
The original documents are located in Box 36, folder “12/23/75 HR9968 Revenue 
Adjustment Act of 1975” of the White House Records Office: Legislation Case Files at the 

Gerald R. Ford Presidential Library. 
 

Copyright Notice 
The copyright law of the United States (Title 17, United States Code) governs the making of 
photocopies or other reproductions of copyrighted material. Gerald R. Ford donated to the United 
States of America his copyrights in all of his unpublished writings in National Archives collections.  
Works prepared by U.S. Government employees as part of their official duties are in the public 
domain.  The copyrights to materials written by other individuals or organizations are presumed to 
remain with them.   If you think any of the information displayed in the PDF is subject to a valid 
copyright claim, please contact the Gerald R. Ford Presidential Library.  
 
Exact duplicates within this folder were not digitized. 



THE WHITE HOUSE 

WASHINGTON 

December 22, 1975 

MR PRESIDENT: 

~Attached for your consideration is H. R. 9968, 
the revised tax bill passed by the Congress after 
your veto of the earlier bill. 

Because of your announced intention to sign the 
bill, the usual enrolled bill memorandum has not 
been prepared. 

Jim Connor 

Digitized from Box 36 of the White House Records Office Legislation Case Files at the Gerald R. Ford Presidential Library



94TH CoNGRESS} HOUSE OF REPRESENTATIVES { REPORT 
1st Session No. 94-531 

. . . . 

TAX EXEMPT STATUS OF OBLIGATIONS USED TO 
PROVIDE CERTAIN IRRIGATION FACILITIES 

OCTOBER 3, 1975.--Committed to the Committee of the Whole House on the 
State of the Uni'On and ordered to be printed 

Mr. UL~IAN, from the Committee on Ways and M~ans; 
submitted the following 

REPORT 
[To accompany H.R. 9968] 

The Coilllliittee on Ways and Means, to whom was referred the bill 
(H.R. 9968) to amend section 103 of' the Internal Revenue Code of 
1954 with respect to certain obligations used to provide irriga~io~ 
facilities, :having ~onsidered the sam~, report favorably thereon With­
out amendment and recommend that the bill do pass. 

I. SuMMARY 

The bill, H.R. 9968, deals with the ta]!:-~xempt status of obligations 
the proceeds of which are to be used to reconstruct the American Falls 
Dam in Idaho. The dam is used for irrigation purposes but the water 
also has .a subor~inate u~e in generating ele<;:tric energy. Under presE?nt . 
l!l.w, an mdustnal development bond whose proceeds are used to build 
a ' dam that stores water for irrigation purposes may be eligible for 
tax-exempt status. However, in this case where the water has a sub~ 
ordinate use in generating electric energy, the eligibility of the bond 
issue for tax-exempt status is uncertain. 

The American Falls Dam is under the supervision of the Bureau of 
Reclamation of the Department of Interior and has been re"tricted to 
two-thirds of its capacity because of certain structural defects. The 
Federal Government ~pight well eventually appropriate the funds to 
reconstruct the dam. However, the American Falls Reservoir District 
is. undertaking the reconstruction project now in order to make the 
dam fully operational. In addition, the Idaho Power Company is as­
sisting the financing of the project and is to use the water for electric 
energy generation. It is the interrelationships of the use of the dam for 
furnishing water for irrigation purposes and the use of the water for 
electric energy that raises questions with the interpretation of the pres­
ent exceptions to industrial development bond treatment. In view of 
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the special circumstances in this case, your committ~ believes it is &J!• 
propriat.e to except the obligations for the reconstructiOn of the Am~ri­
can Falls Dam from industrial development bond treatment whtch 
would allow these obligations to receive tax-exempt status. 

PRRSENT LAW 

Present law pr~s that interest on ®ligatro~s of State and local 
governments generally is exempt from .Federa~ mcome tax. In 1968 
tax-exempt status was withdrawn from mdustnal development bonds 
which State and local governmen.ts ~ere ~si!lg !o !Jn!lnce and attract 
prhrfiro industris.t development W1thln thror )uMMli~tlon8. 

Industrial developmEmt b1'1nds wre geAernlly conSider.ed t9 be State 
or local obligations, a majtw pttrtion o-f the pro<?eeds of whiCh are to 
be used in, and repaid ~y, a tax~~le trade o.r busmes.s. Su~h bo~ds are 
normally iss~ed to. acq~e a fac!~ty for p~wa!-e busmes~ m whiCh the 
beneficial ownershtp of the fae1hty remalns m the private trade or 
business, although (in oroo: to secure rep~t)'JMPlt of th;e ~nd.s) legal 
title normally remains with the State or local umt Issmng tne 
obligations. 

When the industrial development bond limitation was enacted, ex­
ceptions were provided for certain small issues (sec. 103 (c) ( 6) ) and 
for certain specified public activiti~ (sec. l03'(c) (4)) in which cases 
ta~-exem:pt status was continued. As initially en!lcted, one of the pub­
lic activities :for which an exemption w~ provided \set. 103(c>(4) 
(E)) was "sewage or solid waste dbrposa:1 facilities or facilities for the 
local furnishing of electric energy, gas or water." 

In 1971, Congress amended the exception in subpatugraph (E) to 
delete "water" and added the present law subpntagt'a:ph (G) which 
extends the exception to "facilities for the :furnishing of water, if 
available on reasonable demand to members of the general public." 

.As a resultr in those cases where obligations are issued for ;facilities 
:for th.e furmshing of water which meet the exception (under sec. 
~03{~) ~4) (q)) ~llt where the water is al~o u~ed to generate e~ectric­
Ity, It IS uncertam as to whether the obl!gatiOns would qua.hfy for 
exempt status unless the use of the electric energy mMts the "local" 
furnisbing test (under sec. 103 (c) ( 4) (E) ) , which has been intetpreted 
to <lover an area o:f two contiguous counties. 

REASONS FOR THE BILL 

The .American Falls Reservoir DiBtrict applied to the Internal 
RevEmue Serviee in June 19-74 :fbr a ruling·~hat bonds to be issued to 
fihance the tei:il~tce'ment ~tnd rehabilitation Of the American Falls 
Dttm ·wt'Yltld q1lali~t as a fu1:x·e~mpt issue under section 103 (c) ( 4) (G). 
The Internal Re~Emue &ltvice-, however, had questions of mterpreta­
tion with re~pect to the interrelationship of the e~ceptions ;for fa­
ci:tities for furnishing of water and the local furnishmg of electric 
energy arid tHeir applic~ttio'n to the specific facts of this case. The com­
mittee rev~wed the facts involved, as described below, and believed 
it is appropriate to specifically except the bond issue in this case as a 
resnlt of the special c1reumstances. 

The original American Falls dam was constructed in 1927 by the 
Bureau of Reclamation. The dam was restricted to two-thirds of its 
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1.7 million acre :foot capac-ity in 1972 by the Bureau of Reclamation of 
~ih~ . :pepar:tm.e~tt. of ,the Interior for safety reasons because of exces­
~ f_e ,\)re~s11r~s on the dam which were caused by an alkali-aggregate. 
reactiOn and deterioration in the concrete. · 
' Legislation w.a~ e~acted on Dece~I?er 28, 1973, to permit replace­
ment and rehabilitatiOn of the Amencan Falls dam by the American 
Falls Reservoir Distdct, which is .a political 'Su~divis10n of the State 
of Idah?. ~pl~ce~ent of t?-e existmg dam by: the American Falls 
ReservOir DIStn~t ~s an actiOn to be taken in lieu of waiting for a 
Fede~al appropnat10n that would enable the Bureau of Reclamation 
to bmld the replacement dam. 
. The Act <?f Decem~r 28, 1973, also provides that upon completion 
of const~u~t10n the l!.mted States shall take title to the dam as a feature 
of the Mmtdoka Pr~Ject, located in the upper Snake River basin, Idaho. 

As the C?nstructmg agent,. the American Falls Reservoir · District 
was. authonzed to contract with an electric utility :for the use of the 
fallmg water at the daJ? for hydroelectric power generation. Revenues 
fr~m such a contr~ct will help defer the costs of constructing the dam. 
PriOr to the adoption of the Act of December 28 1973 the Idaho Power· 
Company, which is a spaceholder in the rese~voir 'and which owns 
and operates a powerplant below the existing dam expressed interest 
~ the execution of a ~alli_ng water contract. ~ubs~quent to the adop­
tiOn o.f ~he Ac~, the Distnct, as the constructmg agency, entered into· 
negotiatwns with the Secretary of the Interior, the Idaho Power Com­
pany a:nd the other water users for the :preparation of various contracts 
mcluding .a contract for ~he use of f9:lling water. 

It w~s mtended that m normal circumstances, substantially all of 
the fallmg water would be made available to the Power Company only 
when water _was r~leased :from the dam for irrigation purposes. There 
has been no mtention to release water specifically for use by the Idaho. 
Power Company to generate electricity, except for 45,000 acre-feet 
(2.65 percent of the storage capacity) whose release the power com­
ptmy can schedule for the I?urpose of generat ing electric energy. Thus, 
the use of water for electnc energy would be subordinated to the use 
of the water for irrigation. · 

Although the Federal Government might well eventually completely! 
finance the reconstruction of the American Falls Dam the American 
Falls Reservoir District is undertaking the reconstructibn now in order· 
to make the da~ fully oper3:tional for. the spaceholders (rather than 
the present restricted two-thirds capacity). If it were not for the use 
of the ~ater by the I~aho Power Company for hydroelectric power· 
generatton, any bonds Issued by the Reservoir Distnct would presently 
qualifY: :f~r tax-exempt statt;ts. In this case the Idaho Power Company 
has a limi~ed spaceholder right. (under 3 percent) and is financing a 
large portiOn of the debt to assist the reconstruction of the dam and 
has use of the.:f~lling: water for its ?-ydroelectric power generat ion pur­
poses. In addition, smce the dam IS to be turned over the the Federal 
Government after its reconst ruction :for ownership and operation in 
effect, this ~an~hig can ve viewed as saving the Federal Governm~nt 
the expenditure It would have had to make to reconstruct the dam sev­
eral years in the :future. In view of these special circumstances your· 
committee believes it is appropriate to extend tax-exempt status to the­
bonds to be issued to finance the reconstruction of the dam. 
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E.x.P~ .. l'l.'ION" OF TliE BILL 

Your oo:wmittee's bill adds a new exQei>tion to industrial develop­
ment bond treatment to specifically allow tax-exempt status fO'r tlie 
bonds issued to mconstruct the American Falls Dam. This ~xooptiori 
is to apply to obligations for a dam which furnishes wa.ter for ir-ri­
gation ~urposes which has a subordinate use in connection with the 
generation o£ electric energy by water if sub~tantia,lly all of the 
stored water is contractually available for release from the dam 
fo1; irrigation purposes and H the water released is available on rea­
sonable demand for members of the general public. 

