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TO I Board of Directors 

FROMI Taxation and Finmcs Camittee, John Findhorst, Chairman 

SUBJECT: Proposed charge on poasr l ines  

A t  i t s  meeting on Thursday, J m e  3, the Taxatim and Finepcs Committee 
completed action on i t s  r e v i ~ e d  report  on the proposed charge on pmer l ines  
i n  the City of Minneapolis, Added t o  the revised f a c t  sheet which was sent 
you e a r l i e r  t h i s  week, t h i s  cmpletes the committee's expansion of i t s  report  
which was undertaken a t  the Board's raquest, 

The c d t t e e  adopted the follovaing statsnent,  t o  be added t o  the f a c t  
sheet r 

PRINCIPAL ARGUItlENTS FOR AND AGAINST THE CHARGE 

The o o d t t e e  has considered t h i s  proposal while engaged i n  a study of 
pertinent prirmciples applicable t o  local *,exes in  Bbinneapolis. It has not 
completed t h i s  study and, therefore, i s  ncrt prepared t o  express def in i te  opin- 
i o n ~  as t o  the  proper basis fo r  a solution t e  t h e  C i t y S s  revenue problems, The 
following i s  a smmary of the principal arguments considered by the c d t t e e  
in reaching i t s  oonclusion as t a  the d e s i r ~ b i l i t y  of adopting the specif ic  
proposal here considereds 

Arguments made f o r  the charger 

'1, The Northern States  Poxer Coinpsy i s  essenzially a monopoly and, there- 
fore,  does not have the usual worry of being placed a t  a competitive 
disadvantage i n  se l l ing  i t s  product locally. 

2. The gas company provides a precedent i n  Minneapolis fo r  t h e  payment 
of special  charge by a public u t i l i t y .  

3. The charge would be simple to  administer and the cost of administration 
would be low i n  re la t ion  t o  t h e  revenue to be derived, 

4. The City Attorney has e.dvisec! the Council it has t h e  pmer  t o  impose 
the charge, Proponents of &be charge i n  the City Council believe it 
is the only source of additional mveme readi ly available. 

Arguments made against the charge z 

Any additional charge on Northern State8 Power Company would cause 
them loss  of business i f  t h e i r  ra tes  f a i l  t o  remain oampetitive with 
other types of power. S h o s  a of t h i s  charge w i l l  f a l l  on 
busixless i n  the City of EQimeapolis, it muld became a factor of 
additional cost of operating a competitive business i n  t h i s  c i t y  m 
campared t o  other areas. A s  a resul t ,  it m l d  become a fac tor  in 
the  determination of location of business i n  Einneapolis f o r  bath 
present ac t iv i t i e s  as well as new business seeking a s i t i s f ac to ry  
location, 



2, The @Iarge p-robably -,?3~11'1 be pass23 on to the publfc in increased 
power rates  ra-tler t h w  ss a sepa.rate t ax  item appeasing on the b i l l ,  
This would avoid making the c ~ ~ ~ ~ e r  tax conscious arid would permit 
evasion of po l i t i ca l  respoosiblli ty f o r  hposing a tax or  charge, 
It also makes it impossible for  the iazdividual consumer to deduct 
h is  share of the chetrge r':.n camputing his net  income f o r  income tax 
purposes 

3, The charge is of questionable lega l i ty  and, i f  passed, the C i t y  may 
be faced with expensive legal  action wrrd f i n a l l y  no revenue. 

4 .  The proposed charge does not answer a l l  t h e  needs of the C i t y  for 
additional revenue and appears t o  be prompted by imedia te  needs ratber 
than part  of an o ~ e r a l l  program, 

5, h o e  the charge i s  imposed and i t s  l ege l i ty  assured, there i s  t h e  
possibili* of f'urther increases as needs ocmr whi& would increase 
the burdens of ynis form of charge, 

6. The proposed chargs, plthoagh temed ccmpensation t o  the C i t y  fortha 
privilege of using public properly, appears t o  beer l i t t l e  relation- 
ship t o  the  value of the privilege c o ~ e r r e d  upon the Northern States 
P m s  Company, In .the ebsence of a showing t h a t  the power company 
derives benefits from t h i s  privilege i n  excess of those benefits already 
paid for  through rea l  and personal proper* taxes, the proposed oharge 
should be condemned as baing discriminatory. 

