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Introduction

The Minnesota Mining Tax Guide is published to identify all
Minnesota mining-related taxes paid by the mining industry.
This book strives to simplify the complicated tax statutes using
language that is easy to understand through non-technical
narratives, tables, graphs and flowcharts.

Taconite Production Tax

The taconite production tax is the largest tax paid by the iron
mining industry. Itisamajor source of revenue to the counties,
municipalities and school districtswithinthetaconiterelief area.

The production tax distributed in 2003 isthe tax due for the 2002
productionyear. Thetaconite production tax ratefor concentrates
and pellets produced in 2002 was $2.103 per taxable ton. The
taxabletonnagefor 2002 isthe averagetonnage produced in 2000,
2001 and 2002.

Theinside of thefront cover illustrateswherethe productiontax is
distributed. It shows both the cents per ton (cpt) distribution and
the total amount distributed to various funds. The cost per ton
production tax distribution table was eliminated. The funds to
which the production tax are distributed are explained on pages 7
through 10, Digtribution of Funds.

StateTaxes

Other major taxes paid by the mining industry are the occupation
tax, similar to anincometax, pages?29 - 37, and salesand usetax,
pages41- 43. Thesetaxesare deposited in the State General Fund.

County Taxes

Other taconite and iron ore ad valorem (property) taxes are paid
directly to the counties, pages 47 - 53. These are property taxes
assessed on taconite railroads, unmined taconite ore, auxiliary
mining lands, unmined natural ore and severed mineral interests.

Taxeson Other Minerals

Taxeson minerals other than taconite or iron, such asgold, silver,
copper, nickel, lead and other nonferrous minerals are explained
on pages 54 - 56.

Aggregate Material Tax
Aggregate material production tax is explained on pages 45 and
46. Information about collections is provided by counties.

Aggregate M aterial Sales/Use Tax
An explanation of sales and use tax on aggregate materia is
found on page 44.

Iron Ore Production Comparison

Figurel
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Figure3

History of Minnesota Taconite Production

(Taconiteproduction tax report tonnages)

Year Butler Evedeth Hibbing | spat LTV National Northshore uUSsX Total
1950 _ - - - 129,666 - - - 129,666
1951 _ - - - 99,977 - - - 99,977
1952 _ - - - 101,325 - 13,071 - 114,396
1953 _ - - - 228,499 - 257,435 133,504 619,438
1954 _ - - - 180,669 - 316,628 413,059 910,356
1955 _ - - - 195,979 - 521,200 623,491 1,340,670
1956 _ - - - 211,698 - 4,238,729 618,452 5,068,879
1957 _ - - - 487,303 - 5,558,262 766,739 6,812,304
1958 _ - - —| 2,953,993 - 4,837,258 747,033 8,538,284
1959 _ - - —| 4,109,000 - 3,763,189 542,106 8,414,295
1960 _ - - —| 7,144,214 - 5,446,342 799,365 13,389,921
1961 _ - - —| 6,772,654 - 5,652,522 761,013 13,187,089
1962 _ - - —| 7,593,349 - 6,153,812 771,890 14,519,051
1963 - - - —| 7852473 - 8,044,362 798,405 16,695,240
1964 303 - - —| 8,009,243 - 9,667,975 827,713 18,505,234
1965 10,700 52,826 _ —| 8,039,657 —| 10,023,520 877,459 19,004,162
1966 70| 1,536,370 - —| 8551,044 —| 10,829,799 758,544 21,676,727
1967 | 1,617,409| 1,738,068 - —| 9,900,479 470,018 9,695,533 888,950 24,311,357
1968 | 2,334,752| 1,800,124 - —| 10,718,707 839,663| 10,002,064 | 4,573,743 30,269,053
1969 | 2,599,906| 1,916,899 - —| 10,198,586 2,285,744 | 10,352,579 | 6,056,598 33,410,312
1970 | 2,637,655| 1,986,000 - —| 10,743,031 2,728,932| 10,825,617 | 6,426,609 35,347,844
1971 | 2,647,930| 2,055,131 - —| 10,192,628 2,813,242 9,628,920 | 6,439,695 33,777,546
1972 | 2,302,971| 2,141,233 - —| 9,972,068 2,420,056 9,042,632 | 8,674,583 34,553,543
1973 | 2,563,003| 2,065,042 - —| 11,657,631 2,578,023 | 10,424,648 | 12,540,908 41,829,345
1974 | 2,523,518| 2,171,678 - —| 10,897,352 2,476,793 | 10,367,742 | 12,616,204 | 41,053,287
1975 | 2,437,411| 2,164,677 - —| 10,884,511 2,433,579 | 10,695,052 | 12,193,687 40,808,917
1976 | 2,393,347| 2,291,714 303,419 —| 10,778,287 2,461,083 | 10,052,204 | 12,294,537 40,574,591
1977 | 1,686,590| 2,572,900 | 2,150,170 | 232,457 | 4,646,451 2,621,627 5,033,248 | 7,428,136 26,371,588
1978 | 2,507,633| 4,924,732 | 5,408,928 | 1,925,378 | 7,424,801 5,096,348 9,154,801 | 12,927,230 49,369,851
1979 | 2,552,255| 5,604,688 | 6,250,348 | 2,238,443 | 8,820,258 5,367,815 7,033,658 | 16,492,186 54,359,651
1980 | 1,575,454| 5,778,256 | 6,800,202 | 1,407,598 | 5,679,043 2,896,456 4,582,997 | 14,147,065 42,867,071
1981 | 2,194,960| 5,879,859 | 7,125,897 | 2,385,967 | 7,943,641 3,424,392 7,643,807 | 12,381,951 48,980,474
1982 | 1,040,799| 4,611,260 | 5,703,410 | 1,792,702 | 3,963,897 1,291,211 1,520,113 | 3,307,025 23,230,417
1983 | 1,556,523| 3,265,821 | 4,205,470 | 2,136,155 | 2,045,065 3,270,837 985,318 | 7,708,073 25,173,262
1984 | 1,989,952| 3,932,117 | 6,075,049 | 2,032,164 | 4,696,117 4,584,782 3,666,288 | 8,712,123 35,688,592
1985 952,476| 2,943,613 | 5,059,291 | 1,821,941 | 4,862,497 4,428,662 3,282,389 | 9,913,832 33,264,701
1986 Closed| 3,455,690 | 4,881,987 | 1,807,451 | 4,232,962 4,021,372 1,433,898 | 5,617,695 25,451,055
1987 | 3,481,280 | 7,685,375 | 2,118,660 | 6,774,330 4,314,534 Closed | 7,668,870 32,043,049
1988 —| 4,238,636 | 8,653,270 | 2,247,840 | 7,888,582 4,607,944 — | 11,848,960 39,485,232
1989 —| 4,910,384 | 8,186,626 | 2,269,177 | 7,372,667 4,745,024 — | 11,846,319 39,330,197
1990 —| 4,417,255 | 8,136,923 | 2,265,876 | 7,798,292 4,809,930 2,384,061 | 12,709,299 42,521,636
1991 —| 3,374,068 | 8,016,302 | 2,337,141 | 6,887,320 4,850,261 1,986,223 | 12,470,635 39,921,950
1992 —| 3,571,784 | 7,801,946 | 2,109,743 | 6,622,640 4,997,512 1,394,451 | 12,351,795 38,849,871
1993 —| 3,124,040 | 7,244,015 | 2,403,766 | 7,403,623 2,758,923 3,406,029 | 13,509,891 39,850,287
1994 —| 4,862,373 | 8,192,141 | 2,511,292 | 7,470,635 1,732,469 3,434,979 | 13,473,020 41,676,909
1995 —| 5,141,072 | 8,386,431 | 2,560,350 | 7,440,366 5,026,048 3,658,130 | 12,788,787 45,001,184
1996 —| 4,842,571 | 7,910,004 | 2,530,053 | 7,182,697 4,775,999 4,071,680 | 12,560,634 | 43,873,638
1997 —| 4,964,481 | 7,479,612 | 2,388,631 | 7,168,585 5,108,503 4,059,463 | 13,646,373 44,815,648
1998 —| 4,773,026 | 7,608,548 | 2,550,795 | 6,657,167 5,260,207 4,182,872 | 13,291,377 44,323,992
1999 —| 4,342,770 | 6,623,571 | 2,658,663 | 6,593,497 5,225,632 3,678,803 | 12,169,971 41,292,907
2000 -| 3,850,443 | 8,008,869 | 2,698,927 | 7,305,807 5,459,565 4,075,170 | 13,561,035 44,959,816
2001 .| 4,159,792 | 5,891,288 | 2,629,420 69,209 4,371,589 2,648,289 | 11,858,907 31,628,494
2002 .| 4,204,799 | 7,408,541 | 2,661,129 0 5,463,637 3,979,283 | 13,794,178 37,511,567
Totals| 40,125,707 | 133,147,481 | 177,197,633 | 56,721,719 | 323,555,072 | 132,019,312 | 263,707,045 390,330,554

Numbers after 1986 do not include flux.
Beginning with 1990, all weights are dry.
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Taconite Production Tax

(Minnesota Statutes 298.24 and 298.28)

General Information

Definition

The taconite production tax is a severance tax paid on
concentrates or pellets produced by the taconite companies. It is
paidinlieu of ad valorem (property) taxes on taconite and lands
containing taconite. Land and structures used in the production
of taconite are also excluded from property tax, with some
exceptions (see pages 47 and 48). Electric power plantsprincipally
devoted to the generation of power for taconite mining and
concentrating are considered to be used in the production of
taconite (or direct reduced ore) and are covered by the in lieu
exemption for property taxes. If part of the power isused for other
purposes, that proportion of the power plant is subject to the
general property tax. The power plant must be owned by a
company subject to production tax to qualify for the exemptions.

Tax Rate

Thetaconite production tax ratefor any given year isdetermined by
multiplying the prior year’ s rate by the percentage changein the
Gross Domestic Product Implicit Price Deflator (GDPIPD) from
thefourth quarter of the second preceding year to thefourth quarter
of the preceding year. TheU.S. Department of Commerce publishes
the GDPIPD monthly in Survey of Current Business. Thisescaator
takes effect each year unlesstherate isfrozen or changed by the
Legidature. Thetax ratewasset at $2.103 by the 2001 |egid atureand
frozen through the 2003 productionyear. Theescalator isscheduled
to take effect again for concentrates produced in 2004.

TaxableTons

The production tax islevied on taxabletons, which arethe average
tons produced during the current year and the previous two
productionyears. This diminatesthepesksand valeysof tax payments
by the taconite producersand distributionto thetax recipients. The
resultisamore stabletax base resembling aproperty tax.

Digtribution

Under Minnesota law, production tax revenues are distributed to
various cities, townships, counties and school districts within the
TaconiteAss sanceArea Thisisan areacomprising the present taconite
mining areas plusareaswhere natural orewasformerly mined.

Funds are also allocated to the Iron Range Resources and
Rehabilitation Agency (IRRRA), which administersthe Taconite
Environmental Protection Fund, the Northeast Minnesota
Economic Fund, the Taconite Economic Development Fund
(sometimesreferred to asthe Investment Tax Credit), the Taconite
Assistance Program and other loan and grant programs for both
the range cities and townships and the taconite industry. More
information about the IRRRA can be found on pages 24 - 28.

Payment Datesand M ethod

In past yearsthe taconite production tax has been due and payable
by electronic fund transfer on February 24 each year. If the 24th
fallson aweekend or holiday, the payment date isthe next regular
work day. Beginning with taxespayablein 2003, the paymentswill
be due 50% on February 24th and 50% due on August 25th. The
Department of Revenue must notify each taconite producer of its
tax obligation by February 15th.

Each taconite producer must make paymentsto six countiesand the
IRRRA on or before the due date. Payments are made to Aitkin,
Cook, Crow Wing, Itasca, Lakeand St. Louis Counties, and to the
IRRRA. The county auditorsthen make paymentsto cities, townships
and school ditricts.

Producer Grants(M.S. 298.2961)

The producer grant program was hot renewed by the 2003 legidation
and will sunset after the 2003 distribution. (2002 production year)

Taconite Economic Development Fund
(M.S. 298.227)

The Taconite Economic Development Fund (TEDF) was first
created for production years 1992 and 1993 at a rate of 10.4
cents per taxable ton (cpt).

No distribution is made under the TEDF or the Producer Grant
Program in any year in which total industry production falls
below 30 million tons. (Note: The 30 million ton minimum was
suspended for the 2002 production year only). Any portion of
the TEDF fund not released within two years of deposit isdivided
two-thirds to the Environmental Protection Fund and one-third
to the Northeast Minnesota Economic Protection Trust Fund. To
date, al funds have been approved and released to the taconite
producers before the two-year deadline expired. The 2001
Legislature made the TEDF permanent at 30.1 cents per ton for
distributions in 2002 and therezfter.

Each producer hastwo potential sourcesof T.E.D.F. money:

1. Acidor flux pellets — Theproduction tax amount credited to
each producer’ s share of the Taconite Economic Development
Fundis30.1cpt.

2. Pdlet chipsandfines — Thisremainsthe sameaslast year—
an amount, equal to 50 percent of thetax for pellet chipsand
finessold not exceeding 5/16-inch, isal ocated to each company’s
share of the Taconite Economic Devel opment Fund. Thetotal
amount may not exceed $700,000 for all companies. If the
total claimed exceeds $700,000, each company’ ssharewill be
prorated. The determination of this allocation is based on
current production year salesof chips, finesand concentrate—



not thethree-year average of production. Salesof crushed pellets
do not qudify for thiscredit. (M.S. 298.28, Subd. 9(a), paragraph

(b).)

Therefore, each company is eligible to receive 30.1 cents per
taxabl e ton plus an additional amount based on current year tons
of chips & fines sold. A listing of TEDF-funded projects and
yearly distributions TEDF is shown in Figure 21 on page 26.

Flux Pellets

Flux pelletshave limestone or other basic flux additives combined
with the iron concentrates before pelletizing. Three companies,
Ispat Inland, Northshore and USX produce fluxed pellets,
although all have experimented with them. EVTAC, Hibbing
Taconite, National and Northshore are producing a partially
fluxed pellet containing alow percentage of limestone additives.

M.S. 298.24, Subd. 1, clause (f) allowsthe weight of flux added

to be subtracted from the pellet weight for production tax
purposes. All tables in the Minnesota Mining Tax Guide with
production statistics use an equivalent or calculated weight for
fluxed pellets. The taxable weight is the dry weight less the
weight of the flux. The weight of the flux is determined by a
metallurgical calculation based on the analyses of the finished
pellet, the concentrate and the flux stone. Beginning in 1988
(1987 production year), a flux credit was allowed against
production tax.

Occupation tax is based on iron units and uses the full weight
including flux. A reconciliation of both tonnages and the flux
weight is shown on Figure 28, page 34.

Pellet Weighing

Pellet tonnages are reported on a dry weight basis. This began
with the 1990 production year.

Definition of Taconite Tax Relief Area

One common prerequisite existsfor all taconite aidsand grants—
the recipient must be within the geographic confines of the
Taconite Tax Relief Areaor the Taconite AssistanceArea. Thisis
defined by statelaws(M.S. 273.134 & M.S. 273.1341) asfollows:

“Tax relief area” means the geographic area contained within
theboundariesof aschoal digtrict that meetsthefollowing qualifications

(@ Itisaschoal digtrictinwhichtheassessed valuation of unminediron
oreonMay 1, 1941, was ot lessthan 40 percent of the assessed
valuation of all real property and whoseboundariesarewithin20
milesof ataconiteplant; or

(2) Itisaschool digtrictinwhich, onJan. 1, 1977, or theapplicable
assessment date, thereisataconite concentrating plant or where
taconiteismined or quarried or wherethereislocated anelectric
generating plant which qualified asataconitefacility.

Definition of TaconiteAssistanceArea

A “taconite assistance area” means the geographic areathat falls
within the boundariesof aschool digtrict that containsamunicipality
inwhich the assessed va uation of unminedironoreonMay 1,1941,
washot |essthan 40% of the assessed valuation of al real property.
Any areawithin the Taconite Tax Relief Areaisalso considered to be
withinthe TaconiteAssistanceArea.

2003 L egidation

Production Tax

The production tax rate was not changed from last year at $2.103
per taxable ton for concentrates produced in 2002 and 2003. In
2004 therate will again beadjusted according to the Gross Domestic
Product Implicit Price Deflator.

Producer Grants(M.S. 298.2961)

The 2003 regular session did not extend the producer grant fund
through the 2003 production year. (2004 distribution) Therefore,
thisdistribution ends after the 2003 distribution.

Taconite Economic Development Fund

The Taconite Economic Development Fund (TEDF) continues
at 30.1 cents per ton for distributions in 2003 and thereafter. A
matching expenditure of at least 50% is required to qualify for
the additional 14.7 cents per ton. (above 15.4 cents) The 30
million ton minimum production requirement was suspended
for the 2003 distribution only.

MinnesotaMinerals21% Century Fund

Thisfund had $80 million availablein 2002 ($60 millionin state
funding and $20 million from IRRRA). TheMesabi Nugget project
a Northshorewasfunded at $8 million each from the IRRRA and
state portionsof thisfund. 1n 2003 $42 million of state money was
unallotted and returned to the state to help balance the budget
deficit. Thisleaves$10 million of state fundsremaining for minerd
development projectswhichwill bematched by IRRRA funds. This
remaining funding hasbeen earmarked for the Teck Cominco copper-
nicke project.

Balkan Township

Thespecia 2003 distribution of $100,000 to Balkan Townshipwas
alowedto sunset.



Distribution of Funds
(Minnesota Statute 298.28)

Subd. 2 - Taconite Citiesand TownsFund

(@ TheTaconiteCitiesand TownsFund allocates4.5 centsper ton
to cities and towns where taconite mining and concentrating
occur. Forty percent (1.8 cpt) goesto citiesand townshipsin
which mining activity occurs. Theremaining 60 percent (2.7
cpt) goesto citiesand townshipsin which concentrating taconite
occurs. Note: Thisisdoneonaconmpany-by-companybass

If both mining and concentrating take placein asingletaxing
digtrict, theentire4.5 centsisdlocated there. If mining occursin
more than one city or town, the revenue (1.8 cpt) is divided
based on either a percentage of taconite reserves or a four-
year production average. Most taconite mines have mining
intwo or more areas.

If concentrating is split between two or more citiesor towns,
the revenue (2.7 cpt) is divided by the percentage of hours
workedineach. Theprimary crusher isconsidered thefirst tage
of concentration. The only current examples are Northshore
(Babbitt, Beaver Bay Township and Silver Bay), LTV (Hoyt
L akesand Schroeder Township-LTV powerplant) and EVTAC
(Eveeth, Fayd Township, and M cDavitt Township). Beaver Bay
Township qudifiesduetothelocation of thetailingbasinthatis
part of the concentrating process. Distribution detail isshown
inFigure10, page17.

