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Present 

Also Present: 

Chairman Gibson 
Vice Chairman Keith Ashworth 
Senator Dodge 
Senator Echols 
Senator Ford 
Senator Kosinski 
Senator Raggio 

See Attached Guest Register 

Chairman Gibson called the thirty-third meeting of the Government 
Affairs Committee to order at 2:30 p.m. with all members present. 

The Chairman informed the committee that Mr. Renny Ashelman did 
not feel that SB-431 would impose upon their pending lawsuit with 
Las Vegas Valley Water District. Mr. Ashelman requested that the 
bill be held until he could look into its effect on the lawsuit. 

Senator Kosinski suggested an amendment to the bill in the meeting 
on April 16th. (See Attachment #1 for the language) 

SB-444 

Senator Keith Ashworth moved "Amend & Do Pass" 
on SB-431 - Seconded by Senator Ford 
Motion carried with one no vote cast by 
Senator Raggio 

Requires that election results indicate 
number of votes each candidate received 
in each precinct. 

Senator Fore. testified to the committee on the benefits of the 
bill and noted that it addressed the section of the law that 
pertains to votes being accumulated by precinct. The Senator 
stated that on page 2, line 23 the language provides for a list 
being compiled and indicating total votes. This portion of the 
statutes should be clarified. This does not cover the municipal 
elections, only the regular and primary elections. 

David Howard, representing the Secretary of State's office, 
testified to the fiscal impact. Mr. !:toward felt that it would 
mean the costs would be tripled so that each precinct could be 
handled by a separate individual. Mr. Howard stated that the 
precincts were combined in order to save the counties some money. 
Mr. Howard gave an example of how the cost factor would work in 
one area in Sparks. He concluded by stating that the disadvantages, 
in his opinion, far outweighed the advantages. 

Mr. George Ullom, Clark County Registrar of Voters, testified to 
the cost factor and concurred with testimony given by Mr. Howard. 
Mr. Ullom also gave examples of how this bill would affect Clark 
County. 
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Rus s McDonald, Representing himself, addressed the bill as it 
might apply to city elections. Noted that 266.632 applies to 
general law and would affect only Fallon, Lovelock, Winnemucca 
and Ely. These cities use this portion of the law with regard 
to their election procedures. This example was used to illus­
trate that the bill will not only affect Washoe and Clark 
counties. Russ McDonald read a letter to the committee from 
Anne Rollins, Washoe County Registrar. (See Attachment #2} 

Senator Ford asked those present if the bill would be more 
acceptable _if it were amended to include the primary and 
general election and leave out the absent and mailing precincts. 

The committee discussed the mailing precincts at length and 
Senator Kosinski was concerned about the size of the mailing 
precincts in Washoe County. 

Senator Ford moved "Amend and Do Pass" on SB-444 
Seconded by Senator Raggio 
Motion carried unanimously. 

The amendments were to include the primary and general elections 
in even numbered years and exempt the .absent and mailing 
precincts. Chairman Gibson stated that he would hold the 
bill until Russ McDonald could check with the Washoe County 
Registrar and find out why the mailing districts were so large. 

SB-445 Amends election laws to facilitate voter 
registration. 

Claude Evans, representing the A.F.L.C.I.O, testified in favor 
of this bill and presented the committee with a copy of a study 
conducted by the Ford Foundation on Post Card Registration. 
(See Attachment #3} Mr. Evans pointed out that less than 50% of 
the eligible voters participated in the last election. The post 
card registration process has been successful in Minnesota and 
helps those who find it very difficult to get to the polls in 
time to vote. 

Mr. Mark T. Massagli, representing Nevada State ·A.F.L.C.I.O, 
testified in favor of this bill and concurred with testimony given 
by Mr. Evans. Mr. Massagli felt that the means of voting should 
be made more accessible to every voter who wishes to be a part of 
the democratic system. 

David Howard, representing himself, testified from his own personal 
viewpoint and wanted the records to reflect that he was not speaking 
on behalf of the Secretary of State. Mr. Howard did some studies 
on those states using the post card registration system and noted 
that Ohio and Washington state repealed the post card registration 
and same day registration system. He noted that Oregon has been 
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usi~g the post card registration system for ten years anr. they 
are finally making it work. Mr. Howard indicated that he read a 
study on the post card system conducted by Mr. Richard Smoka. 
Mr. Smoka's study was on the post card registration system used 
in Maryland and New Jersey. He felt that the Smoka report and 
the one prepared by the Ford Foundation·conflicted. Mr. Howard 
concluded by stating that in Sparks it was discovered that post. 
card registration people did not vote on the same day of the · 
election (62% of the people who had been registered to vote at 
a place other than the registrar's office did not vote) and many 
did not vote at all. If the system is made too easy many will 
not vote. 

Russ McDonald, again read a letter to the committee from Anne 
Rollins, Registrar of Voters in Washoe County. (See Attachment #4) 
Mr. McDonald concluded by reiterating Mrs. Rollins concern that 
if the bill is passed there should be some procedural changes in 
the statutes to correspond post card registration with. 

Mr. George Ullom, Clark County Registrar of Voters, concurred with 
.the letter written by Mrs. Rollins and felt that additional staff 
would have to be hired to handle the added responsibilites. Mr. 
Ullom was also concerned about the fiscal impact on their present 
budget allocations. 

Patty Caffarata, testifying for herself, felt that the system works 
well now. There is great concern for helping those who are unable 
to get to the polls. There are car pools· and the news media broad­
casts the numbers to call if anyone needs a ride to the polls. 
Mrs. Caffarata was against this bill and felt that the system was 
most adequate and those who wanted to vote would make the effort 
to vote. 

SB-463 

Senator Raggio moved "Indefinite Postponement" on 
SB-445 - Seconded by Senator Echols 
Motion carried unanimously. 

Establishes procedures for placing public 
utilities and general improvement districts 
into receivership for inadequate service. 

Chairman Gibson stated that this bill was introduced by the 
committee on Commerce and Labor. 

Heber Hardy, Chairman of the Public Service Commission presented 
the committee with some amendment suggestions and read same to 
committee. (See Attachment #5). Mr. Hardy was very concerned 
about not having the authority to appoint a receiver when a utility 
is not providing adequate service. The amendments were provided 
in order to give that authority. 

Debra Sheltra, President of the Virginia Foothills property owners, 
testified to the committee that this authority is de~perately need'719S 
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Mrs. Sheltra felt that their basic interest was in water and 
sewage treatment. Another concern expressed by Mrs. Sheltra 
was the possible conflict between the public utility and the 
Public Service Commission. Since the Public Service Commission 
approves the utility it might be difficult for them to turn 
around and appoint a receiver. Mrs. Sheltra is in favor of 
the bill as it .is a beginning and better than what they are 
operat.ing under at the present time. 

