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TAN EXEMPT STATUS OF OBLIGATIONS TSED TO
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Decesper 10 (Jemisintive day, Drcexsen 153, 16975 —Ordersd te be printed

. Toxe. from the Conimittee on Finance.
submitied the following

REPORT

['To accompany HLH. [ RS

The Committee on Finanee, to which was referved the bill (LI
9968) to amend section 103 of the Internal Revenue Code of 1954

wif bt respect to certain obligntions used to provide irrigation facilities.
havine considered the same. reports favorably thereon without amend-
ment aid recontmends that the bill do pass.

1. Svanrany

¢

o
Ix

R. 0965 would elarify the fax-exempt status of obligations ti
provecds of which ave to be ted to reconsiruet the Ameriean Fai
Dam in Idahao.

resent law provides that 2 industrial revenue Land whose proceeds
are wsed to build a dam to stere water for rrigation purposes may he
oligible for fax-exempt ststus. Where, however. the water also has
subordingie nge in generadng rlectricity, the status of the bonds is nct
clear under eaisting law, The American Falls Dam is used principally
for irrigation purposes, but the water hasa subordinate nse in generat-
ing eloctricity. ILR. 9963 provides that. industrial revenue bonds issued
i1t such a case iy qualify for exempt status 1f substantially all of
the stored water is contractually available Tor irrigetion purposes
and the -water is available on reasonable demund to members of the
greneral public

I1. Gevenan ExinaxaTioN or tag Bitn

¢ interest on obligations of State and local
exerapt from Federal income tax. In 186
tax-exempt : Ldinwn from industrial development bonds=




2
which State and local governments were using to finance and attract
private industrial developmesnt within their jurisdictions.

Indusirial development bonds are genermlly considered to be State
or loeal obligations, a major portion of the procceds of which are to
be nsed in, and repaid by, a taxable frade or business. Such bonds are
normally issued to acquire 2 faciiity for private husiness in which the
Leneficial ownership of the facility remains in the private trade or
Dusinezs. although (in order to secure repayment of the bonds) legad

ily remains with the State or lecal unit issuing the

nstrial development bond limitation was enacted, ex-
erptions ovided for certain small issues {sec. 103{e} (6} ) and
for certal fied public activities (sec. 103{c}(4}) In which cases
tax-exemipt status was contined. As initially enacted. ene of the pub-
lie activities for which an exemption was provided (see. 103{c) (1)
{12) ) was tsewage or solid waste dispesal facilities or facilities fov the
foval furnishing of clectrie energv, gas or water”

In 1971, Congress amended the exception in subparagraph (E) to
dolote =water™ and added the present law subparmagraph () which
extends the exception to “fucilities for the furnishing of water. if
available on reasonable demand te members of the general public”

Ax a result. in these cases where obligations are issued for facilities
for the furnishing of water whiel meet the exception (under see. 103
Ced (4 (01 hut where the water ia also used o generate vloetrieity. it
i= meerinin as to whether the obligations wonld qualify for exempt
status unless the use of the electric energy mecets the =loeal™ furnishing
rest (uneder vee, T030e) (4Y (I3} which has been inferpreted to cover
an ares of twao contiguons sounties. '

The Aumeriean Falls Reservoir District applied to the Internal
Tlevenws Service 1n June 1974 for a ruling that bonds to be saned to
finnnce the replicemenr and relabilitation of the Ameviean Falls
Dam world qualifs as a tax-exempt issue under seetion e} (4)
(). The Infernal Revenue Service, however. hadd questions of nter-
pretation with respect to the interrelationship of the exceptions for fu-
cilities for furnishing of wezer and the loeal furnishing of electric
energy and their application to the specific favis of this eave. The com-
miitten reviewed the facts invalved. as deseribed below. and helieved
it s nppropriate (o specifieally except the bond issue n this case as a
rasnlt of the special cirenmstanees,

The oricinel American Falls Dam was econstructed in 1927 by the

Jurean of Rectumation. The dam was restricted to two-thivds of its

T millien acre foot capacity in 1972 by the Burean of Reclammation of
he Pepartment of the Interior for safety reasons hecause of exces-
sive pressures on the dam which were cansed by an alkali-azeregate
reaction and deterioraiion in the conerefe.

Legislation was enacted on December 28, 1973, to permit replace-
ment and rehabilitation of the American Falls Dam by the American
TFulls Reservoir Distriet. which is a politieal subdivision of the Suate
of Lilaho. Replacement of the existing dam by the American Falis
Resorcoir District is an actien to be taken in lieu of waiting for a
Federal appropriation that would enable the Burean of Reclunation
to build the replacement dam.
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(AP N

{ii} to be derived from payments in respect of prop-
erts, or borrowed maoney, used or ro e used in a trade

(A a2 government 7. OF
1 g - e s T -
(13) an organizaiion deseribed m section 03y () aned’
exempt fron tox under section 301{n} (bt on?; with respeet
o a trade or business carried on by such org n,..mn,x which

1 13
siness, determi :w? by applyngg

pat L
SHENTIS ¢
(13}
-~
()

oed
Nr

o

(i‘l‘} sownge or <olid waste disposal fncilities or farilities
of slectie energy or mis,

(“{ air v water pollution control facilitios . or

the furn ishm'v of \\‘*s{cr. if :n.vl e on

{

i 3

reasonable demand

(3) INDUSTRIAT PARK s.-—l’uq rn (1) shiali ot apply to any
bl

l

wligation issued us part of an 1ssue substantialiy all of the pro-
ceeds of which ave to he used for the acquisition or dev olnpnw!it
f Tand as the site for an industvial park. For pmpo»m of th(-
S ne sentenes, the term “develapment of Tand™ includes the
rovision of water. sowage, drainage, or similar facilities, or of
ransportation, ‘mww or communication facilities, which are
neidental fo use 'of the s uo aw an industrial park. bat, exeept witl
resp (n't 1 sueh facilities, dors not inchide the provision of strue-

tares or buildines,

Hﬁ r, CXEMPTION FOR CERTAIN SMALL ISSTRS—
(A} Ix eexzran—Paingaph (13 shall not apply to any
uNiﬁ ion i =ned ns part of an issue th r- weerregmte xuihor el
face amount of whivh i 21000000 or less and substantially
all of the ; wroecets of which are to be wsed (1) for the acgui-
sition. construect SN reconstruetion, or mmx ovement of land
av praperfy of a ol Jl"l”‘“l‘ subject to the ailowanee for de-
preciation, or (i) to redeens m.t ar all of a prior issme which
Was 195t z(“i for purposes dt\:«'ri!w& in clause (1) or thiz elause.
{1} Crrraiy mion IRSUES TAKEN INTO .u‘(‘nr.\'T.——’ff—

{1} the proceeds of two or maore jz=ues of ~Nig:ni<m:=
{whether or not the issuer of each surh issue is the same)
are or will he weed primaorily with respeet to facilities
Treated in the same necer ;mrau\d munteipality or loeated

o]

3
X

in the smue connty {but not in any incorparited
mnnieipality).

(i1} the principal user of sueh faeilities is or will
the saine oTson or two or more related persons. and
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