By a vote of 13 t o  2 w i t h  t h o  chaiwzn not voting, the committee adopted 
the following resolutiono 

"RESOLVED, t h a t  it i s  the opinion ofthis  committee tha t  t h e  ad3p-t;ion . 
of th& proposal described above a t  t h i s  t ine  i s  not i n  the best i n t e res t s  of 
the C i t y  of Minneapolis, and t h a t  consideration should be given t o  other suureer 
of revenue. The ccanmitteo believes that it w i l l  be able t o  make a more affirmativm 
reconmendation i n  the reasonably near fuftrre." 

The ccsnmittee also voted t o  make -the folloving changes i n  the revised fa& . 
sheet t 

On page 3, INCIDENCE OF THE CHARGE, add the paragraph8 

n The ccmpany's emnings i n  Minneqolis are divided qproximately one-third 
mong resident ial  users, ore-third zrmong i&us t r i e s  snd one-third emong commeroid 
users. " 

On page 3, PRESENT TAXATION OF FTILITIES I N  MINNEAPOLIS, second sentence i n  
l a s t  paragraph of this s e o t i m  should r eada 

"In l i eu  thereof it pays a s t a t e  tax of '7% of gross earnings i n  Minneapolis", 

On page 4, subst i tute  the f o l l d n g  for  the f i r s t  paragrapho 

"However, the company has submitted the f o l l d n g  omparison of Mimreapolirr 
and S t ,  Paul: The caapany has 515 large customers i n  l inneapolis and 56 private 
plants generate t h e i r  omi elecltricity, The company has. 234 large custamers in 



St Paul anci 23 prisets ?lmts geiae~Srte their o m  electriciDj,  

"The parer cmpanyfs business prmotioaz deparheo-t, which has been active 
about tixo years, says no potestial customers c d n g  in to  this area have raised 
a question about the rate differential between Ximeapolis and - S t o  P a l ,  
The probable explanation i s  t2l.ta-t oa the average the power cost in operating a 
factory in  this wen i s  only about 0.@ to  1,4$ of the total production mat, 
A higher percentage exists in  sme industries not Sowac! in this area,' 

June 3, 1954 
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7. Lep&xe acai-6 ha< bi2en s2z2-i.t::k; 

I=> i t , a  .. c c t y  attcrrzsygs oa"_?.~ce S U P P O I ~ ~ S  ill& ?ega,lity ~f the charge 02 th< 
gro-mda $bat it is n ~ t  a ?AM OF a X%D@:'"S% fee, 

Ths lmg~rags in the ~ r o - ; o s e C  oi-~Zrzcs may be ambipcus SG to what is 
m e m t  by ~0ut -e  r.ule, 3v.t k>e 3 i t y  A t L o ~ ~ e j r ' s  staff says it i s  intended t o  rfiem 
%he 1 x 2 - L  ni l3 og si;ree"i;o sY!e~- Inn2 rsthei- t k a n  n ntiLe of wire and transmissior 
c~b'e,  In, ot2r.e~ -.ords9 %he R - > . P B G ~  -.~ogld be naasured k y  s,he nile whether it 
contained one OF 100 t rasmi?si~n l i n ~ s ,  as a9ul;i be the cRse ru.it:? many of the 
cicrrrnta~~ srTsets F J B ~  e.rt;e~.i&ls in the residential maas, 



"1 ihs f@eeip-ir;s ~-i>:-:,Pd 5s I>~,;.Q . - iJztij 't-le p,.--a-.'- ,..*., ; ,s-.;, Ex~snse Fm6, wh? ch 2s t;hrj - . * . "  naj '~r  fun4 u9dep ~ O ~ ~ ~ i j . : -  ~f Ci;t.:r C O ~ ~ ~ C S . ,  3 ~ &  ~ ~ e d  for su&& pxlrposss 
b o ~ i c e ,  firs, s t r e o t  li<:itisg, garbage so:-lsc.kioa  ad general g o ~ e r ~ ~ m n t a l  
f '&l~+j$ &?. 3 ;. 