Bob Hatfield, Douglas County Manager, testified in support of 
the bill and the proposed amendments as suggested by Mr. Hardy. 
Concurred with testimony given by Mrs. Sheltra and noted the 
problems that Douglas County is having with public utilities. 

Stan Warren, representing Nevada Bell, testified in favor of 
the bill and concurred with Mr. Hardy's testimony. Mr. Warren 
indicated that the telephone company has had difficulties with 
public utilities from time to time and is glad to see such 
authority in the statutes. 

0 

Chuck King, representing Central Telephone Company, concurred 
with Mr. Warren and supports the bill with the proposed amend­
ments. 

Senator Keith Ashworth moved "Amend & Do Pass" 
for SB-463 - Seconded by Senator Echols 
Motion carried una~imously. 

The amendments are noted in attachment #5. 

AB-581 Removes limit on number of hours person 
may work pursuant to public works contract. 

Allen Bruce, representing Associated General Contractors of 
Southern Nevada. Noted that this bill repeals NRS 338.110. 
The Chapter is inadequate in today's world and found it by 
accident. He also stated that the Labor Commission is not 
in opposition to the bill. 

AB-627 

Senator Ford moved "Do Pass" on AB-581 
Seconded by Senator Echols 
Motion carried unanimously. 

Repeals partial designation of western 
boundary of Nevada. 

Jim Thompson, Special Deputy in the Attorney General's office. 
Mr. Thompson handed out copies of the disputed boundary and noted 
the partial western boundary that·should not be recognized on 
the books. Noted that California repealed theirs last year. 
(See Attachment #6) 
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AJR-24 

Sena tor Raggio moved "Do Pass" on AB-627 
Seconded by Senator Keith Ashworth 
Motion carried unanimously. 

Proposes constitutional amendment to conform 
constitutional state boundary to actual 
boundary. 

Mr. Thompson from the Attorney General's office testified on 
this bill as well and notea this bill merely corrects the boundary 
points. 

Senator Raggio moved "Do Pass" on AJR-24 
Seconded by Sena tor Ke.i th Ashworth 
Motion carried unanimously. 

Chairman Gibson referred the committee to SB-120 and asked 
Senator Dodge to go over the amendments prepared by the sub­
committee. 

Senator Dodge went over the amendments for the committee and 
referred the committee to the language on the. tentative map that 
would be filed. He noted that the Planning Commission has sixty 
days to make any specifications on the final map and the County 
has forty-five days to approve the final map. 

The Senator concluded that it was their opinion that the amended 
version of the bill is acceptable to most of the entities involved 
but read a letter from Gil Buck who represented the Division of 
Realtors to reflect opposition for the bill. (See Attachment #7) 

Senator Ford had some questions on the amendments as suggested 
by the sub-committee. Ms. Ford noted that she was unable to 
attend the last meeting of the sub-committee and would have 
cleared this up at that meeting. (1) Page 4, line 13 - should 
be (c) not {b) - (b) does not make reference to the proper sub-
section. (2) Page 7, line 23, stated "of access" originally 
and the amended version of the bill has deleted this reference. 

Senator Dodge responded that "of access" was unnecessary language 
and was deleted due to that reason. 

Senator Ford continued by stating (3) that on page 7, line 47, 
the language after "proposed" should be deleted. (4) Page 8, lines 
31 and 35 and also on Page 9 in subsection A, there is no language 
for requiring the place for the final map to be filed. There are 
also no requirements for the lots. 

Mr. Hoy felt that this was an oversight and should be placed in 
the bill. They would have no difficulties with these amendments. 
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Senator Ford continued; (5) Page 9, line 44 should contain some 
language to include the special districts. 

The committee agreed upon the following language for page 9, line 
44, "city, county, school and special district. 

Senator Keith Ashworth moved, "Amend and Do Pass" · 
on SB-120 - Seconded by Senator Dodge 
Motion carried. Senator Echols abstained 
from voting due to a possible conflict of 
interest. 

Chairman Gibson referred the committee to SB-253 and SB-254 
for a work session. Attachment #8 was provided for review: 

SB-253 

SB-254 

Adapts County Economic D~velopment Revenue 
Bond Law to certain projects for generating 
and transmitting electricity, 

Provides for payment in lieu of taxes on 
certain power projects. 

In reviewing Attachment #8, Senator Kosinski asked Mr. Hagen 
the basis for the 12 years (line 27 (i). Mr. Hagen responded 
that .the 12 years is the estimate of the number of years it will 
take to replace the energy. Bond counsel approved this figure 
after consulting with experts in this area. 

Senator Dodge was concerned about the rating the Nevada utilities 
must obtain in order to recapture power and energy. The Senator 
felt that it was not realistic. 

Benney Mikkel, representing Dean Witter, stated that there were 
two.kinds of problems with not having this kind of provision in 
the statutes. The initial rating of the bonds by Poor's or 
Moody's are aware that there could be a lesser credit somewhere 
down the line and they will rate the bonds accordingly. Also, 
if a lesser credit came in, somewhere down the line, it would 
probably rewrite the bonds. 

The committee discussed the proposed amendments to SB-253 and 
Chairman Gibson stated that there is a great need for a power 
project and felt that SB-253 should be processed. The committee 
and Chairman voiced concern on SB-254. 

Mr. Joe Gremban, Sierra Pacific Power Company, provided some 
information to the committee and stated that they did not agree 
with the rating structure in Attachment #8. (See Attachment #9) 

8C2 
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Chairman Gibson stated that the committee would set another 
meeting to discuss the problems in SB-253 and SB-254 and try 
to work out a compromise that would suit all concerns, 
especially the State of Nevada. 

With no further business the meeting was adjourned at 6:40 p.m. 

Respectfully submitted, 

' •'. 

___ ._.:~ ___ :.~~,_~: .... ~.~ ..... l_/...._'~ ... ~~:_J-,/-C "_,· ___ ......,_,,__.....__,,..._ ....... '-,, l...__, 

Janice M. Peck - Lois Smith 
/ Corresponding Back-up Secretary 

Approved: Secretary 

Gibson 
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OFFICE OF WASHOE COUNlY COURTHOUSE 
REGISTRAR.OF VOTERS POSTOFFICEBOX11130 

ANN ROLLINS, Registrar RENO, NEVADA89520 
PHONE: (702) 785-4t94 

P._pril 16, 1979 

Senator James I. Gibson, Chairman 
Senate Committee on Government Affairs 
Legislative Building 
Carson City, Nevada 89710 

Re: S .B. 444 

Dear Senator Gibson: 

The contents of the subject bill require that election 
results indicate the number of votes for each candidate 
or question in' each precinct. By and large, Washoe County 
already follows this procedure with its computer program. 
However, because of space, staff and procedural problems, 
mailing precinct ballots and absent ballots are voted in 
this office in specially numbered districts which are 
designated by ballot style. For instance, in_the 1978 
general election, Washoe County had 30 ballot styles. 
This required 30 separate drop or ballot boxes for deposit 
of the appropriate mailing precinct or absent ballots. 

