the tax credits may be redeened.
The bill provides that after verifying the eligibility of the
communi ty- based seed capital fund, the board shall issue a tax
credit certificate to be attached to the taxpayer's tax
return.

The bill provides that the nmanager of the community-based
seed capital fund shall have the burden of proof to
denonstrate to the board the comunity-based seed capital
fund's qualifications, and shall have the obligation to notify
the board in a tinely manner of any changes in the
qualifications of the community-based seed capital fund, in
the qualifications of any qualifying business in which the
fund has invested, or in the eligibility of linted partners
or menbers to redeemthe investnment tax credits in any year.

The bill provides that in the event that a conmmunity-based
seed capital fund fails to neet or maintain any requirenment
set forth in the bill, or in the event that the comunity-

based seed capital fund has not invested at |east 33 percent
of its invested capital in no fewer than two separate
qual i fyi ng busi nesses, neasured at the end of the thirty-sixth
month after commencing the fund's investing activities, the
board shall rescind any tax credit certificates issued to
limted partners or menbers and shall notify the departnent of
revenue and finance that it has done so, and the tax credit
certificates shall be null and void. The bill allows a
communi ty- based seed capital fund to apply to the board for a
one-year waiver regarding the investnent requirenents.

The bill provides that a community-based seed capital fund
any of whose investors receive a tax credit certificate under
the bill on account of their investment in that fund, shal
not receive a tax credit for any investnment which would
otherwi se qualify for a tax credit in a qualifying business

The bill takes effect upon enactnent and applies
retroactively to January 1, 2002, for tax years begi nning on
or after that date.

The bill amends 2002 |owa Acts, House File 2078, to take
ef fect upon the enactnent of this bill
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