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TOs - Board of Directors
FROM: Taxation and Finance Cammittee, John Windhorst, Chairman

SUBJECT: Proposed charge on power lines

At its meeting on Thursday, June 3, the Taxation and Finence Committee
complsted action on its revised report on the proposed charge on power lines
in the City of Minneapolis., Added to the revised fact sheet which was sent
you esrlier this week, this completes the committee's expansion of its report
which was underteken at the Board's raquest,

The committee adopted the following statement, to be added to the fact
sheet:

PRINCIPAL ARGUMENTS FOR AND AGAINST THE CHARGE

The committee has considered this proposal while engaged in a study of
pertinent principles applicable to local texes in Minnespolis. It hes not
completed this study end, therefore, is not prepared to express definite opin-
ions as to the proper basis for a solution to the City's revenue problems, The
following is a summary of the principal arguments considered by the committee
in reaching its oconclusion as te the desirability of adopting the specific
proposal here considered:

Arguments made for the chargé:

1., The Northern Stetes Power Company is essentially a monopoly and, there-
fore, does not have the usuel worry of being placed at a competitive
disadvantage in selling its product locally.

2. The gas compeny provides a precedent in Minneapolis for the payment
- of special charge by a public utility.

3. The charge would be simple to administer and the cost of administration
would be low in relation to the revemue to be darlved.

4. The City Attorney has edvised the Council it has the power %to impose
the charge. Proponents of the charge in the City Council believe it
is the only scurce of additional reovenue readily availabla.

Arguments made against the charge:

l. Any additional charge on Northern States Power Company would cause
them loss of business if their rates f ail to remain oompetitive with
other types of power. Since a portion of this charge will fall omn
business in the City of Minneapolis, it would become a factor of
additionel cost of operating a competitive business in this city as
compared to other areas, As a result, it would become e factor in
the determination of location of business in Minneapolis for both
present activities as well as new business seeking & setisfactory
location, '
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2, The charge probably would be passed on Lo the public in increased
power rates rather than s a separate tax item appearing on the bill,
This would avoid making the consumer tax conscious and would permit
evasion of political responsibility for imposing a tax or charge.

It also makes it impossible for the iandividual consumer to deduct
his share of the charge in computing his net income for income tex
purposes,

3. The charge is of quéstionable legality and, if passed, the City may
be faced with expensive legael action end finally no revenue,

4, The proposed charge does not answer all the needs of the City for
additional revenus and appears to be pvompted by immediate needs rather
than part of an overall progran,

5, Once the_charge_is imposed and its legelity assured, there is the
possibility of further increases as needs occur which would increase
the burdens of this form of charge, :

6, The proposed charge, althouzh termed compensation to the City forthe
privilege of using public property, appears to bear little relation-
ship to the value of the privilege conferred upon the Northern States
Power Compeny, In the sbsence of a show1ng that the power compeny
derives benefits from this privilege in excess of those benefits already
paid for through real and personal property taxes, the proposed charge
should be condemned as being discriminatory. '

By a vote of 13 to 2 with the chairman not voting, the committee adopted
the following resolutions

"RESOLVED, that it is the opinion ofthis committee that the adsption
of the proposal described above at this time is not in the best interests of
the City of Minneapolis, and that consideration should be given to other sources
of revenue, The committee believes that it will be able to meke a more affirmative
recommendation in the reasonably near future."

& % * % * L

The committee alsc voted to make the following changes in the revised faot
sheet:

On page 3, INCIDENCE OF THE CHARGE, add the paragraph:
"The compeny's earnings in Minneepolis are divided spproximately one-third
among residential users, one~third among industries end one-third among commercial

users,”

On page 3, PRESENT TAXATION OF UTILITIES IN MINNLAPOLIS, second sentence in
last paragraph of this section should reads

- "In lieu thereof it pays a state tax of T% of gross earnings in Minneapolis!
On peage 4, substitute the'foliowing for the first paragraphs
"However, the compeny has submitted the following comparison of Mjnneapolis

and St, Paul: The campany has 515 large customers in Minneapolis end 56 private
piants generate their own eleotricity. The company has. 234 large customers im
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St Paul and 23 privats plants generate their own electricity.

"The power canpsny's busipess promotion department, which has been active
about two years, says no. potential customers coming inte this area have raised .
a question about the rate differential between Minneapolis and .St., Paul.

The probable explanation is thet on the average the power cost in opsrating a
factory in this area. is only ebout 0.6% to 1.4% of the total production cost,
A higher percentage exists in some industries not found in this area.™

June 3, 1564
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This report refievts on deveioned at the May 20
meeting, ,

THE FPROPOSALY

"nomne&saiion payment for the uss of *He streets,
lic grounds of the City of Minneapolis™ in the
%500 pex of transmission pole linss, overhesad pole linses
snd und argrs wmd 2ab trensmiszion lines used upon, over and or uunder
ths streets, alleys or oubiic grounds of the City of Mimneapolis, and
within its corperate limits, on the last day of the proceding year,

ws elty attornsy's office supports ihe legality of the charge on thc
grounds thet it is not & tax ov a ilcenss f%ﬁg

fada

The powsr compeny contends it is a tax.

meant by voute mile, but the CZity A+uo~ ey’s staff says it is intended to mesan
the urit mile of street or othev land rather than a mile of wire and transmissior
ceble, In other words, the stirest would be measured by the mile whether it
contained one op 100 transmission lines, as would be the cass with many of the
downtown streets end srterials in the residential aress.