To comply with the provisions of the bill as I read it, it 
would be necessary for Washoe County to provide 280 drop or 
ballot boxes to accommodate absent and mailing precinct bal­
lots, this b~ing the nu.~ber of precincts in Washoe County. 
There are 50 mailing precincts alone within this number. 

It becomes obvious that both space limitations and a lack 
of staff would prevent the extremely complicated book- and 
recordkeeping engendered in depositing individual ballots in 
280 slots. Although I readily agree that more accurate sta­
tistical information would be generated by the use of this 
system, rnechanical1y this requirement is totally unfeasible. 

Another strong objection to the requirement in the bill comes 
from the fact that both NRS 293.215B and 298.145 allow 
Registrars of Voters to combine precincts into districts at 

E XHlBIT 2 
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Presidential Preference Primary and other elections as 
public convenience, necessity and economy may require. 
The key word here is economy. It is obvious that com­
bining precincts into districts materially cuts election 
costs; and particularly in municipal, special and Presi­
dential Preference Primary elections it is absolutely 
unnecessary to hire an election board for each individual 
precinct ~n the county. 

I would urge that, if this bill is to be passed, it be 
amended to except absent and mailing precinct ballots from 
the requirement that votes be counted by precinct. I would 
also urge that districting options be retained for the over­
riding reason of economy. 

AR:rp 

Sincerely, 
.,/1 

(/ ~ ·KA,-(!_~ 
(Mrs.) _Ann Rollins 
Registrar of Voters 

cc:· R. W. McDonald, Esq. 
Mr. David L. Howard 
Commissioner Bill Farr 
Mr. John A. MacIntyre 

E XHIBl1 2 
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SUMMARY OF FORD FOUNDATION REPORT 

ON POST CARD REGISTRATION 
IN MAHYLAND AND MINNESOTA 

In March of this year, the Ford Foundation released a study of the 
new post card voter registration systems utilized in Maryland and 
Minnesota in 1974. This report provides excellent documentation of the 
benefits of post card registration: 

1. Post card registration reduced costs one-half to one-third the 
costs of the previous registration systems used in these states. 
The average ·reduction went from $1.54 per registration in 1972 
to $1.09 per registration in 1974. 

2. Post card registration did not produce an increase in fraud, 
and in fact decreased the possibility of fraud by providing a 
non-forwardable voter notification card sent to the applicant 
to confirm his registration status. 

The post office returned only 0.3 percent of these voter 
notification forms, none of them being-due to deliberate fraud, 
with the single exception of a 17-year-old male who lied about 
his age in order to use the voter notification form for 
purchasing liquor in bars. 

3. Post card registration eased administrative procedures. 

- Legibility of post card voter applications was better 
than that experienced in the deputy registrar system. 

- Frivolous applications were almost non-existent in most 
areas and reached a level of only 0.8 percent in 
Baltimore City where a pre-paid form was used. 

- Incomplete applications o~ suspicious applications held 
for further information totaled only 3.9 percent of the 
returns. Most of these turned out to be duplicates and 
were ultimately registered •. 

- Rejected applications totaled only 2.7 percent of those 
processed. Most of these belonged to voters in neighbor­
ing counties in Maryland who mistakenly thought they 
could register by mail. 

- Last minute registrations were significantly reduced, 
because the mailed-in forms were received earlier and 
over a longer period of time than forms filled out in 
person. 

- Better purging procedures were instituted through use of 
the transfer portion of the post card form. 

EXHIBIT 
8C~ 
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4. Post card registration increased voter participation • 

In Maryland, 73.6 percent of the new registrations in 1974 
came from counties with post card registration, even though these 
coubties account for only 57 percent of the voting population. 

Black and low income neighborhoods made significant use of 
the post card forms. 

In 1974 the percent of voter registered fell 6.1 percent 
in the nation as a whole, but only 4.8 percent in areas using 
post card registration. 

NOTE: A dual system of registration was maintained in Minnesota. 
The new system of post cards and election day registration 
was instituted without terminating the old system of 
registering in person before city clerks at the elections 
office and at special branch locations. Costs could have 
been reduced even more had the old system been eliminated, 
the report states. 

According to the report, the overwhelming majority of 
new registrants used the new system, the bulk of them (57%) 
preferring to sign up on election day, the most convenient 
of the alternatives available. Furthermore, the proportion 
of new registrants using the "old'' system (34%) was ill!:.:: 
estimated, due to the fact that only those forms mailed in 
individually were counted as "post card registrations" while 
those forms which were lrnnd delivered in bulk to the 
elections office by registration organizations were counted 
as "office registrations.'' Officials at the Minneapolis 
Voter Registration Bureau supplied statistics ~bowing that 
73% of these "office registrations" were actually post card 
forms gathered by organizations and delivered in bulk to the 
office. Using these figures, it appears that only~ of the 
new registrants in Minnesota's 19i4 elections used the old 
system of appearing in person before a city clerk, while 
34% sent in the post carct· form-either directly or through an 
organized group, while the remaining 57% registered on primary 
or general election day. 

5. Distribution of registration forms differed from place to place, 
but nowhere were they mailed out to households. One can safely 
assume that mailing pre-paid post card forms to every household 
would increase registration significartly. 

In place of mailing, post card forms were distributed at 
election offices, at libraries and public buildings, and by 
organized groups. 

EXHIBIT 3 _J 
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In two Maryland counties where records were kept, it was 

found that post card applications distributed by groups reached 
the most voters: 

Method of distribution 
Percent of 

applications received 

By groups and individuals •••••••••••• ~ ••••• 39.0 % 
Libraries and public bldgs ••••••••••••••••• 21.7 % 
Election office (including ••••••••••••••••• 38.5 % 

phone answe!ing service) 

The report gives credit to COPE for being the most active 
group distributing application forms in St. Paul: 

"In St. Paul, it seemed th~t the St. Paul Trade and 
Labor Assembly, the Committee on Political Education 
(CpPE) was the most involved in encouraging registration. 
They did not have registration drives but made the 
registration cards available to their members at the 
Labor Temple and publicized the registration process 
in their newspaper, the Union Advocate." p.77 · 

In summation, the Ford Foundation report refutes all of the arguments 
commonly made against post-card registration - that it is too costly, that 
it invites fraud, that it will create an "administrative nightmare." In 
fact, the post card registration systems now operating in Maryland and 
Minnesota do just the opposite. 

