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Bill Text
PAG LIN
1 1 HOUSE FILE 2271
2
3 AN ACT
4 CREATING A TAX CREDIT FOR INVESTMENTS IN QUALIFYING BUSINESSES
5 AND COMMUNITY-BASED SEED CAPITAL FUNDS AND INCLUDING EFFECTIVE
6 AND RETROACTIVE APPLICABILITY DATE PROVISIONS.
7
8 BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF TOWA:
9
10 Section 1. NEW SECTION. 15E.41 PURPOSE.
11 The purpose of this division is to enhance the quality of

12 life for citizens of this state through the increased

13 availability of and accessibility to venture capital,

14 particularly at the seed capital investment stage, which

15 encourages the creation of wealth through high-paid, new jobs
16 that increase the wage base and promote industrial development
17 and innovative products that use new technology. The purpose
18 of this division is also to encourage individuals to invest

19 seed capital in Iowa businesses and in community-based seed

20 capital funds.

21 Sec. 2. NEW SECTION. 15E.42 DEFINITIONS.

22 For purposes of this division, unless the context otherwise
23 requires:
24 1. rAffiliate" means a spouse, child, or sibling of an

25 investor or a corporation, partnership, or trust in which an
26 investor has a controlling equity interest or in which an

27 investor exercises management control.

28 2. "Board" means the Iowa capital investment board, if
29 created in House File 2078 as enacted by the Seventy-ninth
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General Assembly.

3. "Investor" means an individual making a cash investment
in a qualifying business or a person making a cash investment
in a community-based seed capital fund. “"Investor" does not

include a person which is a current or previous owner, member,
or shareholder in a qualified business.

4. "Near equity" means debt that may be converted to
equity at the option of the debt holder, and royalty
agreements.

5. "Qualifying business" means a business meeting the
criteria defined in section 15E.44.

Sec. 3. NEW SECTION. 15E.43 INVESTMENT TAX CREDITS.

1. a. For tax years beginning on or after January 1,
2002, a tax credit shall be allowed against the taxes imposed
in chapter 422, division II, for a portion of an individual
taxpayer's equity investment, as provided in subsection 2, in
a qualified business. An individual shall not claim a tax
credit under this paragraph of a partnership, limited
liability company, S corporation, estate, or trust electing to
have income taxed directly to the individual.

b. For tax years beginning on or after January 1, 2002, a
tax credit shall be allowed against the taxes imposed in
chapter 422, divisions II, III, and V, and in chapter 432, and
against the moneys and credits tax imposed in section 533.24,
for a portion of a taxpayer's equity investment, as provided
in subsection 2, in a community-based seed capital fund. An
individual may claim a tax credit under this paragraph of a
partnership, limited liability company, S corporation, estate,
or trust electing to have income taxed directly to the
individual. The amount claimed by the individual shall be
based upon the pro rata share of the individual's earnings
from the partnership, limited liability company, S
corporation, estate, or trust.

c. A tax credit shall be allowed only for an investment
made in the form of cash to purchase equity in a qualifying
business or in a community-based seed capital fund. A
taxpayer shall not claim the tax credit prior to the third tax
year following the tax year in which the investment is made.
Any tax credit in excess of the taxpayer's liability for the
tax year may 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 redeems the tax credit.

2. A tax credit shall equal twenty percent of the
taxpayer's equity investment. The maximum amount of a tax
credit for an investment by an investor in any one qualifying
business shall ‘be fifty thousand dollars. Each year, an
investor and all affiliates of the investor shall not claim
tax credits under this section for more than five different
investments in five different qualifying businesses.

3. An investment shall be deemed to have been made on the
same date as the date of acquisition of the equity interest as
determined by the Internal Revenue Code. An investment made
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 million dollars.
The total amount of tax credits issued during the fiscal year
beginning July 1, 2002, shall not exceed three million
dollars. The total amount of tax credits issued during the
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fiscal year beginning July 1, 2003, shall not exceed three
million dollars. The total amount of tax credits issued
during the fiscal year beginning July 1, 2004, shall not
exceed four million dollars. '

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

6. The board shall develop a system for registration and
authorization 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
shall develop rules for the qualification and administration
of qualifying businesses and community-based seed capital
funds. The department of revenue and finance shall adopt
these criteria as administrative rules and any other rules
pursuant to chapter 17A necessary for the administration of
this division. »

7. The board may cooperate with the small business
development centers in an effort to disseminate information
regarding the availability of tax credits for investments in
qualifying businesses under this division. The board may also
cooperate with the small business development centers to
develop a standard seed capital application form that the
small business development centers may submit to the board on
behalf of clients seeking seed capital. The board shall
distribute copies of the application forms to all community-
based seed capital funds and potential individual investors.

Sec. 4. NEW SECTION. 15E.44 QUALIFYING BUSINESSES.

1. 1In order for an equity investment to qualify for a tax
credit, the business in which the equity investment is made
shall within one hundred twenty days of the date of the first
investment notify the board of the names, addresses, taxpayer
identification numbers, shares issued, consideration paid for
the shares, and the amount of any tax credits, of all
shareholders who may initially qualify for the tax credits,
and the earliest year in which the tax credits may be
redeemed. The list of shareholders who may qualify for the
tax credits shall be amended as new equity investments are
sold or as any information on the list shall change.

