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Ourosen 30 1973 —Committed tn the Commitiee of the Whole House on the
sState of the Union and ordered to be printe-l

My, Urnanax, from the Commitree on Waxs and AMeans,
submitted the ‘ellowing

RET ORT

[To aceomyavy LR, DOGR]

The Conunitiee on Ways and M »ans, ie whom was referred the hill
LR, 99838} to aend section 33 of the Internal Revenue Code of
At with respeet to certain-obligations used to provide nrigation

ties, having censidered the wvne, report faverably thereon with-
nendment and recommend that the bill do pass.

the proceeds of whicl are te be used to recorstruet the American Falls
Danin Tdaho, The daus i used for terigation parpoeses bur the water
also has a subnrdinate use in generating electrie enerey. Uneder present
Taw, an industeial developroent band whose proceeds ave used o boild
a dam that steres water for lrrigation parposes way be eligible for
tax-exempt #tatus, Howevers in thily ease where the water hus a sub-
ordinate nee i genenting eleetrie cuerev, the eligibility of the bond
e for taX-eXempt St is aneertnin, \ )

. he Amerienn Falls Dan is under che supervision of the Burean of
Reclouation of the Departmoent of 7 aterior and has been restricted to

- 13 s E 3FQ ey 1ot t | . 3
two-thinds of it capacity becaust ‘of cortain strnefural defects. The

.

The bBith TLR. 0068, deals with the tax-exen;t siatus of obligations
|
)

Federal Government might well syvoatunily appropriate the fands to
recenstruet the dam. Haowever. the Aneriean Falls Reservoir District
= undertzking thie reconstenetior, project now in order to make the
dam fuliy operational. In additicr | the Idaho Power Company is as-
sisting the financing of the projec: ond is to use the water for electric
eiergy generation, U is the interrelationships of the use of the Jdam for
Turnishing water for irrigation prvposes and the use of the water for
clectrie energy that mises question: with the interpretation of the pres-
ent exceptions to industrinl development bond treatment. Tn view of
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the zpecial eircumstances I This e

““hj““}uio o except the obligations

can Falle Dam from indus arrind deve
onld allow these obligationsto z-owi\.‘v

Pre<ENT

are and loeal
I 1968
indusrrial tip went honds
13 ouver (’I\. LA ll" 10 ﬁl 20&({ attract
private in md dev ek:m Jois. within their 31:'\801-1 o
Emhlxmal Pmpmvm hoids arve cererally ‘oncrdo"url to be State
o local c-b,w'xtums. a major pertion ef the pr 0{*(1& ef which are to
o nsedd in.and repaid byoa i zim» srade or husiness, Such bonds are
nor nmll‘ issued to acqul re a facility for priv: bum res2 in which the
heneficial ownetnlm, of the fuc tht\ remains in the private hade or
Luaness, although €n or um' t0 secure vepayment of the bonds) legal
title norsmally remmins with the State or Ioeal unit =suing the
Ol )‘1«7111(\71 )
When : istrial developient Lond limitation was f'n;'r-tvd. rX-
Leptwm\ were ; ovided for vcerta m sniall dsstivs (see. ) {6)) and
Tur cortain spee hud ;mmw aetivities e, 1031 {4)) in wm«h 308
TR-PNCIPE StAtus Wils continted. As initinliy enacred. one of the pub-
He activities for which an Momptmn \\.xx provided (see. 105(c) yid)
{I0)) was erewage or solid waste disposal facili Ues or faciliries for the
local hum:mnﬂ‘of eloctric enerpy. gas or water.”
In 107 Congress van(lui the exception in subparagraph () to
dolete “‘mter‘ and added the present Taw sabpus r«u.wh ‘{x which
'm?w the excepiion to “facities for the fnmis ~hing of wiuder. if
available on reasonable demane to members of the gene: ral puhi'c* -
As a vesalt. in those cases were obligations are sued for facilities
fm- the huni<hinge of water which meet the exception (umder sec.
sl e) () (G ‘wt where the water 1= al=o nsmi m venerate electric-
v, I is aneertain as to wheiher (‘w bligations wouid qu.\h*’\’ fm
v\emgu status antess the use af the el mrv"v eperpy Hweis tne 7
furnishine to oo (under see. 100{e) (3 (1) which lm~ Deen Interpreted