f i ? ~  cad a half' ysars t.,gi; -&9 ~ i ~ m . e a p ~ l i i ;  Gas Cmpwy asiced for m d  rei 
oaived a 25 yea;- extsnsirjn .=.f i.ts f ~ c n c h F ~ e ,  '.a re'tupn f o r  dlic'n it agreed ta 
p ~ y  5 ~f 1.6 d -..I' 0 .  gacss rece ip t s  to 'the C l Q r  f ~ r  Kke Gse of k!e City 
stree%);3 ,, A t  $-b .~ t  t ia le  ti._% <;i.t:; e,;.ske:t t h e  -JGI~.~I; compny to consent to s simi.%ar 
cilarsge but it re fused ,  'rile 6it:y _Pe::3Ps 5.L b..c:a l eg s2  pmer to inpose -&a 
cher ge , 

Be c m s e  of c u r ~ e n t  I n &  of m o a q  5n tk:.3 ou r ran t  Eqense Pmd, t.he tietivi 
ties GP s m e  dep~1-k3en-t-s, rn05ab:~:r thz po i i ce ,  E!-?-e en5 ay;ineering departzents, 
have been m;"t@.I Xed, 

A2,darrm~n Stakoairski s a i d  %he City ~ e a d s  abo.;?L $200,000 yea r l y  to Bring 
po l t ca  scd f i r e  dapnrtmeu'cs up to au-&kc.rized s epemg-th, and rn addi.ti onel 

$400~0~0 year", t t 3  pey p o l i ~ r m e n  =d firemen t l ~ ~  ccs1aa.y ad jusfanents recent;y 
v o h d  by khe Comei l  on the basis af the f indll-:gs of tb.2 Citizens Selwy Survey 
Comxittee, 

A l d e m w  S tokowski 6taTad enat the $500 per silo rate wss selected b e c a ~ a ~ r  
it y i e l d s  r~ugi;;?;y about the sane a6 +,a frmo'nise charge urn the gss company.. - (G%S cmkpLmy - X,6 5 of gross reoe ip t s ,  rroposed aharge aroufd be &bout 2,24$ 
of 99v~er conpmy" ggross earxings iz !Pflmeapolia). 

Them5 would apparently be nckhing to rsstsain the Council frm changiag 
P,!e rake i n  +he future except the genera2 ,rule, stated by -the sssistan.f; ait.9 
atto=?ey., -that th6 charge would 3ave t o  'he a r6esonabls measure of the b s n e f i . t ~  
from ' the of B ~ T S B ~ S ,  f X m e ~ W r ,  A l d s m m  Sto!<arski i&icated -i;h~% f n hLs 
spSnlan the City would be w i l l i n g  to issue a loag t a m  franchise: which, if 
pp.3pCrIy dmm, W O U H ~  prevent increases during 5ne life of the fran~l-i isa~ 



I? me: pr:>p~sed ~ h ~ ~ " g 9  i~ i~ f z is'L26~g~ 01). the C~IQPEBY, ni-03; ' t ; ?~  C O n B m i e P a  
2 12 the  ctmnpaay absorbed c::sl-,:e . ' i~ ikhc l~ t ,  i so soas ing  ra tes ,  its es;rnZn.ga 

w ~ a % d  b9 reduced, to the extent '&as; -ti.~@ c m p n q -  aocJd act &sorb tho  ~ ~ ~ g e ,  
i% wou9d he. pass54 $3 %;a thr? ~ o n a ~ ~ x ? r ,  