2. In order to be a qualifying business, a business must
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
less.

c. The business has an owner who has successfully
completed one of the following:

(1) An entrepreneurial venture development curriculum.

"{2) Three years of relevant business experience.

(3) A four-year college degree in business management,
business administration, or a related field.

(4) 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 primarily in
retail sales, real estate, or the provision of health care or
other professional services.

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

f. The business shall have secured, within twenty-four

http://www.legis.state.ia.us/GA/79GA/Legislation/HF/02200/HF0227 1/Current.html 07/17/2003
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.months following the first date on which the equity

investments qualifying for tax credits have been made, total
equity or near equity financing equal to at least two hundred
fifty thousand dollars.

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

4. After verifying the eligibility of a qualifying
business, 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 name, address, tax

identification number, the amount of credit, the name of the
qualifying business, and other information required by the
department of revenue and finance. The tax credit
certificate, unless rescinded by the board, shall be accepted
by the department of revenue and finance as payment for taxes
imposed pursuant to chapter 422, division II, subject to any
conditions or restrictions placed by the board upon the face
of the tax credit certificate and subject to the limitations
of section 15E.43.

Sec. 5. NEW SECTION. 15E.45 COMMUNITY-BASED SEED CAPITAL
FUNDS.

1. An investment in a community seed capital fund shall
qualify for a tax credit under section 15E.43 provided that
all requirements of sections 15E.43, 15E.44, and this section
are met.

2. 1In order to be a community-based seed capital fund
qualifying under this section, a community-based seed capital
fund must meet all of the following criteria:

a. The fund is a limited partnership or limited liability
company . .

b. The fund has, on or after January 1, 2002, a total of
both capital commitments from investors and investments in
qualifying businesses of at least five hundred thousand
dollars, but not more 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 more than twenty-five
percent of the ownership interests outstanding in the fund.

3. In order for an investment in a community-based seed
capital fund to qualify for a tax credit, the community-based
seed capital fund in which the investment is made shall within
one hundred twenty days of the date of the first investment
notify the board of the names, addresses, taxpayer
identification numbers, equity interests issued, consideration
paid for the interests, and the amount of any tax credits, of
which all limited partners or members who may initially
qualify for the tax credits, and the earliest year in which
the tax credits may be redeemed. The list of limited partners
or members who may qualify for the tax credits shall be
amended as new equity interests are sold or as any information
on the list shall change.

4. After verifying the eligibility of the community-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 name,
address, tax identification number, the amount of the tax

http://www legis.state.ia.us/GA/79GA/Legislation/HF/02200/HF02271/Current. html 07/17/2003
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credit, the name of the community-based seed capital fund, and
other information required by the department of revenue and
finance. The tax credit certificate, unless rescinded by the
board, shall be accepted by the department of. revenue and
finance or a local taxing district, as applicable, as payment
for taxes imposed pursuant to chapter 422, divisions II, III,
and V, and chapter 432, and as payment for the moneys and
credits tax imposed pursuant to section 533.24, subject to any
conditions or restrictions placed by the board on the face of
the tax credit certificate and subject to the limitations of
section 15E.43.

5. The manager of the community-based seed capital fund
shall have the burden of proof to demonstrate to the board the
community-based seed capital fund's qualifications under this
section, and shall have the obligation to notify the board in
a timely 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 limited partners or members to redeem the
investment tax credits in any year.

6. In the event that a community-based seed capital fund
fails to meet or maintain any requirement set forth in this
section, or in the event that the community-based seed capital
fund has not invested at least thirty-three percent of its
invested capital in no fewer than two separate qualifying
businesses, measured 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 limited
partners or members and shall notify the department of revenue
and finance that it has done so, and the tax credit
certificates shall be null and void. However, a community-
based seed capital fund may apply to the board for a one-year
waiver from the requirements of this subsection.

7. An investor in a community-based seed capital fund
shall receive a tax credit pursuant to this division only for
the investor's investment in the community-based seed capital
fund and shall not receive any additional tax credit for the
investor's share of investments in a qualifying business made
by the community-based seed capital fund. However, an
investor in a community-based seed capital fund may receive a
tax credit under this division with respect to a separate
direct investment made by the investor in the same qualifying
business in which the community-based seed capital fund
invests.

8. A community-based seed capital fund shall not invest in
the Iowa fund of funds, if organized pursuant to 2002 Iowa
Acts, House File 2078, if enacted.

Sec. 6. NEW SECTION. 15E.46 REPORTS.

The board shall publish an annual report of the activities
conducted pursuant to this division and shall submit the
report to the governor and the general assembly. The report
shall include a listing of eligible qualifying businesses and
the number of tax credit certificates and the amount of tax
credits issued by the board.

Sec. 7. NEW SECTION. 422.11F INVESTMENT TAX CREDITS.

The taxes imposed under this division, less the credits
allowed under sections 422.12 and 422.12B, shall be reduced by
an investment tax credit authorized pursuant to section
15E.43.