E XHlBIT 
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OFFICE OF WASHOE COUNTY COURTHOUSE 
REGISTRAR OF VOTERS POST OFFICE BOX 11130 

ANN ROLLINS, Registrar RENO, NEVADA 89520 
PHONE: (702) 785-4194 

April 17, 1979 

Senator Jrunes I. Gibson, Chairman 
Senate Committee on Government Affairs 
Legislative Building 
Capitol Complex 
Carson City, Nevada 89710 

Re: S. B. 445 

Dear Senator Gibson: 

Rather than write a lengthy dissertation on the problems 
as I see them inherent in the subject bill, I believe a more 
effective approach to inform the Committee on Government 
Affairs is to list specifically the expenses which would im­
mediately accrue to Washoe County if the provisions of this 
bill were to be implemented. 

1980 Statistics (Projected)-­
Estimated population--Washoe County 
Voter potential--Washoe County 
Probable ~egistration (47%) 

Costs--
Sec. 17--Registration locations (one 

location each 30,000 residents 
210,000 ~ 30,000 = 7 locations) 

Courthouse+ 6 location rentals 
Location staffing--6 Clerks full-time 

--Furniture 
--Telephones 

Sec. 20--Registration cards 
250,000 registration cards@ 10¢ each 
Initial mail-out postage (52,000) 
Rejection notice postage 

Sec. 35--Canvass 
280 precincts@ $25 each 
90,000 maximum unregistered voters 

@ 25¢ each 

Deputies (150) 
Training 
Precinct finders and materials 

210,000 
172,000 

80,000 

$21,000 
69,264 
1,981 
1,344 

25,000 
7,800 
1,548 

7,000 

22,500 

350 
8,750 

WASHOE COUNTY 1s AN EQUAL OPPORTUNITY EMPLo,·ER X H / A/ T 

$ 93,589 

34,348 

29,500 

' I, 
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Costs (cont'd.)-~ 
Processing 80,000 registrations 
at 15 minutes time for each= 6 clerks 
for 416 working days or 12 clerks for 
208 working days. In the event this 
bill were to pass and become effective 
on July 1, 1979, 8 months or 160 working 
days would be required in which to coM­
plete the changeover prior to the Presi­
dential Preference Primary in May 1980. 

Activity schedule would include: 
Processing returned cards 
Map checking 
Encoding and ~roofinq 
Filing 
Microfilming 

Personnel requirement: 6 additional 
Clerks 

224 Binders, original and duplicate 
Postage--52,000 cards@ 15¢ each 
.Microfilming 

TOTAL PROJI'.CTED COST, FIRST 8 MONTHS 

$69,264 
3,427 
7,800 

640 81,131 

$247,668 

The above figures are based upon the theory, despite the 
fact that the bill is silent on some procedural aspects, 
that a wholesale cancellation of current registered voters 
would be required and an immediate reregistration by post-· 
card would follow. This seems the only feasible means to 
integrate the two kinds of recordkeeping and to assure that 
voters are not penalized during the transition period. 

There are various portions of the bill which should be 
clarified by amendment if it is passed,to include such 
specific information as the length of time and hours when 
registration locations are required to be kept open, the 
provision of a deadline for receipt of postcards after close 
of registration (postmarked?, dated by sender?, received in 
Registrar's office?), specific direction as to whether a 
mass cancellation is required, et cetera. 

E XHIB/T 
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Without going further into the mechanics of the bill, I 
feel it imperative to mention that a postcard registration 
system does invite fraud. Nevada's current system is an 
excellent one in that original Affidavits of. Registration 
which are made under oath and the signatures on which are 
witnessed by Deputy Registrars are at the polls on election 
day for purposes of comparison when a voter affixes his signa­
ture to the election roster. No such insurance is possible· 
with a postcgrd system since any person can sign any name to 
a card and be registered. In states with postcard registration 
there are on record numerous cases of Abraham Lincolns, George 
Washingtons and favorite household pets having been registered. 

National statistics do not seem.to indicate any great surge in 
voter participation in those states which have postcard regis­
tration. There has been a rise in some instances, while in 
others an actual decline. I do not believe results shown 
during the last several years in states instituting postcard 
registration systems warrant changing Nevada's already smooth­
running and satisfactory system at such large expense as the 
new program would involve. Using the nebulous figures above, 
if Washoe County's initial cost is 200 to 250 thousand dollars, 
Clark County's initial cost must be at lease a half-million, 
with the smaller counties falling in behind. 

AR:rp 
cc: 

Sincerely, 
/ /I 

{_ ~ ;Le-(_(~ 

(Mrs.) Ann Rollins 
Registrar of Voters 

/ 
R. W. McDonald, Esq. 
Mr. David L. Howard 
Mr. Ed Schorrs 
Commissioner Bill Farr 
Mr. John A. · Maclntyre 
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Sec. 2. Chapter 704 of NRS is hereby amended by adding thereto the provisions 

set forth as section 3 of this act. 
Sec. 3. 1. If the commission determines that a public utility: 

· (a) Is unable to provide reasonably continuous and adequate service; or 
(b) Otherwise qualifies for apoointment of a receiver pursuant to NRS 32.010, 

the com~ission may file a petition for the appointment of a receiver for the public 
·utility in the district court for the county in which the principal office of the 
utility is located within the state of Nevada, or in the district court for Carson City 
if the principal office of the utility is located outside the state of Nevada; to insure 
the public interest in receiving service from the public utility in the manner required 
by law. 

2. The district court in which the petition is filed pursuant to subsection 1 
shall immediately appoint a receiver qualified to manage the type of public utility 
for which the petition was filed if it finds the determination of the commission to 
be correct. 

3. Any person so appointed receiver is, from the time of his aopointment until 
his termination pursuant to law, subject to all duties and has all power generally 
conferred upon a receiver by law. 

Sec. 4. NRS 704.681 is hereby amended to read as follows: 
704.681 1. The board of county commissioners of any county may regulate by ordinance 

any personor firm furnishing~ water supply or sewer services for compensation to 
persons within such county except those persons or firms regulated by the commission, 
the services furnished to its residents by a political subdivision, and services 
furnished to its members by a nonprofit association in which the rights and interests 
of all its members are equal. 

b Any person who is a customer of an entity subject to regulation by the board 
of county commissioners as provided in subsection 1 may request the board to review 
_that entity, the service it is provi·ding and the manner in which it is providing the 
service to determine whether a receive~ should be appointed for that entity. If the 
board determines it to be appropriate, it shall file a petition for the appointment 
of a receiver for that entity in the same manner and with the same duties and powers 
as a receiver appointed uoon petition of the commission for a public utility as 
provided in section 3 of this act. 
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FLORENCE L SKURSKI 
A L "BRICK" TENK 
GARY L TROXEL 
CALVIN WILSON 
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WILLIAM E. CREER 

National Directors 
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NEVADA. ASSOCIATION Of REALTORS® 
William E. Cozart 

Executive Vice President 
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1135 TERMINAL WAY, SUITE 201 / POST OFFICE BOX 7338 / RENO, NEVADA 89510 / (702) 329-6648 

April 17, 1979 

Senator Carl Dodge 
Sub-Committee Chairman- S.B. 120 
Committee on Government Affairs 
Carson City, Nevada 89701 

Dear Senator Dodge: 

The amendments to S.B. 120 as proposed make almost 
every split of every piece of property in Nevada 
subject to control by one or more governmental agencies. 
The burden of time and money required by this bill 
on the already over-burdened and over-regulated property 
owner is one more thrust into the hearts of free­
enterprizing, pioneering Nevadans. 