The exeet basis en ~ i f i i  c& al:: or  A DELI*?- ,., of -tkre charge vould bs passed on i s  ns;.e :- ,~GRXI, The sogpacy niai.:zs it. would tiy tr; show the ckia~ge separately on 
318 C O ~ S ~ T ~ P  3 s elec-krio bi.11, Since 4 a, '- L i s  rt~t a t a x ,  individual persbns would 
not be ebla to claim t h e  ~ 2 6 0 6  charge RE A de.f.ucticx~ on the i r  incorm tax,  but 
businessa~ ril'orrld be ~ b 3 3  ;i3 d o  so, as EC it3::..n of expense of doing business, 

-. i'ne Ilopkhera St ra tes  Bm~r Com~my nok p q s  reax and psrsounl property 
taxas to  the  C i t y ,  I n  1.954 t'hse mi2.l .i;c..bal $1,980,1300, The cumpany says 
i% is !,he largssi; propel-t; 4tmpqmr io -&-e C i t y , ,  I t  presents the figures shorn 
in Tab:ter 1 In s;:$por"c. o r  i t s  clafLa t ha t  I-, already F E ~ S  1110~3 than i t s  share 
ox' %w.es ia the C:'~ky, 

The Coqany also p ~ y ~  special faes for. Lrispectioss in conngc-tion w i t h  
s t r e e t  openings, aneroechmauts, e t c ,  i 

The M'lraueapcXis Gas Conpazy d s 0  pay3 property t a ; ~ e s  &~il  inspection fees, 
SLartisg in 2352 it has pa id  f o  tho City in cdd i t ion  a spec ia l  frenehise tax 
of I,@ of i t s  gross earnings, %%..ic!i~ i s  estimated t o  yield $570,000 i n  1954, 
T h i s  speela'i c:k~@rga is yrovided Tor in the cmlpanyts frmchise fran tho City, 
It should be n s b d  ~ r i d s r  its f~msh3.sc, the gas campany is guarmtead a 
i~sr'taia net frmcasle. This s p e c i d  frarlchise earnings tax ia passed on to the 
cons:mar in his gas s8te. 

The Northxastem Bell Telsp?ione Company pays no property taxes,  In fiea 
thereof it pays E stixfx tax of? '7$ of gross earnings, It pays no taxes 
t o  the C i t y -  of %firaoapolis,  b u t  does ps~y f o r  the cost  of oparring streets, 
similar to the papents  nada by the gas and power companies, 

T-G.k'I'IOR OF POTTEE COdPP1IY Ill ST, P A L .  

fffider a ~ p e c i a l  prooisio~:  of the  St, Peul Chartor, S t .  Paul has imposed 
a i$ gross earntngs tax o-a %he Eorthcm .Statnas Pomr Compmy s i x 8  the early 
1900ys, The charge i s  added kt:, t3o  c o n s ~ ~ ~ e r ~ s  b i l l ,  It yielded about 
$740,000 on elec ts ic  pavier in 1953, It is in addition to property taxes paid 
by t h e  cc;;lpmj, 

EFFECT OZ$ CPAPEPITIQN 

S5.ncs it is likely that the charge would bs passed on at least to s m e  
extent to the p c m r  consmers a ~ l d  ~vsu'ld becoxe a cost of their doing business, 
the pmer ampany clains l a r g e  Indcs*I;rFfiS consumers m a y  gonsrata t h e i r  owas 
pager &s an e e o ~ ~ m y  B L ~ ~ S U P F S  c 1% s e p  .tliat whea ind-crstpial pmar rates were 
dropged, sme ccnpanies tibasldoned theih m $ieseX generators,. 

Tfie cmpmy c r f  so eltiiizs that the charge m u l d  t s d  to m a k e  2limeapoli tt 
%YSS a t t r a c t i n  t o  industry, 
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Bowever, the coqany has sulmlt-i;d the fdawirg c o m m n  of -ma- 
polls  and St, Psul: The company has 9 5  large cuatomws in IQhrsapolis and 
56 pdvate plants generate t b i r  own electricity. The compsny has 2% large 
customers in  S%, Paul asla 23 private plants generate their own electricity. 