(b) Mining Effects— Four centsper taxabletonisallocated tocities
and organized townships affected by mining because their
boundariesarewithin three miles of ataconite mine pit that was
actively minedin at least oneof the prior threeyears. If acity or
townislocated near morethan one mine meeting thecriteria, it
iseligibletoreceiveaid caculated from only themineproducing
thelargest taxabletonnage. When morethan one municipality
qualifiesfor aid based on one company’ s production, theaid
must be apportioned between the municipalitiesin proportion
totheir populations. One-half of the money must be used for
infrastructureimprovement projectsand one-half for projects
inwhich two or more municipalitiescooperate.

TheRRRA has provided some guidelinesfor appropriate use of
these funds:

1. One half for infrastructure improvement projects:

 Public buildings-construction or major maintenance;
doesnot include normal cleaning and maintenance or
janitorial services.

» Water and sewer systems

* Streets, sidewalks, roads and bridges

» Parksandrecreational facilities

 Publictrails

 Doesnot include mobile equipment

2.One-half for cooperative projects between two or
more communities:

» Parksandrecreational facilities

» Publictrails

» Other community facilities

» Public services such as recreational activities, law
enforcement and fire protection

* Otherjoint ventures

Use of mining effects fund is not limited to the above examples.
Cooperative projectsare not limited to communitiesthat receivea
mining effectsdigtribution. For example, community A whichreceives
mining effectsaid, can undertake aproject with community B, which
doesnot.

A community should report to the IRRRA by Jan. 15" of theyear
following the receipt of the mining effects aid. Reports should
be submitted to Richard Walsh, Grants Administrator, IRRRA,
1006 Hwy 53 South, PO. Box 441, Eveleth, MN 55734.

Subd. 3- TaconiteMunicipal Aid Account

(@ TheTaconiteMunicipal Aidisfunded at 12.5 cents per taxable
ton. TheKinney-Whitealocation (par. b) andthe.2 cent RAMS
alocationin Subd. 8 are subtracted fromit. The paymentis
made on September 15. Each city or townshipfirst receivesthe
amount it was entitled to receivein 1975 from the occupation
tax. The amount isthen reduced according to the percentage
aid guarantee provisions in M.S. 298.225. For example, if
production levels mandate a 90 percent aid guarantee, thenthe
occupation tax grandfather amount is also reduced to 90
percent. Theremainder of theaid isdistributed accordingto a
complex formulausing levies, val uation, popul ation and fiscal
need factors.

Thefirgt stepinthisformulaisto determinethefiscal need factor
(FNF). The FNFisathree-year average of the sum of thelocal
government aid (LGA), local levy and production tax revenues
received by the community. Next, thelocal effort tax capacity
rate equal sthefiscal need factor per capita(FNFPC) divided by
17.1f the FNFPC isgreater than 350, thelocal effort tax capacity
rate (LETCR) is 350 divided by 17 plus the excess over 350
divided by 15. Theminimum allowable LETCRis8.16. The
final step in thisformulaisto computethe distribution index
(DI). Thedistribution index for acommunity equalsits FNF
minus LETCR timesthe adjusted net tax capacity divided by
100.

A digtributionindex isdetermined for al eligible communities.
A percentageisdetermined by comparing thedistribution index
of aparticular community to thetotal of distribution indexes
for all eligible communities. Thispercentageisthen multiplied
by the amount of available municipal aid to determine an
amount for each community. Prior to this calculation, the
occupation tax grandfather amountsand special aid for thecity
of Kinney and township of White are subtracted fromthetotal
availableto themunicipal aid fund.



If FNFPC <350, LETCR=FENFPC
17
If ENFPC > 350, LETCR* =350+ (ENFPC- 350)
17 15
DI =*(FNF minusL ETCR) x Adjust Net Tax capacity
100
* Minimum allowable LETCR = 8.16

The conditions necessary for amunicipality to qualify for thisaid are
identical to the qualificationsfor the 66 percent taconite property
tax relief listed under Subd. 6 (seepage9). Thestatelaws governing
Municipal AidareM.S. 273.134, M..S. 298.28, Subd. 1, Clause 2,
and M.S. 298.282. Didtribution detail isFigure 10, page 17.

(b) & (c) - Additional money isallocated to citiesand townshipsif
morethan 75 percent of the city’ sassessed valuation consi sted
of iron oreasof Jan. 2, 1980, or if morethan 75 percent of the
township’ sassessed valuation consisted of iron ore on Jan. 2,
1982. Thedigtributioniscal culated using certified levies, net tax
capacities and population. Currently, only White Township
andthecity of Kinney qualify.

M.S. 126C.48, Subd. 8 - Special Municipal Aid

The special municipal aid that was enacted by the 2001
legidation and distributed in 2002 was repealed. However,
new legislation passed in 2002 authorizes some cities &
townshipstoreceiveaid from money allocated to their school
digtrictsfor levy reduction totheextent that thelevy reductions
exceed the schoolslevy limitations.

Subd. 4- School Districts

(@ Seventeen and fifteen hundredths cents (17.15) per taxableton
was distributed in 2002 under (b) & (c) plus amount in

paragraph (d).
(b) Taconite School Fund (3.43 cents)

A total of 3.43 centsper taxableton for each taconite company
isallocated to schoal districtsinwhich mining and concentrating
occurs. If the mining and concentrating take placein separate
districts, 40 percent isall ocated to the location of mining and
60 percent to concentrating. In addition, if themining occursin
more than one school district, the 40 percent portionisfurther
split based on either a four-year average of production or a
percentage of taconite reserves. If the concentrating function of
acompany takes placein morethan one school district, the 60
percent portion isfurther split according to hoursworked in
each district. The primary crusher, tailings basin and power
plant owned by a taconite company are considered part of
concentrating. Whenthesearein different school districtsthan
the plant, the hours-worked splitisused. Distribution detailsin
Figure11, page18.

() Regular School Fund (13.72 cents)

All taconite companies pay 13.72 cents per taxabletoninto a
fund that is split among the 15 school districtsin the Taconite
Relief Area Each school didtrict receivestheamount it wasentitled
toreceivein 1975 from thetaconite occupationtax (under M.S.
298.32). This amount may be increased or reduced by the
percentage aid guarantee provisions of M.S. 298.225. The
remaining amount inthefund isdistributed using anindex based
on pupil unitsand tax capacities. Generally, districtswith larger
tax capacities per pupil unit tend to receive a proportionately
smaller amount of thisfund. Distribution detail isin Figure 11,
pagel18.

The index is calculated as follows: The pupil units for the
prior school year are multiplied by theratio of the average net
tax capacity per pupil unit of al taconite districts to the
adjusted net tax capacity per pupil unit of the district. Each
district receives the portion of the distribution that its index
bearsto the sum of theindexesfor all taconite school districts.

(d) TaconiteReferendum Fund (TRF)

Taconite school districts qualify for an additional $175 per
pupil unit over and above state aids by passing a special
levy referendum equal to 1.8 percent of net tax capacity.
The TRF pays the difference between the local levy and
$175 per pupil unit. The pupil units used in the computation
are the greater of the previous year or the 1983-84 school
year units. OnJuly 15,1999, and thereafter, theratewill increase
according to the increase in the implicit price deflator as
providedin M.S. 298.24. If any money remainsinthefund, it
isdistributed to the Environmental Protection Fund (two-thirds)
and the Northeast Minnesota Economic Protection Trust (one-
third). Note: Adigrict receiving money fromthe TRF must reserve
thelesser of $25 or theamount received per pupil unit (of the$175
authorized) for early childhood programsor outcome-basedlearning
programs. Thecommissioner of the Minnesota Department of
Education must approvetheoutcome-based programs Didribution
detail isinFigure11, page18.

(e Each school digtrict is entitled to receive the amount it
received in 1975 under 298.32 (Occupation Tax Grandfather).

Subd. 5- Counties

(@ Thedlocation of 26.05 centsper taxabl etonto taconite counties
(subject to adjustment by M.S. 298.225) is to be distributed
under Subd. 5(b) through (d). Theamountslistedin (b) and
(d) arethe statutory amounts prior to any adjustment by M.S.
298.225. Distribution detail isin Figure 13, page 19.

(b) TaconiteCountieswith Miningor Concentrating

Anamount of 20.525 cents per taxabletonisdistributed tothe
county inwhich thetaconiteismined or quarried or in which
the concentrateisproduced (split inthe samemanner astaconite
cities and towns), less any amount distributed in Subd. 5(c).
Distribution detail isin Figure 13, page 19.



(¢) Counties- Electric Power Plant

If an electric power plant owned by and providing the primary
source of power for ataconite plant islocated in acounty other
than the county inwhich themining and concentrating processes
are conducted, one cent of the 13 cents per ton (for that
company) isdistributed to the county in which the power plant
islocated. Thisonecentisnot escalated butissubject toM.S 298.225
adjustment with variable guarantee. For the 2002 production
year, this amounted to $75,656. The only company whose
distribution is affected is LTV Steel, due to its power plant
location at Taconite Harbor in Cook County. Itsone cent per
ton distribution for the 1983 base year was figured on
9,793,639 tons. Thisamount was carried forward from 1979
based on apreviousguarantee. Thecurrent year M.S. 298.225
guarantee percentageisawaysapplied.

$97,936 (1983 base) x 77.2504% = $75,656

Thereisaso atransfer of $17,403 from property tax relief to
the county fund coveredin Subd. 6, (b). Cook County receives
atotal of $93,059 due to the LTV power plant. ($75,656+
$17,403 = $93,059) The $17,403 amount is calculated:
$22,528 (1983 base) x 77.2504% = $17,403.

(d) TaconiteCounty Road and Bridge

Each county receives aportion of theaid that isdeposited in
the County Road and Bridge Fund in the same manner as
taconitecitiesand towns. Thebasic allocationis’5.525 cents per
taxable ton subject to adjustment as in M.S. 298.225.
Distribution detail isin Figure 13, pagel9.

Subd. 6 - Taconite Property Tax Relief

(a) Taconite Property Tax Relief

Theamount sent to thisfund was set by the 2001 L egidature at
33.9 cents per taxableton for the 2002 production year. For
the production year 2002 and subsequent years, the gross
domestic product implicit price deflator will index it. The
qualifications and distribution of taconite property tax relief
aredescribed inthefollowing paragraphs.

The Taconite Homestead Credit reducesthetax paid by owners
of certain properties located on the Mesabi and Vermillion
ranges located within the taconiterelief area. The properties
receiving this credit are owner-occupied homes and owner-
occupied farms. Thetax ondl theland comprisingthefarmis
used in determining the amount of credit for afarm. Prior to
1983, the credit on farmswaslimited to 240 acres.

If an owner-occupied homeor farmislocatedin acity or town
that contained at |east 40 percent of itsvaluation asiron oreon
May 1, 1941, or which had ataconite mine, processing plant, or
electric generating facility on January 1, 1977 or currently hasa
taconite mine, processing plant, or electric generating facility,
the taconite credit is 66 percent of the tax up to a maximum
credit of $315.10 for taxes payablein 2003.

If the property is not located in such acity or town, but is
located in aschool district containing such acity or town, the
taconite credit is57 percent of thetax up to amaximum credit
of $289.80.

Thetotal amount of taconite property tax relief paid in each
county and school district islisted in Figure 7, page 14. An
example of the calculation is shown in Figure 8, page 15.

State laws governing taconite property tax relief are
containedinM.S. 273.134to M.S. 273.136 and M..S. 298.28,
Subd. 6. This is guaranteed by the Northeast Minnesota
Economic Protection Fund as stated in M.S. 298.293.

b) Electric Power Plant Aid From Property Tax Relief

For any electric power plant located in another county, as
described in 5(c), 0.1875 cent per taxable ton (cpt) from the
Taconite Property Tax Relief account is paid to the county.
Thedistributionissubject tothe M. S. 298.225 variable guaran-
tee. For the 2002 production year, $17,403 was distributed,
with the entireamount coming fromthe M.S. 298.225 guaran-
tee. (calculation detailson page 9 under (c) counties)

(© ElectricPower Plant Aid from Property Tax Relief

Thissubdivision allocates 0.4541 cent per LTV’ staxableton-
nage to the Cook County school district dueto LTV's power
plantin Cook County. ThedistributionissubjecttotheM.S.
298.225 guaranteeat 31.2 percent or thevariablerate, which-
everisless. Forthe2002 productionyear, $21,087 wasdistrib-
uted. Thisiscalculated by multiplying the 1983 base of $67,586
x.312=$21,087.

Subd. 7—Iron Range Resour ces& Rehabilitation Board

An amount of 6.5 cents per taxable ton escalated by the Gross
National Product Implicit Price Deflator is allocated to the Iron
Range Resources and Rehabilitation Board (subject to M.S.
298.225 guarantee). Thefundsare used by the IRRRA for general
operating expenses and community development grants.

Subd. 8— RangeAssociation of Municipalities& Schools

This 0.2 cent per taxableton (subject to M. S. 298.225 guarantee)
is paid to the Range Association of Municipalities and Schools
(RAMYS) to provide an area-wide approach to problems that
demand coordinated and cooperative actions. All cities, towns
and schoolsin thetaconite and iron ore mining areaareincluded.
This amount is subtracted from the Taconite Municipal Aid
distributionin Subd. 3.



Subd. 9— Northeast Minnesota Economic Protection
Trust Fund

In addition to the amount provided in theremainder after al other
distributionsare completed, 3.35 centsper taxableton wasallocated
to the Northeast Minnesota Economic Protection Trust Fund for
production year 1998 and thereafter.

(@ Taconite Economic Development Fund
This subdivision is explained in detail on pages 24 and 26.
Subd. 10— Indexing

Beginning with distribution in 2000 (1999 production year), the
amounts determined under Subd. 6, paragraph (a), Subd. 7 and
Subd. 9 areincreased in the same proportion astheincreasein the
implicit price deflator asprovided in Section 298.24, Subd. 1.

Subd. 11— Remainder

(@ Afterdistributing all other aid, including school bond credits
and payments, taconite railroad, and IRRRA payments, the
remainder is distributed two-thirds to the Taconite
Environmental Protection Fund and one-third to the
Northeast Minnesota Economic Protection Trust Fund. The
remainder includes interest earned on money on deposit by
the counties prior to the final distribution.

(b) TaconiteRailroad

Until 1978, the taconite railroad gross earnings tax was
distributed tolocal units of government based on aformulaof
50 percent to school districts, 22 percent city or town, 22
percent county, and six percent state. The respective shares
werefurther split based on miles of track in each government
unit. Beginning in 1978, the distributions were frozen at the
1977 level and funded from production tax revenues. The
total amount distributed in 2003 is $2,482,454. Taconite
railroad aidsarenot subject to the percentage reduction mandated
for other aids by M.S. 298.225. So, taconite railroad aids to
often remain constant from year to year. Beginning with the
2002 production year, thetaconiterailroad distribution to schools
isreducedto 62 percent of the 1977 amount.

(©) Occupation Tax Grandfather Amount tolRRRA

In 1978 and each year theregfter, the amount distributed to the
IRRRA isthesameit receivedin 1977 fromthedistribution of the
taconiteandiron ore occupationtaxes: $1,252,520.

Additional Payments

Although thefollowing paymentsarenot included in M.S. 298.28
or its subdivisions, they are subtracted prior to dividing the
remainder describedin Subd. 11.

Thesepaymentsarelistedin detail on page 18 and consist of school
bond paymentsto schoal districtswithin thetaconitetax relief area
and taconite assistance area. Most are funded 80% taconite and
20% local efforts.

Aid Guarantee
(Minnesota Statute 298.225)

Therecipientsof thetaconite productiontax, providedinM.S. 298.28,
Subds. 2to 5, Subd. 6, paragraphs (b) and (c) and Subds. 7 and 8, are
guaranteed to receivedistributionsequa to theamount distributed to
them with respect to the 1983 production year, provided that
productionisnot lessthan 42,000,000 taxabletons. If the production
isless, theamount distributed from thefundisreduced proportionately
by two percent per each 1,000,000 tonsby which thetaxabletonsis
lessthan 42,000,000tons. For example, if thetaxabletonnage (three-
year average) is 39,800,000, then the proportionatereductionis4.4
percent. Thisisca culated by multiplying two percent times2.2 million
tons. Thisaid guaranteeisfunded equally fromtheinitia current year
digtributionsto the Taconite Environmental Protection Fund and the
Northeast Minnesota Economic Protection Fund. [f the initia
digributionsareinsufficient to fund thedifference, the Commissioner
of thel RRR makesthe paymentsof any remaining differencefromthe
capital of the Taconite Environmental Protection Fund and the
Northeast Minnesota Economic Protection Trust Fund in equal
proportions. The Commissioner of the Minnesota Department of
Revenue determinesthis. Theaid paymentscovered by thisvariable
guarantecarelisted asfollows:

1. 4.5cents—City and Town Fund

2. 12.3 cents—Taconite Municipa Aid

3. 6.5 cents—escalated to IRRRB

4. 0.2cent—RAMS

5. 0.1875 cent—power plant transfer from Taconite Property Tax
Relief Account to Cook County

6. 4.0cents- Mining Effects Fund (uses 1999 production year as
baseyear)

Thefollowing funds are guaranteed at 75 percent or the variable

guarantee, whicheverisless:

1. 20.525 cents—Taconite County Fund

2. 5525 cents—Taconite County Road and Bridge Fund

Thefollowing fundsare guaranteed at 31.2 percent or thevariable

guarantee, whicheverisless:

1. 13.72 cents—Regular School Fund

2. 3.43cents—Taconite School Fund

3. Taconite Referendum Fund

4.  0.5625 cent—power plant transfer from Taconite Property Tax
Relief Account to School District 166, Cook County

TheTaconite Property Tax Relief Accountisnot covered by M.S.
298.225, but is separately guaranteed by the Economic Protection
Fund, asstatedin M.S. 298.293.
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Taconite Production Tax Distribution Calculation

The taconite mining companies make the production tax pay-
ments directly to six counties (Cook, Lake, St. Louis, Itasca,
Crow Wing, and Aitkin) and the IRRRA. Each county auditor is
responsible for making the taconite aid payments to the various
jurisdictions within the county. St. Louis County was designated
as fiscal agent for the taconite property tax relief account, and
issues taconite property tax relief checks to the other counties.
The State of Minnesotaal so made apayment of $0.22 cents per ton
(payable 2003). Thismoney wasadded to theamount availablefor
distribution.

The Minnesota Department of Revenue makes all computations
regarding the amount paid by the companies, state and the aid
payments due to cities, schools, townships and counties. Inter-
est earnings on undistributed funds are remitted by the counties
to the IRRRA.