It seems incomprehensible to adopt no-growth legislation 
in a state with only 13% of its area not Federally owned 
or controlled. After four years of study and work, 
the Clark County Board of County Commissioners recently 
passed an ordinance (you have a copy) regarding the 
splitting of property that will be destroyed by 
the pro~osed S.B. 120 as amended. 

We respectfully request that S.B. 120 and its broad 
ramifications be reconsidered. 

Respectfully submitted, 

~~ 
NEVADA ASSOCIATION OF REALTORS 
Legislative Committee Chairman 

cc: Senate Government Affairs Committee 

814 
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NEW SECTION TO BE ADDED TO S.B. 253 
RELATING TO RECAPTURE 

Sec. l. A county which, pursuant to NRS 244.9191 to 

244.9219, inclusive, owns and has financed a project for the 

generation and transmission of electricity, and which has initi­

ally sold power and energy to one or more out-of-state entities 

in an aggregate amount which is in excess of 50% of the power an 

energy of the project, shall, if required by the Public Service 

Commission in its proceedings granting a construction permit for 

such Project pursuant to NRS 704.820 to 704.900, provide in the 

power sales contracts with such entities provided for such sale, 

that the amount of such excess, or any portion thereof, 

shall be available for recapture and use by the Nevada 

utility or utilities, if any, which have initially purchased 

power and energy from the Project under long term power 

sa·les contracts. Such recapture shal.l be made subject to, 

and such power sales contract shall provide for, the followipg 

terms and conditions: 

l) any recapture of all or a portion of such 

excess by a Nevada utility shall be made from each such 

out-of-state entity in the proportion that such entity's 

then current entitlement to power and energy from the 

Project bears to the total current entitlement to power 

energy from the Project of all out-of-state entities under 

their power sales contracts; 

2) such recapture by any Nevada utility shall 

take place either (i) twelve years after written notice has be 

given by such Nevada utility to the out-of-state entities 

it intends to exercise its right of recapture for an 

amount of power and energy specified in such notice, if 

E X HI BIT 8 _ __J 



-
!I 
II 
ji 

ii 
I 

i! 
I 

2 

3 

4 

5 

6 

7 

a, 
91 

10 1 

ul 
12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

.23 

24 

25 

26 

27 

28 

29 

30 

such notice is given after the date of commercial operation 

of the first generating unit of the Project, or (ii) twelve 

years after such date of commercial operation if such a 

notice is given prior to such date, and, in either case, 

only if such written notice shall be accompanied by an 

agreement by such Nevada utility obligating it to 

recapture such power and energy in accordance with the 

terms and conditions hereof; 
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3) the right of recapture may be exercised-by 

only a Nevada utility which has a credit rating assigned by 

Standard and Poor's Corporation or Moody's Investor Service, 

Inc. in effect at the time of such recapture equal to or 

higher than the highest such credit rating of any of the 

out-of-state entities; 

4) upon the exercise of a right of recapture, 
GN;-,,,,,, 

each out-of-state at·1 ·bi shall be paid by such Nevada 

·utility, for the amount of power and energy recaptured 

from it, an amount equal to the product obtained by 

multiplying (A) the fraction obtained by dividing the 

amount of power and energy so recaptured from such entity 

by the total power and energy of the Project by (Bl the 

amount determin_ed by subtracting from the replacement cost 

of the generating plant at the time of recapture (i) 

accumulated depreciation and (ii) the product obtained by 

multiplying the aforesaid fraction by the outstanding and 

unpaid principal amount of bonds issued to finance the costs 

of acquiring, improving and equipping the Project; 

5) on or before the giving of the notice speci­

fied in 2) above, the nevada utility and the County shall 

have entered into an appropriate amendment to its power 

sales contract, such amendment to take effect upon such 

recapture, to increase (i) the amount of the power and 

energy to be taken by such utility by the amount of power 

and energy to be so recaptured and (ii) the payments to be 

made by such utility thereunder by an amount sufficient to 

provide for the payment of all costs, including, without 

limitation, operation, maintenance and debt service costs, 

associated with such recaptured power and energy. Upon 
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any such recapture, the power sales contracts 

out-of-state entities and the County shall be 

- I 
between the I 

deemed amended! 

to reduce (i) the amount of power and energy to be taken 

by such entity by the amount recaptured from it and (ii) the 

costs payable by such entity by the costs, including, 

without limitation, operation, maintenance and debt service 

costs, associated with the recaptured power and energy. 

2. The County and such Nevada utilities and out-of­

state entities may provide by contract for such other matters 

relating to such recapture as they deem necessary or desirable 

to protect their respective interests. 

3. No right to recapture power and energy shall exist 

at.any time by virtue of this section, and now power and energy 

shall be recaptured at any time pursuant to this section or by 

contract, if and to the extent that, under the Internal Revenue 

Code and regulations thereunder, as in existence at ?uch time, 

such recapture would or could result in a change in or loss of 

the exemption from federal income tax for the interest paid, or 

to be paid, on any bonds issued or to be issued by the County to 

finance all or a portion of the costs of acquiring, improving 

or equipping the Project. 
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CLARIFICATION - Lack of Nevada Public Service Corrmission jurisdiction 
of intra-state sales from a county-owned facility. 

In The City of Colton v. California Edison Co. (pg 12), the facts 

were that Edison was interconnected with out-of-state uti.lities and 

occasionally received delivery of power produced outside of California. 

In Federal Power Commission v. Florida Power & Light Co. (pg 2) 

indicates that even a rare occasional interstate flow suffices to con­

stitute a strictly local sale as one made in interstate commerce. 

The White Pine Project would be interconnected by transmission 

lines to the Nevada Power system, Los Angeles Department of Water and 

Power system and the Sierra Pacific Power system. All three of these 

systems are further connected, through a grid, with other states and· 

other systems. Thus, based on demands from systems throughout the west, 

power flows from _the White Pine Project may be going to systems other 

than the system participating in the project. For example, when 

Sierra currently orders energy from Utah, a portion of it may flow 

directly from Utah to Reno and a portion will come into the system 

over the Pacific Gas and Electric transmission lines from California. 