The committee intends that subordinate use o£ water for generating 
electric energy means that less than 10 peroont of the normal supply 
of stored water may contractually be scheduled for release by :the 
power company and used for generating electric energy. "Normal" 
refers to conditions that generally prevail in the service area. of this 
reservoir, and it is recognized that un\).sually wet or dry weather can 
cause a significant distortion in the 2.65 percent of water contractually 
scheduled for l'Qlease to be used for generating electric energy. The 
committee intends that such unusual circumstances not be guidin~ 
in determining the subordinate use of wa.ter. In addition, "normal 
use does not include a temporary increase in water released for the 
power company following contractual default by a spaooholder and 
his water share being made available to other spaceholders under the 
terms of the contract for the construction and operation of the dam 
and its facilities. 

Thus: the provision applies the f!M!Uirements of subsection (c) ( 4) 
(G) wnere substantially all of the stored water (under normal 
weather and climatic conditions) is available for release to be used 
for irrigation iri the American Falls Reservoir District. The require· 
ment that the released water be available on reasonable demand to 
members of the general public is retained in the new subsection (e). 
The committee understands that the American Falls project con­
forms with this ~uirement. 

Your committee s bill is to apply to obligations issued after the 
date of the enactment of this Act. · · 

IV. EFFECT ON THE REVENUES oF THE BILL AND VoTE oF THE 
CoMMITTEE IN REPORTING THE BILL 

In compliance with clause "{ o:f Rule XIII of th~ Rules of the House 
of RepresentativeS, the following statement is ml1de relative to the 
effect on the revenues of this bill. Your committee believes that the 
chan~s made by this bill will result in an annual rev~nue loss of about 
$1 mtllion in each of the ftve fiscal years :following the current fiscal 
year. No revenue loss is expected in the current fiscal year. The Treas­
ury Department agrees with this statement. 

In compliance with clause 2(1) (2) (B) of Rule XI of the Rules 
of the House of Representatives, the following statement is made rela­
tive to the vote by the committee on the motion to report the bill. The 
bill was ordered reported by a unanimous voice ~ote. 
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v. CliANGES IN EXISTING LAw MADE BY THE BILL, AS REPORTED 

In compliance with clause 3 of Rule XIII of the Rules of tfl.e House 
of Representatives, changes in e~is~ing law ll)~e by the b1ll! as r~­
ported, al'Q shown as follows (exiSting 1s1w. PI'i>~ ~ be ?ffi.ltted 1s 
enclosed in black brackets, new matter is pl"latOO Ul ii.ft.lic, ex1stmg law 
in which no change is proposed is shown in roman): 

INTERNAL REVENUE CODE OF 1954 

• • • • * * * 
Chapter 1-Normal Taxes and Surtaxes 

* * • * * * 
Subchapter B-Computation of Taxable Income 

* * * * • • • 
Part III-Items Specifically Excluded From Gross Income 

* * * * * * * 
Sec. 103. Interest on Certain Governmental Obligations. 

(a) GENERAL RULE. -Gross income does not include inte_rest on­
( 1) ·the Qbligations of a State, a. Territory, or a possesswn of the 

United States, or any political subdivision of any of the fore­
going, or of the District of Columbi·a; 

(2) the obliga;tions of the United States; or 
( 3) the obligations of ~ co_rpora:tion orga.niz~ under Ac~ of 

Congress, if such corporatwn Is.an mstrumenta!I~Y of the.Umted 
States and if under the res~1ve Acts authonzmg the 1ssue. of 
the obligations the interest 1s wholly exempt from the taxes rm­
posed by this subtitle. 

(b) ExcEPTION.-Subsootion (a) (2) shall not apply to interest on 
ooligations of the United States issued after September 1, 1917 {other 
than postal savings certificates of deposit, to the extent they r~present 
deposits made before March 1, 1941), unless under the respective Acts 
authorizing the issuance thereof such interest is wholly exempt from 
the taxes imposed by this subtitle. 

(c) INDUSTRIAL DEVELOPMENT BoNDS.-
(1} SUBSECTION (a) (1) NOT TO APPLY.-Except as otherwise 

provided in this subsection, any industrial development bond shall 
be treated as an obligation not described in subsection (a) (1). 

{2) INDUSTRIAL DEVELOPMENT BOND.-For purposes of th1s sub­
section, the term "industrial development bond" means any 
obligation-

( A) which is issued as part of an issue all or a major por­
tion of the proceeds of which are to be used directly or indi­
rectly in any trade or business carried on by any person who 
is not an exempt person (within the meaning of paragraph 
(3)),and 
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(B) the payment of the prindpal or interest on which 
(under the terms of such obligation or any underlying ar­
rangement) is; in whole or in major part-

( i) secured by any interest in property used or to be 
used in a trade or business or in payments in respect of 
such property, or 

(ii) to be derived from payments in respect of prop­
erty, ~r borrowed money, used or to be used in a trade 
orbusmess. 

{3) EXEMPT PERSON.-For purposes of paragraph (2) (A), the 
term "exempt person" means- · 

(A) a governmental unit, or 
(B) an organization described in section 501{c) {3) and 

exempt from tax under section 501 (a) (but only with respect 
to a trade or business carried on by such organization which 
is not an unrelated trade or business, determn'l.ed by applying 
section 513 (a) to such organization). 

( 4) CERTAIN EXEMPT ACTIVITIES.-Paragraph (1) shall not 
apply to any obligation which is issued as part of an issue sub­
{'tantially _all of the proceeds of which are to be used to provide-
, (~) residentiai ~~al property for family un:if::s, 

(B) sports fac1hbes, 
(C) convention or trade show facilities, 
(D) airports, docks, wharves, mass co:rmnutin~ facilities, 

parking facilities, or storage or training facilities directly 
related to any of the foregoing, 

(E) sewage or solid waste dis.Posal facilities or facilities 
for the local furnishing of electric ener~ or gas, 

(F) air or water pollution control facilities, or 
(G) facilities for the furnishing of water, if available on 

reasonable demand to members of the general public. 
(5) lNDUSTRIAr" PARKS.-Paragraph (1) shall not apply to any 

-obligation issued as part of an issue substantially all of the pro-
-ceeds of which are to be used for the acquisition or development 
of land as the site for an industrial park. For purposes of the 
preceding sentence, the term ''development of land" includes the 
provision of water, sewage, drainage, or similar facilities, or of 
transportation, power, or communication facilities, which are 
incidental to use of the site as an industrial park, but, except with 
respect to such facilities, does not include the provision of struc­
tures or buildings. 

(6) ExEMPTION FOR CERTAIN SMAI"L ISSUES.-
(A) IN GENERAL.-Paragraph (1) shall not apply to any 

obligation issued as part of an issue the aggregate authorized 
face amount of which is $1,000,000 or less and substantially 
all of the proceeds of which are to be used (i) for the acqUI­
sition, construction, reconstruction, or improvement of land 
or pro~erty of a character subject to the allowance for de­
preciatiOn, or (ii) to redeem part or all of a r.rior issue which 
was issued for purposes described in clause (i) or this clause. 

(B) CERTAIN PRIOR ISSDES TAKEN INTO ACCOUNT.-!£-
( i) the proceeds of two or more issues of obligations 

(whether or not the issuer of each such issue is the same) 
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are or will be used primarily with respect to facilities 
located in the same incorporated municipality or located 
in the same county (but not in any incorporated mu­
nici,;>ality), 

(i1) the principal user of such facilities is or will be 
the same person or two or more related persons, and 

(.iii) but for this subparagraph, subparagraph (A) 
would apply to each such issue, 

then, for purposes of subparagraph (A), in determining the 
aggregate face amount of any later issue there shall be taken 
into account the face aniount of obligations issued under all 
prior such issues and outstanding at the time of such later 
Issue (not including as outstanding any obligation which is 
to be redeemed from the proceeds of the later issue). 
: (C) RELATED PERSONs.-Fo~ purposes of this paragraph 

and. pa-ragraph ('7), a per:son IS a related person to another 
person if-

(i) the relationship between such persons would result 
in a disallowance of losses under sectiOn 267 or 707·(b), or 

( ii) such persons are members of the same controlled 
group of corporations (as defined in section 1563 (a), ex­
cept that "more than 50 percent" shall be substituted for 
"at least 80 percent" each place it appears therein). 

(D) $5,000,000 LIMIT IN CERTAIN CASES.-At the election of 
the issuer, made at such time and in such manner as the Sec­
retary or his delegate shall by regulations prescribe, with 
respect to any issue this paragraph shall be applied-

( i) by substituting "$5,000,000" for "$1,000,000" in sub­
paragraph (A), and 
. ( ii) in determining the aggregate face amount of such 

issue, by taking into account not only the amount de­
scribed in subparagraph (B), but also the aggregate 
amount of capital expenditures with respect to facihties 
described in subparagraph (E) paid or incurred during 
the 6-;year period beginning 3 years before the date ot 
such Issue and ending 3 years after such date (and 
financed otherwise than out of the proceeds of outstand­
ing issues to which subparagraph (A) applied), as if the 
aggregate amount of such capital expenditures consti­
tuted the face amount of a prior outstanding issue de­
scribed in subparagraph (B). 

(E) FACILITIES TAKEN INTO ACCOUNT.-For purposes of sub­
paragTaph (·D) (ii), the facilities described in this subpara­
graph are facilities-

(i) located in the same incorporated municipality or 
Jocated in the same county (hut not in any incorporated 
municipality), and · 

(ii) the principal user of which is or will be the same 
person or two or more related persons. 