The proceeds of the 2002 taconite production tax (payable 2003)
aredigtributed by statelaw asfollows(all figuresare cents per taxable
ton):

M.S. 298.28 — Payment r ecipients Centsper ton
Subd.2a  Taconitecitiesand towns 45
Subd.2b  Taconitecitiesand towns(mining effects) 4.0
Subd. 3 Taconite municipal aid account 12.3
Subd. 4 School digricts
(b) Taconite schools(mining and/or concentratingin thedistrict) 3.43*
(©) School districtswithin thetaconiterelief area (distributed by formula) 13.72*
Basic school district total 17.15
(d) TaconiteReferendum Fund (formulaamount - seepage8)
Subd.5 Counties
(b and c) Taconitecounties(includeselectric power plant) 20.525
(d) Taconite countiesroad/bridge 5.525
Countiestotal: 26.05
Subd. 6 Taconite property tax relief
(includes.75 centsfor Cook County and Cook County schools) 33.9**

Subd. 7 IRRRA 6.5%*

Subd. 8 RangeAssociation of Municipalitiesand Schools 0.2

Subd. 9 Northeast M innesota Economic Pr otection Fund 3.35%*

Subd.9a  Taconite Economic Development Fund 30.1

Subd.10  Indexing provisions =

Subd.11  Distribution of remainder —

* For distribution in 2003 only, 95 percent was allocated to the Northeast Minnesota Economic Protection Fund. The remaining
5 percent was returned to the State's general fund.

*  These funds are escalated using the Gross Domestic Product Implicit Price Deflator. After escalation, the cents per ton for
Taconite Property Tax Relief was 35.38 cents, IRRRA was 7.07 cents, and the Northeastern Minnesota Economic Protection
Fund was 3.58 cents.

The full amount distributed, including escalation and M.S. 298.225 guarantees, is listed in Figure 10, page 17.
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Figure5

Northeast Minnesota Economic Protection Trust Fund and

Environmental Protection Fund

Environmental Protection

Period ending Economic Fund balance Fund balance
June 30, 1986 31,537,559

June 30, 1987 31,186,041

June 30, 1988 31,290,815

June 30, 1989 31,279,724

June 30, 1990 36,679,552 $4,027,594
June 30, 1991 42,004,602 4,997,728
June 30, 1992 48,840,406 8,538,918
June 30, 1993 54,084,189 1,459,629
June 30, 1994 57,633,818 1,411,886
June 30, 1995 61,596,404 4,034,811
June 30, 1996 66,451,967 3,638,011
June 30, 1997 61,901,073 4,440,733
June 30, 1998 61,863,771 4,709,999
June 30, 1999 71,863,771 5,003,671
June 30, 2000 78,602,904 4,632,476
June 30, 2001 81,880,519 3,680,925
June 30, 2002 79,621,545 1,079,868
June 30, 2003 $84,572,870 $7,868,073

Economic Fund Major Withdrawals

Sept. 27, 1982
Feb. 3, 1983

May 24, 1983
Feb. 25, 1984

February and May, 1987
Sept, 26, 1989

July 1, 1996

July 1, 2001

Various 2002 & Jan 2003

$ 2.50 million
5.00 million
10.00 million
2.08 million

46 million
1.90 million
10.00 million
.1 million
2.52 million

IRRRA Jobs Program

IRRRA Jobs Program

IRRRA Economic Development

Aid guarantees to cities/schools
(M.S. 298.225)"

M.S. 298.225

Property tax relief guarantee

Producer grant program-+

Mining Effects Extension:++

M.S. 298.225

*

ore industry depression.
** 1996 M.S. 298.2961

This aid guarantee formula was revised by the 1984 Legislature so that further withdrawals should not be necessary except during serious iron

*** Section 20 of 2001 legislation amended M.S. 298.225 (aid guarantees) to extend payments for certain cities and townships.

The TaconiteArea Environmental Protection Fund (TEPF), M.S.
298.223 and the Northeast Minnesota Economic Protection Trust
Fund (NEPF), M.S. 298.291 through 298.294, were established by
the 1977 Legidlature. These two funds receive the remainder of
the production tax revenues after all distributions are made ac-
cording to M.S. 298.28. The remainder is split with one-third
going to the Northeast Minnesota Economic Protection Trust
Fund and two-thirds to the Taconite Area Environmental Protec-
tion Fund.

The Taconite Environmental Protection Fund was created for the
purpose of reclaiming, restoring and enhancing those areas of
Minnesota that are adversely affected by environmentally dam-

aging operations involved in mining and producing taconite
and iron ore concentrate. The scope of activitiesincludeslocal
economic development projects. The | RRR commissioner admin-
istersthefund. ThelRRR and the governor must approve projects.

The Northeast Minnesota Economic Protection Trust Fund is
somewhat different in that only interest and dividends earned
by thefund may be spent before Jan. 1, 2004. Approval for
expendituresfrom the principal may be made prior to 2004 with
authorization from the Legislature. This has been done on
several occasions as shown in Figure 5 above.
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The taconite homestead credits described on page 9 are
administered by the county auditors. The amounts payablein
2002 arelistedin Figure 7 below. Digtributionis determined by
theformuladescribed on page 15. Theamountsdo not equal the
total production tax allocated for property tax relief shownin

Taconite Property Tax Relief

1989.

thetablesascollectionsor payments. Thedifferenceiscarriedin

Figure 6

the Taconite Property Tax Relief Fund balancewith St. L ouis County
asfiscal agent. If thefund balance and production tax collections
are not sufficient to makethe payments, the deficit ismadeup from
the Economic Protection Fund. Thelast timethisoccurredwasin

Taconite Property Tax Relief Fund Balance

Year Payments Interest & Paymentsout Balance
payable into account* other** (by formula) December 31
1988 $9,727,800 $325,700 $10,883,300 $79,000
1989 5,904,200 214,400 8,081,000 9211
1990 9,569,872 438,580 7,651,586 2,366,077
1991 10,848,818 505,139 7,914,709 5,805,325
1992 10,891,942 411,356 8,308,617 8,800,006
1993 10,847,642 437,219 8,980,640 11,104,227
1994 11,783,383 712,838 11,136,577 12,463,871
1995 12,143,854 1,087,081 11,758,988 13,935,818
1996 13,055,526 1,080,173 11,600,147 16,471,370
1997 12,924,447 1,039,106 11,809,166 18,832,791
1998 13,555,273 1,416,146 11,269,163 22,535,047
1999 16,237,808 1,379,053 14,867,173 25,284,735
2000 16,078,849 2,040,283 15,041,042 28,362,825
2001 13,850,869 2,488,790 15,339,725 29,362,759
2002 10,293,022 5,552,323 *** 23,950,183 *** 19,209,484
2003 Est. 10,835,555 500,000 12,000,000 18,545,039

pErs

Listed under year payable; therefore, 2002 payments result from 2001 production.
St. LouisCounty began asthefiscal agentin 1986. Note: It includesamountsof incorrect homestead claimsrepaid and other adjustments.
Includes reimbursement from state for overpayment in Aitkin, Crosby-lrontons and Grand Rapids School Districts.
$10,857,566 of Special Municipal aid was also paid out of homestead credit funds as a one time payment.

Figure7

Taconite Property Tax Relief Fund Distribution

Total listed by school district area:

Total listed by county area:

P Mobile Real Mobile Real Grand
cence elele home property Gty home property total

166- Cook County 1,316 433,921 (69) St.Louis $26,813 $8,292,108 $8,318,921

316- Coleraine 8,320 825,793 (3D Itasca 9,734 1,154,860 1,164,594

319- Nashwauk-Keewatin 1,414 329,067 (38) Lake 1,545 1,079,374 1,080,919

381- LakeSuperior 2,078 1,324,194 (16) Cook 1,316 433,921 435,237

695- Chisholm 291 623,370 (36) Koochiching 5 4,807 4812

696- Hy 1,215 560,146

701- Hibbing 10,715 1,765,629 Total: $39,413 $10,965,070( $11,004,483

706- Virginia 1,440 1,068,227 (Payable2002)

712- Mt. lron-Buhl 3831 439,454

2142 - St. Louis County 4,704 1,791,711 Mobile homes are taxed differently than other real estate in that they

2154 - Eveleth-Gilbert 2,301 909,758 | @ assessed and taxed in the same year.

2711-Mesahi East 1,788 893,800 The supplemental property tax relief paid from the State General Fund
revenue to Deer River (Itasca Co.), Floodwood (St. Louis Co.), Aitkin,

Total $39,413 $10,965,070 Crosby-Ironton and Grand Rapids is not included in any of the

(Payable2002) production tax tables.

The aid amounts in Figures 10, 11 and 13 do not include taconite

property tax relief.
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Figure8

Taconite Residential Homestead Credit Examples

Taxespayable2003
Grosstax computation 66% Example 1 66% Example 2
1. Tota MarketValue $30,000.00 $70,000.00
2. Net Tax Capacity $300.00 $700.00
3. Local Tax Rate 110.000% 110.000%
4. Net Tax Capacity Tax (2 x 3) $330.00 $770.00
5. Referendum Tax Rate 0.09500% 0.09500%
6. Referendum (5x 1) $28.50 $66.50
7. Total Gross Tax (4 + 6) $358.50 $836.50
Residential homestead mar ket value credit computation
8. Homestead Market Value Credit
a) Initial Credit (1st $76,000 of 1x0.40%: max. $304) $120.00 $280.00
b) Credit Phase Out (0.09% x (1-$76,000)) $0 $0
c) Final Credit (8a-8b) $120.00 $280.00
Final net tax and taconite credit computation
9. Adjusted Gross Tax (7 - 8) $238.50 $556.50
10. Taconite Credit (9 x 66%, $315.10 maximum) * $157.41 $315.10
11. Net Tax (9 - 10) $81.09 $241.40
Grosstax computation 57% Example 1 57% Example 2
1. Total MarketValue .......... ... ... i, $30,000.00 $70,000.00
2. NetTax CapaCity . ...ovvr ettt e $300.00 $700.00
3. Loca TaxRate ... 110.000% 110.000%
4. Net Tax Capacity Tax (2X3) ..o $330.00 $770.00
5. ReferendumTaxRate ........... ... 0.09500% 0.09500%
6. Referendum (5X 1) ...ttt $28.50 $66.50
7. Tota GrossTax (44 6) ..ot $358.50 $836.50
Residential homestead mar ket valuecredit computation
8. Homestead Market Value Credit
a) Initial Credit (1st $76,000 of 1 x 0.40%: max. $304) ........ $120.00 $280.00
b) Credit Phase Out (0.09% x (1-$76,000)) ...........ccvvuveunn.n. $0 $0
c)Final Credit(8a8b) .........ccovviiii i $120.00 $280.00
Final net tax and taconite credit computation
9. Adiusted GrossTax (7-8) ..o viii i e $238.50 $556.50
10. Taconite Credit (9 x 57%, $289.80 maximum) * . ........... $135.95 $289.80
ILNetTax (9-10) « oot e e $102.55 $266.70

*  Taconitecredit cannot belessthan $10.
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Figure 10

Taconite Production Tax Distribution

to Cities & Townships - 2003

(Based on 2002 production year tax revenues—not including Taconite Property Tax Relief dollars)

Name ~ 45cent ~4.0cent Taconite Taconite Total
miningand conc.| mining effects railroad* municipal aid

COOK COUNTY
Schroeder Township $8,234 $- $47,700 $0 $55,934

CROW WING COUNTY
Crosby - - - 150,194 150,194
Ironton - - - 37,122 37,122
Riverton - - - 4,417 4,417
Trommald - - - 3,549 3,549
Irondale Township - - - 25,884 25,884
Rabbitt Lake Township - - - 3,085 3,085
Wolford - - - 4,116 4,116

ITASCA COUNTY
Bovey — — — 66,543 66,543
Calumet - - - 32,220 32,220
Cohasset - - - 0 0
Coleraine - - - 87,332 87,332
Keewatin 26,688 58,453 - 113,399 198,540
Marble - - - 51,370 51,370
Nashwauk 11,517 47,417 - 97,409 156,343
Taconite - - - 30,308 30,308
Grand Rapids Township - - - 32,933 32,933
Greenway Township 14,666 - - 23,420 38,086
Iron Range Township - - - 10,062 10,062
Lone Pine Township 4,805 26,606 - 2,178 33,589
Nashwauk Township 67,553 36,331 - 35,617 139,501

LAKE COUNTY
Silver Bay 89,896 - 152,706 197,729 440,331
Beaver Bay Township 2,536 - 12,565 0 15,101
Crystal Bay Township - - 6,951 - 6,951
Silver Creek Township - - 20,612 - 20,612
Stony River Township - - 19,943 - 19,943

ST. LOUIS COUNTY
Aurora 10,789 66,508 - 151,891 229,188
Babbitt 68,109 138,535 166,767 225,616 599,027
Biwabik - 26,511 - 102,361 128,872
Buhl - 36,144 - 92,855 128,999
Chisholm - 61,540 - 426,708 488,248
By - - - 257,995 257,995
Eveleth 46,938 81,837 - 317,919 446,694
Gilbert 47,937 51,975 - 185,381 285,293
Hibbing 433,598 212,500 - 1,222,239 1,868,337
Hoyt Lakes 199,550 74,369 152,153 242,522 668,594
Kinney 9,882 7,009 - 62,052** 78,943
Leonidas 3,720 1,266 - 8,238 13,224
McKinley - 2,294 - 10,820 13,114
Mountain Iron 562,748 109,018 - 311,221 982,987
Virginia 25,908 335,054 - 732,262 1,093,224
Balkan Township - 10,076 - 136,941*** 147,017
Bassett Township - 4,168 11,745 - 15,913
Biwabik Township 0 25,746 - 29,079 54,825
Breitung Township - - - 5,496 5,496
Clinton Township - 21,800 - - 21,800
Eagle’s Nest Township - - - 0 0
Fayal Township 2,154 40,124 - 32,317 74,595
Great Scott Township 16,235 15,522 - 18,069 49,826
McDavitt Township 83,783 - - 20,525 104,308
Waasa Township - 10,614 - - 10,614
White Township 18,036 58,828 - 259,621** 336,485
Wuori Township 71,905 20,108 - 12,641 104,654

Total $1,827,187 $1,580,353 $591,142 $5,873,656

* Fixed amount based on 1977 Taconite railroad gross earnings tax distributions. — Indicates not eligible.
** | ncludes amount from M.S. 298.28, Subd. 1, Clause (2) (b). 0 Indicates eligible, but no payment at current valuation and production.

*** |Includesamount from M.S. 298.28, Subd. 11, Clause (€).
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Figure11

Taconite Production Tax Distributions

to School Districts - 2003

A .0343 Taconite 1372 Regular Taconite Taconite
School districts $Schoo| Fund $Schoo| Iggnd railroad Referendum Total
001 Aitkin - $0 - $157,946 $157,946
166 Cook County $0 0 $0 25,460 25,460
182 Crosby—Ironton - 0 - 177,840 177,840
316 Greenway 0 0 322,337 322,337
318 Grand Rapids - 0 - 618,752 618,752
319 Nashwauk—Keewatin 0 0 - 158,081 158,081
381 LakeSuperior 0 0 0 387,873 387,873
695 Chisholm - 0 - 223,673 223,673
696 Hy - 0 - 148,784 148,784
701 Hibbing 0 0 - 657,156 657,156
706 Virginia 0 0 - 362,240 362,240
712  Mtn. Iron-Buhl 0 0 - 226,601 226,601
2142 St LouisCounty 0 0 0 621,900 621,900
2154 Eveeth-Gilbert 0 0 - 358,534 358,534
2711 Mesabi East 0 0 0 397,767 397,767
Totals $0 $0 $0 $4,844,944

Figure12

Taconite Production Tax School Bond Payments

School districts Year authorized? payrrlférr:'?lyearz Payment Oggt:r?géng
166  Cook County* 1996 2016 $531,611 $5,159,000
316  Greenway 1990 2009 69,947 359,446
316  Greenway 1996 2008 39,896 292,000
316  Greenway 2000 2019 156,684 1,788,000
318  Grand Rapids 1996 2010 477,774 3,072,000
381  LakeSuperior 1992 2003 81,688 77,312
381  LakeSuperior 2000 2022 296,077 4,800,000
695 Chisholm 1990 2005 309,824 832,000
695 Chisholm 2000 2020 197,066 3,959,716
696 Hy 1996 2015 67,370 640,000
701  Hibbing 1996 2011 209,646 1,512,000
706  Virginia 1996 2016 825,315 7,478,291
712 Mt.lron-Buhl 1998 2017 328,292 3,476,000
2142 St LouisCounty (Tower) 1988 2003 83,412 80,000
2142 St Louis County* 1988 2003 104,265 190,000
2142 St Louis County 1996 2005 316,520 868,000
2154 Eveleth-Gilbert’ 1990 2009 384,000 886,246
2154 Eveleth-Gilbert 1996 2017 191,512 2,716,000
2111 Mesabi East 1996 2011 63,132 436,000
Totals: $4,734,031

Legislative year in which taconite funding was enacted.
Production year from which final bond payment will be deducted.
Estimated portion of outstanding bond balance to be paid by taconite funds (not including interest).

All taconite bonds funded at 80 percent taconite, 20 percent local effort, unless otherwise noted: St. Louis County—1988, 100 percent;
and Cook County—1996, 70 percent.
Eveleth-Gilbert 2006 bond was combined with Eveleth-Gilbert 2009 bond in 2002.

AW DN PR
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Figure13

Taconite Production Tax Distribution

to Counties - 2003
Production year 2002

(Doesnot include dollarsfrom taconite property tax relief)

Taconite Production and Tax

Regular county Road and bridge Taconite
Cratiniyy 13 cents 3.5 cents railroad el
Cook $ 93,059 - $187,190 $ 280,249
Itasca 710,373 $ 187,173 - 897,546
Lake 745,792 192,463 243,034 1,181,289
St Louis 8,076,659 2,161,725 354,153 10,592,537
Total $9,625,883 $2,541,361 $784,377 $12,951,621
Figure 14

Revenue by Company

Production year 2002

Company Production Taxable Production T
tons tonnage* tax rate

EVTAC 4,204,799 4,071,678 $2.103 $ 8,562,739***
Hibbing 7,408,541 7,102,899 2.103 14,937,397
Ispat Inland 2,661,129 2,663,159 2.103 5,600,623
National 2,829,341** 4,220,165 2.103 8,875,007
Northshore 3,979,283 3,567,581 2.103 7,502,623
Usx 13,794,178 13,071,373 2103 27,489,097
Total 34,877,271 34,696,855 $2.103 $72,967,486

*  The taxable tonnage is the average production of the current year and previous two years.