Sec. 8. Section 422.33, Code Supplement 2001, is amended

http://www.legis.state.ia.us/GA/79GA/Legislation/I-IF/02200/HF02271/Current.html
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by adding the following new subsection:

NEW SUBSECTION. 12. The taxes imposed under this division
shall be reduced by an investment tax credit authorized
pursuant to section 15E.43.

Sec. 9. Section 422.60, Code 2001, is amended by adding
the following new subsection:

NEW SUBSECTION. 4. The taxes imposed under this division
shall be reduced by an investment tax credit authorized
pursuant to section 15E.43.

Sec. 10. NEW SECTION. 432.12A INVESTMENT TAX CREDITS.

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

Sec. 11. Section 533.24, Code 2001, is amended by adding
the following new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. The moneys and credits tax
imposed under this section shall be reduced by an investment
tax credit authorized pursuant to section 15E.43.

Sec. 12. MONEYS AND CREDITS TAX. Section 25B.7 shall not
apply to the tax credit authorized pursuant to section 15E.43
and allowed against the moneys and credits tax.

Sec. 13. EFFECTIVE AND RETROACTIVE APPLICABILITY DATE
PROVISIONS. This Act, being deemed of immediate importance,
takes effect upon enactment and applies retroactively to
January 1, 2002, for tax years beginning on or after that
date.

Sec. 14. 2002 Iowa Acts, House File 2078, is amended by
adding the following new section:

SEC. 12. EFFECTIVE DATE. Sections 1 through 9 of this
Act, being deemed of immediate importance, take effect upon
the enactment of the Act creating a tax credit for investments
in qualifying businesses and community-based seed capital

funds as enacted by the Seventy-ninth General Assembly, 2002
Regular Session.

BRENT SIEGRIST
Speaker of the House

MARY E. KRAMER
President of the Senate

I hereby certify that this bill originated in the House and
is known as House File 2271, Seventy-ninth General Assembly.

MARGARET THOMSON

Chief Clerk of the House

Approved , 2002

THOMAS J. VILSACK
Governor
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PAG LIN
1 HOUSE FILE 2586
2
3 AN ACT
4 ALLOWING A TAX CREDIT FOR EQUITY INVESTMENTS IN VENTURE
5 CAPITAL FUNDS AND INCLUDING AN EFFECTIVE AND RETROACTIVE
6 APPLICABILITY DATE PROVISION.
7
8 BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:
9
10 Section 1. NEW SECTION. 15E.51 VENTURE CAPITAL FUND
11 INVESTMENT TAX CREDITS.
12 1. For purposes of this section, "venture capital fund"

13 means a private seed and venture capital partnership or entity
14 fund that has been certified by the Iowa capital investment

15 board created in 2002 Iowa Acts, House File 2078, pursuant to
16 subsection 6.

17. 2. A tax credit shall be allowed against the taxes imposed
18 in chapter 422, divisions II, III, and V, and in chapter 432,
19 and against the moneys and credits tax imposed in section

20 533.24, for a portion of a taxpayer's equity investment in a
21 venture capital fund. An individual may claim a tax credit

22 under this section of a partnership, limited liability

23 company, S corporation, estate, or trust electing to have

24 income taxed directly to the individual. The amount claimed
25 by the individual shall be based upon the pro rata share of

26 the individual's earnings from the partnership, limited

27 liability company, S corporation, estate, or trust.

28 3. The amount of a tax credit shall not exceed six percent
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of the taxpayer's equity investment in venture capital funds.

3A. A taxpayer shall not claim a tax credit under this
section if the taxpayer is a venture capital investment fund
allocation manager for the Iowa fund of funds created in 2002
Iowa Acts, House File 2078, or an investor that receives a tax
credit for an investment in a community-based seed capital
fund as defined in 2002 Iowa Acts, House File 2271.

4. a. The Iowa capital investment board created in 2002
Iowa Acts, House File 2078, shall issue certificates which may
be redeemed for tax credits. The Iowa capital investment
board created in 2002 Iowa Acts, House File 2078, shall issue
certificates so that not more than a total of five million
dollars of tax credits may be claimed. The certificates shall
not be transferable.

b. The Iowa capital investment board created in 2002 Iowa
Acts, House File 2078, shall, in cooperation with the
department of revenue and finance, establish criteria and
procedures for the allocation and issuance of tax credits by
means of certificates issued by the Iowa capital investment
board created in 2002 Iowa Acts, House File 2078. The
criteria shall include the contingencies that must be met for
a certificate to be redeemable in order to receive a tax
credit. The procedures established by the Iowa capital
investment board created in 2002 Iowa Acts, House File 2078,
in cooperation with the department of revenue and finance,
shall relate to the procedures for the issuance of the
certificates and for the redemption of a certificate and
related tax credit.

5. A taxpayer shall not redeem a certificate and related
tax credit prior to the third tax year following the tax year
in which the investment is made. Any tax credit in excess of
the taxpayer's liability for the tax year may 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 vear in which the
taxpayer claims the tax credit.