For purposes of clause (i), the determination of whether or 
not facilities are located in the same ~overnmental unit shall 
be made as of the date o£ issue of the Issue in question. 
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(F) CERTAIN CAPITAL EXPENDITURES ~ TAKEN INTO AC­
COUNT.-;-For purposes of subparagraph (D)(ii), any capital 
ez:pendltut'e--

( i) to r_eplace property destroyed or damaged by fire, 
storm, or other casualty, to the extent of the fair market 
value of the property replaced, 

( ii) required by a change made ·after the date of issue 
of the issue in question in a Federal or State law or local 
ordinance of general application or required by a change 
lllAde after such date in rules and regulations of general 
app,l_i.cation i~sued und~r such a law or ~rdinance, or 

{m) reqmred by CirCumstances wh1ch could not be 
reasonably froeseen on such date of issue or arising out 
of a mistake of law or fact (but the aggreg~tte amount of 
expenditures not taken into account under this clause 
with respect to any issue shall not exceed $1,000,000), 

shall not be taken into account. 
(G) Lm:ITATION ON LOSS OF TAX EXEMl'TION,-ln applying 

subparagrai>h (D) (ii) with respect to capital expenditures 
made after the date of any issue, no obligation issued as a part 
of such issue shall be treated as an obligation not described in 
subsection (a) (1) by reason of any such expenditure for any 
period before the date on which such expenditu,re is paid or 
mcurred. 

(H) . CEllTAIN REFINANCING IssuJ<:s.-In the case of any 
issue described in subparagraph (A) ( ii), an election may be 
made under subparagraph (D) only if all of the prior issues 
being redeemed are issues to which subparagraph (A) applies. 
In applying subparagraph (D) (ii) With respect to such are­
financing issue, capital expenditures shall be taken into ac­
count only for purposes of determiniD.g whether the prior 
issues being redeemed qualified (and would have continued 
to oualify) under subparagraph (A). 

(7) ExcEPTION.-Paragraphs (4), (5),and (6) shall not apply 
with respect to any obligation for any period during which it is 
held bv a person who is a substantial user of the facilities or a 
related person. 

(d) Alml'fRAGE BoNDs,-
,(1) Su:ija~CTION (a) (p NOT TO APPLY,-Except as provided in 

thiS subsectiOn, any arb1trag~ bond shall be treated as an obliga­
tion not described in subsection (a) ( 1). 

(2) A!UliTRAOE BONo,-For purpos~s of this sqbsection, the term 
~'at:bitrage bond" ~eans a~y oblig-ation which is issued as part of 
a.n ISsue all or a maJor portiOn of the _Rroceeds of whieh are reason­
nbly e~~cted to be rmed directly or indirectly-

( A) to acquire securities (within the meaning of section 
165(g) (2) (A) or (B)) or obligations (other than obligations 
described in subsection (a) (1)) which may be reasonably 
e~pected at the time of issuance of such issue, to produce a 
yteld over the term of the issue which is materially higher 
(taking into account any discount or premium) than the yield 
on obligations of such issue, or 
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(B) to replace f.Wl.ds which were.used direcMily or ibdirectly 
to llllquire securities or obligatilm& described in subparagraph 
(A). 

(8) ;;fiac.:&PTIDN;-;.-.Paragra.ph (1) shall not apply to any obli­
gation~ 

(.A) -which is issutd as part of an issu'e substantially all of 
the proceeds of which are reasonably expected to be used to 
provide permanent financing for real property used or to be 
used for residential purposes for the personnel of an educa­
tional institution (w1thin the meaning of section 151(e) ( 4)) 
which· grants baccahwreate or higher degrees, or to ~place 
funds which were so tl£ed, and 

(B) the yield on which over the tenrt of the issue is not 
reasonably t~xpected, at the time of issuance of such issue, 
to be substantially lower than the yield on obligll.tion.s ac­
quired or to be acquired in pro\Tiding such financing. 

This paragraph shall not apply with respect to any obligation for 
any period during which it is held by a ~rs<m. who is a substantial 
user of ptoP.erty financed by the proceeds of the issue of which 
such obligation is a part, or by a member of the f!l.mily (-within 
the meanillg of section 318(a) (1)) of any such person. 

{ 4) SPECIAL RtrLES ....... For purposes of paragraph ( 1), an obliga­
tion shall not be treated tts an arbitrttge bond solely "6y reason o£ 
the fact that--

(A) the proc~eds of the issue of which such obligat ion is 
a part may be invested for a tetn.potary period in securities 
or other obligationg until such proceeds are needed for the 
purpose for which ~uch issue was isS11ed, or 

(B) an amount of the proceeds of the issue of which such 
obligation is a part may be invested in securitie!! or other ob­
ligations which are pari of a reasonably reqttired reserve or 
replacement fund. 

The amount referred to in subpar&graph (B) shall not exceed 15 
percent o£ the proceeds of the if35ue of which such obligation is a 
part unless the issuer establishes that a higher am011nt is 
n~saey. · 

( 5) ~Tio:Ns.~ The SooN~tft.ry or his delegate shall pre­
sc;ribe. such regulations as may be necessary to carry out the pur­
~M of this subsection. 

(~)OEllTAI'N lllRIGATJON DAAis.~.A. drbtrb .for the furnishing oj water 
for irrigation purposes which has a sUbordilnat~ use in connectt01t with 
th~ gerwratidn of eleotric trtet'g1J by wate'r shall be t1'eated rM rMeti;n.g 
the reguirMne'fliN of Stifn~ection (o) (4) (G) if~ 

ll) substantially all of the stored water is c-ontmetually (1/l)ail­
a"lite {OY'T'elease frd'nt 3uch dam f01' ir-rigation pwrpotles, and 

(B} the water so 1'eleas~d is available on t'easonfible demand to 
m.e~s ()! the gM~£-t'fil public. 

[ (e) 1 (f) CRoss REFERENCES.-
For pro'Visions relating to the taxa.ble status lYf-
(1) Bonds ttnd certificates of indebtedness authorized by the 

First. Lrberfy B<'>nd Act, see sections 1 and 6 of that Act ( 40 Stat. 
35, 36; 31 u.s.c. 746t 755); 
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·: '(2) · Bonds issued to restore or maintain the gold reserve, see 
section 2 of the Act of March 14, 1900 (31 Stat. 46;· 31 U.S.C. 
408~3) ); B · d · · ' 'fi ates' f . d-·l..J.-.l d T ~: r on s; note$, r .certl c 0 In mAt'lUness, an reasury 
bil s authorized by the Second Li<berty Bond Act, see sections 4, 
5 (b) and (d),·7, 18 (b) and 22(d) of that Act as amended (40 
Stat, 290; 4.6 Stat~ 20, ·775; 40 Sta:t. 291, 1310; 55 Stat. 8 ;· a1 u.s.a. 
Z59a,. 754, 747, 753, 757c); 

(-4) Bonds, notes, and certificates of indebtedness of the United 
St~s and bo:a.ds of the War Finance Corporation owned by cer­
tain nonresidents, see section 3 of the Fourth Liberty Bond Act, as 
amended ( 40 Stfllt. 1311, § 4; 31 U.S. C. 750) ; 

{ 5) Certificates of indebtedness issued 'aiter Febrn.ary 4, 1910, 
see section 2 of the Act of thfllt date (36 Stat. 192; 31 U.S. C. 
769); 

(6) Consols of 1930, see sectionll of the Act of March 14, 1900 
(31 Stat. 48; 31 u.s.c. 751); · 

(7) Obligations and evidences of ownership issued by the 
United States or any of its ·agencies or instrumentalities on or 
after March 28, 1942, see section 4 of the Public Debt Act of 1941, 
as amended (c. 147, 61 Stat. 180; 31 U.S:C. 742a); 

(8) Commodity Credit Corporation obligations, see section 5 
of the Act of March 8, 1938 (52 Stat. 108; 15 U.S. C. 713a-5) ; 

(9) Debentures issued by Federal Housing Administrator, see 
sections 204 (d) ·and 207 ( i) of the National Housing Act, as 
amended (52 Stat. 14, 20; 12 U.S.C. 1710, 1713); 

(10) Debentures issued to mortgages by United States Mari­
time Commission, see section 1105 (c) of the Merchant Marine 
Act, 1936, as amended (52 Stat. 972; 46 U.S.C. 1275) ; 

(11) Federal Deposit Insurance Corporation obligations, see 
section 15 of the Federal Deposit Insurance Act ( 64 Stat. 890; 12 u.s.c. 1825); 

(12) Federal Home Loan Bank obligations, see section 13 of the 
Federal Home Loan Bank Act, as amended ( 49 Stat. 295, § 8; 12 u.s.a. 1433); 

(13) Federal savings and loan association loans, see section 5 
(h) of the Home Owners' Loan Act of 1933, as amended ( 48 Stat. 
133; u.s.a. 1464); 

(14) Federal Savin~ and Loan Insurance 0orporation obliga­
tions, see section 402 (e) of the National Housing Act ( 48 Stat. 
1257; 12 u.s.a. 1725); 

{1.5) Home Owners' Loan Corporation bonds, see section 4 (c) 
of the Home Owners' Loan Act of 1933, as amended ( 48 Stat. 644, 
c.168; 12 U.S.C.1463); 

(16) Obligations of Central Bank for Cooperatives, production 
credit corporations, production credit associations, and banks for 
cooperatives, see section 63 of the Farm Credit Act of 1933 ( 48 
Stat. 267; 12 u.s.a. 1138c) ; 

(17) Panama Canal bonds, see section 1 of the Act of December 
21, 1904 (34 Stat. 5; 31 U.S.C. 743), section 8 of the Act of June 
28, 1902 (32 Stat. 484; 31 U.S.C. 744), and section 39 of the Tariff 
Act of 1909 ( 36 Stat. 117; 31 U.S.C. 7 45) ; 
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(18} J;>hi~ippine bond.s, etc., issued ~~or~ the independence of 
the Phihppmes, see sectwn 9 of the Phihppme Independence Act 
( 48 Stat. 463; 48 u.s.a. 1239) ; 

(19~ Postal savings bonds, see section 10 of the Act of June 25, 
1910 36 Stat. 817; 39 u.s.a. 760) ; 

(20 Puerto Rican bonds, see section 3 of the Act of March 2, 
1917 as amended (50 Stat. 855; 48 U.S.C. 7 45) ; 

(2i) Treasury notes issued to retire national bank notes, see 
section 18 of the Federal Reserve Act (38 Stat. 268; 12 U.S.C. 
447) ; . l' . _...4-;_. 