1 cuver 1 area of Pwo contisnous cot nties.

e Jl

e 2NN . ~ —yeg- 17
Reasexs ron g Hien

The \merican Falls Resweveir District a"}ﬂmu to the l‘nte*mi
14

Revenue Service i June 1491 for o nl}‘na that bonds to be issued to
finmure the w;ﬂ“"v.nvu and vehabilitadon of the Amertran Falls
Dam wounld qualify asa tax-exempt issne under section w-»\‘ [ EESNAES N

The Internal Revenue Service, however. hal questions of mterpreta-
tion with respeet 1o the interrelationship of the excepiions for fa-
cilities far furnishing of water and the loral furnishing of elertric
eneray and theirs ppin ation to rhe specific faeis of thiz ease. The com-
matiee veviewed the faets involved. as deseribed helow. and believed
It is apraopriate 10 specifically except the bonl issue in this case a< 2
rewnit of the specind civeumstances.

_ The ariginal Ameriean Falls Jdam was constrneted Tn 1927 by the
Burean of Recelunation. The Jdem was re~toicted to twa-thirds of iis

[LI H ]




tod

million acre £ I by i reau of Reclamation of
cpartizent e for 2s0ns because of esces-
: v an alkali-aggregate

4

- LEr

euction and deteriorall 10 CORCTTIe.
L'wi\“i:uion was enacted un L)Laerx!m‘ 38,197 -J. to }’_)ﬁ.ld..l[ replace--
nt, mnd rehabilitation of the Ameriean Falls dam ty the American

5 Reservoir District. which politieal = .:uumx ision of the u“te
Iihn nvpl‘uement of thae existin 1z dam m- the American &

\01" District 38 ap aeticn to be takes Beu of w: iti !
val approprintion f.Lnt would eun .fc t_- 2 b'irwuz of Iec
l L the replacement dan.
he -XCL of Dovember 2x0 1973, alzo provides tha

rruction rhe United States shaliinket it the dqam
1 nieka Ih qe«*t joented i the upper ke River b‘zsi
he constructing agent, the .‘m erican Fajls Reservoir District
wa au thovized to contrret with an clectris mmty for the use of the

faliing water at the dan: for b 1y Heiutric power geter -at:on. Hevenues
fron such a contract wiil hdp ¢ fer the costs of construeting the dan.
Prior to the adeption of the Acx of December 28, 1973, the Iml Power
('u‘x‘)pa‘z‘:, which s a =pace weder in the reser voir and ":mm owns
and eperates o powerpiant beiow the existing dum. expressed interest
i1 the execution of 2 1alling = er contiaet. 2 waqucm to the niop-
tion of the Ao, the District. us the construeting ageney. entered nto
L “’()tl itions with the Seeretary of the Interior. the §<.u§;0 Power Com-

any and the ether water uses~ for the preparation of various contracts

wliding o ‘nnt:'ga Tor the vse of fatling water,

I{ was tended that in ne ~'n:l.] cirensianees, ~ubstantially all of
the faliing water would be mud: available to the Power Company only
w .m‘x water was released from she dam for irrigation purposes. There
I ws been no intention to reloas: water speci ificaily for use by the h‘mim

Power Company to gencrate of ecw‘\u\\', except Tor Zu.UUG acre-fecet
(:.'.b.» percent of the storage stpacity} whese re'ease th: pawer con
puny can sehedule for the purpose of cenerating clectr e energy. Tin
111\ we of water for eleetric energy would be subordinated to the use
of the water for n-rmat:an.