*  Post-petition tonnage.

*** Has not been collected. EVTAC filed for Chapter 11 bankruptcy after tax was assessed.
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Figure15

2002 Production by Product Type

DS and s

Company Acid Flux PﬁLt)i(fl Acid Flux gﬂg
Eveleth - - 3,967,551 - 237,248 - 4,204,799
Hibbing - - 7,408,541 - - - 7,408,541
Ispat Island 24,514 2,550,567 - - 86,048 - 2,661,129
National - 5,415,675 - - 36,683 11,279 5,463,637
Northshore - 1,223,208 2,756,075 - - - 3,979,283
USX 2,493,147 11,301,031 - - - - 13,794,178
Total: 2,517,661 20,490,481 14,132,167 - 359,979 11,279 37,511,567
Acid production: 2,517,661 Total pellets: 37,140,309
Flux production: 34,993,906 Total chips and fines: 371,258
Total 37,511,567 Grandtotal: 37,511,567 (dry with flux included)
*Partial flux pellets contain less than two percent flux.

Figure 16

Millions of Tons

The Changing Trends in Minnesota Taconite Production

1989 -

1990

1991

1992 -

1993 -
1994 ~

1995 -
1996 -

—&— Acid Pellets —8— Flux Pellets (incl. partial flux) |

1997

1998 -

1999 -

2000 -

2001 -
2002 -
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Figure17

Production Tax Rate

History and Index Summary

Production  Statutory Fe (iron) Inflation Total TEDF Producer
Year Grants
1941 5.0 - cents 0.5 - cents None 5.5 - cents 0 0
1969 11.5 - cents 0.5 - cents 0 (WPI*) 12.0 - cents 0 0
1970 11.5- cents 0.5 - cents 0 (WPI) 12.0 - cents 0 0
1971 15.5 - cents 0.5 - cents 0.4 (WPI) cents 16.4 - cents 0 0
1972 18.5 - cents 0.5 - cents 1.3 (WPI) cents 20.3 - cents 0 0
1973 20.5 - cents 1.0- cents 2.8 (WPI) cents 24.3 - cents 0 0
1974 20.5 - cents 1.0-cents 8.2 (WPI) cents 29.7 - cents 0 0
1975 60.5 - cents 1.0- cents 13.4 (WPI) cents 74.9 - cents 0 0
1976 60.5 - cents 1.0-cents 15.5 (WPI) cents 76.5 - cents 0 0
1977 125.0 - cents 4.5 - cents 0 (SMPI**) cents 129.5 - cents 0 0
1978 125.0 - cents 6.0 - cents 8.9 (SMPI) cents 139.9 - cents 0 0
1979 125.0 - cents 6.0 - cents 28.8 (SMPI) cents 159.8 - cents 0 0
1980 125.0 - cents 6.0 - cents 42.2 (SMPI) cents 173.3 - cents 0 0
1981 125.0 - cents 6.0 - cents 60.6 (SMPI) cents 191.6 - cents 0 0
1982 125.0 - cents 6.0 - cents 76.8 (SMPI) cents 207.8 - cents 0 0
1983 125.0 - cents 6.0 - cents 73.7 (SMPI) cents 204.7 - cents 0 0
1984 125.0 - cents 6.0 - cents 79.7 (SMPI) cents 210.7 - cents 0 0
1985 125.0 - cents 3.0 - cents 76.8 (SMPI) cents 204.8 - cents 0 0
1986 190.0-cents | O Frozen (IPD***) 190.0 - cents 0 0
1987 190.0 - cents 0 Frozen (1PD) 190.0 - cents 0 0
1988 190.0 - cents 0 Frozen (IPD) 190.0 - cents 0 0
1989 190.0 - cents 0 7.5 (IPD) cents 197.5 - cents 0 0
1990 190.0 - cents 0 +7.5(IPD) cents 197.5 - cents 0 0
1991 190.0 - cents 0 15.4 (IPD) cents 205.4 - cents 0 0
1992 190.0 - cents 0 +15.4 (IPD) cents 205.4 - cents 10.4 - cents 0
1993 190.0 - cents 0 +15.4 (IPD) cents 205.4 - cents 15.4 - cents 0
1994 190.0 - cents 0 +15.4 (IPD) cents 205.4 - cents 15.4 - cents 0
1995 190.0 - cents 0 +15.4 (IPD) cents 205.4 - cents 15.4 - cents 0
1996 190.0 - cents 0 19.4 (IPD) cents 209.4 - cents 20.4 - cents 0
1997 190.0 - cents 0 24.1 (IPD) cents 214.1 - cents 15.4 - cents 5.0 - cents
1998 190.0 - cents 0 24.1 (IPD) cents 214.1 - cents 15.4 - cents 5.0 - cents
1999 190.0 - cents 0 24.1 (IPD) cents 214.1 - cents 15.4 - cents 5.0 - cents
2000 190.0 - cents 0 27.3 (IPD) cents 217.3 - cents 15.4 - cents 5.0 - cents
2001 210.3 - cents 0 0 (IPD) cents 210.3 - cents 30.1 - cents 5.0 - cents
2002 210.3 - cents 0 0 (IPD) cents 210.3 - cents 30.1 - cents 5.0 - cents
2003 210.3 - cents 0 0 (IPD) cents 210.3 - cents 30.1 - cents 0.0 - cents

* Wholesale price index

**  Steel mill products index
*** Gross national product implicit price deflator
¢ In years following 1989 and 1991 when the inflation index was unchanged, it was frozen by legislative action.

21




Figure 18

Taconite Produced and Production Tax Collected

_ Production tax Collected rate per
Year Production tons

collected (000s) production ton
1957 6,812 397 0.058
1958 8,574 500 0.058 & e (S e s (e
1959 8,414 528 0.063 first to apply the
1960 13,390 735 0.055 production tax rate against
1961 13,187 766 0.058 taxable tons, the greater
1962 14,526 842 0.058 of the current year's
1963 16,701 972 0.058 Sglggge o ;:‘ozagf;
1964 18,505 1,075 0.058 N ey ————
1965 19,004 1,104 0.058 e g
1966 21,677 1,257 0.058 the taxable tonnage for
1967 24,311 1,427 0.059 1984 was the current year
1968 30,269 1,782 0.059 only. The taxable tonnage
1969 33,410 3,778 0.113 for 1985 was the average
1970 35,348 4,253 0.120 tonnage for 1984 and
1971 33,778 5,539 0.164 ﬂjsﬁé’ggh;%e:yggaga:gg
1972 34,544 7,002 0.203 eyl
1973 41,829 10,159 0.243
1974 41,053 11,952 0.291
1975 40,809 30,347 0.744 Tax rate per
1976 40,575 30,857 0.760 Taxable tons* taxableton
1977 26,372 48,891 1.854 37,759 $1.295
1978 49,545 69,394 1.401 49,614 1.399*
1979 55,333 88,485 1.599 55,373 1.508*
1980 43,060 87,179 2.025 50,296 1.733*
1981 49,369 99,018 2.006 51,799 1.916*
1982 23,445 80,305 3.425 38,624 2.078*
1983 25,173 67,341 2.675 33,302 2.047*
1984 35,689 64,514 1.876 35,689 2.107
1985 33,265 65,092 1.957 34,477 2.048
1986 25,451 48,658 1.912 31,468 1.900
1987 32,043 51,184 1.597 29,039 1.900
1988 39,485 57,402 1.454 32,326 1.900
1989 39,375 72,149 1.832 36,968 1.975
1990 42,522 78,930 1.856 40,461 1.975
1991 39,922 82,411 2.064 40,606 2.054
1992 38,850 82,035 2.112 40,431 2.054
1993 39,850 80,196 2.012 39,541 2.054
1994 41,677 81,500 1.956 40,126 2.054
1995 45,001 85,705 1.904 42,176 2.054
1996 43,874 90,513 2.063 43517 2.094
1997 44,816 94,705 2.113 44,563 2141
1998 44,324 94,268 2.126 44,338 2.141
1999 41,293 93,064 2.254 43,468 2141
2000 37,785 79,773 2.111 36,711 2173
2001 31,628 62,288 1.969 34,638 2.103
2002 37,512 64,405 1.717 35,575 2.103
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Direct Reduced Iron (DRI)

The recent world-wide interest in direct reduced iron (DRI) has
caused some taconite producers to explore the possibility of
building a DRI plant in Minnesota. Recognizing this trend, the
Legislature has taken action to encourage DRI production in
Minnesota.

Reduced Production Tax Rate for DRI

The first five years of a DRI plant’s production are subject to
reduced tax rates:

Years of % of regular Years of % of regular
operation rate operation rate

1 0% 4 50%

2 0% 5 75%

3 25% 6 100%

The taconite production tax rate for DRI is the regular rate plus
an additional tax of 3 cents per gross ton for each one percent
that theiron content exceeds 72 percent when dried at 212 degrees
Fahrenheit. Thus, at abase production tax rate projected for 2004
at $2.103 per ton, thetax ratefor 80%iron DRI would be $2.343.
The rate for 90% DRI would be $2.643.

A number of economic development packages to build a DRI
plant or a non-ferrous plant are offered by the State of Minnesota
and the Iron Range Resources and Rehabilitation Board (IRRRB)
andthe U.S. Government. These aredetailed onthe | RRRA page.

General Information

Due to the fact that it is subject to the taconite production tax, a
DRI production plant and facilities is exempt from regular ad
valorem property taxes. Thetaxabletonnageisbased on athree-
year production average. Pig iron is considered DRI for the
purpose of production tax and incentives.

A stedl plant or anon-ferrous (base or precious metal) mineor plant
would be subject to ad valorem (property) taxes like any other
business. If astedl plant werein conjunction with DRI plant, the
DRI portion would be subject to the taconite production tax, thus
exempt from ad valorem (property) taxes.

Electric Power Plant Personal Property
Exemption (M.S. 272.027, Subd. 3)

Tools, implementsand machinery of an electric generating facility
are exempt if all the following requirements are met:

1. The electric generating facility has a capacity of at least
450 megawaltts,

2. The electric generating facility is adjacent to a taconite mine
direct reduction steel mill; and

3. Theelectric generating facility supplies more than 60 percent
of its electricity in the prior year to the adjacent direct
reduction plant and steel mill.

Figure19

Millions Metric Tons

World Direct Reduced Iron Production
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Since 1996, number shavebeen provided by theU.S. Geological Survey, Mineral I nformation
2001 & 2002infor mation from: www.midrex.com
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Iron Range Resources and Rehabilitation Agency

TThe IRRRA is a unique Minnesota state agency charged with
the economic development and diversification of aregionin north-
eastern Minnesota defined by Minnesota Statute §273.134 asthe
Taconite Assistance Area (TAA), including all or parts of Cook,
Lake, St. Louis, Itasca, Aitkin and Crow Wing Counties. The
IRRRA wascreated in 1941 aspart of alegidlative compromiseto
limit ad valorem taxes on mining. It was funded from occupation
taxesfor itsfirst 30 years. It isnow funded by taconite production
taxeslevied on mining operationsin lieu of local property taxes.
The agency receives no operational funding from the State Gen-
eral Fund. The production tax essentially replaces the local tax
obligations that the taconite producers would otherwise have to
local governments. That, coupled with the TAA's dependence on
the taconite industry and the cyclical nature of the steel industry
it serves, caused the State Legislature to create the IRRRA to
serve northeastern Minnesota.

ThelRRRA isheadquartered in Eveleth. A commissioner, whois
appointed by the governor, directs the agency. Effective July 1,
1999, the commissioner is advised by aboard comprised of five
state senators, appointed by the Senate majority leader, and five
state representatives, appointed by the House speaker, amajority
of whom must comefrom TAA districts. Threecitizensfrom the
TAA also are appointed, one each by the Senate majority leader,
House speaker and governor.

While economic development of the TAA through loans and
grantsto businesses and local governmentsisthe IRRRA’'s main
focus, the agency also owns and operates two tourism facilities,
Giants Ridge Golf and Ski Resort in the town of Biwabik, and
Ironworld Discovery Center located in Chisholm. Giants Ridge
has been a quality alpine and Nordic skiing facility since 1984;
however, with the opening of its new 18-hole golf coursein June
1997, it became a year-round resort. The newest addition to
Giants Ridge isasecond 18-hole golf course that opened in July
2003.

Ironworld Discovery Center is a history museum that preserves
the story of Iron Range mining and culture. Ironworld’s museum,
trolley operation and living history site are open seasonally while
thelron Range Research Center (library and archive) isopen year
around. Ironworld also ishometo the IRRRA’'sMineland Recla-
mation Division which undertakes safety, environmental and eco-
nomic devel opment projects on abandoned minelands of the pre-
taconite era, often in cooperation with adjacent communities. In
2003, Mineland Reclamation will grow and plant 150,000 contain-
erized seedlingsonthe Mesabi, Vermilion and Cuyunairon ranges.

The IRRRA funds tourism promotional activitiesin cooperation
with the Northern Lights Tourism Alliance. The agency provides
technical assistance to snowmobile, off-highway vehicle, hiking
and biking trails groups to enhance tourism and quality of life. It
operatesabuilding demolition program that razesdilapidated struc-
turesto make room for new devel opment, thereby enhancing the
local tax base.

TheIRRRA aso ishelping to diversify Minnesota'siron mining

industry by supporting the devel opment of value-added iron and
steel products and non-ferrous minerals. One of the latest devel-
opments is a demonstration plant aimed at producing a high-
purity iron at the Northshore Mining taconite plant in Silver Bay,
Minnesota. The Mesabi Nugget project will produce 95% pure
iron nuggets directly fromiron ore, which can then be shipped to
eectric furnaces, basic oxygen furnaces and foundries to make
steel, which would allow Minnesota to expand its iron ore cus-
tomer base. Thefirst step is aready underway and includes the
construction and operation of a25,000-ton per year pilot demon-
stration plant that will demonstrate that the processistechnically
and economically feasiblefor acommercial-sized plant.

ThelRRRA isworking with Teck ComincoAmerican Incorporated
on aproject which isin the pre-feasibility stage. Teck Cominco
would develop a mine at a copper-nickel reserve located near
Babbitt and then rail theoretotheidled LTV Steel Mining Com-
pany plant in Hoyt Lakesto crush, grind and process the ore into
a concentrate. A research prototype facility will be built at an-
other location and, in the meantime, a50,000-ton bulk ore sample
from the potential mine site will be collected and processed in
preparation for development of the full-scale operations. The
full-scal e operation would employ 1,000 or morein the mine, mill
and hydrometallurgical plant.

For fiscal year 2004, the IRRR Board has approved an operating
budget of $21,771,705 to deliver the projects, programsand activi-
ties previously mentioned. The agency proposesto do so with a
budgeted complement of 77 full-time employeesaswell asanum-
ber of temporary and seasonal personnel.

The IRRRA also assists the taconite industry, including
$80,879,852 made available since 1993 to the Minnesotataconite
producers for investments in new equipment, facilities and re-
search. This is made possible through the rebate of production
taxes from the Taconite Economic Development Fund (TEDF,
Minnesota Statute §298.227). 1n 2001, the Legislature made the
TEDF permanent and increased the distribution by 14.7-cents per
tonto 30.1-centsbeginning in 2002.

The agency has provided $46,389,561 since 1993 to the taconite
producers through its Taconite Assistance Program, Producer
Grant Program (PGP, Minnesota Statute §298.2961) and other as-
sistance. Thisamount includes $10 million appropriated in 1996
from the Douglas J. Johnson Trust Fund for the PGP through
which the IRRRA makes grantsto taconite producersfor environ-
mentally unique reclamation projects and facility improvements.
In 1997, the L egislature redirected a nickel of the 20.4-cents per
ton rebated to the taconite producers, or approximately $2 million
each year that otherwise would flow to the TEDF, to the PGP. In
2002, the L egidature extended the 5-cents PGP all ocation for grants
in 2000 through 2003.

Between 1993-2003, the IRRRA has reinvested a total of
$127,269,413 in the Minnesotataconiteindustry through theabove
programs. These dollars have leveraged over $133 million from
the producersto undertake projects exceeding $260 million.
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Figure 20

FY 04 IRRRA Budget

(Asapproved by thelron Range Resour cesand Rehabilitation Boar d on June 19, 2003)

Source of funds: All accountst | Board? TEPF? NEPF* Supptax® |IRP Funds
Carry forward moniesfrom prior years 17,674,099 8,497,998 | 4,704,452 4,471,649 0
Taconite Production Taxes 9,912,947 3,907,632 | 6,005,315
Investment Earnings 2,019,343 448,978 455,792 1,114,573
Loan Revenues 2,270,471 38,536 2,231,935
Contingent Revenue-IRPfunds 750,000 750,000
FacilitiesRevenue 5,538,491 5,476,499 61,992
Building Demoalition 10,000 10,000
Occupation Tax Region 111 520,453 520,453
Total sourcesof funds 38,695,804 | 18,379,643 | 11,165,559 | 7,880,149 520,453 | 750,000
Budgeted uses of funds: All accounts | Board TEPF NEPF Supp tax | IRPFunds
Mar keting, Communications&
Externd Affairs
Marketing 873,493 873,493
Communications 242,740 242,740
Tourism 177,195 177,195
Devel opment Strategies
Business Devel opment/Recruitment 689,146 689,146
Mining, Energy & MinerasOperations 333,641 333,641
Mineland Reclamation 478,918 478,918
Technology 138,290 138,290
Building Demoalition 85,999 85,999
Facilities
GiantsRidge Golf & Ski Resort 5,231,679 5,231,679
Ironworld Discovery Center 1,710,514 1,710,514
Agency Projects
Development Projects 6,387,000 1,852,000 4,535,000
Operating Projects 1,470,000 775,000 695,000
Region 111 Carlton/K oochiching Counties 520,453 520,453
Adminigtrative ServicesDivision
General support 1,325,600 1,325,600
Human Resources 966,364 966,364
Information systems 358,032 290,559
Maintenance/Shop 472,579 472,579
Legd Services 377,535 300,521 77,014
Total budgeted usesof funds 21,771,705 |11,048,608 | 4,901,484 5,301,160 520,453
Development ProjectsReserve 8,500,000 4,250,000 | 4,250,000
CarryfwdtoFY 2005 8,424,099 3,081,035 | 2,014,075 | 2,578,989 0 | 750,000
All Accounts| Board TEPF NEPF Supp tax | IRPFunds

1) FY 04isfortheperiodJuly 1, 2003 through June 30, 2004.

QLUILLD

Board is specific amount appropriated to the IRRR from Production Tax, pages 9 and 10, subd. 7 and subd. 11 (c).
TEPF isthe Taconite Area Environmental Protection Fund, page 13.
NEPF isthe Northeast Minnesota Economic Protection Trust Fund, page 13.
Supplemental Tax isan amount appropriated from Occupation Tax for Koochiching and Carlton Counties, page 29.