The lsmgusge in the on‘ﬂsed ordinancs may bes ambiguous as to what is

Wro would pay the cherge?

Eny person, {in

1 in the business of Transmiril
distributing or seilid

in the City end owaing eor using
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the City of Himnnmeapolis
#onld be about $546§000

cl.

i

snse Fund, which is the
used for such purposes &s
reneral governmental

A CHARGE O

Two snd a half yesers ago Company asked for and re-
osived a 2% vear extension of tarn.for which it agrsed to
pay & charge of 1.6 % of gzros r for the use of the City
strests. AL Shat time the i p ny to consent to a similer
charge but it =efused. The ¢ le ai power tc impose ihe
charge,

A member
chiosen

steted that the usa charge was
¢ 1t is the least cusbarsoms,

REZD FOR REVENWUE

Bocauss of current lack of momey in ths ocurrsnt Expense Fund, the activi-
les of some depertments, novebly the police, Tire snd engineering departments.
av

%
rave besn curtailed,

ot

Alderman Stokowski said the City needs sbout $200,000 yearly to orimg
the police end fire departments up to authorized strength, and an additionel
$400,000 V arly to pay policemen and firemén the salary adjustments recently
voted by the Council on the basis of the findings of ths Citizems Salary Survey
Committee. ,
REASON FOR $500 PER KILE RATE-AND POSSIBILITY OF
FUTURE CHANGES

Alderman Stokowski stated that the $500 per mile rate was selected berause

it yields rnugl’y abaut the seme as the fraenchise charge on the gsas company .
{Ges company ~ 1.6 % of gross recei;+ss Proposed charge would be sbout 2.24%
of wower ccmnanvﬁs gross earnings in Minnsapolisj.

There would apparently be ncthing to restrain the Courncil from changing
the rete in the future except the gensrsl rule, ststed by the assistant aity
attorney, thst the charge would have to b@ a rézsouasble measure of ths bspnefits
from the use of the sireets. However, Alderman Stoxowskl indiecated that in his
ospinion the City would be willing to issue s long term franchise whiah, if
properly drewn, would prevent increases during tvhe life of the franohise.
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The proposed chargs is in ferm a chergz on the compeny, not the cousumer,

I the oompeny absorbsd the chargs wi creasing rates, its net eermings
wonld bs reduced, to the extent that the company would not sbsorb the charge,
it would be passed on to the consumer,

The exsct basis on which all or part of the charge would be passed on is
not kmown. The company slaims it would try toc show the charge separately on
the consumer’s electric bill, Since it is not a tax, individual persons would
not bte able to claim the sddsd charge as a deduction om their income tex, but
businesses would be able to do so, as sn item of expenmse of doing business.

PRESENT TAXATION OF UTILITIES IN MINNEAPOLIS

The Horthern Statses Fower Company nowx psys real and personal property
texes to the City, In 1954 theze will tolal $1,980,000. The company says
it is the larges?® property taxpesver in the City. It presents the figures shomm
in Tabie I im support of its claim that it alreedy pays wmors than its share
of tazmes in the City.

The Company alsc pays specisl fees for inspections in conmection with
street openings, encroachments; stc. !

The Minnespolis Ges Company slso pays property texes and inspection fses.
Sterting in 1952 it has paid to the City in addition a specisl frenchise tax
of 1.8% of its gross esrnings, which is estimated to yield $370,000 in 1954.
Thig special charge is provided for in the company's franchise from the City.
it should be noted that under its franchise, the gas company is gusarsnteed a
oertein net incame. This special franchise sarnings tex is passed on to the
consumer in his ges rate,

The Northwestern Bell Telephone Compsany peys no preperty taxes, In lieu
thereof it pays a state tex of " 7% of gross eernings. It pays no taxes
to the City of Minmeapolis, but does pay for the cost of opening streets,
similar to the payments made by the gas and power companies,

- TAXATION OF POWER COMPANY IN ST. PAUL

Under & special provision of the St. Peul Charter, St, Paul has imposed
8 5% gross earnings tax oa the Northern States Power Company since the early
19007s. The charge is added to the consumer’s bill, It yielded about
$740,000 on elsctric power imn 1953, It is in addition to property taxes paid
by the company.

EFFECT OX COMPETITION

Since it is likely thet the chsarge would bs passed on at least to some
extent to the powsr consumers and would become a cost of their doing business,
the power compeny claims large industrial consumsrs may generate their own
power as an economy measure. Lt sgys that when industrial power rates were
dropped; some companies sbandoned their own diesel genersators,

The compeny also claims that the charge would tend to meke Minneapolis
less attractive to industey. .
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However, the company has sulmitted the fellowing compsrison of Minnea-
‘polis and St. Panl: The company has 515 large customers in Minnsapolis and
‘56 private plants generate their own electricity. The company hds 23} large
customers in St Paul and 23 prj.vate plants generate their own electricity.