Because of this transmission grid, with energy flows occurring in many 

directions through other states and utility systems, sales from the 

White Pine Project would be considered interstate sales not subject 

to the jurisdiction of the Nevada Public Service Corrnnission. 
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VIA TF.J,ECOPlER ·--··· 

John MRaariaga, Esq. 

17C,O rcNMr.v, ............ "VCHVr, ~ - w . 

'W"'-=-111HOTOH1 Cl· C . ZOOC'lt' 

l1pril 11, J 979 

Sierru P~cific ~ower Company 
(707.) 789-4011 

r~A""'{\ (' .. U . .Jf'\M,,....\-, 

..-t\'l'IT (:QLw .. -,.cot...o.....-..~o 

'l"h~ queEstion you poso t.o u~ involvos the~ :Collowing 
fnct. r.it.uat.ion: White Pine County, Nevada, intonds to con­
aLruct an elect-Tio genernting plant.. 'l'ho intent of tho Count.y 
Ss to make powur sftles for resale to oertain wholesale custorocre 
with,n the state of Ncve~n aa well nG t.o at least one ouL-of­
at.ata wholct:ale customer .. The plant will be connectod \lith out­
of-Rt.:.ate utility operations in ~uoh man.nor t.hat it will be ~- · 
poosiblc to trace tho tlCN of power to aacert~in vhether nny 
energy produced outside of Nevada is ult.i nlltt:ely sold by the 
Co\.\nt-Y for resnlo .. 

The quest.ion is whether any fcd(~ral or state x-egulatocy 
agency will have jurisdiction ovor the ratoa nt which tho Count.y 
makes snlos £or resale to Nwada wholc~ale customor~. 

~he illlG~er !~ th~t no federal or r.tnt..o body ~ill have 
rntema.kins juTiadiction over ,uch sales. 

ln Public OLilitics Commiasion of Rhode I~land v. ­
At..tlaboro hteam & Blcct:rlc·eo., 273 US 83 {l92'7f, 1.t was hold 
thnt when an eloctrio utility.in ono stt\te aellG power to a 
utility in another stAt~ neither of the hlo ~tat.es can ex~~- ·· 
ci~c ra~emaking control pver tho transaction ~it.:.hout runnin~ 
afoul of the Comrncr0e Clnuso of the Oni~ed States Constitution. 
The Supreme court stated that only Con9rcss could provide f.or. - . 
ratcmaking to cover the int.eratotc arrangorocnt. '!'his t:!ecision ~­
was rcnoered prior t.o the enactment oft.he F'ed~al Power Act. 
Thereforo, t.he ilnpoJ"t of tho holdinc;T v~c t.hut th~re wc1s t'\t , i..hat 
ti100 no federal or atntc agency vit.h re9\tlat.ory jurisdic~ion. 

Attleboro w~& the first suprCll~ Court pronouncc~nL 
of the x.-ule--thirt :regulat5on of interatatet power salea ia ti 
matter exclusively tor f&dcr61 control. However, the arunc 
principlo had c,-rlier bcon stntcd ae to int.erstate wholcsnlo 
r.ales of nat.uru..l gas. His~ouri v. Kansus Naturill Gas Co., 265 -
US 298 (1924), illld J>tnney°lyania v. H~sl yirginla·, 262 uS-553 . -· 
(1923). The rc~son for the onact:ment of thc . rcdernl Pow0r hct · \ 
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John Maatx.ri-, Boq. 
Pa90 2 -
and the Nat.ural Gae l\oL wac to !il.1 the r.e9ul&t().ry q&p op<:nc(l ~p 
by the !!UPr<-.me court in thcc:c c&:s;c~. s~c: ;·.r-10 P0'A(!l" .l\ct l"IJ'<ct G~~ 
Act lo9J.~l-ttlvo .hietorioe rofloctocl ln, o.•.J., ::c'..':.f"!LOY C~'!_n_t,r_a); _t'm«H 
& Liqh_~S£.:.. v. !'_o_~J.,.!'_o~_r_SO!Uln.ipfJJ..Q!l, JJ!} us Gl, c.a.;.G9 (1~:13); 
Philflps Pet.roleum co. v. wisconain, 347 u~i G7?., G04 (1~"54); :- · 
Wisconsln-Hichl_g«n Power Co. v. Fcaerol I'Cl'h'~r Comm.lasio,1, 191 P2d. 
4 7 2, --,.,-b. -lcX- i; 1 ~ ~~y;-cerl-don icd-34 s ti:'; O };r{r~r:r:n-:---·-

As: ttbovc noted, 1\ttl~horo invol.vf..:d a sale by one unilit.y 
to another located in an adjace"nt -atato. 'l:hc di~<.:\.l~~::d .. on ; n J\.t.i;:lc­
boro revolved around the torm '"interat.nte commerce," un<:1 there ~an 
noindicntion of nny-int:cnt.ion on the part o! t.he ~upre:ue Court 
t.o limit: it.a holding t:o aalen ucross sta.t(~ linec~ In any event., 
the mat.t.er was laid t.:o rest. .1.n City qf -~9):.t.2.!! v. Ct1lifornia Edie.on 
Co., 2G FPC :;2;23 (1961) , a!!i :i:roedBUb nom l:ederul l•owcr C0m:ni S!;i<>n 
V:-southern Californi« Bdiaon co., 376 us'20~5-(l96-4).--in thnt c~:::o 
FPC juried3.otlon over rateach':.--irgonblc by a California utility on 
n. power ~~lo to a. California. municipnl util :i ty \.o'uc uplieLL 'I'he 
facts were t.hat I::.dieon WllS intc>:conneol.ed with out-of-,:;t:t,te util.iUe 
and occasiont"\lly received delivory of power produced outui•Jc 
Californi.:t. The Comrdr.Rion aaid, 2G PPC nt: 220-2(): 

•1n our opinSon the oale by BdiGon o( out-of-otiltu 
energy lo Colton * * * it: n aule .i.t whol<'.:.-;..;nle: in 
int.cr,~t.ote commerce .:i.ncl m"y YlC:it be regul.ltcd by 
tho StntC! C>( CC1li fornin. l\G h<'.!l<l by nut:horltic.v t;.oo 
numerouo to cit(~. 

* 

• rn om.· opinion the f .i.cld of wholor;:_\l.<:~ of electric 
eriergy in int(!)'.'Bt..a.t:e commc.~<=e hna boon h<.:lr.1 .to be 

· outside l.he const-i t.\1tional scope of at.ate rc9ula- · 
tion. (citing At.tlohoro.) The A.ttlcl>or0 cruH:, c1om:i 
not. limit tl1<! ~iiTe-Lo-cns<":r. whc1:e'i't ct\n-be apocifi­
cnlly shown thttt ()llwr st.,ttc':~; nre affoctcd." 