Althovwh the Federal Governmment might well eventu :ﬁ}y completely
ix:dtme tha mron:,tmvh n of the American Fails Dang, the .&mezicmx
Falis Reservolr District Is underiaking the reconstruetion now 1n order
1o make the dam fully oncmt’cr 21 for the spaceholders (:‘:uher han
the present reatucted taw 0~th rds can*«::tr) lf it were not for the use
of the water by the Idaho Powrar (,o,n')'m‘, for hydroe mctm, power
senerntion, any bonds issued by fhe Reservolr District would presentiy
qualify for tax-exempt status. Jn this case the Idaho Power Company
Tws n limited s;‘uehmder righ: (under 3 percent) and is financing a
Iarge porticn of the debt io assist the reconstruction of the dam and
has use of the falling water for its hydroelectric POTEE ¢ generation pur-
poses. In addition, since the +inm is to be turned over the the Federal
Ciovernmen! after itz reeonsh netion for ownership and oper 1o, I
eifect, this financing can ve viewed as saving the Federal Government
the e.;pmdl ure it would have had fo make to reconstruct ths dam sev-
erul years in ti.e futnre. In view of these special eircumstances. your
committes believes it Is appropriste to extend ¢ 3.\— zempt status tothe
honds to l¢ issued to finance the reconstruction of the dam.
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LANATIUN OF

<cention to industrial di

v tax-exempt Status for the
y Falls Dam. This exeept

erica
R ieir witer for -
Sy
)

et gye
Wil

eation

s denn
for genernuing
¢ CReTEY neans norumal supply
) waler may ir - release by the
coand L ' : an

1o LG50 pey
fur genera
sucn ust=ual elvennsn
1 the subordinate wse of
Joes not include @ temporary increase in water released for the
sany Tallowing contractual defauit by a spaceholder and
made available to other spaceholders under the
i tion of the dam

]
.
¢

(KM
< 1ae requiremenis of subscetion (e} (43

of the stored wuter {under normal’

is available for relea<e to be used

e Ameriean Fails Reservoir Distrier. The vequire-
v he available on reasonable demand {2

T is vetained n the new subseation ().

thar the Americau Falls preject con-

g 5
\:»-_&;3

2

requirement.
Yoy ceanmuliess DIl s ¢ : issued affer the
t

Gute of the enactment of this et

IV, Frerer oN THE ReVLNUES oF TUE BILL AXD VoTE oF THE
Conarrrrny iy Rerontixg g Bin

b
e
-.é\_:%‘“
hatesly
Baidean Tn coouplinnee with clawse 7 of Rule XI
= Representatives, the foilowing statement
1 the revenues of this bi 3
made by this bill wiil result in an anpnuai revenue loss of about
an in esch of the five fiseal vears follnwing the current fiseal

reny

enrvent fizeal year. The Treas-

som i Rule XT of the Rules
:Tause of Beprosentaty 3 £ iz made rela-
e the vote by the e ¢

was ordered reported |
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* * *

Txeluded From Gross Income
Bs * *®
Ceovvernmental Obligations,
e does not include interest on—

¢ Territory. or a possession of the
! : nbdivision of anyv of the fore-
(anmibi '

Blhigutions of arys : ernnized under A
sl corporaiio 0 sntadity of the Un
HE under the resprs Lets worizing the isst
18 the interest is whol pr from the taxes -
subtitle.
c—Suhsection { wll not apply fo interest on
e United States isstod a{ter September 11017 (other
savings certificates of depesit. to the extent they rep. et
adde be fore Marel 101604 er the respeetive Aets
thereof i (}”}' exnst from
aposed by thissubtitle.
WNTRIAL DEvELOPMuNT BoNpse—
Spuseerion {ndely w00 e aprny.—Hxeepl
rrovided in this sl
be treated as an ab

i
I

<ection, n distrial development boned shal
eration not sleseribed In subsection {aY {1

12} INOUSTRIAL DFVELOPMENT BoNh—For puyposes of 1 -
sz;t;r_imx.‘ the term “indusrrinl development bend™ means any
wrzation—

{x
(AT w v part of an e ot or avmsior por-
19

1
H

¥
b
i

fth w. ich are to be used directly or indi-
1w person who
= uot an exempt persan {w v the weaning of paragraph
(SYY. and - ) ) T
EE B RN R 4 L}

i
al

¢
reetiv Inoany trade arvied on by
o

HE 531




whieh

O ANY UL

VIiY

famer hi—

) & governmenia’ unit, or

} an organizatisn deseribed In seetini 501{ely

pt from tax under section 501 {ay {hut enlyv with vespert

raaraph {13 shall not

- X
whivh 1= dsened as part of an i==ue s
3 !