6. A venture capital fund shall submit an application for
certification to the Iowa capital investment board created in
2002 Iowa Acts, House File 2078. The board shall approve the
application and certify the venture capital fund if all of the
following criteria are met:

a. The venture capital fund is a private seed and venture
capital partnership or entity fund.

b. The venture capital fund maintains a physical presence
within the state of Iowa.

c. The venture capital fund makes a commitment to consider
equity investments in businesses located within the state of
Iowa.

Sec. 2. NEW SECTION. 422.11G VENTURE CAPITAL FUND
INVESTMENT TAX CREDIT.

The tax imposed under this division, less the credits
allowed under sections 422.12 and 422.12B, shall be reduced by
a venture capital fund investment tax credit authorlzed
pursuant to section 15E.51.

Sec. 3. Section 422.33, Code Supplement 2001, is amended
by adding the following new subsection:

NEW SUBSECTION. 13. The taxes imposed under this division
shall be reduced by a venture capital fund investment tax
credit authorized pursuant to section 15E.51.

Sec. 4. Section 422.60, Code 2001, is amended by adding

http://www legis.state.ia.us/GA/79GA/Legislation/HF/02500/HF02586/Current.html 07/17/2003
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3 19 the following new subsection:
3 20 NEW SUBSECTION. 5. The taxes imposed under this division
3 21 shall be reduced by a venture capital fund investment tax
3 22 credit authorized pursuant to section 15E.51.
3 23 Sec. 5. NEW SECTION. 432.12B VENTURE CAPITAL FUND
3 24 INVESTMENT TAX CREDIT.
3 25 The tax imposed under this chapter shall be reduced by a
3 26 venture capital fund investment tax credit authorized pursuant
3 27 to section 15E.51.
3 28 Sec. 6. Section 533.24, Code 2001, is amended by adding
3 29 the following new unnumbered paragraph:
3 30 NEW UNNUMBERED PARAGRAPH. The moneys and credits tax
3 31 imposed under this section shall be reduced by an investment
3 32 tax credit authorized pursuant to section 15E.51.
3 33 Sec. 7. < IMPLEMENTATION OF ACT - MONEYS AND CREDITS TAX.
3 34 Section 25B.7 shall not apply to the tax credit authorized
3 35 pursuant to section 15E.51 and allowed against the moneys and
4 1 credits tax.
4 2 Sec. 8. EFFECTIVE AND RETROACTIVE APPLICABILITY DATE
4 3 PROVISIONS. This Act, being deemed of immediate importance,
4 4 takes effect upon enactment and applies retroactively to
4 5 January 1, 2002, for tax years beginning on or after that
4 6 date.
4 7
4 8
4 9
4 10 BRENT SIEGRIST
4 11 Speaker of the House
4 12
4 13
4 14
4 15 MARY E. KRAMER
4 16 President of the Senate
4 17
4 18 I hereby certify that this bill originated in the House and
4 19 is known as House File 2586, Seventy-ninth General Assembly.
4 20
4 21
4 22
4 23 MARGARET THOMSON
4 24 Chief Clerk of the House
4 25 Approved , 2002
4 26
4 27
4 28
4 29 THOMAS J. VILSACK
4 30 Governor
Text: HF02585 Text: HF02587
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Bills and Amendments: General Index Bill History: General Index

http://www.legis.state.ia.us/GA/79GA/Legislation/HF/02500/HF02586/Current.html

07/17/2003



HF 2586 ...allowing a tax credit for equity investments in venture... Page 4 of 4

© 2002 Cornell College and League of Women Voters of Iowa

Comments about this site or page? webmaster @staff.legis.state.ia.us.
Please remember that the person listed above does not vote on bills. Direct all comments concerning
legislation to State Legislators.

Last update: Thu Jun 20 03:31:07 CDT 2002
URL: http://www legis.state.ia.us/GA/79GA/Legislation/HF/02500/HF02586/020408.html

jhf

http://www.legis.state.ia.us/GA/79GA/Legislation/HF/02500/HF02586/Current.html 07/17/2003



Iowa Capital Investment Corporation Page 1 of 2

home ||
What's New
» Fund Manager Selected

» Tax Credit Application
Available: qualifying
businesses &
community-based seed
capital funds

» Tax Credit Application
Available: equity
investments in venture
capital funds

lowa Capital lnvestiient Corp.

Selowa Department of
Ecormis Devalopmant

200 E. Gramd Ave,

Des Moires, 14 50308

+1.515.242.4817

iclo@ided atate g us

lowa Capital Investment Board Status Report

Last update 3/3/03

Rules Adopted and Application Forms Available

- The lowa Capital Investment Board has finalized administrative rules and

application procedures for the following programs:

1. Tax Credits for Investments in Qualifying Businesses and
Community-Based Seed Funds (House File 2271) - This program
provides for a tax credit for individuals who invest directly in a
qualifying business or community-based seed capital fund.

Final rules became effective on January 1, 2003.

View Rules
View Application

2. Venture Capital Investment Credit {House File 25886) - This
program provides a six percent tax credit for equity investments in
venture capital funds.