InFY 2002, the Business and Community Development Program was awarded a 1%, $750,000 federal |oan throughthe U.S.

Department of Agriculture Intermediary Relending Program (IRP). Under this program, $750,000 potentially isavailable each
year over a20-year period for atotal of $15 million.

25



"gafied uo pepnpuls! 4a=LL Y} jouoeue e Pl Y

Buipuad sunowe sspnpuIaINBiH  «
"/22'86C 'S’IN Ulimadueplodde U

uo) leds)uso =1do BI0N
Besey) %2002 11do T°0E

65.'Ger'6$ ‘el TOOZ % 0002 ‘666T ‘866T U11d0 #7'GT
85702 Ipasnsaulypuesdiy) /66T Ul 1do 02
G/T'8TZ'6$ 2do 108 966T 7 S66T'66T Ul 1dd 7'GT
£66T U11do 0T
++258'6/8'08% 65.'GeY'6$ €607 T.$ SeL
sueweAoIdw
665'ST.'SE €8r've6'e Ayij19ey Jole1UBOUOD 79 U|1X paliod Jorewo 6B oTT'T8LTZ JeJUUIN - RIS 'S'N
689'Ge2'L 992'€eT'T Japeo| uononpoid ayee 1D Meue Josseyoind €Zr'ZIT'9 Auedwo) Buui | 8JoysyLoN
(Auedwo)d 1|led [BOIS [RUOIEN JBWIOY)
L£'98G', TOL'0ZE'T Buipued 99'G92'9 211U0Je ] UeMERY - PRIS 'S "N
T86'T9E'TT 0 T00Z Arenuer uipesolo Apueuew.ed Aijioeq T86'T9E'TT AuedwoD Buiuiy paIs AL
0€€'9eL'S 680'268 Buipued TV vv8'y Auedwod Buluin pueu| feds|
0T¥'GL0'ST 022'SST'C So1jquiesse aceuN Jeo B fed Jo Juewsde|dey 06T'026'CT Auedwo) a11uode] BuiggiH
uonssjo.d Lordnuyueq TT Jeidey)D Joy
9617'89T'8% 0 Bu11y VLA 018np pred Jou sexe) uoonpo.d TO0Z 9617'89T'8$ Auedwod BuIUIIN OV.LAS
Auedwoo uondiJosep 1. loud
junowre s : - T Auvedwo
od 10 €002 €002 200¢ - €66 0]

(uononpoJd 200z YBNoIY1 266T Uo) €002 UBNO.IYI £66T 8(qeled
Arewwng

«S1a0Npoid 911uode| v10Sauulp 1SeaylioN

0] UoIINqIIsIg pun4 1uswdojaAa@ d21WOU02 811U0Ie|

Teanby

26



Buipuad syunowre sspnjoul ainbi-

¥98T'99V'T¢$ 6S2'TES'TS /26'7E6'6T$ S[eloL
Z/T'TI89 695'€59 siueweo.dw wewdinbs Joewo BBy | €£09'/ST'O JeJUUIN - BRIS 'S'N
G08'€€0' 6/E'8/T Jopeo| uononpoud avee LvD MeN | 9zZi'ss8‘T Auedwod Buiui | 810usyLoN

(AuedwoD 1|Rd [991S [eUOIRN Jowio))
2611282 800'TTZ Buipued | ¥8T'OTT'C alluoJe | uIeneed - BAIS 'S'N
996'G/9'Z 0 T00Z Afenuer uipaso Apusuewsed A1j10ed | 996'G/9°C Auedwod Buluiiy pRIS ALT
972'8ze'T 8ST'eET Bupued | 890'G6T'T AuedwoD Buui pueju | Jeds|
TEG'9Z0'Y SiT'GSE Soljquiessesdeuin) ;o B ed Jo uewsdeidey | 98£'T/9'E AuedwoD a11uode ] BuigoiH

uonasioid Aoydnpjueq TT L1deyd

¥62'€92'2$ 0% Jo} Bul|iy OV.L A 018np pred j0u saxer uoonpoid To0Z ¥62'€92'2$ BulIN OVLAS
Auedwioo Junowy uondissaq 18 l0.ud
1ndai ! 2002-/66T Auedwo)
Bd el €002 €002

"JUe.S) JedNpoid S JO Junowreay} Jo
1We0Jed GT 15e9| 12 01 fenbe uoIRBP ISUOD JO (S)WB11 BYI0 BWIos 1o spue|apinoid snw Auedwiod yde3 — uoirlep suo) Auedwod (€ pue ‘spunyiuelb uedsed Ge 01
spunj Auedwoo usdJed Gg Jo olele AgSe||op Ul BaNpo.d S1i yokew snw Auedwod yde3 —yomwr A Auedwio) (z ‘seafojdue paliejesuou pue pa ke es Jo Jegquinu
fenba ue Jo Bu nssucosen iluwod uio e Aq paveinaiag snwisios loud 1ue i) Bsonpoid —meinay 18 loid (T e welboiday) Jepun papunysioelod Jojseulppinbay |

"€002 UBN0IY) 866T U1 paIng LIS Ipag 01 Siuelo) Jeonpold
10} U0} lod s)Ued G PaTed0 | e 2INIe S I8 18U} ‘UoINGLISIP feRIUIBYLB1Y 'SAoYS Buluiw pue Juswd inbs pue syonJiabie|ney ‘03 paliw | jou ing Buipnjoul ‘ue|d
S10npo.d uo.1 peppe-an eAe o) Ueyl Y10 Suo Ileziujepow Josuo suedxe ‘siedal Jue|d 1o 11d (g Jo ‘s1eloid uoirewe [palanbiun AjeiuswuoliAue (T :Jojsseonpoud
811uoJe] 8y} 01S1Ue.b J0J punH 1SNJ UO119810.d 2 ILIOU0IT UOSUYOL TSe|Bnod S, Yeyd 18Ul wodj uol||iw 0TS pekelidoidde ainke s16e1e10s8uu i A 8U1 966T U|

(966T) T962'86¢2INTLIS LIOSBUUI N

weibold 1ueln 199NPO0Id VYHHdl

Zzainby

27



‘Buipuad sjunowe sapnulainbiH

«£TV'69¢'22T$ [e101 pUe IO
*ETV'692'L2T$ G/E£'€26'0T$ 98T'991'TZ$ 258'6/8'08% 000°000'7T$ JUSWISOAU | [e10)
T/1'9/2'9E 000'052°2 Z/T'T18'9 66G'GT.'Ge 000'000'C JeJUUIIN - BBIS SN
¥61'692'TT G08'€£0°C 689'GEC'L 000'000'2 Auedwo Buiui | 8JousyLoN
(AuedwoD 1©|Rd [P3IS [eUOIEN JaWw.oy)
¥16'980'8T G/E'CIT9 261128 /1£'985', 000'000°2 8}Iuode] UleMee Y - RIS 'S'N
Lv6'/£0'9T 996'G/9'Z T86'T9E'TT 000'000'Z AuvedwoD BululN 8IS AL
9G5'790'6 922'82¢'T 0€£'98L'S 000'000'C AuedwoD Bului N pue|u | Teds|
T¥6'T0T 22 000'000'T TEG'920'Y 0T¥'SL0'ST 000'000'2 Auedwopayiuode] buigqiH
06.'TE6'STS 000'00S'T$ ¥62'€92'2$ 961'89T'8$ 000'000'Z$ BuulN OV.LAT
weJBo id pun4 we Jbo id
el SWm.ﬂm uelo Juwwdopnreq URSKSY Auedwo)
4o JB0Npo id Jlwouod3aliuode | 9}luode |

€00z ybnouyy £66T Si1uawisaau| Annsnpuj ajluode]

gzanbiy

28



Occupation Tax on Taconite and Iron Ore

(Minnesota Statute 298.01 — 298.18)

The Minnesota Constitution mandates that the state impose an
occupation tax on the business of mining. In order to meet this
constitutional requirement, the occupation tax is generally
computed in accordance with the Minnesota corporate franchise
(income) tax, including the alternative minimum tax (AMT).

Theoccupationtaxispaidinlieuof thecorporaefranchisetax; therefore,
miningconpaniesareexapt fromeor porateincometax.

Changein Apportionment

The 1999 L egid ature changed the apportionment formulafrom 70-
15-15t075-12.5-12.5. Thisrepresents sales, payroll and property
factors Thelawbecomeseffectivefor taxyearsbeginning after December
31, 2000. All transfersin accordance with the statutes to out-of -state
gtedl plantsare considered non-Minnesotasales. Thismeansthat for
productionin 2001 and future years, the mining income subject to
the 9.8 percent corporate franchisetax ratewill bereduced from 30
percent to 25 percent. Thisreducesthe effectivetax ratefrom 2.94
percent to 2.45 percent.

Occupation Tax Return

Thedtarting valueof theoccupationtax istheminevalue, determined
by the commi ssioner of the Minnesota Department of Revenueand
publishedintheannua Occupation Tax Directive.

Generally occupation tax isdetermined in the same manner asthe
corporatefranchisetax imposed by M.S. Section 290.02 but there
aretwo exceptions.

1) Thetax isnonunitary becauseit appliesonly tothe Minnesota
mineand plant.

2) Mining companies are alowed percentage depletion. This
deduction is a tax preference item for the alternative
minimum tax calculation.

The occupation tax appliesto both ferrousand nonferrous minerals,
including not only taconite and iron ore, but other minerals such
asgold, silver, copper, nickel and titanium. The occupation tax due
dateisMay 1st of thefollowing year but companies may choosea
sevenmonth extensiontofile,

Readerswith questionsabout the occupation tax minevalue or how
the return is prepared are invited to contact the Minnesota
Department of Revenue, Minerals Tax Office, Eveleth.
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MineValue

Theprocedureto determineany changein mineval uewasdevel oped
by the Minnesota Department of Revenue and representativesfrom
thetaconiteindustry. The procedure used since December 1990is:

1) Seventy-fivepercent of thechangeinminevaueisbased onthe
changeinthe Steel Mill ProductsIndex (SMPI) from June of
the previousyear to June of the current year; and

2) Twenty-five percent of the change in mine value reflects
the actual transaction prices of taconite pellets sold in
nonequity sales.

A copy of theFinal Directiveand backup for 2002 areonthefollowing
two pages. They show how the value per Fe(iron) unit isdetermined.

Occupation Tax Distribution

All occupation tax is deposited in the State General Fund. Fifty
percent isdedicated to education. Forty percent of the occupation
tax isdistributed to d ementary and secondary school sand ten percent
totheUniversity of Minnesota.

Region 3: An amount equal to one and one-half cents per taxable
taconiteton is appropriated from the occupation tax to the IRRR
for countiesin Region 3 not qualifying for taconite property tax
relief. Only Carlton and Koochiching Counties qualify. This
money must be used to provide economic or environmental loans
or grants. Theamount distributed in 2003 was $520,453 based on
34,696,855 taxabletonsproduced in 2002. Prior to 1998, theamount
digtributed wasbased on onecent per taxableton. Iftheremaining 50%
isinsufficient to equal the 1 1/2 centsper ton after the constitional
digtributionto educaiton, theremainder tothetwo countiesisreduced.

Region 3 County Funds
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Final Directive - 2002 Occupation Tax

Basic data for preparing 2002 occupation tax reports

Taconite

The starting point for occupation tax is the mine value, such as
the value of taconite pellets after beneficiation or processing,
but prior to any stockpiling, transportation, marketing and marine
insurance, loading or unloading costs.

Dry basis reporting. The production tonnage for both
occupation tax and production tax must be reported on a dry
basis. The reported weights and analysis must correspond. For
example, the weighing and sampling must take place at or near
the same location. No moisture addition or drying should occur
between the points of sampling and weighing. Weighing at a
location removed from the point of sampling may be used with
approval and verification of the Minnesota Department of
Revenue.

Nonarms-length transactions. When taconite pellets, chips or
concentrate are used by the producer or disposed of or soldina
nonar ms-length transaction, the mine value must be determined
using the values below.

Nonarms-length transactions include, but are not limited to, any
salesor shipmentsto: 1) any steel producer having any ownership
interest in the selling or shipping company, or 2) any steel
producer affiliated or associated with any firm having any
ownership or other financial interest in the selling or shipping
company.

Non-equity (arms-length) transactions. When taconite (pellets
or concentrate) is sold by the producer in a non-equity or arms-
length transaction, the mine value (for occupation tax purposes)
must be either: 1) the actual sales price (f.0.b. mine); or 2) the
mine value as determined using the prices below.

The mining company may elect either option, but once it selects
an option, it must continue to use that option for all arms-length
transactions.

Taconite producers with nonequity sales since 1990 have made
their election. Only those with first-time nonequity salesin 2002
may select the actual sales price option for the first time. Any
reguest for a change in the option elected must receive approval
from the Minnesota Department of Revenue. Transactions must
meet the definition of non-equity (arms-length) transactions
previously defined.

Flux Pellets. Any company utilizing the production tax weight
reduction for flux additives must use the flux pellet value for
that production. The fluxed pellet production weight must
include the weight of the flux additive for occupation tax
purposes only.

Chips, Finesand Concentrate. A separate minevaluefor pellet
chips (fines) and concentrate is used. The value of acid pellet
chips or concentrate is 75 percent of the value of acid pellets.
Flux pellet chips or concentrate is valued at 75 percent of the
producers flux pellet value. In order to qualify for this lower
mine value, pellet chips must qualify for the Taconite Economic
Development Fund. The chips or concentrate can be stockpiled
or shipped, but the chips cannot be commingled with or shipped
with regular pellets. All production or shipments not meeting
this definition must be valued at the appropriate higher pellet
value.

Taconite Values

Pellet price per Fe (iron) unit (per dry gross ton) for the period Jan. |, 2002 through Dec. 31, 2002:

Taconite product

Minevalue

Acid pellets

Pellet chips (fines) and concentrate

Flux Pellets - partial flux (.1% - 1.99% flux)*
Flux (2.00% and higher flux) *

$.45735 per iron unit

75% of acid or fluxed pellet price

$.45735 + $.0155 = $.47285

$.45735 + $.0155 per iron unit for each 1% flux

Example: Pellet with 4.8% flux in finished pellet: 4.0 x $.0155 = $.062

Mine vaue: $.45735 + $.062 = $.51935

* The percentage of flux in the pellets for occupation tax purposes will be as determined by the formula for the production tax flux credit.
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Backup 2002 Data to Final Directive

2002 Occupation Tax Report

Backup data

Final Directive The directive was determined using the final adjusted June 2001
SMPI (101.3) and final, adjusted June 2002 SMPI (104.5). The
nonequity sales factor was developed from completed reports
provided by the taconite producers and steel companies making
nonequity sales and/or purchases of taconite pellets.

The 1990 agreement between the taconite producers and the
Minnesota Department of Revenue provided that any changein
mine value would be determined by two factors:

1. thechangeinthe Stedl Mill ProductsIndex (SMPI) from June
of the prior year to June of the current year (75 percent); and  Acid Pellets— How Valueis Deter mined
2. the Change in the actual $|||ng price of non_equity Sa'es Theminevaueof acid pelletSISdetermlned by the Changein the
(25 percent). SMPI between June 2001 and June 2002 and the non-equity
sales per dry grosston Fe (iron) unit. The price of al non-equity
pellet salesis converted to an acid sales price.

Steel Mill Productsindex (SMPI)

June, 2001 SMPI (Final) 101.3 2001 Mine Value $  .44033
June, 2002 SMPI (Final) 104.5 2002 SMPI % of 1999 Value x 103.159%
104.5+101.3 = 103.159% 2002 SMPI Factor $ 45424
Non-equity Sales
Weighted average Weighted average Weighted average Weighted average
all pellet all pellet salesprice all pellet sales salesprice
salesprice per long ton dry Fe (iron) analysis per Fe(iron) unit
$207,822,427
6,877,606 = $30.2173 - 64.75 = $0.46668
Tons sold

Acid Pellet MineValue

SMPI $.45424 x75% = $.34068 2002 acid pellet
. mine value
Nonequity sadles  $.46668 x25% = .11667
$.45735 $.45735 per Fe (iron) unit

Flux Pellets- How to DetermineValue
The value of flux pelletsis determined by the amount of flux in the finished pellet as determined for production tax purposes.

Partial flux - Pellets with 1.99 percent or less flux will be valued at $.0155 per Fe (iron) unit higher than acid pellets:
$.45735 + $.0155 = $.47285

Flux - Pellets containing two percent flux or more will be valued at $.0155 per Fe (iron) unit per each
one percent of flux in the finished pellet. Percentages are: 2% - 2.99%; 3% - 3.99%, etc.

Percent (%) flux in finished pellet (4.8%)* 4.0 x $.0155
*(From page 1 - Production Tax Report) rounded down to the closest percent, for example, 4.82% rounded to 4%.
TheMineValue of Flux Pellets (4.82% Flux)is: $.45735 + $.062 =$.51935 per Fe (iron) unit.

MineValue - Chipsand Concentrates

A pellet chip and concentrate value is included for companies selling pellet chips or concentrate. Acid chips or concentrate is
valued at 75 percent of the acid pellet price. Flux chips or concentrate is valued at 75 percent of the flux pellet value. Concentrate
sold or shipped without being processed into pellets uses the same value as chips.
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Figure24

Occupation Tax Mine Value-Taconite

(Historical Summary)

Acid péellet price LakeErie Less .
Year per Feunit Percent Fe value per ton transportation Minevalue
1965 $0.25200 X 65.00% = $16.38 $3.64 = $12.740
1970 0.26600 X 65.00% = 17.29 4.05 = 13.240
1975 0.46020 X 65.00% = 29.91 6.83 = 23.080
1980 0.72890 X 65.00% = 47.38 10.70 = 36.680
1982-1984 0.86900 X 65.00% = 56.49 12.69 = 43.800
1985-1987 0.72500 X 65.00% = 47.13 13.07 = 34.060
Vear Acid pellet price Flux Flux pellet price Percent Fe Minevalue
per Feunit premium  per Feunit Acid  Flux Acd  Flux
1987-1989 Acid $0.37344 X 65 = $24.27
Flux (1%) $.38888 X 62 = $24.11
1990-1992* Acid 0.42000 X 65 = 27.30
Flux (4%) 0.42000 + .062 = .48200 X 62 = 29.884
1994 Acid 0.43900 X 65 = 28.535
Flux (4%) 0.43900 + .062 = .50100 X 62 = 31.062
1996 Acid 0.46400 X 65 = 30.16
Flux (4%) 0.46400 + .062 = .52600 X 62 = 32.612
1998 Acid 0.47400 X 65 = 30.81
Flux (4%) 0.47400 + .062 = .53600 X 62 = 33.23
1999 Acid 0.44800 X 65 = 29.12
Flux (4%) 0.44800 + .062 = .51000 X 62 = 31.62
2000 Acid 0.46600 X 65 = 30.29
Flux (4%) 0.46600 + .062 = .52800 X 62 = 32.74
2001 Acid 0.44000 X 65 = 28.60
Flux (4%) 0.44000 + .062 = .50200 X 62 = 31.12
2002 Acid 0.45735 X 65 = 29.73
Flux (4%) 0.45735 + .062 = .51935 X 62 = 32.20

Some numbers are corrected from prior years Minnesota Mining Tax Guides.