Nor ,-;hould it be r;uppooed tl1nt a contintl~l ent..ry of out:-•' 
o!-ctate ener9y into the sc)lSng utility'c eyatem i~ cnsen~i~l.to 
constitut~ a strictly local snlc ftf: one mc1dc in interstate commorce. 
~ ·was hold ·in Federal POW<~ eornrni~!'.d on v. Florilla l'owcr __ '6, !-i?ht Co_. 
404 us 453 (1972), ~ven·•a rnr,~, cccaoionn) interstate flO".tl suflceR~ 

:rn view of th<! !orerroin<J it in p◊r!~ct.ly obVJC>UB t.hzit .t}i<~ 
Nevada Public f.~rvice CommJ r:r..ion wo1llcl noL b0 tiule to exercise .:my · 
ratemaking cont..rol of ~ny nillf.1 by the Connt.y to _wholcoule p\'lrCl?uaor!; 
wh(!t.her or not any ouch purahaucr~ r,re J.o,:f1 ted 1n Hc~vnda. · · 

Nor WO\\l<l lho PO,l(:l'lll r:m.· f<JY n,:,,pl] ,,to-ry ~om,11.i r:1~1011 
(r.uccesoor to i_ho PPC) have n,L~n,aldny juLir,diction ovc~· Lne 
arr~ngcment. Jt. ia.}peci£ically pn-.vidod j. n Part. II of the: Fedort1J 
Pawer Act, sec ti on 201 ( f) ( 16 tl5C f;fl 2 ~ ( f)) , as fol.1 c,wa: 

1
u1rr,nnmm1111n11111nn11mmmoom,mrrnnnmrrinmimtrr""'iflm 
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~NO provision of this subchapter shnll ~pply ~o, 
or be deemed to include, the United ~tiltaa, a 
State or any poliLionl eubdivieion of a s~n~e,. 
or bny ~gen< . ./, nuthod ty, or itH;trurn~ntnli ty cf. 
tmy of the forugoi ng, or tiny corporatiC'>n which · 
is wholly owned, directly or indirct:tly; 1..iy 
any one or more of the foregoing, or uny officer,• 
agent, or ~..roployce or any of the foregoinCJ * * * _" 

('l'he reference in this stu.tute to •this {;U\:J.chnpter" includes all 
of Part I~ 0£ tlle Aot, in which ~~RC {formerly PPC) ratemaking 
powers are reposod.). 

Jn sum, Attleboro and other Cftcec, only· a few of which 
ore oit.ed herein, found A regulatory gap in stntc a.uthorit..y oven:: 
intorstato saleB of electricity. The Fec'iernl l•ower Act wl\fi. OX'enu:~a 
~o closo this g~p to the extent of a~aling wiLll investor utility 
power sales. Howovc~, the AcL do~s not cover sales by atatos ◊r 
t.hcir polit.ical aubdivisionn. Therefore, tho pre-Act gap contim,cr. 
t:o exist to tliat extent. 

'l'here is, .in short, no foi:lCJ:'t\l (>X' ~tate agency tha.t W01..lld 
be capable of rosulating the rat.es at.which thti County will make 
~~l.of. of power ~t wholesc1lc to cuctomere within the G<"trno. st.t\t.e of 
Nevadu if tho aforementioned plan of tho Coonty j.c carried out_ . 

Ve?;:i;; .. 
:ift,tt,, Goldbo7 

RG/co. 
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Sierra Pacific Power Company has specifically requested 

Kutak, Rock & Huie, an established bond counsel, to respond to the 

following: 

Assumptions: 

(1) Sierra and a County construct a generating facility. 

(2) Sierra owns and finances 33% of the facility. 

(3) County owns and finances with tax exempt bonds 67% of 

the facility. 

(4) County agrees to sell 25% of their 67% of energy 

generated (not ownership interest) to Sierra. 

(This 25% could be conditioned as recapturable.) 

Question: Under such an arrangement, is the tax exempt status for 

financing the facility in any way impaired? 

Kutak, Rock & Huie response (attached): 

The tax exempt status would~ be impaired. 

The 25% of the tax exempt portion, as shown in (4) above, 

should be considered recapturable, thus giving Nevada utilities 50% of 

the capacity of the plant. (33% direct ownership plus 17% of tax exempt 

portion (67% x 25%) for a total of 50% with no loss of tax exemption of 

the County-owned portion.) 

EXHIBIT 8 . ..J 
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Re: Joint Financing of Electric Generating 
Facilities 

Dear Joe: 

You have asked for our analysis o! a proposed financing 
in which two issues of obligations are issued to construct an 
elec:tric generating facility. The first issue would be the 
obligation of Sierra Pacific Power Company c•sierra Pacific~) 
and "10uld be treated as an obligation not described in 
Section l03{a)(l) of the Internal Revenue Code ot 1954 (the 
•cooe•). As such, Sierra Pacific's bond• would not be tax 
exempt. The second issue of obligations would be issu•d by 
an entity that qualifies as a political subdivision described 
in Section l0J(a) (1) of the Code. Sierra Pacific will 
utilize it5 full pro rata share of the power generated by 
the facility based on the pro rata portion of the facility 
financed with the taxable obligations issued by Sierra 
Pacific. In addition, Sierra Pacific will agree, pursuant 
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., 
to a contract to take, or to take or pay !or, 25 percent or 
lees of the portion of the output o! the electric generating 
facility attributable to the political subdivision's pro 
rata interest in the facility. Aaide trom Sierra Pacific's 
contract, no other nonexempt person (i.e., a person subject 
to federal income tax) will enter into a contract to taka, 
or to take or pay for, th• output ot the political sub­
division's share of the electric 9enerating facility. 

This letter reviews the requirements of Section 103(b) 
of tha Code relating to industrial development bonds and 
concludes that the propos&d transaction outlined above will 
not cause the obligations iaaued by the political subdivision 
to be industrial development bonds. If the obligations are 
not industrial developcent bonds and assuming that the other 
requirements of Section 103 of the Code are met, the interest 
on the obligations issued by the political subdiviGion for 
the construction of the electric generating facility would 
be tax exez:xp t. 

Section 103(a} (l) provides that gross income doe5 not 
includo intarest on obligations of a state or a political 
subdivision thereof. Soction l03(b) (l) provides that, with 
certain exceptions an "induatrial development bond" is not 
to be treated as an obligation deecribad in Section l03(a) {l). 
Section l03(b) (2) defines an "industrial development bond" 
as any obligation vhich (a) i• is~ued as pa.rt of an issue 
all or a major portion of the proceeds ot which a.re to be 
used directly or indirectly in any trade or business carried 
on by a nonexempt person and (b) the payment of the principal 
or interest on which (under the terms of such obligation or 
any Wlderlying arrangement) in whole or in major part is (i) 
aecured by any interest. in property used or to.~ used in a 
trade or business or in payments in respect of such property, 
or (ii) to be derived from paymenta of principal or interest 
on which (under the terms ot such obligation or any underlying 
arre.n91t1Uent) in whole or in major part is (i) secured by a.ny 
interest in property used or to be used in a trade or 
business or in payments in reapect of such property, or (ii) 

E XHIBlT 8 -
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to be derived from payments in r••P•c:t. of property or bor­
rowed money used or to be used in a trade or business. The 
portions ot the definition included in clauaea (a) and (b) 
above are popularly referred to as •tests.• Clause {a) is 
called the •trade or business teat,• and clause (b) is 
called the •eecurity interGst test.~ I! both the trade or 
business test and the sGeurity interest test are met, the 
bonds are industrial development bonds and the interest 
thereon ia taxable unless certain exceptions which ·are not 
applicable to the pro~osad financing apply to the bonda. 