Final rules to implement this tax credit program have been
approved by the ICIB. The final rules were published in the lowa
Administrative Bulletin on February 5, 2003 and will become
effective on March 12, 2003. Applications will be accepted on or
after this effective date. '

View Rules
View Application

Board Certifies 2 Community-based Seed Capital Funds and 7
Qualifying Businesses

As of February 24, 2003 the ICIB had received ten applications - two
were from funds requesting certification as community-based seed funds
and eight applicants sought certification to be designated as a qualifying
business. At their February meeting, the ICIB certified 2 funds and 7
businesses. The 7 businesses and 2 community-based funds certified
will generate approximately $500,000 of tax credits.

Certified Community-based Seed Capital Funds:

Emerging Growth Capital Fund, LP

http://www .state.ia.us/ided/investiowa/icibstatus.html : 07/17/2003



Iowa Capital Investment Corporation Page 2 of 2

Des Moines, 1A 50309

~ Ames Seed Capital Fund, LLC
Ames, |A

Certified Qualifying Businesses:

Brain Fingerprinting Laboratories, Inc.
Fairfield, I1A 52556

Proplanner, Inc.
Ames, |A 50010

Sciengistics, LLC
Des Moines, |A 50309

Des Moines Technology Business Accelerator, LLC
Des Moines, ,|A 50309

Newsletter Ease, LLC
Des Moines, IA 50309

Web Interactive Solutions, LLC
Des Moines, IA 50309

Lightwaves Systems, Inc.
Cedar Rapids, IA 52402

hitp://www state.ia.us/ided/investiowa/icibstatus.html 07/17/2003
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‘home

What's New

» Fund Manager Selected

» Tax Credit Application
Available: qualifying
businesses &
community-based seed
capital funds

» Tax Credit Application
Available: equity
investments in venture
capital funds

{owa Capital Investiitent Corp.
lowa ﬁepmmani of

tomis nsm!nvmsnt
204 E Gieay
fiog mames. m S0300
+1.515.242.4817
ido@ided atate. laus

lowa Capital Investment Board (ICIB)
Information

The lowa Capital Investment Board (ICIB) is the state board charged
with the responsibility of developing a system for the registration and
authonzatlon of tax credits for:

1. investments in Qualifying Businesses and Commumty-based Seed
Capital Funds;

2. establishing criteria and procedures for the issuance, transfer and
redemption of contingent tax credits for investments made to the
lowa Fund of Funds; and

3. establishing a system for the issuance and redemption of tax
credits for investments in Venture Capital Funds.

Board members

Board duties

Contact information
Implementation status report

http://www .state.ia.us/ided/investiowa/icib.html 07/17/2003
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d71.05 (6) (a) 15., 71.21 (4), 71.26 (2 , 71.34 (1) (g), 71.45 (2)
(@) 10. and 77.92 (4); and to create 71.07 (391/71.10 (4) (gx), 71.28 (21r), 71.30
() (eop), 71.47 (2r), 71.49 (1) (eop) and 560.03 (24) of the statutes: relating to:

ating an income and franchise tax credit for equity investments in a venture

‘ i Cc\.pr\’q
capital fund)and granting rule-making authority. m é"\"%‘“

wndalle |

This bill creates afffincome and franchise tax credit for equity inves
venture capital funds that are certified by thtSRepaTtment of-Cornerce:
below. The amount of the tax credit is equal to 6% of the taxpayer’s equity investment
in venture capital funds in the taxable year, but the total amount of all such credits
awarded in any fiscal year may not exceed $5,000,000. If the credit claimed by a

tments i

taxpayer may carry forward any remaining credit to subsequeny/taxable years.
Under this bill, the Departmneps_af Commrerce-Amust promuleate rule
establishing a procedure for gertifying(ventire capital funds as eligible to receive
equity investments that qualify for the tax credits described above. A venture capital
fund may obtain a certification only if the venture capital fund is a private seed and
venture capital partnership or entity fund, the venture capital fund maintains a
physical presence in Wisconsin, and the venture capital fund makes a commitment

to consider making equity investments in businesses located in Wisconsin. The bill
requires the Mepanty

sparientol Cammereenupon request of any person, to issue a written
%Q)

taxpayer exceeds the taxpayer’s tax liability, the state will ;qund, but the
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notice indicating whether a venture capital fund is certified as eligible to receive

equity investments that qualify for the tax credits described above. Each such notice
that indicates a venture capital fund is certified must include the following

statement: “THE WISCONSIN RDERARFMENT-COMMERGE

APPROVED AN INVESTMENT IN THIS VENTURE CAPITAL FUND OR ASSESSED THE MERITS OR
RISKS OF SUCH AN INVESTMENT. INVESTORS SHOULD RELY SOLELY ON THEIR OWN

Revenue a copy of the certification or discontinuance.

an appendix to this bill.