*  Beginning in 1991, the value of flux pellets was modified to $.0155 per each one percent flux in the pellets.
A lower value of 75 percent of the pellet price is alowed for chips and fines.

Figure 25
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Figure 26

Occupation Tax Mine Value and Occupation Tax Paid

Production year

Grandtotal

38,473,433

$1,215,736,709

Occupation
Employment* 2002 12002 t e
Company 2001 2002 tonsproduced minevalue (praél(irr)ﬁilnary)
Taconite:
CliffsErieLLC 77 12 0 0 0
EVTAC 475 438 4,226,785 $128,443,935 0
Hibbing 783 746 7,422,860 231,768,797 0
| spat 362 352 2,812,988 94,000,180 15,000
National 465 471 5,494,210 168,318,891 25,700
Northshore 515 500 4,045,840 126,827,115 0
USX 1,543 1,502 14,309,862 464,044,915 1,300,000
Taconitetotals 4,220 4,021 38,312,545 $1,213,403,833 $1,340,700
Natural ore:
AuburnMinerals, L.L.C. 22 15 160,888 $2,332,876 $0
Natural oretotals 22 15 160,888 $2,332,876 $0

$1,340,700

* Employment information from . Louis County Mine Inspector Annual Report - 2002.

December 1.

Figure 27

Occupation Tax Paid by Company

An automatic seven-month extension is granted if 90 percent of the tax is paid May 1. The exact tax liability for the year will not be known until

Total tax paid

$2,284

Taconite 1992 1994 1996 1998 1999 2000 2001 2002
EVTAC $0 $0 $0 $0 $0 $0 $0 $0
Hibbing Tac 489 502 483 466 39 309 0 0
Inland Sted! 0 0 0 0 30 0 0 15
National Stedl 0 0 0 0 18 0 0 26
Northshore 0 71 148 71 75 0 0 0
USX 1,062 1,545 1,087 1,612 1,144 1,032 0 1,300
Taconitetotal $1,551 $2,118 $1,718 $2,197 $1,183 $1,341 $0 $1,341
Natural ore 1992 1994 1996 1998 1999 2000 2001 2002
Auburn NA $47 $175 $87 0 168 60 0
Natural oretotal $59 $69 $175 $87 $0 $168 $60 $0
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Figure 28

Reconciliation of Occupation Tax and Production Tax

Tonnages - 2002*

Acid pellets, chips, and fines

Occupation tax

com pany natSrr;Stsons mti?ﬁr e pr oduction tons I}Fli' F:‘r(;)(? UuC(t:ti ICE:?IE)iXS
(dry weight) P

I spat 25,014 2.00% 24,514 0 24514

USX Corp. 2,550,058 2.23% 2,493,147 0 2493147
Flux pellets, chips, and fines

EVTAC 4,281,468 1.27% 4,226,785 (21,986) 4,204,799

Hibbing 7,510,968 117% 7,422,860 (14319) 7,408,541

|spat 2,845,384 2.00% 2,783,474 (151,859) 2,636,615

National 5,562,735 1.23% 5,494,210 (30573) 5,463,637

Northshore 4,045,840 0.00% 4,045,840 (66,557) 3,979,283

USX Corp. 12,091,133 227% 11,816,715 (515,684) 11,301,031

Subtotal 36,337,528 35,794,884 (800978) 34,993,906
Total production summary

Adid 2,575,072 2,517,661 0 2,517,661

Alux 36,337,528 35,794,884 (800978) 34,993,906

Totals 38,912,600 38,312,545 (800978) 37,511,567

* The taconite production tax and the occupation tax use different production tonnages. This table is a reconciliation showing the total production

for each company, including flux and moisture and excluding flux and moisture.

Figure
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CrudeOreMined

Company 1998 1999 2000 2001 2002
EVTAC 15,291,580 14,005,931 12,692,100 13,449,311 13,283,572
Hibbing 29,579,704 26,557,214 30,533,879 22,458,384 26,415,447
|spat 8,233,999 8,081,731 8,630,112 8,211,395 8319510
LTV 22,403,375 21,989,868 22,879,131 0 0
National 19,803,145 20,329,303 19,759,549 16,836,232 19,068,584
Northshore 12,882,338 11,940,849 12,373,033 8,603,443 12,129,604
USX 48,980,515 44,651,316 50,291,700 45,303,626 50,902,144
Totals 157,174,656 147,556,212 157,159,504 114,862,391 130,118,861
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Figure 30

Occupation Tax Collected on Iron Ore

and Taconite Production

Iron ore Taconite Totals
Tonsproduced | Occupationtax | Tonsproduced | Occupationtax | Tonsproduced | Occupation tax

Ve (000s) (000s) (000s) (000s) (000s) (000s)

1960 44,042 $20,655 13,390 $638 57,432 $21,293
1965 33,462 15,646 19,004 1,740 52,466 17,386
1967 25,480 12,646 24,311 1,611 49,791 14,257
1969 22,511 10,968 33,410 2,285 55,921 13,253
1970 21,172 9,278 35,348 3,161 56,520 12,439
1971 17,530 7,301 33,778 5,379 51,308 12,680
1972 14,439 6,376 34,554 3,659 48,993 10,035
1973 17,941 8,836 41,829 6,824 59,770 15,660
1974 17,654 9,698 41,053 10,092 58,707 19,790
1975 10,227 5,038 40,809 18,955 51,036 23,993
1976 9,494 6,480 40,575 18,270 50,069 24,750
1977 4,647 2,641 26,372 3,190 31,019 5,831
1978 5,905 3,937 49,545 19,266 55,450 23,203
1979 4,230 2,663 55,333 23,856 59,563 26,519
1980 2,221 1,000 43,060 13,808* 45,281 14,808
1981 1,664 1,232 49,369 11,372 51,033 12,604
1982 789 719 23,445 o* 24,234 719
1983 851 499 25,173 2,386* 26,024 2,885
1984 850 442 35,689 10,606* 36,539 11,048
1985 1,465 394 33,265 4,070* 34,730 4,464
1986 1,122 343 25,451 5,866* 26,573 6,209
1987 1,403 789 32,109 5,356 33,512 6,145
1988 743 294 39,772 2,993 40,515 3,287
1989 603 160 39.882 350 40,485 510
1990 417 n 42,522+* 2,057 43,593 2,068
1991 406 32 39,922** 2,008 40,328 2,040
1992 528 38 38,850* * 1,551 39,956 1,589
1993 145 0 40,485** 1,709 40,630 1,709
1994 318 22 42,448** 2,302 42,766 2,324
1995 349 87 45,857** 3,072 46,206 3,159
1996 441 176 44,711** 2,460 45,152 2,636
1997 501 213 45,688* * 2,508 46,007 2,721
1998 392 87 45,196** 2,152 45,588 2,238
1999 235 0 42,156** 1,183 42,391 1,183
2000 400 168 45,762** 1,341 46,162 1,509
2001 150 56 32,360** 0 32,510 56
2002 161 0 38,313** 1,341 38,473 1,341

*

* %

Actual tax collected as adjusted by the provisions of M.S. 298.40. For additional information, see the 1991 Minnesota Mining Tax Guide or
contact the Minnesota Department of Revenue, Minerals Tax Office, Eveleth.

Refer to Figure 28, page 34 — Beginning with 1990 production, the Minnesota Department of Revenue changed from natural weight to dry
weight. The taconite production tonnage shown is a net dry weight without moisture or flux.
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Income Tax Withholding on Mining and Exploration Royalty

(Minnesota Statute 290.923)

Income tax withholding is a 6.25-percent tax assessed on
exploration and/or mining royalty income. This section defines
royalty, identifieswho must pay thetax, and outlinesthe statutory
requirements of both the royalty payer and the royalty recipient.
Also included is the royalty cost by company per ton of pellets
produced (Figure 34) and the industry-wide cumulative total
royalty paid and income tax withholding Figure 33, page 39.

Royalty isdefined as any amount (in money or val ue of property)
received by any person having any right, title or interest in or to
any tract of land in Minnesota for permission to explore, mine,
take out or remove ore. Ores subject to withholding are iron,
taconite, and other minerals (copper, nickel, gold, etc.) subject to
the net proceeds tax. Royalties may include rents, bonus
payments, and non-recoverable lease payments.

Royalty Payers

All payers of mining and/or exploration royalty are required to
withhold and remit an income tax of 6.25 percent on royalty
paid for use of Minnesota lands effective Jan. 1, 2001.

Royalty payers have the option to apply for aseparate Minnesota
tax identification number used for reporting income tax
withholding on mining/exploration royalty, rather than
combining it with the wage/salary withholding. To apply for a
separate identification number, an Application for Business
Registration, Form ABR, must be completed and submitted to
the Minnesota Department of Revenue. When reporting royalty
withholding under its own identification, separate returns must
be used — MW-1: Quarterly Withholding Return; MW-5:
Minnesota Income Tax Withholding Deposit Form; and MW-6:
Annual Reconciliation of Income Tax Withheld. (Starting July
2001, MW-1'sand MW-6's must be filed electronically. See
our websiteat www.taxes.state.mn.usfor moreinformation.)

Royalty payers are obligated to inform recipients of their
withholding tax requirement and must provide them with a
federal form W-4, exemption certificate. The State of Minnesota
uses the federal form. The W-4 informs the payer whether to
withhold tax from therecipient. Unlessthe payer receivesaW-4
indicating an exempt status, the payer is obligated to withhold
tax. Copies of W-4s received from royalty recipients must be
sent to the Minnesota Department of Revenue, Minerals Tax
Office, 612 Pierce Street, Eveleth, MN 55734-1611.

Royalty payments made to the State of Minnesota or other
government units are not subject to withholding income tax. A
W-4 isnot required.

Royalty payersmust provide each royalty recipient with afederal
form 1099 MISC by January 31 for the royalty paid during the
previous year. The form has areas to report amounts of royalty
paid, tax withheld, and to identify the state where the royalty
wasincurred.
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Royalty Paid toa Trust

Royalty paid to a simple trust (a trust that distributes all the
royalty income to its beneficiaries) is exempt from having tax
withheld by the payer, unless it elects to have the withholding
tax deducted. Thetrust isentitled to that option but must inform
the royalty payer by using a\W-4 or letter of its decision. If the
trust chooses the tax-exempt status, it becomesthe royalty payer
and is subject to the same obligations as previously discussed.
The trust:

1. Becomes responsible for withholding from the beneficiaries;

2. Informs the beneficiaries of the requirements to withhold tax
and provide them with aW-4;

3. Provides each beneficiary with the 1099 MISC by January 31
of the following year; and

4. Prepares and submits required withholding returns—MW-1,
MW:-5, and MW-6 to the State of Minnesota.

Royalty Reports

The MW-6, Annual Reconciliation of Income Tax Withheld, must
be submitted to the Minnesota Department of Revenue by
February 28, even if tax is not withheld. The 1099 MISC forms
must accompany the MW-6 for each recipient. Royalty payers
with more than 250 recipients must provide the department with
the 1099 MISC information on magnetic tape. Royalty payers
with less than 250 recipients may submit the 1099 MISC
information on disc or paper copy. It must, however, be consistent
with the federal format.

If a separate identification number is only used for royalty
withholding, the MW-6 and 1099 MISC, where applicable, must
be submitted to:

Minnesota Department of Revenue
Minerals Office

612 Pierce Street

Eveleth, MN 55734-1611

If the same identification number is used for both wages and
royalty withholding, submit the MW-6 and the 1099 MISC, where
applicable to:

Minnesota Department of Revenue
Withholding Tax

Mail Station 1195

St. Paul, MN 55146-1195

Where wages and royalty withholding are combined, a copy of
the MW-6 and the 1099 M1SCs must a so be sent to the Minnesota
Department of Revenue, Minerals Tax Office in Eveleth.



Royalty Recipients

Individuals who had no Minnesota income tax liability in the
preceding year and reasonably expect to have no liability for the
current year are exempt from the withholding tax. Nonresident
individualswill notincur aMinnesotaincometax liability for 2003
and are not required to fileaMinnesotaindividua incometax return
if their Minnesotaassignablegrossincomeislessthan $7,800. A
W-4 exemption certificate must befiled with theroyalty payer sothat
Minnesotaincometax will not bewithheld from theroyaltiesreceived.

If taxisincorrectly withheld by theroyalty payer, theroyalty recipient
must fileaMinnesotaincometax return, M-1NR, to obtainarefund.
Royalty recipientsarenot digibleto use percentage depl etion ontheir
individua incometax returns.

Questions/Forms

Inquiries should be directed to the Minnesota Department of
Revenue, MineralsTax Office, Eveleth.

Formsareavailable by contacting:

Minnesota Department of Revenue
Forms Distribution

600 North Robert Street

Mail Station 1421

St. Paul, MN 55146-1421

A Minnesotalncome TaxWithhol ding Instruction Bookl et isavailablefor
assistancein complying withthe state withholding laws. Although
designed for withholding on Minnesota wages, the general filing
requirementsal o pertainto royaty withholding.

Royalty Tables

The royalty costs per ton beginning in 1970 to the present are
shown in Figures 34 & 35, page 40.

Figure 33

Royalty Paid and Income Tax Withheld

(Taconite, natural ore and others)

Year Royalty paid ! r\;\ﬁ?rr‘r;]eeltdax
1993 $46,889,065 $347,227
1994 $40,067,385 $347,996
1995 $48,160,466 $302,067
1996 $53,751,312 $452,575
1997 $53,902,838 $582,936
1998 $52,945,700 $446,258
1999 $49,904,447 $493,350
2000 $54,225,938 $414,658
2001 $45,448,947 $265,587
2002 $37,903,733 $142,422

Royalties paid to the state on state managed mineral lands are
not subject to withholding tax. However, these revenues are
allocated by law primarily for educational purposes.

The Minnesota Department of Natural Resources manages state-
owned mineral rights for the permanent school fund, permanent
university fund, and taxing districtsthroughout the state. Interest
and dividends from the permanent school fund is distributed to
school districts through the state. Interest and dividends from
the revenue to the permanent university fund from state mineral
leasesis now split between a scholarship account for students at
the four campuses of the University and for mineralsresearch by
the Natural Resources Research Institute.

Revenue from mining on tax forfeited lands is split 20% to the
state’s general fund and 80% to the local taxing districts. The
80% is split 3/9 to the county, 4/9 to the school district and 2/9
to the township or city where the mining occurs.

For further information, contact the Transactions Section, Lands
and Minerals Division, DNR, in St. Paul. Their address and
telephoneislisted with publication information before the table
of contents.
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Figure 34

Average Royalty Cost Per Ton of Pellets Produced

1975 | 1980 | 1985 | 1990 | 1995 | 1997 | 1998 1999 2000 [ 2001 | 2002
Industry Production
(millionsof tons) 40.8 429 | 333 | 432 | 459 448 | 443 | 413 | 449 322 38.3
Butler 1139 | 1.815 | 1.954 [Closed | Closed | Closed | Closed | Closed | Closed | Closed | Closed
Erie(LTV) 0.954 | 1.749 |2.289 [1.288 | 1.545 | 1418 | 1419 |1.387 | 1.631 0 0
Evdethr** 2218 | 3578 | 2621 |1.644 | 1416 | 1.453 | 1.459 | 1.742 | 1.986 | 1.733 | 1.287
Hibbing?** * 0.398 | 0.772 | 0.805 | 1.495 | 1.800 | 1.646 |1.608 | 1.561 | 1.867 [ 1.338
Inland * 1.212 | 1.801 |1.396 | 0.810 | 1.083 | 1.087 [ 0.920 | 0.997 | 1.055 | 1.056
National 0974 | 1.525 | 2.001 | 2.041 | 1.606 | 1.226 | 0.960 | 0.985 | 0.943 | 1.064 | 0.943
Reserve/Northshore** | 1.919 282 |3087 | 1.35 | 1472 | 1826 | 1.846 | 1.611 | 1.690 | 1.459 | 1.614
USX-Minntac 0171 | 0.288 [ 0.334 [ 0.239 | 0.397 | 0.465 | 0.667 [ 0.754 | 0.948 | 0.840 | 0.844
Industry Average—
Weighted 1019 | 1.383 [ 1.509 (1.006 | 1.144 | 1193 | 1.204 | 1.212 | 1.327 | 1.253 | 1.100
Arithmetic 1.229 | 1.673 | 1.857 | 1.252 | 1.249 | 1.325 | 1.298 |1.287 | 1.394 | 1.336 | 1.180

* Plant not yet in production.
*  Reserve' /Northshore's royalty costs per ton are based primarily on shipments, not production.

**  Royalty stated on a calendar year (cash) basis with overrides to partners subtracted since 1980.
Tonnages used are a “dry” basis, which began in 1990.

Figure 35

Royalty Costs per Ton
Taconite Industry Weighted Average
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Sales and Use Tax

Taconite and Iron Ore

(Minnesota Statute 297A)

The general Minnesota sales and use tax is a broad-based tax on
consumer expenditures. Thetax isimposed on the sale of tangible
personal property or servicesto thefinal consumer. A number of
exemptions reduce the size of the actual sales and use tax base.
In addition, different tax rates apply to several products.

The current sales tax rate is 6.5 percent. First adopted in 1967,
Minnesota’s sales and usetax is now the second largest source of
statetax revenue, yielding $3.806 hillioninfiscal year 2002.

Sales and use taxes are essentially identical taxation of tangible
personal property. Salestax is assessed by the seller at the time
of thesale. Usetax ispaid by purchaser, or user when no salestax
ispaid at the time of the sale.

Industrial Production Exemption

The industrial production exemption, M.S. 297A.25, Subd. 9,
allows industry to exempt items from sales and use tax that are
used or consumed in the production of personal property intended
to be sold ultimately at retail, whether or not the item used
becomes an ingredient or constituent part of the property
produced. Itemsincluded in the exemption are chemicals, fuels,
petroleum products, lubricants, packaging materials, electricity,
gas, and steam. Explosives, amajor item for the mining industry,
are exempt under the chemical classification. Note: A fact sheet,
Taconite and Iron Mining, nhumber 147, is available from the
Minnesota Department of Revenue or on the Web.