Section l.l03-7(b) (5) of the Income Tax Regulations 
(the •n.egulationa•} pro~ida that the use by one or more 

--0onexe.mpt persons of a major portion (more than 25 percent) 
of the output o! f~cilities such as electric generating 
facilities financed with the proceeds of an issue of obliga­
tions satistie~ the trade or business test and the security 
interest test if such u.so has the effect of transfering to 
nonexempt .persons the benetits ot ownership of such facili­
ties, and the burdens of paying the debt service on govern­
mental obligations used directly or indirectly to finance 
such facilitiea, so as to constitute indirect u~e by them of 
more than 25 percent of tha proceeds ot the governmental. 
obligations. Th• benefits and burdens a.re deem.td to be 
transferred and a t:1ajor portion of the proceeds of an issue 
ia deemed to be used indirectly by the users of the output 
of an electric generating facility which is owned and 
operated by a public utility where--

Cl) One nonexempt person agreea pursuant to a 
contract to take, or to ta.ke or pay for, a major por­
tion of the output of the electric generating facility 
(whether or not conditional upon the production of much 
output) or two or more nonexempt persons, each ot which 
pays ar.nually a gll4ranteed minioum payment exceeding 
tJ:,.ree percent of the average annual debt service with 
respect to the obligations in question, agree, pursuant 
to contracts, to take or to take or pay for, a major 
portion of the output of the electric generating 
facility (whether or not conditional upon the produc­
tion of such output) and 
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(2) Payment mado or to be made with respect to 
such contract or contrActs by such nonexempt person or 
person■ exceeds a major portion Cm.ore thAn 25 percent) 
of the tota.l debt service with respect to such issue of 
obligations. 

Example 13 in Section l.103-7(c) of the Regulations 
illustrates the rule with respect to output contracts. A 
copy of Example 13 is attached to this letter. In the 
Example, a city issues $50 million of its obligations and a 
privately owned electric utility uses $100 million of its 
funds to construct an electric generating facility. The 
city and the private utility will jointly own the facility 
as tenants in common. The city and the private utility will 
share in the ownership, output, and operating expenses of 
the facility in proportion to their contribution to the cost 
of the facility. The city aqrees to sell to the private 
utility 25 percent of its share o! the annual output of the 
electric generating fAcility pursuant to a contract W1der 
which the private utility agrees to talce or pay for the 
power in All events. Example 13 concludes that the bonds 
issued by the city are not industrial development bondo 
since the city's interest in the facility is treated as a 
separate property interest and, although 25 percent of the 
city's interest in the annual output of the facility will be 
used directly or indirectly in the trade or business of the 
private utility, such portion constitutes less than a major 
portion of the output of the facility. 

In conclusion, the Re<;ulations provide that obligations 
issued by a political subdivision to tin4nce 4 portion of 
the coat ot constructing an electric generating facility 
will be tax exempt obligations if less than 25 percent of 
the output derived from the political subdivision's portion 
of the facility will be Gold pursuant to talce, or to take or 
pay for contracts with nonexempt persons. Example 13 
illustrates that a private utility's interest in an electric 
generatin9 facility is treated, for purposes ot Section 
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103(b} of the Code, u a acparate property interest and that 
if less than 25 p.rcent of the political subdivision's share 
of the annual output of the facility is sold to a noqexempt 
persons pursuant to a contraat ""tO take or to take and pay 
for, such output, the interest on the obligations issued by 
the political subdivision will be tax exempt. 

Please call if you have any questions. 

slr 

Attachment 

Ver:y t.....-u.ly yours , 

f: v fl I 8 IT 

) 
.. 
' 

8 _J 



I 

EXAMPLE (13}. In order to construct an electric generating 
facility of a size sufficient to take advantage of the economies 
of scale: (1) City H will isaue $50 million of its 25-
year bonds and Z (a privately owned electric utility} will 
use $100 million of its fund~ for construction of a facility 
they will jointly own as tenants in common. (2) Each of 
the participants will ahare in the ownership, output, and 
operating expanses of the facility in proportion to its con­
tribution to the coat of the facility, that is, one-third 
by a and two-thirds by z. (3) H's bonds will be secured by 
U's ownership in the facility and by revenues to be derived 
from the sale of H's share of the annual output of the facility. 
(4) Because a will need only SO percent of its share of the 
annual output of the facility, it agrees to sell to Z 25 percent 
of its share of such annual output for a period of 20 years 
pursuant to a contract under which Z agrees to take or pay 
for such power in all events. The facility will begin opera­
tion, and Z_ will begin to receive power, 4 years after the 
City H obligations are issued. The contract term of the 
issue will, therefor, be 21 yeArs. (5) a also agrees to 
aell the remaining 25 percent of its share of the annual 
output to numerous other private utilities· under a prevailing 
rate schedule including demand charges. (6) No contracts 
will be executed obligating .any person other ~~an Z to purchase 
any specified amount of the power for any specified period 
of time and no one such person {other -than Z) will pay a 
demand charge or other minimum payment under conditions 
which, under p.'1.ragraph (b) (5) of this section, result in 
a trans fer of the ~ne!i ta ot ownership and the burdens 
o! paying the debt servica on obligations used directly or 
indirectly to provide such facilities. The bond~ are not 
industrial development bonds b41cause H's one-third interest 
in the facility {financed with bond proceeds} shall be treated 
as a sepa.rate property interest and, although 25 percent of 
H's interest in the annual output of the facility will be 
used directly or indirectly in the trade or business of Z, 
a nonexempt person, under the rule of pdragraph (b) (5) of this 
section, such portion conetitutes less than a m..,.jor portion 
of the subparagraph (5) output of the facility. If t10re than 
25 percent of the subparagraph (5) output of the facility 
...-ere to be sold to Z pursuant to the take or pay contract, 
the bonds would be industrial development bonds since they 
would be secured by H's ownership in the facility and 
revanues therefrom, and under the rules ot pAragraph (b) (S) 
of this section a major portion of the proceeds of the bond 
issue would b~ used in the trade or business of Z, a nonexempt 
pe.rson. 
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