INVESTIGATION AND ANALYSIS AND SEEK INVESTMENT, FINANCIAL, LEGAL, AND TAX ADVICE

ING INVESTMENT IN THIS ENTERPRISE.” The
bill also requires the)Deépartment-of- Commescq)upon issuing or discontinuing a
certification, to notily the Department of Revenue and give the Department of

For further information see the state fiscal estimate, which will be printed as

enact as follows:

v
SEcTIONTI. 71.05 (6) (a) 15. of the statutes is amended to read:

The peaple of the state of Wisconsin, represented in senate and assembly, do

71.05 (6) (a) 15. The amount of the credits computed under s. 71.07 (2dd), (2de),
(2di), (2dj), (2dL), (2dm), (2dr), (2ds), (2dx), (21), (3g), and (3s) and not passed through

by a partnership, limited liability company, or tax-option corporation that has added

that amount to the partnership’s, company'’s, or tax—option corporation’s income

under s. 71.21 (4) or 71.34 (1) (g).

. "4
SECTIONEF71.07 (2r) of the statutes is created to read:

71.07 (2r) EQUITY INVESTMENT.IN.VENTURE-CAPITAL FUND. CREDIT. (a) In this

subsection: 1 Boeek” meons He Wisamsm a»pﬂw( {nihrh bord

- .
? o — S
13 .

] i

: Claimant” means a sole proprietor, a partner, 4 inember of a limited jliab'i'lity

.

subsection.

m “Equity investment” means the purchase of an ownership interest.
m “Venture capital fund” means a venture capital fund certified under s.

A

company, or a‘shareholder of a tax~option corperation who files a claim under this

86003,
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SECTION 2

(b) Subject to the limitations provided under this subsection, a claimant may

VL t 'tlﬂa ﬁmonﬂé Ofﬁlla_;gtdxe
claim as a credit against the tax imposed under s. 71.02 F amount equal to 6% of
the claimant’s equity investment in a venture capital fund in the taxable year.
thetlyms Jor a({ tlajmavit < v
(c) 1. The total amount offalhegeditsclairned er this subsection, s. 71.28 (2r),
v
ands. 71. 47 (2r) may not exceed $5,000,000 in any fiscal year.

Wen@mﬂay iy a porkion o se gﬂ\ atmed under

Llsl,

W 28421), 0 ,ﬁ pefiting the Wq,;n?
TESULE in-the tofatkamotint-gf-all d1ts undéi*"‘t‘His subsectlon ~5-71.28 1 (Zr)—arﬂ/‘\

/
@{ﬁ 0 credlt may be allowed under this subsection unless the claimant submits

with the claimant’s return a notice issued by the ﬁﬂ‘ artfignt-ofjcompaers

0.00 (3
ndicating that the depaxgmeﬁtnfﬂsmme;ee’(fﬁs certified the venture

capital fund as eligible to receive equity investments that qualify for the credlt
@( ectxon 71.28 (4) (e) to (h), as it applies to the credit under s. 71.28 (4) applies

to the credit under this subsection.

%@ ﬁ\:t{ﬁerships, limited liability companies, and tax-option corporations may
not claim the credit under par. (lg), but the eligibility for, and the amount of, the credit
are based on their‘ payment of an equity investment, as described in this subsection.
A parthership, limited liability company, or tax—option corporation shall compute
the amount of credit that eaéh of its partners, members, or shareholders may claim
and shall provide that information to each of them. Partners, members of limited
liability companies, and shareholders of tax-option corporations may claim the

credit in proportion to their ownership interest.

\/
SECTIO!\FF% 1.10 (4) (gx) of the statutes is created to read:



[y

[P BN &) B L “ B AV

10
11
12
13
14
15
16
17
18
19
20

21

22
23
24
25

2003 - 2004 Legislature -4 - LRB-2374/P1
JK&RIM:cjs:jf
SECTION 3

v
71.10 (4) (gx) Equity investment in venture capital fund credit under s. 71.07

(2r). % Y

SECTIONAH{ 71.21 (4) of the statutes is amended to read:

71.21 (4) Credits computed by a partnership under s. 71.07 (2dd), (2de), (2di),
(Zdj)? (2dL), (2dm), (2ds), (2dx), (2r). (3g), and (3s) and passed through to partners
shall be added to the partnership’s income.

SECTION-$) 71.26 (2) (as/of the statutes is amended to read:

71.26 (2) (@) Corporations in general. The “net income” of a corporation means
the gross income as computed under the Internal Revenue Code as modified under
sub. (3) minus the amount of recapture under s. 71.28 (1di) plus the amount of credit
computed under s. 71.28 (1), (3), (4), and (5) plus the amount of the credit computed
under s. 71.28 (1dd), (1de), (1di), (1dj), (1dL), (1dm), (1ds), (1dx), (2r). and (3g) and
not passed through by a partnership, limited Iiability company, or tax—option
corporation that has added that amount to the partnership’s, limited liability
company’s, or tax-option corporation’s income under s. 71.21 (4) or 71.34 (1) (g) plus
the amount of ldsses from the sale or other disposition of assets the gain from which
would be wholly exempt income, as defined in sub. (3) (L), if the assets were sold or
otherwise disposed of at a gain and minus deductions, as computed under the
Internal Revenue Code as modified under sub. (3), plus or minus, as appropriate, an
amount equal to th_e difference between the federal basis and Wisconsin basis of any
asset sold, exchanged, abandoned, or otherwise disposed of in a taxable transaction
during the taxable year, except as provided in par. (b) and s. 71.45 (2) and (5).