The 1971 Minnesota Legislature approved the production
materials exemption M.S. 297A.25, Subd. 15, exclusively for the
taconite mining industry. This statute allows for the exemption
from salestax of grinding rods, grinding balls, and mill liners that
are substantially consumed in the production of taconite. During
the process, this materia is added to and becomes a part of the
product processed. For the purpose of the exemption, the term
mill includes all facilities used to reduce and process ore.

In 1974, the Minnesota L egislature amended the industrial
production exemption M.S. 297A.25, Subd. 9, to cover accessory
tools. The accessory tool exemption is available to all
manufacturing-typebusinesses. The Legidature, in defining what
qualifies as an accessory tool, set three standards that must be
met: 1) an item must be separate and detachable; 2) it must have
adirect effect on the product; and 3) it must have auseful life of
less than twelve months. In mining, shovel dipper teeth, shovel
bucket lip and lower wing shrouds, cat and grader blade cutting
edges, drill bits and reamers qualify for this exemption.

The 1994 Legislature expanded the law to exempt materials
including chemicals, fuels and eectricity purchased by persons
engaged inindustrial productiontotreat production processwaste.

Beginning July 1, 2001 all sales and use tax information must
be filed electronically, using either the Internet
(www.taxes.state.mn.us) or the phone (1-800-570-3329).

Capital Equipment Refund

If you buy or lease qualifying capital equipment or replacement
capital equipment for use in Minnesota you are eligible for a
refund of al, or a part of, the Minnesota and any local sales or
use tax you paid.

Capital equipment means machinery and equipment used by
the purchaser or lessee primarily for manufacturing, fabricating,
mining, or refining aproduct to be sold ultimately at retail. Both
purchasers and | essees of capital equipment areeligiblefor afull
refund of the sales or use tax.

Replacement capital equipment means machinery and
equipment to replace qualifying capital equipment, and repair
and replacement parts, accessories and upgrades to qualifying
equipment, foundations for qualifying equipment, and special
purpose buildings. Purchasersor lesseesare eligiblefor apartial
refund of the sales or use tax paid on replacement capital
equipment purchased or leased between July 1, 1994 and June
30, 1998. Beginning July 1, 1998, purchases or lessees of
replacement capital equipment are eligible for a full refund of
the sales and use tax paid.

You must pay sales tax when you buy or lease capital or
replacement capital equipment. If the seller does not chargeyou
salestax, you must report and pay use tax on the equipment. To
get a refund of sales or use tax paid you must file a Capital
Equipment Refund Claim Form ST-11. You may file no more
than two capital equipment refund claimsin a calendar year.

A claim must be filed within three and one half years from the
due date of the return or within one year of the date of an order
assessing liability (if theliability hasbeen paidin full) whichever
islonger.

Theterm capital equipment is not the same as capitalized assets.
Items capitalized for accounting purposes do not automatically
qualify as capital equipment. Items that you expense for
accounting purposes, such as leased equipment, may be
considered capital equipment for refund purposes.

Capital equipment does not include:
 Agriculture, aquaculture, and logging equipment

* Motor vehiclestaxed under Minnesota Statutes, section 297B
(vehiclesfor road use)
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Electronic Funds Transfer

Starting in calendar year 1994, companies with a sales and use tax
liability of $120,000 per fiscad year (July 1 through June 30) are
required to remit the tax using electronic funds transfer. The due
date for remitting the tax is the 14th of the month following the
month of thesale. Thereturn must befiled by the 25th of the month.

If actual amounts are not available by the 14th of the month, an
estimate of the net amount to be paid may be remitted by using
one of the following options:

* 100 percent of the previous month’s sales and use tax;

* 100 percent of the tax paid in the same month of the
previous year; or

* 95 percent of the actual amount.

The balance is due on the 25" of the month. You must also make
thispayment electronically. If thereisan overpayment of tax, we
will issuearefund. Do not take credit on any other return for an
overpayment.

Voluntary EFT payers are companies not required to file
eectronically but electing to do so. Thereturnsand paymentsare
due on the 20" of the month following the filing month. If a
taxpayer isrequired to pay any businesstax to the Department of
Revenue by EFT, the taxpayer must pay all businesstaxesby EFT.

Effective for returns due after 1994, the June estimated
payment will only be required from those who are required to
pay by electronic fundstransfer. Other filerswho are not
required to pay electronically are no longer required to file an
estimated June return. All filers required to pay electronically
must make an estimated payment for their June tax liabilities.
The estimate must be 75 percent of the June liability and must
be made two business days before June 30.

Figure 36

Use Tax Paid

M.S. 298.40 _ Net usetax
Year Usetax Occupation tax offset Refund claims*
(tax not collected)
1984 7,110,166 4,283,181 2,826,985
1985 6,476,570 4,216,360 2,260,210
1986 4,890,472 2,399,142 2,491,330
1987 5,286,947 1,827,482 3,459,465
1988 8,351,535 1,149,975 7,201,560
1989 11,112,722 129,744 $ 83478 10,899,500
1990 13,127,042 0 104,173 13,022,869
1991 11,860,378 0 475,098 11,385,280
1992 11,702,398 0 447,370 11,255,028
1993 11,991,300 0 328,139 11,663,161
1994 14,200,022 0 1,063,242 13,136,780
1995 15,929,989 0 1,435,835 14,494,154
1996 16,821,715 0 4,841,228 11,980,487
1997 18,535,506 0 6,615,055 11,920,451
1998 17,361,851 0 9,175,324 8,186,527
1999 16,806,784 0 12,394,610 4,412,174
2000 18,829,904 0 12,698,510 6,131,394
2001 14,123,142 0 15,775,844 (1,652,702)
2002 13,694,774 0 12,850,487 844,287
2003 Est. 11,500,000 0 9,000,000 2,500,000

* These are capital equipment refund claims allowed, not including interest, for new or expanding businesses and for repair and replacement parts.
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Capital Equipment Exemptions & Refunds

, Company Refund
Title L
responsibility procedure
Industrial Production Exemption File Exemption Certificate (ST-3) or
M.S. 297A.25, Subd. 9 Direct Pay Permit with vendor No tax collected
Taconite Production Material Exemption* File Exemption Certificate (ST-3) or
M.S. 297A.25, Subd. 15 Direct Pay Permit with vendor Notax collected

Capital Equipment Exemption (refund)
M.S. 297A.01, Subd. 16 (definition)
M.S. 297A.25, Subd. 42

Must pay the salestax or assess use tax

Filefor 6.5% refund
on Form ST-11

Replacement Capital Equipment (refund)
(Taconite mining company only )*
M.S. 297A.01, Subd. 16F

Must pay the salestax or assess use tax

Filefor 6.5% refund
on Form ST-11

Replacement Equipment (refund)
M.S. 297A.01, Subd. 20 (definition)
M.S. 297A.02, Subd. 5 (imposition of tax)

Must pay the salestax or assess use tax

Filefor 6.5% refund
on Form ST-11

Minerals Production Facilities Exemption
M.S. 297A.2573 (refund)

Must pay the salestax or assess use tax

Filefor 6.5% refund
on Form ST-11

What isthe Mineral Production
FacilitiesExemption?
The Mineral Production Facilities exemption was enacted

by the 1994 L egislature and says that the purchase of materials
to construct any of the following types of facilities is exempt.

2. Afacility used for the manufacture of fluxed taconite pellets.

3. A new capital project that has a total cost of more than
$40,000,000 that is directly related to production, cost or
quality at an existing taconite facility that does not qualify
under 1 or 2 listed above.

This includes materials to construct buildings to house the 4. A new mine or mineral processing plant for any mineral

equipment even though the buildings, when completed, become
real property.

1. A vaue-added iron products plant that may be either a new
plant or facilities incorporated into an existing facility that
produces iron upgraded to a minimum of 75 percent iron
content or any iron alloy with a minimum metallic content
of 90 percent.
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subject to the net proceeds tax.

* The sections above apply only to taconite mines and plants,
not to any other mine or plant.



Aggregate Material

Sales and Use Tax

(Minnesota Statute 297A)

Aggregate material is nonmetallic natural mineral aggregate
including, but not limited to sand, silica sand, gravel, stone,
boulders, crushed and uncrushed rock, including landscape rock,
rip-rap, crushed granite and crushed limestone.

Industrial Production Exemption

Aggregate producersare allowed to make purchases exempt from
thesalesor usetax if they are used or consumed in the production
of personal property intended to be sold ultimately at retail.
This includes chemicals, fuels, petroleum products, lubricants,
gas and electricity.

Capital Equipment Refund

New or used original or replacement capital equipment, repair,
replacement and spare parts, accessories, special purpose
buildings and foundations for capital equipment qualify for the
capital equipment refund of the 6.5 percent sales tax paid.

Aggregate Materials Sales

Salesto Contractors

Taxable: Generally, purchases of aggregate by a contractor are
taxable since it will be used as an improvement to real property.
Thisrequiresthat the contractor deliver and spread the aggregate
insuch away that no further leveling isrequired by the purchaser.
Thisincludes situationswhereit isleveled while being unloaded
from the back of a moving truck without the use of any other
equipment.

Nontaxable: The purchase of aggregate by a contractor from
apit owner for resale is exempt from sales tax if the contractor
provides the pit owner with acompleted ST-3. A retail sale by a
contractor involves only the dumping of aggregate; no leveling,
spreading, or further action by the contractor is provided. The
contractor must charge sales tax to the end user of the aggregate.
Effective January 1, 2002 all delivery charges are subject to
salestax.

Salesto Townships

Purchases by townships of aggregate,machinery, equipment and
accessoriesused exclusively for road and bridge maintenance

are exempt from sales tax. Purchases of aggregate, machinery,
equipment and accessories used for parking lots, playgrounds,
trails, etc. are subject to salestax. Alsoall culverts, bridge decking
or railing, structural steel and any road surfaces, such as asphalt,
concrete or chloride are subject to sales tax.

Salesto Cities, Countiesor Special Taxing Districts

All salesor aggregateto cities, counties or special taxing districts
are subject to sales tax when they are used by these entities,
unless they will be resold in the same form. No exemption is
allowed for purchases used for road and bridge maintenance.
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Aggr egate Pit Owned by a Gover nment Unit

If apitisowned or leased by a government unit, aggregate re-
moved for its own use is not subject to salestax. However, all
aggregate sold to others is subject to sales tax, unless the
purchaser provides an exemption certificate.

Aggregate Crushing and Screening

Screening and crushing of aggregate is fabrication labor subject
to salestax. Fabrication labor isthe making or creating of anew
product or altering an existing product into a new or changed
product, even when the customer provides the materials to be
screened or crushed.

Sales Tax on Purchases-Ready-Mix
ConcreteProducers

Nontaxable Purchases: The purchase of aggregate by a ready-
mix concrete producer to be used in making the product isexempt
fromthe salestax if the producer providesacompleted exemption
certificate (ST-3) to the aggregate seller. Ready-mix concrete
producers are not classified as contractors.

Nontaxable Purchases: If a ready-mix producer makes retail
sales of aggregate, the aggregate may be purchased exempt from
salestax if they provide acompleted resale exemption certificate
(ST-5) to the aggregate seller.

Sales Tax on Purchases-Bituminous Producers

Taxable Purchases: All purchases of aggregate aretaxableif the
bituminous producer is primarily acontractor (makesand installs
the product).*

Exempt Purchases: If abituminousproducer isprimarily aretailer
and makes retail sales of bituminous product (does not include
installation), the purchase of the aggregate is exempt from sales
tax provided the retailer provides a completed resale exemption
certificate (ST-3) to the aggregate seller.

Note: If the bituminous producer is a contractor-retailer, it must
decide which function constitutes at least 50% of the business.
If the producer is primarily a contractor, it must pay salestax on
al purchases. If the producer is primarily a retailer, it may
purchase aggregate exempt from sales tax if a completed
exemption certificate (ST-3) is provided to the aggregate seller.

* Purchases by a contractor while acting as a purchasing agent
for exempt entities may be purchased without paying sales tax
only if the contractor has awritten agreement with the exempt
entity. Thiswritten agreement must contain certain criteria.
For moreinformation regarding purchasing agreement criteria,
contact the Department of Revenue.



Aggregate Material Production Tax

(Minnesota Statute 298.75)

I ntroduction

Aggregate material issubject totwo taxes 1) the salesand usetax
(M.S. 297A) and 2) the aggregate material production tax (M.S.
298.75). Thesaestax appliesstatewidewhilethe aggregate applies
only inthe counties (townships) imposing thetax.

The aggregate material tax isaproduction tax on the removal of
aggregatematerid. Thetaximposed onimportersand operatorsisupto
ten centsper cubicyard or sevencentsper shortton. Aggregatematerial
must bemeasured or weighed after edtractionfromapit, quarryor deposit.

Since1986, thistax hasbeenin effectin 22 counties: Becker, Benton,
Big Stone, Carver, Clay, Dakota, Hennepin, Kittson, LeSueur,
Mahnomen, Marshall, Norman, Pennington, Polk, Ramsey, Red
Lake, Scott, Sherburne, Sibley, Stearns, Washington and Wilkin.
Pope County imposed thetax in 1998. Canosia, Solway and Midway
Townshipsin St. Louis County imposed thetax in 1999. Grand
L ake Township imposed thetax in 2001 and terminated thetax as
of May 13, 2003. Dodge, Goodhue, M eeker and Benton Counties
imposed thetax in 2002. Wright County and Rock County imposed
thetax as of January 2, 2003.

After August 1, 2001 any county may imposethistax if the* county
board has voted after apublic hearing to imposethetax... and has
notified the Commissioner of Revenue of the imposition of this
tax.”

2003 L egidation

The 2003 L egidlature clarified the definition of borrow subject to
theAggregate Tax: “Effective July 1, 2003 thedefinition of “ borrow”
shall mean granular borrow, consisting of durable particlesof gravel
and sand, crushed quarry or minerock, crushed gravel or stone, or
any combination thereof, theratio of the portion passing the (#200)
sievedivided by the portion passing the (1 inch) Sevemay not exceed
20 percent by mass.” Borrow meeting thisdefinition will be subject
tothetax only if it istransported on apublic road, street or highway.

Aggregate Definition

In order to provide assistance to producers, importers, consumers
and county/ township officia sadministering thistax, thefollowing
definitions are offered about what is and what is not aggregate
material for purposes of thetax.

Aggregatematerid isnonmetalic natural mineral aggregateincluding,
but not limited to sand, silicasand, gravel, stone, boulders, crushed
and uncrushed rock, including landscape rock, rip-rap, crushed
granite, crushed limestoneand borrowbut onlyif trangported onapublic
road, street or highway.
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Aggregatemateria isnot dimenson stone, dimensiongranite, building
stone, agricultural lime and limestone used intaconite production
of flux pellets.

Coarsetailingsfrom thetaconite plantsare being tested and marketed
asaggregate. Under current law, thesewoul d be considered aggregate
and subject to the tax on the importer if it were imported into a

county imposing the aggregatetax.

Tax Administration

Collection of the aggregate material tax is the responsibility of
the county auditor (township clerk). They are required to
develop the tax reports, correspond with aggregate operators or
importers and collect the tax. They have the authority to audit
and inspect all books and records of any aggregate material
operator or importer.

Any operator/importer has 30 days after the tax has been paid to
object to the amount of tax determined to be due.

The law requires the county to distribute the tax as follows:
60% — County Road and Bridge Fund, 30% — Township or City
Road and Bridge Fund as determined by the County Board, and
10% — Reserve Fund for Pit Restoration of abandoned pits or
quarries on public and tax forfeited lands. No such mandate
exists for Canosia, Midway and Solway townships.

The tax is first collected by the county (township) where the
aggregate is produced. If two counties (townships) both impose
the tax, the county (township) into which the aggregate is
imported cannot collect or impose thetax. The only exception
is. if the aggregate material is transported directly from the
extraction site by awaterway or railway, the tax imposed shall be
apportioned equally between the county (township) of extraction
and the county (township) of destination.

Reporting Requirements

By April 14, July 14, October 14 and January 14, operators or
importers must fileaquarterly report and payment with the county
auditor (township clerk) in the county or township in which the
aggregate material isremoved or imported. |f no report isfiled,
the county auditor (township clerk) must estimate the amount of
tax due. Any operator has 30 days after the tax has been paid to
appea any estimate.

Reserve Fund for Pit Restoration

M.S. 298.75, Subd. 7(c) mandates ten percent of the tax be
distributed to a special reserve fund for the restoration of
abandoned pits, quarries or deposits located on public and tax
forfeited landswithinthe county.



Aggregate Tax Questions & Examples

If aggregate is shipped by rail directly from the pit out of
the state, does any of the distribution go to the township of
origin?

YES. Thetownship of originisentitled to 30% of thetax
on the aggr egate shipped, with 60% tothe County Road
and Bridge Fund and 10% to the County Reserve Fund
for pit restoration.

If acounty hires a part-time person specifically to
administer the aggregate tax, can the county subtract this
cost from the tax collections prior to distributing the tax?

NO.

Isit correct for aproducer to show the aggregate tax
separately on the sales invoice?

NO. Theaggregatetax should not be shown separ ately on
thesalesinvoice. Thisisatax theproducer or importer

paysdirectly tothecounty. Itispart of theproducer’sor
importer’scost of doing business.

However, the salestax MUST be shown separ ately on all
retail sales. EffectiveJanuary 1, 2002 all delivery charges
aresubject to salestax.

. Iscrushed limestone used for driveways and landscaping
aggregate material subject to the tax?

: YES, crushed limestone used for driveways and
landscaping is considered “aggregate material” and is
subject totheaggregate production tax.

However, limestone processed into agricultural limedoes
not fall within the meaning of “ aggr egate material” as
defined in M.S. 298.75, subd. 3.

: Who must pay the tax on aggregate imported into a county
imposing the tax?

: “Importer” shall mean any person who BUY S aggr egate
material produced from a county not imposing thetax.
No Tax Imposed Examples

If agovernmenta unit owns or leases an aggregate pit and
removes aggregate for its own use, no aggregate material tax
is due. (Attorney General’s opinion to Kanabec County
Attorney, May 13, 1983.)

If a farmer removes aggregate for personal use from a pit
located on the farmer’s property, no tax is due.
Tax Imposed Examples

A governmental unit-owner or privately owned aggregate
pit sells gravel to an individual or contractor, either picked
up or delivered. Thetax isimposed on the pit operator.

A privately owned aggregate pit sellsaggregateto atownship,
city, county or the State of Minnesota. The tax isimposed
on the pit operator.

Aggregate transported directly from the extraction siteto a
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destination by off-highway vehicles never using public roads
is subject to the tax.

Ready mix and bituminous producers who own their own
aggregate pits must pay the tax to the county. If they purchase
aggregate, the aggregate producer or importer pays the tax.