; ive to be usged to provide—
werly for family unis,

ports. duckso wharves, mass compmmring facilities,
o facilities, or storage or training facl
o any of e foreening,

£ ov o gas,
STV air or water poloction control faeilities, or
{G) facilities [or the Purnishing of water. }

reasonah

i
o~

v
—
ar

sodemand o noembers af

(Y Tanreran panss- -Favacranh (1Y shall ne
ahiivation W= us 3w X

eoeis of A hicly o o
sf 1

woee L Bentreaen, §

on ar development

Jda

.
Soan einstrinl uark

aned s rhe s

1
pravising af water sewace
t

i
exeont with

ton of stirue-

1
P fonre 9 be veed £1Y for the acan
Sition. construcilom, veeanstenciion. or improvement of Iang
or property of 2 eluracter subiect (o the allovwance {or de-
pere : ! :

4
prociation, or (1) 1 reden part arail of a prier issue which
was issed for purposes eser i

1 B) Conrfix ron 1sv
{1} the proceeds «

{1
{EX INTO ACCOUNT—LT—
'f two or move issnes of oblizations
(whether or not the issuer of each such issuc is the same)

H.R.331




in the ea mc mwm mmzml mi
net in a e
vineipal uzer of such faciiities is or will be
persan or fwag er more related persons, and
*m' this subparagraph, subparagraph ()
O enety el 19,
Shet o pmm‘ of sx b'mmzz:lpv ' n determining t?
sgeremate face anvmt - u:} fater ix hatl be take
mro account the i’-xr-o wreonnt of ebiio: sated tmder o
prior such e of =neh lar
ISSUe {not ine mu-: o s <)’11~i'1*u.n!«* any ¢ hwn
to be redeemed from the proveeds of the late ‘:ue}.

( C) RELATED PERSONR—I or purposes of ﬂ = paragraph
and paragraph (7). ¢ person is a related person to sncther
porsan ‘f___

‘twsnn sueh persons weuhl 3 ‘eCuk
chion 267 or 70T (b). o
¢ same controlled
*octxon 1363 (a), ex-
“more tan 30 perceni” s ’13 he substituted for
(\‘?3 sreen ™ onm p'iucoit 1ppears tharein}.

10U LIMET IN CERTALY CAR At the eleetion of
e at =uch time a ncl in ~uf:'1 manner as the Sec-
del e i shall by regwluvions prescribe, wiik

ssie rhis para; vrzpn shall be applicc—
LITRE D RL000000T for "{\'I.UU:).O«"%{i" in sib-

.\.3. and ’
termining the aggregate face amount of such
1e. o\ @king ino :wvoum not only the -m.annf de-
eribed n \"«zln aragraph (B). 3mr al2o the
amennt of capital expenditures with respect to facilities
deseribed n ~'1hp~‘ ngraph (R ‘) paid or ney n'od Juring
the G-year j period n'rn..,m: 3 vears before the date of
such issue mL tnding 3 years after suc h date (and
financed oiherwise than ont of the procee: ’: of ontstand-
my ies (o which subparagraph (A) applied). asif the
sount of suel o apital expenditures cnmtx—
”:1 ve ﬂmonnt of a prior owistanding issue de-
weraph (1R).