(22) United States Housing Authority ob Igatwns, see ~ns 
5 (e) and 20 (b) of the United States Housing Act of 1937 (50 Stat. 
890,898; 42 U.S.C.1405, 1420); . . _ 

(23) Virgin Islands insular and mumcipal bonds, see sectlOil 1 
of the Act of October 27, 1949 (63 Stat. 940; 48 U.S.C. 1403). 

VI. OTHER MATTERS REQUIRED To BE DrscussED UNDER HoUSE RULES 

In compliance with clauses 2(1) (3) and 2(1) (4) of Rule XI of the 
Rules of the House of Representatives, the following statements are 
made. C · d · 

With regard to subdivision (A) of Clause 3,_ the ommittee a VIses 
that its m·ersight findings led It to the conclusiOn ~hat an a:m~l!~nt 
to the Internal Revenue Code is necessary to _esta~hs~ the ehg:tbihty of 
bons issued by the American Falls ResetTon· _Distnc~ fur a dam and 
related facilities for tax-exempt status as mdustrtal development 
bonds. h ·tt 

In compliance with subdivision (B) of Clause 3, t e comm1 ee 
states that the change made in section 103 of the Int.er_na;l Revenue 
Code will produce an annual revenue lo~ of ab<:mt $1 ~Illion at cur­
rent tax rates for the peri?d of matun~y durmg which the bonds 
to be issued will be outstandmg. Al~rnat~vely, the c?st to the F~eral 
Government of construction of thi~ prOJect as a direct expenditUre 
presently is estimated at about $50 million. 

With respect. to subdivi.sions (C) and (D) of Clause 3, the Com­
mittee advises that no estimate or comparison has b~en prepared by 
the Director of the Congressional Budget Offi~e relativ_e to any of the 
provisions of H.R. 9968, nor have a~y oversight findmgs or ~m­
mendations been made by the Committee on Government Operations 
with respect to the subject matter cont.ained in H.R. 9968. . 

In compliance with clause 2(1) (4) of Rule XI, the Cormmttee 
states that the bonds to be issued foll<1wed enactme~t of H.~ 9968 ·~ 
not expected to have an inflationary impact on pnces and m costs m 
the operation of the national economy. 

0 
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Calendar No. 546 
V4m CoNGREss 

1st Session } SENATE { REPORT 
No. 94-570 

TAX EXEMPT STATUS OF OBLIGATIONS USED TO 
PROVIDE CERTAIN IRRIGATION FACILITIES 

DECEMBER 16 (legislative day, DECEMBER 15), 1975.-0rdered to be printed 

Mr. LoNG, from the Committee on Finance, 
submitted the following 

REPORT 
[To accompany H.R. 9968] 

The Committee on Finance, to which was referred the bill (H.R. 
9968) to amend section 103 of the Internal Revenue Code of 1954 
with respect to certain obligations used to provide irrigation facilities, 
having considered the same, reports favorably thereon without amend­
ment and recommends that the bill do pass. 

I. SuMMARY 

H.R. 9968 would clarify the tax-exempt status of obligations the 
proceeds of which are to be used to reconstruct the American Falls 
Dam in Idaho. 

Present law provides that an industrial revenue bond whose proceeds 
are used to build a dam to store water for irrigation purposes may be 
eligible for tax-exempt status. Where, however, the water also has a 
subordinate use in generating electricity the status of the bonds is not 
clear under existing law. The American 'Falls Dam is used J;>rincipally 
for irrigation purposes, but the water has a subordinate use m generat­
ing electricity. H.R. 9968 provides that industrial revenue bonds issued 
in such a case may qualify for exempt status if substantially all of 
the stored water 1s c.ontractually available for irrigation purposes 
and the water is available on reasonable demand to members of the 
general public. 

II. GENERAL EXPLANATION OF THl!: BILL 

Present law provides that interest on obligations of State and local 
governments generally is exempt from Federal income tax. In 1968 
tax-exempt status was withdrawn from industrial developrnent bonds 
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which State and local governmen_ts ~ere ~si~g .to !ffi!l-nce and attract 
private industrial development withm their JUTisdi<?tiOns. 

Industrial development bonds are generally considered t~ be State 
or local obligations,. a major portion of the pro~eds of whiCh are to 
be used in, and repaid ~y, a tax~~le trade ~r busme~s. Su?h bo~ds are 
normally issued to _acqUire a fac~l~ty for p~IVa!-e busmeS:S m which the 
beneficial ownership of the facility remams m the private trade or 
business, although (in order to secure repayment of th~ b~md~) legal 
title normally remains with the State or local umt Issumg the 
obli uations. 

When the industrial development bond limitation was enacted, ex­
ceptions were provided for certain small issues (sec. 1~3 (c) ( 6) ) and 
for certain specified public activities (sec. 103 (c) ( 4)) m whiCh cases 
tax-exempt status was continued. As initially en9;cted, one of the pub­
lic activities for which an exemption was provided (sec. 103(c) (4) 
(E)) was "sewage or solid waste disposal facilities or facilities for the 
local furnishing of electric energy, gas or water." 

In 1971, Congress amended the exception in subparagraph (E) to 
delete "water" and added the present law subparagraph (G) which 
extends the exception to "facilities for the furnishing of water, if 
available on reasonable demand to members of the general public." 

As a result in those cases where obligations are issued for facilities 
for the furni~hing of water which meet the exception (under~~· 1~3 
(c) ( 4) (G) ) but where the water i~ als? used to genera~e electriCity, It 
is uncertam as to whether the obhgatwns would qualify for exempt 
status unless the use of the electric energy meets the "local" furnishing 
test (under sec. 103(c) (4) (E)), which has been interpreted to cover 
an area of two contiguous countie~?. . . . 

The American Falls Reservoir District apphed to the Internal 
Revenue Service in June 1974 for a ruling that bonds to be issued to 
finance the replacement and rehabili~atwn of the A~erican Falls 
Dam would qualify as a tax-exempt Issue under sectiOn 103(c) (4) 
(G). The. I~ternal Revenue ~ervice, ~owev.er, had questio~s of inter­
pretation with respect to the mterrelatwnship of the ~xc.eptwns for f~­
cilities for furnishinu of water and the local furmshmg of electnc 
energy and their application to the specific fa_cts of this case. The _com­
mittee reviewed the facts involved, as described below, and believed 
it is appropriate to specifically except the bond issue in this case as a 
result of the special circumstances. . 

The orig-inal American Falls Dam was ~nstructed m 1~27 by t?e 
Bureau of Reclamation. The dam was restricted to two-thirds of Its 
1.7 million acre foot capacity in 1972 by the Bureau of Reclamation of 
the Department of the Interior for safety reasons becau~e of exces­
sive pressures on the dam which were caused by an alkali-aggregate 
reaction and deterioration in the concrete. . 

Legislation was enacted on December 28, 1973, to permit repl.ace­
ment and rehabilitation of the American Falls Dam by the Amencan 
FaJls Reservoir District, which is a political subdivision of the State 
of Idaho. Replacement of the existing dam. by. the Ame~i?an Falls 
Reservoir District is· an action to be taken m heu of waitmg fo!' a 
Federal appropriation that would enable the Bureau of ReclamatiOn 
to build the replacement dam. 
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The Act of December 28, 1973, also provides that upon completion 
of construction the United States shall take title to the dam as a fea­
ture of the Minidoka Project; located in the upper Snake River basin, 
Idaho. 

As the constructing agent, the American Falls Reservoir District 
was authorized to contract with an electric utility for the use of the 
falling water at the dam for hydroelectirc power generation. Reve­
nues from such a contract with help defer the costs of constructing the 
dam. Prior to the adoption of the Act of D~cember 28, 19J3, the Id9;ho 
Power Company, whiCh is a spaceholder m the reservoir and which 
owns and operates a powerplant below the existing dam, expressed 
interest in the execution of a falling water contract. Subsequent to the 
adoption of the Act, the District, as the constructing agency, entered 
into negotiations with the Secretary of the Interior, th~ Idaho Po.wer 
Company and the other water users for the preparatiOn of various 
contracts including a co;ntract for t?e use of falling wat~r. 

It was intended that m normal circumstances substantially all of 
the falling water would be made available to the Power Company only 
when water was released from the dam for irrigation purposes. There 
has been no intention to release water specifically for use by the Idaho 
Power Company to generate electricity, except for 45,000 acre-feet 
(2.65 percent of the storage capacity) whose release the power com­
pany, in its capacity as a space holder in the irrigation district, can 
schedule for the purpose of generating electric energy. Thus, the use 
of water for electric energy would be subordinated to the use of the 
water for irrigation. 

Although the Federal Government might well eventually com­
pletely finance the reconstruction of the American Falls Dam, the 
American Falls Reservoir District is undertaking the reconstruction 
now in order to make the dam fully operational for the spaceholders 
(rather than the present restricted two-thirds capacity). If it were not 
for the use of the water by the Idaho Power Company for hydro­
electric power generation, any bonds issued by the Reservoir District 
would presently qualify for tax-exempt status. In this case the Idaho 
Power Company has a limited spaceholder right (under 3 percent) 
and is financing a large portion of the debt to assist the reconstruction 
of the dam and has use of the falling- water for its hydroelectric power 
generation purposes. In addition, since the dam is to be turned over to 
the Federal Government after its reconstruction for ownership and 
operation. in effect, this financing can be viewed as saving the Federal 
Government the expenditure it would have had to make to recon­
struct the dam several years in the future. In view of these special 
circumstances, the committee believes it is appropriate to extend tax­
exempt status to the bonds to be issued to finance the reconstruction 
of the dam. 

The. bill adds a new exception to 'industrial development bond treat­
ment to specifically allow tax-exempt status for the bonds issued to 
reconstruct the American Falls Dam. This exception is to apply to 
obligations for a dam which furnishes water for irrigation purposes 
which has a subordinate use in connection with the generation of 
electric energy b:v water if substantially all of the stored water is 
contractually ayailable for release from the dam for irrigation pur-
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poses ai)d if the water released is available on reasonable demand for 
members of the general public. . 