The power compmy~s bsiness pmmtion department, which has been active 
about two years, says no potential custonu;rs coming b t o  this  area have 
raised a question about the rate differential between Minneapolis srd St. Paul, 
The probable explaration i s  that on the averaye the parer cost in operating 
a factow 5n this a m  is  onhgr about 0,6$ to 1.4% of the total production ccst, 
A higher parcentage exists in some industries nub found in  this a m ,  



T 7-3 -i .c*..:sb&.LI.:.:y 

*..,- 
>:.:I@ $zort.'nern S'Gnt;es :,:^;!~el.. C.rcap3xrf apz ; - s tas  in Izinneapoli s mi %lieu% ~ p e ~ i f ' i  c 

. . el!c-iorikx f t . 3 ~  ? ~ - y  .>? ';ccE:~ b~dy,: P?2fi corspepy assarks it ha;-: a ~ 0 s - d  
, i ,-;.Lj n-.- -. use the c.k,reets ~i.&,~i-;t czlzsge b y  L - . ; ? Q ~ G ~ :  of' I , ~ n g  c,cntin~led prior usa, 
Ths r;.: -e,, u y  r&aip.t;~_p gives  $,j:Le sf b: nc -i~c:~:~.._p -:;a . :t.spcso . e specie.1 tm, suepi as is 
in efPact in. Sk, Fed . ,  

Tile Ci bjr kt t2yney :..a " r f ie~s r: - t ta  :;:i k;! 115:; ';kL:;a ~l.i-thor$ty, ~ n d 6 ~  the p ~ l i  C@ 

pclxer, ws15 parti  mlaa";?Ly m s ,  30.5' ,05 2, Li , 8 ,, %o impose %he proposed charge 
tm6 has given E I"or!a..al, c,r;5nion ';r. ths Ccunc2.2. to this af fec t ,  On the other 
hm~fi, -@re pmey c.a;i:n&qr e t t c : -~ : .$y i ;  sts.ku -&fi$ -:he &arga is illega:l bese 
ti1ei.r conkention on ths .?r'nr,usitPoa I- - A  the* t h e  ~ompmy's u s e  of the streets m- 
t e 3 ~ t s s  l eg ia2s4~ lon  '~~lth~.; : . . igi:f i .~ the ! > i - t ~ r  -kc e'r~args f o r  t h e i r  uss, m d  qn ths 

, *  . , , th-r.aory t'P:t t he  cmpazy k:i5r; h C G : C I - G ~ F ~ ? > ~ . ~ ~  fp&ri&isg, The c o ~ p m y  also 
scsten5cd t h n t  the p r - ~ ~ c ~ s d  &r:::-ee C r s  EC "0%.~4ti(:z1 to army special bemf i t s  
s c ~ ~ j - ~ e d  by tiic c~rngr~ij!,. 

The 32ur,Pei:.ak - Hinmtuce TsffXcak-s Assc.etat:'*on of +,he United S t a t e s  and C~nada 
and the  Tsx I s s l i t w t e ,  lee,, -mre queriad as to ~ I ~ a r g e s  on power lines awisured 
55' rcuta  rnh1.e~ ~;ise:~he,-e ia t h ~ ;  united St&t;es, One shiPar charge wes reported- 
in ?hilsdelplbiz a %e z;P $6 ,OC? pr- m i l s  of colrdcctors for elec-tric 2ighting 
prrpcses aM. $3,' i5 per zj._'z r "  CL.P%.~:~OPB used for -telegrop%ia, telepnonic or 
o t h e r  ya:*I;oses Ere 1,63.322d. f 2 edd l -c ion  -:'nsre is a charge of 81-50 per po le  
sre::%ea ia t3e ciq,. ,  

Y3ase fees sre ~ 3 %  class& as taxes 5uc a.re inposed under the pol ice  pmerta 
of %he cit;y, and are const~xed k y  t ha  C D A ~ ~ S  t o  represeat the cost of inspeotiou 
of t h e  pols~ a.n6 rqir-e liees, Ia ?b953 Yfiz!y ~~a;3i-?xbed~ to $480,OCO, 