1ES TAIHN TNTO ACCOUNT.—
paragraph (ﬂ)(’i . tie facilities dese

¢r‘\4'~ lﬂl x K5 ld ? ‘

sgaresat

{anie _’\ﬂCﬂ!‘pO ated lﬂll"il(“l}'{ih":’ or

nae connty (bur not in any incorporated
rincipal user of w iz or will be the same
Wa Or ImoTe mlmeal 13
S OE clause (1}. the detex imurm of whether or
i ies are locate the same gon'grmnc-nt:zl nnit shall
b" mn of the date of issue of the issue in question.

'. )

4
-2
a3l

= e
H.R.531
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regiit e b e tnade afte
¢ ISSUe 10 Federal or St
ee of ooners Hn Or require

1
sade afi aind regulations of general
application i } i
1)y recpured : wi
reasonably froeseen on sue imsue or aris

af a mistnke of Jaw or fact {but the neeregare smow
: i

faw or ordinance, or

3 not be
ng ont
wnt of
ause

¢h conld

expenditures not raken inta acecunt under
with resnect tnoar
et be taken iuto aceount,
TAX EXIMPTION
YOI with respect (o capi
e of auy issue, un ehiiotio
iration no

-~

1
i
! e peason of any such exnens ar nny
; A
{ -

‘e thie e e which sueh eng g mil or

suhseering
peoriond be
mencred.

(11} CerraN WrFINANCING 185U i « ease of any
issne deseribed i - abparagiaph v eleerion may

caoraph (1

Tn applvin

financing i@ ; g o 2 3
onnt only for prrposes « neining whether the prior
: 1 o ovederpied vonkd have continaed

iesnes hein

Y

1 Exerptey . —Paragimphs
expect fo any oblhigarien
- a persen whio s

{
3

PLY TR eept

be treafed

1

oo Bonda shail

i

R

¥
lieH

any abligation which = i=med as par
tion nf the proceeds of which are veason-
v or indireetly
scenrities (within the meaning of seetion
or (1)) er abiigations {cther than obliantions
i av he ressonably

3
¢
i

w dizsconuni or premium) T
ssue, or
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{B) torepisce funds which were used directly or indirvectly
acauire securities or oblizations described in subparagraph

spTiov.—Paragraph /1) shall not apply to any obli-

d as part of an issue substantiaily all of
h are reasonably expected o be used to
inane.ng for real property used or to be
wrial purpcses for the personmel of an edunca-
with'n the meaning of section 151{e} (1})
t alameate or higher degrees, or to replace
funds which were so usediand
(B) the yield on which over the term of the issue iz not
reasonably ‘expected. at tiw time of issnance of such issue,
to be substantially lower than the vield en obligations ac-
guived or to be acquired in providing sueh finaneing.
This paragraph shall not appiy with respect to any obiigation for
any period dnving whicl it is beld by a person who i< a substantial
neer of property financed by the proceeds of the issue of which
wieh obligationis a part, o by a member of the Tamily (within
the meaning of seetion 318{a) (11 of any sheli person.
s of peragraph (1).an oblig:
1re hand soiely by renson ¢

the Toer that—
. t:4) the procecds of the iwte of which such obligan
a part mav he invested far a temporary veriod in seenritie
ar ather shligations until si.ch proceeds are needed for the
purpese for which soeh isste was isaned. or
(R} an amount of the 1voceeds of the i~sue of which such
obligation is a part may ha invested in securities or other oh-
figations which are part of a reasonably required reserve ot
replacement Huoud,
The amonnt reforrad to in subjaragraph (BY shall not exreed 15
pereent of the praceeds of the sne of which snch obhiganion is a
part unless the dssuer establishes thar a higher amount i5
NOCESIRTY.

(3 Resvrarioxs—The Seevetary or his delegate shall pre-
seribe such regulations as nuy be necessary to carry out the pur-
poses of this subsection.

(N Oepraix ERpGaTioN [Pays—ot dum for the ferpishing of waicr
For irvigatine purpases wiiel fos oy subardinaic use ip eonneciion 1ith
the gencration of cleciric encegu by araier shall be frcaiod as necting
the requirements of subscetion () (D (GEY if—

(1Y substantially all of the stered waitep is confractuially aviid-
able for releass, f/‘m;; suel dam. _,T'r;r FRPIgaiinm orF SR, el

(2 the arater so relcased i graitalle op peasonable demand 70
members af the aeneral public.