SECTION%EI.ZS (er/of the statutes is created to read:

71.28 (2r) EQUITY INVESTMENT IN VENTURE CAPITAL FUND CREDIT. (@ In this

subsection:
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»~ j,\,u/-& j‘*‘uw&v'\l” éoa,fv{ ey e
@/k “Claimant” means a person who files a claim under this subsection.

@/;\. “Equity investment” means the purchase of an ownership interest.

. “Venture capital fund” means a venture capital fund certified under s. 560.0%

(b) Subject to the limitations provided under this subsection, a claimant ma
J )ﬂ .6? e‘\ &@ mo hﬂé
claim as a credit against the tax 1mposed under s. 71. 23{an amount equal to 6% of

the claimant’s equity investment in a venture capltal fund in the taxable year.
tneclains tor all ¢ [aimant o
(©) 1. The total amount O%W(Wmmed under this subsection, s. 71.07 (2r)
v
and s. 71.47 (2r) may not exceed $5,000,000 in any fiscal year.

he department of revenue may deny a portion of any credit claimed un

if granting the full ameunt-ofsuch credit

credits under this s

is subsection, s. 71.07 (2r), or's.

would result in the tcEl/gnL

71. m exceedlng the limit under subd. 1.

with the claimant’s return a notic ued by the
SLo. 20 63)
indicating
capital fund as eligible to receive equity investments that qualify for the credit.

(ﬁ?/Subsectlon 4) (e) to (h) as it applies to the credit under sub. (4) applies to

the credit under this subsection.
Y

® ﬁ’art‘nerships, limited liability companies, and tax-option corporations may
not claim the credit under par. (b), but the eligibility for, and the amount of, the credit
are based on their payment of an equity investment, as described in this subsection.
A partnership, limited liability company, or tax-option corporation shall compute
the amount of credit that each of its partners, members, or shareholders may claim

and shall provide that information to each of them. Partners, members of limited

osa
'f/ﬂ)(gs/
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SECTION 6

liability companies, and shareholders of tax—option corporations may claim the

credit in proportion to their ownership interest.
v
SEcTION! 71.30 (3) (eop) of the statutes is created to read:

v
71.30 (3) (eop) Equity investment in venture capital fund credit under s. 71.28

(2r).
%

SECTIO\\j? 71.34 (1) (g) of the statutes is amended to read:

71.34 (1) (g) An addition shall be made for credits computed by a tax—option
corporation under s. 71.28 (1dd), (1de), (1di), (1dj), (1dL), (1dm), (1ds), (1dx), (20). (3),
and (3g) and passed through to shareholders.

SEcCTION 97 71.45 (2) \(/a) 10. of the statutes is amended to read:

71.45 (2) (a) 10. By adding to federal taxable income the amount of credit
computed under s. 71.47 (1dd) to (1dx) and (2r) and not passed through by a
partnership, limited liability company or tax—option corporation that has added that
amount to the partnership’s, limited liability company’s or tax-option corporation’s

income under s. 71.21 (4) or 71.34 (1) (g) and the amount of credit computed under

s. 71.47 (1), (3), (4). and (5).
v
SECTION-1Q. 71.47 (2r) of the statutes is created to read:

71.47 (2r) EQUITY INVESTMENT IN VENTURE CAPITAL FUND, CREDIT. (a) In thls

. - Roc_r} nees Tl U(swmmﬁxﬁfv]‘* iing sPent }aaua’
subsection: T

(@4 Clalmant means a person who files a claim under this subsection.

“Equity 1nvestment means the purchase of an ownership interest.

@@?ﬁ “Venture ca ital fund” means a venture capital fund certified under s. 560.03
S.0720 (3
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SECTION 10

(b) Subject to the limitations provided under this subsection, a claimant may

apto £he gmountofthoe,

claim as a credit against the tax imposed under s. 71. 43/an amount equal to 6% of
the claimant’s equity investment in a venture capital fund in the taxable year.
The clgims ‘#ar all clajmgnts v
(c) 1. The total amount of/ald greditsAaimedrunder this subsection, s. 71.07 (2r),

v/
and s. 71.28 (2r) may not exceed $5,000,000 in any fiscal year.

BRSNS L

~The department of revenue may deny a portion of any credit claimed under

his subsection, s. ors. 71.28 (2r), if granting the full amount of such
AR -

credits would result in the%eta“l"/c‘)unt of all credi

s
e
',._«‘

2r), and’s. 71. 28 (2r) exceeding the limitation under subd. 1.

is subsection, s

@ No credlt may be allowed under this subsection unless the claimant s its

bee ol

with the claimant’s otice issued by the epantmen=Mcommerse/under s.
o z2e(3) ek )

-560.03-24)Mb)/indicating that the-departmentate yareegdhas certified the venture

capital fund as eligible to receive equity investments that qualify for the credit.

(@ / ectlon 71.28 (4) (e) to (h), as it applies to the credit unders. 71.28 (4), applies
to the credit under this subsection.