The committee intends that subordinate use of water for generatmg 
electric energy means that less than 10 percent of the normal supply 
of stored water may contractually be scheduled for release by the 
power company and used for generati~g. electric e?ergy. Norm~l 
refers to conditions that generally prevail m the service area of this 
reservoir, and it is recognized that unusually wet or dry weather can 
cause a significant distortion in the 2.65 percent of water contractually 
scheduled for release to be used for generating electric energy. The 
committee intends tnat such unusual circumstances not be guiding 
in determining the subordinate use of water. In addition, normal 
use does not include a temporary increase in water released for the 
power company following contractual default by a spaceholder and 
his water share being made available to other spaceholders under the 
terms of the contract for the construction and operation of the dam 
and its facilities. 

Thus, the provision applies the requirements of subsection (c) ( 4) 
(G) where substantially all of the stored water (under normal 
weather and climatic conditions) is available for release to be used 
for irrigation in the American Falls Reservoir District. The require­
ment that the released water be available on reasonable demand to 
members of the general public is retained in the new subsection (e). 
The committee understands that the American Falls project conforms 
with this requirement. 

The bill is to apply to obligations issued after the date of the enact­
ment of this Act. 

III. CosTs oF CARRYING OUT THE BILL AND EFI''ECT ON THE 
REVENUES OF THE BILL 

In compliance with section 252(a) of the Legislative Reorganiza­
tion Act of 1970, the following statement is made relative to the 
costs to be incurred in carrying out this bill and the effect on the 
revenues of the bill. 

The committee estimates that the bill, relating to the tax-exempt 
status of obligations used to provide certain i:r~gat~on facilities, will 
result in an annual revenue loss of about $1 m1lhon m each of the five 
fiscal years following the current fiscal year. No revenue loss is ex­
pected in the current fiscal year. 

IV. VoTE OF CoMMITI'EE IN REPORTING THE BILL 

In compliance with section 133 of the Legislative Reorganization 
Act, as amended, the following statement is made relative to the 
vote of the committee on· reporting the bill. This bill was ordered 
favorably reported by the committee without a rollcall vote and 
without objection. 

V. CHANGES IN ExiSTING LAw 

In compliance with subsection . ( 4) ?f. rule XXIX of the S~and­
ing Rules of the Senate, changes m existmg law made by the b1ll, as 
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reported, are shown as follows (existing law prqposed to be omitted 
is enclosed in black brackets, new matter is printed in italic, exist­
ing law in which no change is proposed is shown in roman) : 

INTERNAL REVENUE CODE OF 1954 

* * * * * * * 
Chapter 1-N ormal Taxes and Surtaxes 

* * * * * * * 
Subchapter B-Computation of Taxable Income 

* * * * * * * 
Part III-Items Specifically Excluded From Gross Income 

Sec.l03. Interest on Certain Governmental Obligations. 

(a) GENERAL RULE.-Gross income does not include interest on­
(1) the obligations of a Stateia Territorv, or a possession of the 

United States, or any politica subdivision of any of the fore­
goinr, or of the District of Columbia; 

(2 the obligations of the United States; or 
( 3 the obligations of a corporation organized under Act of 

Congress, if such corporation is an instrumentality of the United 
States and if under the respective Acts authorizing the issue of 
the obligations the interest is wholly exempt from the taxes im­
posed by this subtitle. 

(b) ExcEPTION.-Subsection (a) (2) shall not apply to interest on 
obligations of t~e Unite? States issued ~fter September 1,1917 (other 
than J?OStal savmgs certificates of deposit, to the extent they represent 
deposits made before March 1, 1941), unless under the respective Acts 
authorizing the issuance thereof .such interest is wholly exempt from 
the t axes imposed by this subtitle. 

(c) INDUSTRIAL DEVELOPMENT BoNns.-
(1) SUBSECTION (a) (1) NOT TO APPLY.-Except as otherwise 

provided in this subsection, any industrial development bond shall 
be treated as an obligation not described in subsection (a) ( 1). 

(2) INDUSTRIAL DEVELOPJIIENT BOND.-For purposes of this sub­
section, the term "industrial development bond" means any 
obligation- . 

(A) which is issued as part of an issue all or a major por­
tion of the proceeds of which are to be used directly or indi­
rectly in any trade or business carried on by any person who 
is not an exempt person (within the meaning of paragraph 
(3) ), and 

(B) the payment of the principal or interest on which 
(under the terms of such obligation or any underlying ar­
rangement) is, in whole or in major part-

(i) secured by any interest in property used or to be. 
used in a trade or business or in payments in respect of 
such property, or 
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{ii) to be derived from payments in respect of prop­
erty, ~r borrowed money, used or to be used in a trade 
or busmess. 

(3) ExEMPT PERSON.-For purposes of paragraph (2) (A), the 
term "exempt person" means-

(A) a governmental unit, or 
(B) an organization described in section 501(c) {3) and 

exempt from tax under section 501 (a) (but only with respect 
to a trade or business carried on by such organization which 
is not an unrelated trade or business, determmed by applying 
section 513 (a) to such organization). 

{4) CERTAIN EXEMPT AOI'IVITIES.-Paragraph (1) shall not 
apply to any obligation which is issued as part of an issue sub­
stantially all of the proceeds of which are to be used to provide­

( A) residential real property for family units, 
(B) sports facilities, 
(C) convention or trade show facilities, 
(D) airports, docks; wharves, mass commuting- facilities, 

parking facilities, or storage or training facilities directly 
related to any of the foregoing, 

(E) sewage or solid waste disposal facilities or facilities 
for the local furnishing of electric energy or gas, 

(F) air or water pollution control facilities, or 
(G) facilities for the furnishing of water, if available on 

reasonable demand to members of the general public. 
(5) INDUSTRIAL PARKs,-Paragraph (1) shall not apply to any 

obligation issued as part of an issue substantially all of the pro­
ceeds of which are to be used for the acquisition or development 
of land as the site for an industrial park. For purposes of the 
preceding sentence, the term "development of land" includes the 
provision of water, sewage, drainage, or similar facilities, or of 
transportation, power, or communication facilities, which are 
incidental to use of the site as an industrial park, but, exceft with 
respect to such facilities, does not include the provision o struc­
tures or buildings. 

(6) ExEMPTION FOR CERTAIN SMALL ISSUES.-
(A) IN GENERAL.-Paragraph (1) shall not apply to any 

obligation issued as part of an issue the aggregate authorized 
face amount of which is $1,000,000 or less and substantially 
all of the proceeds of which are to be used (i) for the acqui­
sition, construction, reconstruction, or improvement of land 
or property of a character subject to the allowance ~or de­
preciation, or ( ii) to redeem part or all of a prior issue which 
was issued for purposes described in clause (i) or this clause. 

(B) CERTAIN PRIOR ISSUES TAKEN INTO ACCOUNT.-If-
( i) the proceeds of two or more issues of obligations 

(whether or not the issuer of each such issue is the same) 
are or will be used primarily with respect to facilities 
located in the same incorporated municipality or located 
in the same county (but not in any incorporated 
municipality), 

· (ii) the principal user of such facilities is or will be 
the same person or two or more related persons, and 
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(iii) but for this subJ?aragraph, subparagraph (A) 
would apply to each such 1ssue, . . . 

then for purposes of subparagraph (A), m determmmg the 
agg~egate face amount of any later issue there shall be taken 
into account the face amount o~ obligation~ issued under all 

rior such issues and outstandmg at the t1J?e ~f such .Iat~r 
ksue (not including as outstanding any obl~gatwn which IS 
to be redeemed from the proceeds of the later 1ss~e) · 

(C) RELATED PERSONS.-For purposes of this paragraph 
and paragraph (7), a person is a related person to another 
person if- 1 

(i) the relationship between such J?ersons would resu t 
in a disallowance of losses under sectwn 267 or 707 (b), or 

(ii) such persons are members ?f the _:>arne controlled 
group of corporations (as defined m secti.on 15?3 (a), ex­
cept that "more than 50 percent': shall be substlt~ted for 
"at least 80 percent" each place It appears therem}. 

(D) $5,000,000 LIMIT I~ CERTAI~ CASES.-At the electiOn of 
the issuer, made at such time and m sue~ manner a~ the S~c­
retary or his .delega~e shall by regulatiOns ~rescribe, with 
respect to any Issue this para~aph shall be app 1ed- . 

( i) by substitutmg $5,000,000" for "$1,000,000" m 
subparagraph (A), and 

( ii) in determining the aggregate fact amount of such 
issue, by taking into account not only the amount de­
scribed in subparagraph. (B), b~t also the aggz:eg-~te 
amount of capital expenditures WI~h resJ?ect to facih~1es 
described in subparagraph (E) pa1d or mcurred durmg 
the 6-year period beginning 3 years before the date of 
such Issue and ending 3 years after such date (and 
financed otherwise than out of the proceed~ of outs~and­
ing issues to which subparagrap~ (A) appl~ed), as If th.e 
aggregate amount of such cap.Ital expendi.ture~ consti­
tuted the face amount of a pnor outstandmg Issue de­
scribed in subparagraph (B). 

(E) FACILITIES T~.KEN INTO .A.C<?OUNT.-~or purp<?seS of 
subparagraph (D).(~I), the facilities described m this sub-
paragraph are facilities- . . . 

(i) located in the sa.me incorpora~d mu~nmpahty or 
located in the same county (but not m any mcorporated 
municipality), and . 

(ii) the principal user of which is or w1ll be the same 
person or two or more related perso~s. . 

For purposes of clause <D, the determmatwn of whe~her or 
not facilities are located m the same g?ve~ental ~mt shall 
be made as of the date of issue of the 1ssue m questiOn. 

(F) CERTAIN CAPITAL EXPENDITURES NOT T~KEN INTO .AC­
COUNT.-For purposes of subparagraph (D) (n), any r.apital 
expenditure--

( i) to replace property destroyed or damage.d by fire, 
storm or other casualty, to the extent of the fair market 
value' of the property replaced, . 