"he powa' company’s. bnslness pmmotion department, wh:.ch has . been activa
'about two years, says no potential customers coming into this area have
~ ‘raised a- question about the rate differential between Hnnmapolis and St. Paul,
- The probable explanation is that on the averare the pawer cost in operating
"a factory in this area is only about 0.6% to 1.L% of the total’ production cest.
A hlgher percentage exists :'m some -industries not found in: ﬂlis area, '
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The City Attormey
power, and particularly

the authority, uvuoder the police
to impose the proposed charge
it

end has given a formsl cpini o this effect. On the other
hanud, the power 1y etboruey the charge is illegel and bese
their contention on th T@pos"tiom thet the company’s uss of the streets an-
tedetes legislistion au rieing the City %o charge for their uss, and on ths
theory the ﬁhm e0 p a0y nhas mhinuing lied franchiss, The company eliso
contended that &1 hzs no relation to any special benefits
received by the compsy

; they neve not veveslsd their full lsgal arguments, believing
y to end in the courts, ’ '

PGWER LINE AND CTHER UTILITIES CHARGES IN OTHER CITIES IN THE UNITED STATES

The Munic tion of the United States and Crunada
and the Tax I ¢ to charges on power lines measured
by route mile tes ., One similar charge was reported.

in Philsdelph e
purpeses snd $3, 5 per
other purposes =re imposed
sracted in the eity,

conductors for slectric lighting
“tor‘ used for telegrephin, telephomic or

)

tion there i8 a charge of $1.50 per pole

These fees are not classed as baxes but ore imposed under the police powers
of the city, end are comstrusd by the courts to represent the cost of inspection
of the poles snd wire limes. In 1353 they amounted to $480,000.

The City's research engineer reports that in & survey he made in 1951 he
found that there were 252 cities in the United States with population of 10,600
or more which imposed & tax or charge on utilities other than the ad vsloren

=3

These cities represented ebout 19% of the 1,345 cities over 10,000 popula-
tion in 1950,

The M. F. O. A., which has published exhsustive postewar studies on how
citiss get their momey, notes that the grnwing trend is to uss grbss receipts
as & measure of street use privileges, franchise privileges, etc



PRINCIPAL ARGUMENTS FOR AND AGAINST THE CHARGE

The committee has considered this proposal while engagedﬂ in a study of

-pertment
- completed.

principles applicable to locel taxes in M:mneapolis. I% has not
this study and, therefore, is not prepared to express. definite

opinions as to the proper basis for a solution to the City's revenue problems. .

Argummza

~ ‘The'following is a summary of the principal arguments ‘considered by the com~ -
- mittee in '
o 'speclflc propcsal here cons:.demd'»

reaching its conclusicn as to tke des1rab111ty of- adopt:lng the

nade for the chargex

1.

e

‘The Northern States Power Company is ess_entiaily a monopoly and, -
ther=fore, does not have. the usual worry of being placed at a com-

petitive disadvantage in selling its product locallyo

~ The gas company provides a precedent in Mi:meapolis for the paymmt
of a sped.al charge by a publlc utillth ST

. The charge would be s:unple to adm:mister and tle’ cost of adm.nistra-
- tion would be low in relat:.cn to te revenue to. be derived. -

‘The Gity Attomey has advised the Council it has the pom to impose
- . the charge., Proponerts of the charge in the City Cauncil believe it
- is the only ssource of addit’:onal revenue readily available. ’

made 2 5 ainst the charge:

- :Lr_guments
1,

3.

L.

5o

The charge wou]d increase the company?s difficulties in cdmpetixg
sgainst the other kinds of power. :

Power rates are an importanh factor in getting and keeping industry.

The charge probably would be passed on to the public in increased
power rates rather than as a separate tax item apvearing on the bill,
This would avoid making the consumer tax conscious and would permit
evasion of politieal responsibility for imposing a tax or charge.

It also makes it impossible for the individual consumer to deduct
his share of the charge in computing his net income far income tax.
purposes,

The charge is of questicnable legality and, if passed, the City may
be faced with expensive legal action and finally no revenue,

The proposed charge dces not answer all the needs of the City. for
additional revenue and appears to be prompted by mmediate needs
rather than part of an overall progranm, ,

One the charge is imposed and its legaliw assured, there is the
possibility of further increas s as nseds cccur ehich would increase
the burdens of this form of chargs.
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" 7s Although the proposed charge is termed compensation to the City
: for the pr1v11age of using public property, no evidence has been
~ presented to show the value of the benefit conferred upon the power
RS _company. Thus there is no way of knowing to what extent, if any,
© ~ ' . the company derives benefits from this privilege in excess of those
" benefits already paid: for through real aud personal mroperty tages.
In the absence of the showing of this excess benefi:b, the proposed
charge may be discriminatory.

June 7, 195k