F{eYE (/3 Cross RermnmNees—

For provisions relating to the

1) Rands and cervificates of
Sivst Tilerty Tlond e, see seqiions
33.56: 31 TTR.C. 748, T35
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feates of
e War Finance on ¢wned by cer-
v nonresid seetion 5 of the ¥ werty Bond Aet.as
nended (40

ano, Iofithe Actof Mareh 1

LR R

United s or { cips
after March 2901 of the
as amended {e, 1 TN 51U
+

(3) Commadity atio

of the
o
sections 2 {d) s F the National
amended tH2 ’
(10Y Dot wes snod (oo ;
time Comm N, osee seetlon 11053¢(e) of the Merchant Marine

1
Aot 1956, as amended (42 Star 9¢2: 4o US.CL 12004 :
Y Federnl Deposir Tneinnnee Corporation obligations, se

~
i

seetion 15 of the Federal Deposit Insumnee Aot (64 Spat, S00: 3
TR0, 1825)

P ENOIR
A

2

: oblieurion=. zec section 13 of th
Foderal Hame Loan Bank Actl oz amended (489 Stat 295, 8
OISR QN B RN
£13) TFederal savings nd lean asseeiation Joans,

of the Tlome Owners” Lown Act of 19330 as amended

USLC, 16 ;

4} Federal Savings and Toan Insurnee Corporation ebliga-

see secilon H02{e) of the National Fousing Act (48 Seat.
L. 1785)
Owners” Loan Corperatic

ey

me Ovners Lean et of 1003,

rutives.
nl

Chope i Credit Act of 1933

Star

{17) of Trecember

M (34 Ktatl 5; 83 S Aet of June

(A2 Stat, $%44: 3 3% of the Tariff
GO0 {36 Satl 11703
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2) Philippive bonds, ete. issued before the independence of
1=, see geetion 8 of the Philippine Independence Act

e
[

—~~
H

. see section 10 of the et of June 25,

T80 ;

e section 3 of the et of Afarch 2,
4R {:f".( L <
to retire national bonk notes, see

Stat. 268; 12 U8

Youd
.\2

e bt

S ad

fork

v

3

et s et e £y (D
b

RO RIS

Hermtions. see sections

At of 1937 (59 Stat.

VI, Oroer Marers rovmn To Be Disceysas per Hovse Ruies

£ mwt 2D Raule XTI of the
vives, the follow ing statements are

e,
Wit aar g 2 the Commitree advises
that it oversipght finndings fed it to the conclusion that an amendment

to the Internal Revenue Code is necessary to establish the eligibility of

bons issted by the Lieriean Fally Rescrvoir Distrier §
]

or a dam and
related facilities for tax-exempt statug as indnstrial development
bonds,

In compliance with subdivision (B) of Clause 3. the committee
states that the change made In seaetion 103 of the Internal Revenue
Code will produee an annnal vevenue loss of abaut 81 million at ear-
rent tax rates for the perind of natnvity during which the bands
to Le issued will he outstanding, siternativelv, the cost to the Federal
Govermuent of coustruction of this project as a direct expenditure
presently iv estimated ar about $3C mition.

With respect to sulalivisiens (C) and (1) of Clause 3. the Com-
mittee advises that no estimate or comparison has been prepared by
the Director of rhe Congressionai Budget Office relative to any of the
provisions of ILR. 9865, nor have any oversight findings or recom-
mendations heen made by the Conunittee on Govermuent {perations
with vespect to the snbject matter cortained in H.R. 0963,

In compliance with cinuse 2(1514) of Rule XTI, the Committee
states thar the bonds to be issued feliowed enactimeni of 1LR. 9968 are
not expected to have an inflationar, imuact on prices and in eosts in
the operation of the national econonsy.

™y
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