(ii) required by 9; ch1~nge made after the date of ISsue 
of the issue m question m a Federal or State law or local 
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ordinance of general ll:PPlication or required by a ehange 
mad~ af~er ~uch date m rules and regulations of general 
ap_phcation Issued under such a law or ordinance or 

(iii) required by circumstances which coi1ld ~ot be 
reasonably foreseen on such date of issue or arising out 
of a mi~take o,f law or fa~t (but the aggregate amount of 
expenditures not taken mto account under this clause 
with respect to any issue shall not exceed $1 000 000) 
shall not be taken into accollllt. ' ' ' 

(G) LIMITATION~~ LO~S OF TAX F.XEMPTI<?N.-In applying 
subparagraph (D) (n) with respect to capital expenditures 
made af~er the date of any issue, no obligation issued a~ a part 
of such. Issue shall be treated as an obligation not described in 
sub~ect10n (a) (1) by reason ~f any such expenditure for any 
period before the date on whiCh such expenditure is paid or 
mcurred. 
. (H) . CE~TAI~ REFINANCING ISSUES.- In the case of any 
Issue descnbed m subparagraph (A) (ii), an election may be 
m~de under subparagraph (D) only if all of the prior issues 
be~ng redeemed. are issues to which subJ?aragraph (A) ap­
plies. In appl~mg_ subparagraph (D) (1i) with respect to 
~uch a refinancmg Issue, capital expenditurE's shall bP. taken 
m~o a?count o~ly for purposes of determining whether the 
prior Issues bemg redeemed qualified (and would have con­
tinued to qualify) under subpara8'raph (A). 

_('7) ExcEPTION.-Pat:agr~phs (4), (5),and (6) shallnotapply 
With respect to any obl_Igabon for 3:ny period during which it is 
held by a person who Is a substantial user of the facilities or a 
related person. 

(d) ARBITRAGE BONDS.-
(1) SUBSEC!ION (a) (1~ NOT TO APPLY.-Except as provided in 
t~Is subsectiOn, any arbitrage bond shall be treated as an obliga­
tion not described in subsection (a) ( 1). 

(2) ARBITRAGE BONo.-For purposes of this subsection, the term 
"ar_bitrage bond" ll?-eans a~y obligation which is issued as part of 
an Issue all or a maJor portiOn of the proceeds o.f which are reason­
ably expected to ~ used d_i~tly ?r !ndirectly-. 

(A) to acquire secunties (withm the meamng of section 
165(g-) (2). (A) or (B) or obligations (other than obligations 
described m sub~ection .(a) (1)) which may be reasonably 
e~pected at the time of Issuance of such issue, to produce a 
y1el~ ov~r the term of th~ issue which is materially higher 
( takmg mto a<X:ount any discount or premium) than the yield 
on obligations of such issue, or · 

(B) ~o replac~ .funds w¥ch :were used directly or indirectly 
to acqmre secunties or obhgat10ns described in subparagraph (A). 

(3) ExcEPTION.-Paragraph (1) shall not apply to any obli­gation-

(A) which is issued as part of an issue substantially all of 
the proceeds of which are reasonably expected to be used to 
provide permanent financing for real property used or to be 

S.R 570 

9 

used for residential purposes for tJ;te personn~l of an educa­
tional institution (within the meanmg of sect10n 151(e) (4)) 
which grants baccalaureate or higher degrees, or to replace 
funds which were so used, and . . 

(B) the yield on which over the term of the Issue I~ not 
reasonably expected, at the time of ~ssuance of. suc.h ISSue, 
to be subStantially low~r than. tJ;te yield on ob~IgatiOns ac­
quired or to be acquired m proVIding such financm~. . 

This paragraph shall not apply with respect to any. obhgabtion ~o~ 
any period during which it is held by a person who ~sa su ;tah~I~ 
user of :property financed by the proceeds of the ISS~i o ( W. t~~ 
such obligation is a part, or by a member of the fami Y Wl m 
the meaning of section 318 (a) ( 1) ) of any such perso(n. bl' 

( 4) SPECIAL RULES.-For purposes of paragraph 1), an o Iga­
tion shall not be treated as an arbitrage bond solely by reason of 
the fact that- · bl' t' · 

(A) the proceeds of the issue of whiCh su.ch ~ Iga w.n. IS 
a part may be i:l!vested ~or a temporary penod m securities 
or other obligatiOns llll~Il such I!roceeds are needed for the 
purpose for which such Issue was Issued, or . 

(B) an amount of the proceeds of. the iss~e. of whiCh such 
obligation is a part may be invested m securit~es or other ob­
ligations which are part of a reasonably reqmred reserve or 
replacement fund. d 15 

The amount referred to in subparagraph (B) shall n~t ex~ee. 
percent of the ·proceeds of the issue of which su.ch obhgat10n Is .a 
part tmless the issuer establishes that a higher amount IS 
necessary. · · · h 11 

(5) Riou:rirtoNs.-The Secretary or his delegate s a pre-
scribe such regulations as may be necessary to carry out the pur-

. poses <>f this subsection. . . 
(e) CERTAIN IRRIGATION DAMS.-A dam for the f u_1'11iUJhing of wa~er 

for irrigation '{J'Uirposes which has a subordinate use m connectwn w~th 
the generation of electric e"fR'rg'!l by water ~hall be treated as meetmg 
the requi.r·ements of subsectwn (c) (4) (G) if- . 'l 

· (1) mbstantially all of the stored. WCf-ter .zs contractually ava~ -
able for release from such dam for ~'f'r'tgatwn purposes, and 

(2) the water so released is a1-•ailable on reasonable demand to 
members of th8 general public. 

[ (e)] (/) Cn?s.s REFERE~cEs.-
For provisiOns relatmg to the taxable status of- . 
(1) Bonds and certificates of indebtedness authorized by the 

First Liberty .Bond Act1 see sections 1 and 6 of that Act ( 40 Stat. 
35,36; 31 u.s.c. 746, 755.); . . 

(2) Bonds issued to restore or mamtam the gold reserve, see 
section 2 of the Act of March 14, 1900 (31 Stat. 46; 31 U.S.C. 
40%) Bonds, notes, certificates of indebtedness, and Tr~asury 
bills authorized by the Second Liberty Bond Act, see sect10ns 4, 
5 (b) and .(d) , 7, 18 (b) and 22(d) of the Act as amended (40 
Stat. 290; 46 Stat. 20, 775; 40 Stat. 291, 1310; 55 Stat. 8; 31 U.S. C. 
752a, 754,747, 753,757c); 
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( 4) Bonds, notes, and certificates of indebtedness of the United 
States and bonds of the War Finance Corporation owned by cer­
tain nonresidents, see section 3 of the Fourth Liberty Bond Act, as 
amended ( 40 Stat.1311, ~ 4; 31 U.S. C. 750) ; 

( 5) Certificates of indebtedness issued after February 4, 1910, 
see section 2 of the Act of that date (36 Stat. 192; 31 U.S.C. 769); 

(6) Consols of 1930, see section 11 of the Act of March 14, 1900 
( 31 Stat. 48; 31 U.S.C. 751) ; 

(7) Obligations and evidences of ownership issued by the 
United States or any of its agencies or instrumentalities on or 
after March 28, 1942, see section 4 of the Public Debt Act of 1941, 
as amended (c.147, 61 Stat.180; 31 U.S.C. 742a); 

( 8) Commodity Credit Corporation obligations, see section 5 
of the Act of March 8, 1938 (52 Stat. 108; 15 U.S. C. 713a-5) ; 

( 9) Debentures issued by Federal Housing Administrator, see 
sections 204 (d) and 207 ( i) of the National Housing Act, as 
amended (52 Stat. 14, 20; 12 U.S. C. 1710, 1713) ; 

(10) Debentures issued to mortgages by United States Mari­
time Commission, see section 1105 (c) of the Merchant Marine 
Act, 1936 as amended (52 Stat. 972; 46 U.S. C. 1275) ; 

(11) Federal Deposit Insurance Corporation obligations, see 
section 15 of the Federal Deposit Insurance Act ( 64 Stat. 890; 12 u.s.c. 1825) ; 

(12) Federal Home Loan Bank obligations, see section 13 of the 
Federal Home Loan Bank Act, as amended ( 49 Stat. 295, § 8; 12 u.s.c. 1433); 

(13) Federal savings and loan association loans, see section 5 
(h) of the Home Owners' Loan Act of 1933, as amended ( 48 Stat. 133; u.s.c. 1464); 

(14) Federal Savin~ and Loan Insurance Corporation obliga­
tions, see section 402 (e) of the National Housing Act ( 48 Stat. 
1257; 12 U.S.C.1725); . 

(15) Home Owners' Loan Corporation bonds~ see section 4(c) 
of the Home Owners' Loan Act of 1933, as amencted ( 48 Stat. 644, 
c.168; 12 U.S.C.1463); 

(16) Obligations of Central Bank for Cooperatives, production 
credit corporations, production credit associations, and banks for 
cooperatives, see section 63 of the Farm Credit Act of 1933 ( 48 
Stat. 267; 12 U.S.C.1138c); 

( 17) Panama Canal bonds, see section 1 of the Act of December 
21, 1904 (34 Stat. 5; 31 U.S.C. 743), section 8 of the Act of June 
28, 1902 (32 Stat. 484; 31 U.S.C. 744), and section 39 of the Tariff 
Act of 1909 (36 Stat.117; 31 U.S.C. 745); 

(18) Philippine bonds, etc., issued before the independence of 
the Philippines. see section 9 of the Philippine Independence Act 
( 48 Stat. 463; 48 U.S.C. 1239); 

(19) Postal savin~ bonds. see section 10 of the Act of June 25, 
1910 (36 Stat. 817; 39 U.S.C. 760); 

(20) Puerto Rican bonds. see section 3 of the Act of March 2, 
1917, as amended (50 Stat. 855; 48 U.S.C. 745) ; 
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. d to ret ire national bank notes, see 
(21) Treasury notes lSSl uRe Act (38 Stat. 268; 12 U.S.C. t . 18 of the Federa eserve sec wn . 

447) · A th 't obligat ions see sectwns 
( 22) United States ~o~id§t ~ f{~Jsing Act of 1937 (50 Stat . 5(e) and20(b) ofthe m a 

890 898 ; 42 U.S.C. 140~, 14yO); d municipal bonds see section 1 
(23) Virgin0Islabnds271n~~;; (a~ Stat. 940 ; 48 U.S.b.1403). of the Act of cto er ' 

0 
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Rint~~fourth «rongrrss of tht ilnittd ~tatrs of :dmcrica 
AT THE FIRST SESSION 

Begun and held at the City of Washington on Tuesday, thefouneenth day of January, 
one thousand nine hundred and seventy1ive 

Sin Slct 
To change certain income tax provisions of the Internal Revenue Code of 1954-, 

and for other purposes. 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, 
SECI'ION 1. SHORT TITLE. 