& artherships, limited liability companies, kand tax—option corporations may
not claim the credit under par. (l;/), but the eligibility for, and the amount of, the credit
are based on their payment of an equity investment, as described in this subsection.
A partnership, limited liability company, or tax—option corporation shall compute
the amount of credit that each of its partners, members, or shareholders may claim
and shall provide that information to each of them. Partners, members of limited
liability companies, and shareholders of tax—option corporations may claim the
credit in proportion to their ownership interest.

SECTIONY1. 71.49 (1) (eop) of the statutes is created to read:
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SECTION 11
v
71.49 (1) (eop) Equity investment in venture capital fund credit under s. 71.47
2r). NS
,_/()\—//A v 4
SECTIONjﬁ.//7 7.92 (4) of the statutes is amended to read:

77.92 (4) “Net business income”, with respect to a partnership, means taxable
income as calculated under section 703 of the Internal Revenue Code; plus the items
of income and gain under section 702 of the Internal Revenue Code, including taxable
state and municipal bond interest and excluding nontaxable interest income or
dividend income from federal government obligations; minus the items of loss and
deduction under section 702 of the Internal Revenﬁe Code, except items that are not
deductible under s. 71.21; plus guaranteed payments to partners under section 707
(c) of the Internal Revenue Code; plus the credits claimed under s. 71.07 (2dd), (2de),
(2di), (2dj), (2dL), (2dm), (2dr), (2ds), (2dx), and (2r). (3g), and (3s); and plus or minus,
as appropriate, transitional adjustments, depreciation differences, and basis
differences under s. 71.05 (13), (15), (16), (17), and (19); but excluding income, gain,
loss, and deductions from farming. “Net business income”, with respect to a natural
person, estate, or trust, means profit from a trade or business for federal income tax

purposes and includes net income derived as an employee as defined in section 3121

(d) (3) of the Internal Revenue Code.

ment)shall promulgate rules establishing a procedure for the
onrd
\epactinentfto ce venture capital funds as ehglble to recelve equity 1nvestments

that qualify for the tax credits under ss. 71.07 (2r) 71.28 (2r) and 71.47 (2r) The
rules shall do all of the following:
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SECTION 13
1 1. Require a venture capital fund that desires to obtain a certification to file an
2 application with the W D
3 2. Permit a venture capital fund to obtain a certification only if the venture
4 capital fund is a private seed and venture capital partnership or entity fund, the
5 vventure capital fund maintains a physical presence in Wisconsin, and the venture
6 capital fund makes a cbmmitment to consider making equity investments in

7 businesses located in Wisconsin.

3. Require an applicant for ification or a certified venture capital fund to

boord v
provide the {epatfpagmt [with—any information the epxdedorte/dotermines is //5

(,
necessary to ensure eligibility for certification and compliance with this mmw

A
//,;MM@ bused seed
. pit fnd,

or h)ﬁ*m

d rules promulgated under this

14 ~ K quakify Tor-tt ereaits-HI 07
wsmﬁm _
15 Wﬂmﬂ’ﬁ%@p@Eaeh notice under this paragraph/that indicates a .
L *':«I -
16 venture capital fund (s certified shall include.the following statement: “THE) o
CAOITAL INVUESTENT (BoARs . s
17 WISCONSIN Wﬁm@# HAS NOT RECOMMENDED OR APPROVED AN . .
ENT o \-\ ’ o
18 INVESTMENT IN THIS R ASSESSED THE MERITS OR RISKS OF SUCH AN
19 INVESTMENT. INVESTORS SHOULD RELY SOLELY ON THEIR OWN INVESTIGATION AND ANALYSIS
20 AND SEEK INVESTMENT, FINANCIAL, LEGAL, AND TAX ADVICE BEFORE MAKING THEIR OWN

CrthﬂY
DECISION REGARDING INVESTMENT IN THIS 6 GQ
el

i) JJpon the issuance or discontinuance of a certification, the shall

notify the department of revenue and provide the department of revenue a copy of

24 the certification or discontinuance.
Creake jm

25 <> SECTION,}; Nonstatuto ry provisions. -

ﬂ\L l;)ou»‘ m»7/ Erap o) Oaexetuhve CIN‘&H/‘QAS&?

on He cles W wvfce vt a()prv(r“v
He JawM Servte (/.)('!)MU—\/ Ml«ox/sk?{ uﬂ elessi w pa

M Q@H‘A .
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g s W

© 0 =N o

10
11
12
13

2003 - 2004 Legislature LRB-2374/P1
JK&RIM:cjs;jf
SEcCTION 14
e

(1) RuLEs. The|dgy bmit in proposed form the rules
required under section 580,24/(4) Statutes, as created by this act, to the

v
legislative council staff under section 227.15 (1) of the statutes no later than the first

v
day of the 6th month beginning after the effective date of this subsection.

SECTION 13. Initial applicability.

(1) This act first applies to taxable years beginning on J anuary 1 of the year
in which this subsection takes effect, except that if this subsection takes effect after
July 31 this act first applies to taxable years beginning on January 1 of the year
following the year in which this subsection takes effect.

SECTION fa,/ Effective dates. This act takes effect on the first day of the 8th
month beginning after publication, except as follows:
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(1) RULES. SECTION 14 (1) of this act takes effect on the day after publication.

(END)