TL:e City's ressarch engl2eer repor-2.6 that in a survey he made i n  1953, he 
fouod tkat them 1v,sero 259 cities in the Tjnited S t a t e s  ovith population of 10,800 
C P  ZOFB $r.xzh inpsed 8 %xx ch3rge on u t i l f t l e s  o t h e r  than tho ad valorem 
proper ty  tax, 

These c i t ies  representad  bout 195 of tha 1,345 cit ies over 10,000 popula- 
kion En f 950, 

The E. P. 0 .  A . ,  vihida 373.3 p~AbFsP-8d ed~aus%ive post-WBEP studies on how 
c i t i e s  ge t  their mortay, no tes  that  the graving trend is to use gross receipts 
a6 P, T C B S U P ~  ~f s t r e e t  use pr iv i l eges ,  Trmckise pririleges,  etg. 



PRINCIPAL A R G W T S  FQii AND AGAPMST TIE CHARGE 

Thrs committee has comidesed t h i s  proposal w.%le engaged in a she of 
partinen t principles applicable t o  local t axes i n  Rimeapdls,  It ha8 not 
completed t h i s  study and, therefore, i s  not prepared t o  expmsa defioi-t;e 
opinions as t o  the proper bas is  for a solution t o  t& City 8s revenue probleias. 
The follawirg i s  a surnrmry of *a principal arguments corsidered by the  con- 
m i t h e  i n  reaching its condusicn as t o  tle des i rabi l i ty  of adopting the 
specific propcsd. here considered: 

A-rrbs made for the  charge* 

1. The Northern States Power Company i s  esseneially a manoply and, 
t h e ~ f o l e ,  does not have the usual wow of being placed at a com- 
pet i t ive  disadvantage in stil l ing its product locc31yo 

2. The gas compasy provides a precedent i n  k h e a p o l i a  f o r  the pap~rlf 
of a s p e d a l  charge by a public u t i l i t y e  

3. The charge would be simpl'e t o  administer and t k  cost af ad;iaiaistra- 
. t i o n  would be l o u  i n  r dat im t s th r w m e  t o  be derived, 

Ire TIEI c i ty  ~ t t o r n e y  has advised t h e  GO-il it had the jmmr t o  impose 
t h e  charge. Propanerhs of the charge i n  the C i Q  Cancil believe it 
ie the only source of additional m e ~ u s  read- available. 

&pm?nts made against t k r a  ehargsr 

1, The charge would increase the compmy@s dfficulties in'cdkptm 
against th other kin& of power, 

2, hwer rates are an important f ac to r  in  getting and keeping industry. 

3. The charge probably would be parssad on t o  the  public in increased 
power r&es rather t h a  as a separate t a x  item aweaping on the b i l l ,  
'his would avoid m k h g  the consumar tax consciaus and would permit 
uvasion of pol i t ica l  reapcnsibi l i ty  f o r  imposing a tax  o r  charge, 
It a lso  makes it impossible for  the individual consumer t o  deduct 
h i s  share of t h e  charge in comphti~g h h  net inaam, fat. inco~oe tar 
Purposes0 

h, The charge is  of qwsticnable l e g a l i w  and, if paesed, the  City n q ~  
be faced with expensive l ega l  action and f i n a l l y  no revenue, 

So The proposed charge dcgs nut answer a l l  the needs of the  City for 
a d d i t b n a l  revenue end appears to be prompted by immedSate needs 
m t h r  than part  of ad overall program. 

6. (h. t h e  charge is inpeed and i t s  l & a l i ~ .  aseured, there is  tbe 
possibfl i ty  of further inamreas s as msds =cur -h muld incre880 
t h e  burdehla af this form of ckarga, 



flthough the proposed charge is -tormd co~qensakion to the City 
for the privilege of using pub1j-c property, no evidence has been 
presented to show value of elbe benefit confermd upon the power 
company, Thus there is m way of knowing to what extent, If any, 
%he company derives benefits f ram this privilege in excess af those 
benefits already paid fa- through real and personal p=oprty tases. 
In the absence of the shokdng of this excess benefit, the proposed 
charge may be discriminnatorgo 