This Act may be cited as the "Revenue Adjustment Act of 1975". 
SEC. lA. DECLARATION OF POLICY. 

(a) Congress is determined to continue the tax reduction for the 
first 6 months of 1976 in order to assure continued economic recovery. 

(b) Congress is also determined to continue to control spending 
levels in order to reduce the national deficit. 

(c) Congress reaffirms its commitments to the procedures estab­
lished by the Congressional Budget and Impoundment Control Act 
of 1974 under which it has already established a binding spending 
ceiling for the fiscal year 1976. 

(d) If the Congress adopts a continuation of the tax reduction 
proVIded by this Act beyond June 30, 1976, and if economic conditions 
warrant doing so, Congress shall provide, through the procedures in 
the Budget Act, for reductions in the level of spending in the fiscal 
year 1977 below what would otherwise occur, equal to any additional 
reduction in taxes (from the 1974 tax rate levels) provrded for the 
fiscal year 1977: Provided, lwwever, That nothing shall preclude the 
right of the Congress to pass a budget resolution containing a higher 
or lower expenditure figure if the Congress concludes that this is war­
ranted by economic conditions or unforeseen circumstances. 
SEC. 2. INDIVIDUAL INCOME TAX REDUCI'IONS. 

(a) Low INCOME ALLOWANCE.-
( 1) INCREASE.-Subsection (c) of section 141 of the Internal 

Revenue Code of 1954 (relating to low income allowance) is 
amended to read as follows : 

" (c) Low INCOME ALLOWANCE.-
" ( 1) IN GENERAL.-The low income allowance is­

" (A) $2,100 in the case of-
"(i) a joint return under section 6013, or 
"(ii) a surviving spouse (as defined in section 2(a) ), 

"(B) $1,700 in the case of an individual who is not married 
and who is not a surviving spouse (as so defined), or 

"(C) $1,050 in the case of a married individual' filing a 
separate return. 

"(2) APPLICATION OF 6-MONTH RULE.-Notwithstandingthe pro­
visions of paragraph (1), the following amounts shall be substi­
tuted for the amount set forth in paragraph ( 1)-

"(A) '$1,700' for '$2,100' in subparagraph (A), 
"(B) '$1,500' for '$1,700' in subparagraph (B/:, and 
"(C) '$850' for '$1,050' in subparagraph (C).'. 

(2) CHANGE IN FILING REQUIREMENTS TO REFLECT INCREASE IN 
LOW INCOME ALLOWANCE.-Paragraph (1) (A) of section 6012(a) 
of such Code (relating to persons requrred to make returns of 
income) is amended-
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(A) by striking out "$2,350" in clause (i) of such para­
graph and inserting in lieu thereof "$2,450"; 

(B) by striking out "$2,650" in clause (ii) of such para­
graph and inserting in lieu thereof "$2,850"; and 

(C) by striking out "$3,400" in clause (iii) of such para­
graph and inserting in lieu thereof "$3,600". 

(b) PERCENTAGE STANDARD lliDUCTION.-
(1) lNCREASE.-Subsection (b) of section 141 of such Code 

(relating to percentage standard deduction) is amended to read 
as follows: 

"(b) PERcENTAGE STANDARD DEDuCTION.-
"(1) GENERAL RULE.-The percentage standard deduction is an 

amount equal to 16 percent of adjusted gross income but not to 
exceed-

"(A) $2,800 in the case of-
" ~i) a joint return under section 6013, or 
" h) a surviving spouse (as defined in section 2 (a) ) , 

"(B) 2,400 in the case of an individual who is not married 
and who is not a surviving spouse (as so defined), or 

"(C) $1,400 in the case of a married individual filing a 
separate return. 

"(2) APPLICATION OF 6-MONTH RULE.-Notwithstanding the pro­
visions of paragraph ( 1) of this subsection, the following amounts 
shall be substituted for the amounts set forth in paragraph (1)­

" (A) '$2,400' for '$2,800' in subparagraph (A), 
" (B) '$2,200' for '$2,400' in subparagraph (B), and 
"(C) '$1,200' for '$1,400' in subparagraph (C).". 

( 2) CoNFORMING AMENDMENTs.-Section 3402 ( m) of such Code 
(relating to withholding allowances based on itemized deductions) 
isamended-

(A) by striking out "$2,600" in paragraph (1) (B) and in­
aerting in lieu thereof "$2,800", and 

(B) by striking out "$2,300" in such paragraph and insert­
ing in lieu thereof "$2,400". 

(c) EARNED INCOME CREniT.-Subsections (a) and (b) of section 
43 of such Code (relating to earned income credit) are amended to 
read as follows : 

"(a) ALLoWANCEOFCREDIT.-
"(1) GENERAL RULE.-ln the case of an eligible individual, 

there shall be allowed as a credit against the tax imposed by this 
chapter for the taxable year an amount equal to 10 percent of so 
much of the earned income for the taxable year as does not 
exceed $4,000. 

"(2) APPLICATION OF 6-MONTH RULE.-Notwithstanding the 
provisions of paragraph (1), the term '5 percent' shall be sub­
stituted for the term '10 percent' where it appears in that para­
graph.". 

"(b) LIMITATION.-
"(1) GENERAL RULE.-The amount of the credit allowable to 

a taxpayer under subsection (a) for any taxable year shall be 
reduced (but not below zero) by an amount equal to 10 percent 
of so much of the adjusted gross mcome (or, if greater, the earned 
income) of the taxpayer for the taxable year as exceeds $4,000. 

"(2) APPLICATION OF 6-MONTH RULE.-Notwithstanding the 
provisions of paragraph (1), the term '5 percent' shall be sub­
stituted for the term '10 percent' where it appears in that 
paragraph.". 
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(d) DISREGARD OF REFuND.-Any refund of Federal income taxes 
made to any individual by reason of section 43 of the Internal Reve­
nue Code of 1954 ( relatmg to earned income credit) shall not be 
taken into account as income or receipts for purposes of determining 
the eligibility, for the month in which such refund is made or any 
month thereafter which begins prior to July 1, 1976, of such indi­
vidual or any other individual for benefits or assistance, or the 
amount or extent of benefits or assistance, under any Federal pro­
gram or under any State or local :program financed in whole or in 
part with Federal funds, but only d such individual (or the family 
unit of which he is a member) is a recipient of benefits or assistance 
under such a program for the month before the month in which such 
refund is made. 

(e) EXTENSION OF CERTAIN Low-INCOME ALLOWANCE, PERCENTAGE 
STANDARD DEDUCTION, AND TAx CREDIT PRoVIsioNs.-The last sentence 
of section 209 (a) of the Tax Reduction Act of 1975 is amended to read 
as follows: "The amendments made by section 201 (a) and 202 (a) 
shall cease to apply to taxable years ending after December 31, 1975; 
those made by sections 201 (b), 201 (c), and 203 shall cease to apply to 
taxable years ending after December 31, 1976.". 

(f) ExTENSION oF EARNED INCoME CREDIT.-Section 209(b) of the 
Tax Reduction Act of 1975 (relating to effective date for section 204) 
is amended by striking out "January 1, 1976," and inserting in lieu 
thereof "January 1, 1977.". 

(g) EFFECTIVE DATE.-The amendments made by this section apply 
to taxable years ending after December 31, 1975, and before Janu­
ary 1,1977. 
SEC. 3. TAXABLE INCOME CREDIT. 

(a) TAXABLE INCOME 0REniT.-
(1) IN GENERAL.-Section 42 of the Internal Revenue Code of 

1954 (relating to credit for personal exemptions) is amended to 
read as follows : 

"SEC. 42. TAXABLE INCOME CREDIT. 
"(a) ALLOWANCE OF CREDIT.-

"(1) IN GENERAL.-ln the case of an individual, there shall be 
allowed as a credit against the tax imposed by this chapter for the 
taxable year an amount equal to the greater of-

" (A) 2 percent of so much of the taxpayer's taxable income 
for the taxable year as does not exceed $9,000; or 

"(B) $35 multiplied by each exemption for which the tax­
payer is entitled to a deduction for the taxable year under 
subsection (b) or (e) of section 151. 

"(2) APPLICATION OF SIX-MONTH RULE.-Notwithstanding the 
provisions of paragraph (1) of this subsection, the percentage 
"1 percent" shall be substituted for "2 percent" in subparagraph 
(A) of such paragraph, and the amount "$17.50" shall be substi­
tuted for the amount "$35" in subparagraph (B) of such 
paragraph. 

"(h) APPLICATION WITH OTHER CREDITs.- The credit allowed by 
subsection (a) shall not exceed the amount of the tax imposed by this 
chapter for the taxable year. In determining the credits allowed 
under-

" ( 1) section 33 (relating to foreign tax credit) , 
"(2) section 37 (relating to retirement income credit), 
" ( 3) section 38 (relating to investment in certain depreciable 

property), 
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" ( 4) section 40 (relating to expenses of work incentive pro­
grams),and 

" ( 5) section 41 (relating to contributions to candidates for 
public office) , 

the tax imposed by this chapter shall (before any other reductions) 
be reduced by the credit allowed by this section. 

" (c) SPECIAL RULE FOR MAruuEn INDIVIDUALS FILING SEPARATE 
RETURNS.-

"(1) IN GENERAL.-Notwithstanding subsection (a), in the case 
of a married individual who files a separate return for the tax­
able year, the amount of the credit allowable under subsection 
(a) for the taxable year shall be equal to either-

"(A) the amount determmed under paragraph (1) (A) 
of subsection (a) ; or 

"(B) if this subparagraph applies to the individual for 
the taxable year, the amount determined under paragraph 
(1) (B) of subsection (a)· 

For purposes of the precedmg sentence, paragraph (1) of sub­
section (a) shall be applied by substituting '$4,500' for '$9,000'. 

"(2) APPLICATION OF PARAGRAPH (1) (B).-Subparagraph (B) 
of paragraph (1) shall apply to any taxpayer for any taxable 
year if-

"(A) such taxpayer elects to have such subparagraph apply 
for such taxable year, and 

"(B) the spouse of such taxpayer elects to have such sub­
paragraph apply for any taxable year corresponding, for 
purposes of section 142 (a), to the taxable year of the 
taxpayer. 

Any such election shall be made at such time, and in such manner, as 
the Secretary or his delegate shaH by regulations prescribe. 

"(3) MARITAL STATUs.-For purposes of this subsection, the 
determination of marital status shall be made under section 143. 

"(d) CERTAIN PERSoNs NoT ELIGmLE.-This section shall not ap{llY 
to any estate or trust, nor shall it apply to any nonresident ahen 
individual.". 

(2) CLERICAL AMENDMENT.-The table of sections for subpart A 
of part IV of subchapter A of chapter 1 of such Code is amended 
by striking out the item relating to section 42 and inserting in lieu 
thereof the following : 

"Sec. 42. Taxable income credit.". 

(b) EFFECTIVE DATE.-The amendments made by subsection (a) 
shall apply to taxable years ending after December 31, 1975. Such 
amendments shall cease to apply to taxable years ending after Decem­
ber 31, 1976. 
SEC. 4. CORPORATE TAX RATES AND SURTAX EXEMPTION. 

(a) CoRPORATE NoRMAL TAx.-Section ll(a) of the Internal Rev­
enue Code of 1954 (relating to corporate normal tax) is amended to 
read as foHows : 

"(b) NoRMAL TAx.-
" ( 1) GENERAL RULE.- The normal tax is equal ~ 

" (A) in the case of a taxable year ending after Decem­
ber 31, 1976, 22 percent of the taxable income, and 

"(B) in the case of a taxable year ending after Decem­
ber 31,1974, and before January 1,1977, the sum of-

" ( i) 20 percent of so much of the taxable income as 
does not exceed $25,000, plus 
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" ( ii) 22 percent of so much of the taxable income as 
exceeds $25,000. 

" ( 2) SIX -MONTH APPLICATION OF GENERAL RULE.-
"(A) CALENDAR YEAR TAXPAYERS.-Notwithstanding the 

provisions of paragraph (1), in the case of a taxpayer who 
has as his taxable year the calendar year 1976, the normal 
tax for such ta.xable year is equal to the sum of-

" ( i) 21 percent of so much of the taxable income as 
does not exceed $25,000, plus 

" ( ii) 22 percent of so much of the taxable income as 
exceeds $25,000. 

"(B) FISCAL YEAR TAXPAYERS.-Notwithstanding the pro­
visions of paragraph (1), in the case of a taxpayer whose tax­
able year 1s not the calendar year, effective on July 1, 1976, 
paragraph (1) shall cease to apply and the normal tax shall 
be 22 percent.". 

(b) CoRPORATE SURTAx.-Section 11 (c) of such Code (relating 
to surtax) is amended to read as follows : 

"(c) SURTAX.-
" ( 1) GENERAL RULE.-The surtax is 26 percent of the amount 

by which the taxable income exceeds the surtax exemption for 
the taxable year. 

"(2) SPECIAL RULE FOR 1976 FOR CALENDAR YEAR TAXPAYERS.­
Notwithstanding the provisions of paragraph (1), in the case 
of a taxpayer who has as his taxable year the calendar year 1976, 
the surtax for such taxable year is--

"(A) 13 percent of the amount by which the taxable 
income exceeds the $25,000 surtax exemption (as in effect 
under subsection (d) (2)) but does not exceed $50,000, plus 

"(B) 26 percent of the amount by which the taxable 
income exceeds $50,000.". 

- (Cf SURTAX EXEMPTroN.-Section ll(d} of such Code (relating to 
surtax exemption) is amended to read as follows : 

"(d) SURTAX EXEMPTION.-
"(1) GENERAL RULE.-For purposes of this subtitle, the surtax 

exemption for any taxable year is $50,000, except that, with respect 
to a. corporation to which section 1561 or 1564 (relating to surtax 
exemptions in case of certain controlled corporations) applies for 
the taxable year, the surtax exemption for the taxable year is the 
amount determined under such section. 

"(2) SIX-MONTH APPLICATION OF GENERAL RULE.-Notwithstand­
ing the ~rovisions of paragraph ( 1 )-

' (A) CALENDAR YEAR TAXPAYERS.- In the case of a taxpayer 
who has as his taxable year the calendar year 1976, the pro­
visions of paragraph (1) shall be applied for such taxable 
~ear by substituting the amount '$25,000' for the amount 
$50 000' appearing therein. 

"(B) FISCAL YEAR TAXPAYERS.- ln the case of a taxpayer 
whose taxable year is not the calendar year, effective on July 1, 
1976, paragraph (1) shall be applied by substituting the 
amount '$25,000' for the amount '$50,000' appearing therein, 
and such substitution shall be treated, for purposes of section 
21, as a change in a rate of tax.". 

(d) TEcHNICAL AND CoNFORMING CHANGES.-
(1) Section 1561 (a) (1) of such Code (relating to limitations on 

certain multiple tax benefits in the case of certain controlled cor­
porations) as such section is in effect for taxable years endin~ 
after December 31, 1975, is amended by striking out "$25,000' . 
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Section 962 (c) of such Code (relating to surtax exemption for 
individuals electing to be subJect to tax at corporate rates) as 
such section is in effect for taxable years endin~ after Decem­
ber 31, 1975, is amended by striking out "$25,000 ' and inserting 
in lieu thereof "the surtax exemption". 

{2) Section 21(f) of such Code (relating to increase in surtax 
exemptions) is amended-

( A) by striking out "INCREASE" in the caption and insert­
ing "CHANGE" in heu thereof, and 

(B) by inserting after "Tax Reduction Act of 1975" the 
following: "and the change made by section 3 (c) of the 
Revenue Adjustment Act of 1975". 

(e) EFFECTIVE DATES.-The amendments made by subsections (b), 
(c), and (d) apply to taxable years beginning after December 31, 
1975. The amendment made by subsection (c) ceases to apply for tax­
able years beginning after December 31, 1976. 
SEC. 5. WITHHOLDING; ESTIMATED TAX PAYMENTS. 

(a) WITHHOLDING.-
{1) IN GENERAL.-Section 3402(a) of the Internal Revenue 

Code of 1954 (relating to income tax collected at source), as 
amended by section 205 of the Tax Reduction Act of 1975, is 
amended by inserting after the second sentence thereof the fol­
lowing: "The tables so prescribed with respect to wages paid 
after December 31,1975, and before July 1, 1976, shall be the same 
as the tables prescribed under this subsection which were in 
effect on December 10, 1975.". 

(2) TECHNICALAMENDMENT.-Section 209{c) oftheTax Reduc­
tion Act of 1975 is amended by strikinl?, out "January 1, 1976" 
and inserting in lieu thereof "July 1, 1976 '. 

(b) ESTIMATED TAx PAYMENTS BY INDIVIDUALS.- Section 6153 of 
such Code (relating to installment payments of estimated income 
tax by individuals) is amended by adding at the end thereof the 
followin~g new subsection : 

"(g) SIX-MONTH APPLICATION oF REVENUE ADJUSTMENT AcT OF 
1975 CHANGES.-In the case of a taxpayer who has as his taxable year 
the calendar year 1976, the amount of any installment the payment 
of which is required to be made after December 31, 1975, and before 
July 1~1976, may: be computed without regard to section 42{a) (2), 
43~) 2), 43{b) (2), 141(b) {2), or 141(c) (2).". 

c) STIMATED TAx PAYMENTS BY CoRPORATIONs.-Section 6154 of 
sue Code (relating to installment payments of estimated income 
tax by corporations) is amended by adding at the end thereof the 
following new subsection : 

"(h) Six-MoNTH APPLICATION OF REVENUE ADJUSTMENT ACT OF 
1975 CHANGEs.-In the case of a corporation which has as its taxable 
year the calendar year 1976, the amount of any installment the payment 
of which is required to be made after December 31, 1975, and before 
July 1, 1976, may be computed without regard to sections ll(b) (2), 
ll(c) (2),andll(d) (2).". 
SEC. 6. ROLLING STOCK. 

(a) ExcLUSION FROM INCOME.-Section 883 (a) of the Internal 
Revenue Code of 1954 is hereby amended by adding at the end thereof 
the following new paragraph: 

"(3) RAILROAD ROLLING STOCK OF FOREIGN CORPORATIONS.-Earn­
ings derived from payments by a common carrier for the use on a 
temporary basis (not expected to exceed a total of 90 days in any 
taxable year) of railroad rolling stock owned by a corporation of 
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a foreign country which grants an equivalent exemption to cor­
porations organized in the United States." 

(b) EFFECTIVE DATE.-The amendment made by this section shall 
apply to payments made after November 18, 197 4. 
SEC. 7. CERTAIN IRRIGATION FACILITIES. 

(a) IN GENERAL. -Section 103 of the Internal Revenue Code of 1954 
(relating to interest on certain governmental obligations) is amended 
by redesignating subsection (e) as subsection (f) and by inserting 
after subsection (d) the following new subsection : 

" (e) CERTAIN lRRraATION DAMs.-A dam for the furnishing of water 
for Irrigation purposes which has a subordinate use in connection with 
the generation of electric energy by water shall be treated as meeting 
the requirements of subsection (c) ( 4) (G) if-

"(1) substantially all of the stored water is contractually avail­
able for release from such dam for irrigation purposes, and 

"(2) the water so released is available on reasonable demand to 
members of the general public.". 

(b) EFFECTIVE DATE.-The amendments made by this section shall 
apply to obligations issued after the date of the enactment of this Act. 

Speaker of the House of Representative~~. 

Vice President of the United States and 
President of the Senate. 



FOR IMMEDIATE RELEASE DECEMBER 19, 1975 

Office of the White House Press Secretary 

---------------------------------------------------------------------------
THE WHITE HOUSE 

STATEMENT BY THE PRESS SECREI'ARY 

The President is very pleased by the actions taken in the Congress tonight on 
the tax bill. 

The bill which has been enacted not only continues cuts in taxes for the first 
half of 1976 but also represents a good faith commitment by the Congress to 
match future tax reductions with dollar-for-dollar reductions in projected 
spending. This has been the essential issue at stake throughout these debates, 
and the President is gratified that the Congress has now accepted this principle. 

The essence of the bill, then, is that taxpayers will continue to enjoy a measure 
of tax relief in 1976 and that for the first time in history, future reductions in · 
taxes will lead to similar reductions in spending. 

# # 