In addition to the aggregate materials tax, sales of aggregate
are subject to state sales and use tax of 6.5 percent and
possibly additional city or county sales tax. While sales tax
exemptions may apply to the sales tax imposed, they do not
apply to aggregate materials tax.

The aggregate tax is not a sales tax. It is a production tax on
aggregate produced in a county (township) or imported into the
county (township).

Figure 37
Aggregatetax collected

1981 - $104,693 1992 - $1,895,260
1982 - $236,039 1993 - $2,045,794
1983 -  $1,503,599 1994 - $2,272,272
1984 - $1,731,600 1995 - $2,114,823
1985 - $1,783,940 1996 - $2,330,664
1986 -  $1,938,702 1997 - $2,658,567
1987 - $2,115,649 1998 - $2,881,418
1988 -  $1,830,535 1999 - $2,885,716
1989 -  $2,003,391 2000 - $2,943,768
1990 - $1,939,276 2001 - $2,851,434
1991 - $1,783,301 2002 - $2,981,133

Aggregatetax collected

by county - 2002

Becker $172,181 Pennington 17,490
Benton 10,926 Polk 73,975
Big Stone 65,091 Pope 36,702
Carver 91,991 Ramsey 59,875
Clay 193,039 RedLake 16,814
Dakota 674,349 Scott 260,510
Hennepin 269,386 Sherburne 225,299
Kittson 33,235 Sbley 41,311
LeSueur 199,477 Stearns 170,077
Mahnomen 3,837 Washington 315,198
Marshall 26,050 Wilkin 3,036
Norman 12,724
Subtotal $2,972,573
Townships
Midway $2,025 Solway $3,852
Canosia 0 Grand Lake 2,683
Subtotal $8,560
Grandtotal $2,981,133



Ad Valorem Tax on Auxiliary Mining Lands for Taconite

Operations

(Minnesota Statute 272.01)

Landsand structuresactively used for taconite production are exempt
from thead valorem tax and are subject to the productiontax inlieu
of property tax. Actively usedlandsincludetheplant site, mining pit,
stockpiles, tailings pond and water reservoirs. Alsoincluded are
lands stripped and ready for mining, but not lands merely cleared of
trees. Exemptionsare granted on aparcel basisto the nearest five
acres. Itisimportant to notethat thisexemption appliesonly tothe
ad valorem tax on theland and buildings and not to theunmined
taconitetax described on thefollowing page. Lands adjacent to
thesefacilities, commonly referred to asauxiliary mining lands, are
subject to assessment of ad val orem tax administered by the county.

The county assessor isresponsiblefor estimating the market value of
auxiliary mining lands and classifying them into one of severa
property classifications established by Minnesota law. The two
most common property classifications used on auxiliary mining
lands are industrial and timber. In general, lands in close
proximity to activetaconite operations are assigned theindustrial
classification while those further away are classified as timber.
The classification of property is covered in M.S. 273.13.

Each property classification has a legislatively set percentage
called theclassratethat ismultiplied by the assessor’s estimated

market value (EMV) to calculate tax capacity. For payable 2004
taxes, theclassratefor timber is 1.00 percent of the estimated market
value. Fortheindustrid classification, therearetwo classrates: 1.50
percent for thefirst $150,000 of the estimated market value (EMV);
and 2.0 percent for the value over $150,000.

Property taxesare ca culated by multiplying aproperty’ stax capacity
timesthetax extension ratefor thejurisdiction whereit islocated.
Tax extension rates are determined by county, local government and
school digtrict spending. In St. LouisCounty for payable 2003, they
rangefromalow of approximately 110% toahigh of approximately
258%. Inaddition, themarket valuetimesthereferendum rate must
be added to thetax determined aboveif thereisareferenduminthe
taxing district. For industrial classproperty the state general tax rate
of 57.9% appliesin additionto thelocal tax rate.

Thefollowing schedule providesfor adjustmentsin both thevauations
and classifications of auxiliary mining lands located on theiron
formation versus off-formation lands aswell asfurther refinements
based on the proximity of theselandsto active mining operations. It
outlines val uation adjustmentsto be made on excesslandswhere
they are located as market conditions and/or Minnesota statutes
dictate— seebelow. Thisschedulewill be updated based on market
conditionsfor the 2004 assessment.

St. Louis County Mining Land Assessment Schedule

1. Iron formation land

Value ($/acre)

Classification

A. Land within ¥ mile of active pit

B. Excessland (more than ¥2mile
from mining activity or outside
15-year pit limit).

1. Undisturbed
2. Disturbed
a Stockpiles
b. Abandoned Pits

$650

same as other private land

75% of other private land
50% of other private land

Industrial

Timber or current use

Timber or current use
Timber or current use

2. Off-formation land

A. Land within ¥ mile of mining
activity

B. Excessland (more than ¥2mile
from mining activity
1. Stockpiles
2. Tailings Ponds

$325

75% of other private land
30% of other private land

Industrial

Timber or current use
Timber or current use
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Ad Valorem Tax on Unmined Taconite

(Minnesota Statute 298.26)

A tax not exceeding $15 per acre may be assessed on the taconite
or iron sulfides in any 40-acre tract from which the production
of iron ore concentrate is less than 1,000 tons.

Theheading in the statute is somewhat misleading sinceit refers
to a Tax on Unmined Iron Ore or Iron Sulfides. The tax clearly
applies to unmined taconite and has been administered in that
manner. The wording “ iron ore” does not refer to high-grade
natural orein this instance.

Thetax, as presently administered, appliesto all iron formation
lands on the Mesabi Range. The statutory exemption
administered by the county assessor providesthat in any year in
which at least 1,000 tons of iron ore concentrates are produced
fromad40-acretract or government lot, thetract or lot are exempt
from the unmined taconite tax. The county assessors have also
exempted actual platted townsites that are occupied.

Theiron formation lands on the Mesabi Range are divided into
two categories by the engineering section of the Minnesota
Department of Revenue, Minerals Tax Office. This is done
through the evaluation of exploration drill hole data submitted
by the mining companies.

The categories are listed as follows:

1) Landsthat are underlain by magnetic taconite of sufficient
guantity and grade to be currently economic: They are
considered to be economic taconite and are given a market
value of $500 per acre.

2) Landseither not believed or not known to be underlain
by magnetic taconite or current economic quantity, quality
quality and grade: They are considered to be
uneconomic taconite and are given a market value of $25
per acre.

To be classified as economic taconite, category 1, the taconite
must pass the following criteria:

— contain more than 16 percent magnetic iron with the Davis
tube test;

— contain less than 10 percent concentrate silica (SiO,) with
the Davis tube test;

— have a 15- to 25-foot minimum mining thickness; and

— have a stripping ratio of less than four-to-one (waste/
concentrate), calculated as follows:

A) Surface(ft.)x 1.5= Equiv. Ft.
Surface

B) Rock (ft.) x 2.25= Equiv. Ft.
Waste

C) Ore(ft)x2.5 = Equiv. Ft.

3 Concentrate
Stripping Ratio =A+B
C

If thematerial failsany of the above criteria, thenitisconsidered
to be uneconomic taconite and classified as category 2. Some
lands may also be considered as uneconomic due to
environmental restrictions.

For payable 2003 the tax is calculated by multiplying the market
valuefor the parcel of land by the 2.00% classrateto obtain thetax
capacity. Thespecid rateonthe 1st $150,000 of market valuethat
appliesto class 3 commercial/industrial property doesnot apply to
toclass5 unminedtaconite. Thisisthen multiplyed by thelocal tax
rate plusthe state general property tax rate of 54.447% for payable
2003. Inaddition, if areferendum ispresent thereferandumrateis
multiplyed by thefull market value (not tax capacity). Note: call your
countyauditor for moreinformation.

Figure 38

Unmined Taconite Tax Paid

(Year payable)

County 1996 1997 1998 1999 2000 2001 2002 2003

Itasca $ 0 $ 0 $ 0 $ 0 $ 0 $ 0 $ 0] $ 0
S Louis 467,946 455,792 444,630 402,543 401,764 397,428 316,140 317,033
Totals $467,946 $455,792 | $444,630 $402,543 $401,764 $397,428 | $316,140 $317,033
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Ad Valorem Tax on Unmined Natural Iron Ore

(Minnesota Statutes 272.03, 273.02, 273.12, 273.13, 273.165, 273.1104)

Since 1909, Minnesota's natural iron ore reserves have been
estimated and assessed by the state for ad valorem tax purposes.
The actual ad valorem tax levy is set by the county, the school
district and the local township or municipality. The county
auditor collects the tax levy.

A Minnesota Supreme Court decision in 1936 established the
present worth of future profits method for valuing the iron ore
reserves. This is accomplished through the use of a complex
formulaknown asthe Hoskold Formula. The formulatakesinto
account ore pricesand all the various cost factorsin determining
the value of the unmined ore.

Each year, the Minnesota Department of Revenue uses a five-
year average for alowable costs taken from the occupation tax
report. A five-year average of the Lake Erieiron ore market value
isalso used. These averages are used to help reduce fluctuation
of value due to sudden cost/price changes.

Thefollowing expensesare allowed as deductionsfrom the Lake
Erie market value on the computation of present worth, whichis
known as the Hoskold Formula:

la. Mining, normal costs 6. Freight and marine

1b. Mining, special costs insurance
Marketing expense
Social Security tax*

Ad valorem tax
(by formula)

Beneficiation

Miscellaneous (property
tax, medical ins., etc.

© o N

Development (future)

5. Plant and equipment 10.  Occupation tax
(future) 11.
Plant

Federal income tax
12. Interest on development
and working capital
* Since 1987, Social Security Tax has been included under miscellaneous.

Thesetwelve allowable expenseitems are deducted from the L ake
Erie market value to give the estimated future income (per ton).
Note that although royalty is allowable as an occupation tax
deduction, it isnot allowable on Minnesota sad valorem tax.

The present worth is then determined by multiplying the
estimated future income (per ton) by the Hoskold Factor. The
department presently allowsa 12 percent risk rate and six percent
safe rate that yields the .33971 Hoskold factor when used with a
20-year life. A 20-year life has been used since 1968 as
representative of the remaining life of Minnesota’'s natural iron
orereserves. Theresulting valueis considered the market value
by the Minnesota Department of Revenue.

Theterm classratewasintroduced for taxes payablein 1990. For
2002 and there after thisrateisreduced to 2.0%.

Thetax capacity isthe product of the classrate and themarket value.
Theproduct of themarket val ueand classrate must then bemultiplied
by the local tax rate plus the state general property tax rate to
determinethetax. Inaddition, themarket valuetimesthereferendum
rate must be added if thereisareferendumin thetaxing district.

Local tax rates are a function of county, local government, and
school digtrict spending. For example, for payable 2003, they ranged
fromalow of approximately .9 to ahigh of approximately 2.8 not
including the state general property tax rate of .54 in St. Louis
County. Thefollowing classrateswerein effect through 2001:

CLASSRATES
Payable 1995  4.60%
Payable 1996  4.60%
Payable 1997  4.60%
Payable 1998  4.00%
Payable 1099  3.50%
Payable 2000  3.40%
Payable 2001 3.40%
Payable 2002 2.00%
Payable 2003  2.00%
Payable 2004  2.00%

The specia rate on thefirst $150,000 of market value that applies
to class 3 commercial/industrial property does not apply to
unmined iron ore that are class 5 properties.

A statewidegenera property tax levy wasestablished beginning with
taxespayablein 2002. It appliesto most typesof property with the
exception of agricultural and homestead. For payable 2002 this
increased the property tax on unmined iron ore by $39,182intotal.
Theratewas54.447% for payablein 2003.

The Minnesota Department of Revenue has tried to maintain all
ores on the tax rolls, including the uneconomic, underground
and unavailable classifications. A schedule of minimum rates
was established in 1963 and revised in 1974, 1986, 1988, 1992
and 1999. The market values for iron ores that do not show a
valuewith the Hoskold Formulaare determined from the schedule
of minimum rates. Thetableon thefollowing pageliststhe current
scheduleof minimum rates.
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Figure 39

Ore classification Market value/ton (cents)
Itascaand St. L ouisCounties Crow Wing County
Wash Ore Concentrate (OPC) 12.0 6.0
Heavy Media Concentrate (HMC) 9.0 45
Low Grade (OPPRC) 3.0 15
Under ground uneconomic (Stripping ratio greater than 5to 1)
Underground Concentrate > 60% Fe (UGC) 24 1.2
Underground Concentrate < 60% Fe (UGC) 1.8 .9
Underground Heavy Media (UGHM) 15 .75
Low grade (UGPRC) 9 45
Low grade (UGR) 9 45

Open pit ores too high cost to show a value with the Hoskold
Formula are assigned minimum values from the open
pit classification. Underground and uneconomic ores with
stripping ratios exceeding five-to-one are assigned minimum
values from underground uneconomic classification.

Beginning with the 1999 assessment, theminimum ratesfor

determining market values in Crow Wing Co. were reduced by
50%. This simply recognizes the potential for mining of iron
oreis substantialy lessin Crow Wing Co. than on the Mesabi
Rangein St. Louisor Itascacounties.

Figure40

Iron Ore Ad Valorem Tax Payable

Year M ar ket Year estimated tax payable
Payable - - Total
assessed value Crow Wing | tasca St. Louis

1988 5,771,300 1989 $19,365 $46,426 $812,665 $878,456
1989 5,808,900 1990 18,633 44,130 811,489 874,252
1990 4,190,200 1991 17,712 41,199 584,779 643,690
1991 3,401,700 1992 18,966 45,019 429,850 493,835
1992 5,785,900 1993 19,600 46,000 276,300 341,900
1993 5,476,900 1994 20,900 47,400 254,600 322,900
1994 5,071,600 1995 14,000 34,800 262,400 311,200
1995 4,823,000 1996 12,100 32,600 237,600 282,300
1996 4,448,800 1997 10,900 34,900 226,200 272,000
1997 4,175,400 1998 10,400 23,500 244,900 278,800
1998 4,020,900 1999 8,200 18,900 188,100 215,200
1999 3,781,800 2000 4,200 20,200 181,800 206,200
2000 3,765,800 2001 3,900 18,600 159,400 181,900
2001 3,637,400 2002 3,500 17,600 147,200 168,300
2002 2,720,400 2003 3,500 16,900 107,200 127,600
2003 2,734,200 2004

A notice of the market value of unmined ore shall be sent to each
person subject to the tax and to each taxing district affected on
or before May 1st. (MS 273.1104)

According to the provisions of M.S. 273.1104, a public hearing
to review the valuations of unmined iron ore must be held on the
first secular day following May 20. This hearing provides an
opportunity for mining company and taxing district
representativestoformaly protest any of theoreestimatesor vauation
proceduresthey believeto beincorrect.

In addition, current conditions and future trendsin theiron ore
industry are discussed. Iron ore ad valorem taxes are expected
to continue their long decline as remaining economic deposits
aremined or alowedto gotax forfeit. Reservesinold flooded pits
converted to recreational useareclassified asunderground, low-
graderecreationa (UGR).
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Ad Valorem Tax on Taconite Railroads

(Minnesota Statute 270.80 - 270.88)

Beginning with the Jan. 2, 1989 assessment, taconite railroads
were included in the definitions of common carrier railroads
and were assessed and taxed on an ad valorem basis according to
Minnesota law. LTV and Northshore were the only railroads
classified as taconite railroads.

The Minnesota Department of Revenue developed rules
governing the valuation of railroad operating property. Therules
have been in effect since 1979 when common carrier railroads
went off the gross earningstax. Each railroad isrequired to file
an annual report containing the necessary information.

The valuation process utilizesthe unit value concept of appraisal.
For taconite railroads, this involves calculating a weighted cost
indicator of value allowing for depreciation and obsolescence.
Personal property isthen deducted from the net cost indicator to
yield a Minnesota taxable value.

Thisvalueisthen apportioned to the varioustaxing districtswhere
the taconite railroad owns property. The amount of value each
taxing district receives is based on an apportionment formula
involving threefactors: land, milesof track and the cost of buildings
over $10,000.

After the market value is apportioned to each taxing district, the
value is equalized with the other commercial and industrial
property on a county-wide basis using an estimated median
commercial and industrial salesratio. A commercial and industrial
ratio is developed for each county and applied to that county’s
taconite railroad market values.

Figure4l

Taconite Railroad Ad Valorem Tax Assessed

Year Assessed St. Louis Lake Cook Total tax
payable County County County

1990 1989 $105,167 $156,675 $5,037 $266,879
1991 1990 112,800 145,573 5,319 263,692
1992 1991 53,409 80,720 5,064 139,193
1993 1992 38,454 99,919 4,706 143,079
1994 1993 48,655 87,248 4,938 140,841
1995 1994 78,281 140,300 14,454 233,034
1996 1995 64,516 116,143 14,456 195,115
1997 1996 49,283 61,107 13,292 123,682
1998 1997 46,250 66,114 10,330 122,694
1999 1998 43,891 68,874 8,648 121,413
2000 1999 42,340 65,444 8,542 116,326
2001 2000 35,467 64,295 8,500 108,262
2002 2001 27,323 37,336 7,202 71,861
2003 2002 6,746 17,890 0 24,636
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Ad Valorem Tax on Severed Mineral Interest

(Minnesota Statutes 272.039, 272.04, 273.165)

Definition

Severed mineral interests are those separately owned from the
title to surface interestsin real estate. Severed mineral interests
aretaxed under Minnesotalaw at 40 cents per acre per year times
the fractional interest owned. The minimum tax on any mineral
interest (usually 40-acre tracts or government lots) regardless of
the fractional interest owned, is $3.20 per tract. Notax isdueon
mineral interests taxed under other laws relating to the taxation
of minerals, such as unmined taconite or iron ore, or mineral
interests exempt from taxation under congtitutional or related
statutory provisions.

Ownership of a specific mineral or group of minerals, such as
energy mineralsor precious metals, rather than an actua fractional
interest of all themineralsdoesnot constitute afractional interest.
Thus, if oneindividual reserved all minerals except gas, oil and
hydrocarbons, and a second entity reserved the hydrocarbons,
each owner would be subject to the full 40 cents per acre tax.

The severed mineral tax is a property tax that is levied by local
taxing authorities in the same manner as other local property
taxes. Proceeds from the tax are distributed in this manner: 80
percent is returned by the county to local taxing districts where
the property islocated in the same proportion that the local tax
rate each taxing district bears to the total surface tax rate in the
area; and 20 percent to the Indian Business Loan Account in the
State Treasury for businessloansto Indians by the Indian Affairs
Council under M.S. 116J.64.

The registration and taxation of severed mineral interests is a
county function. The severed minera interests are registered
withthe county recorder in the county wheretheinterest islocated.
The county auditor sends a tax statement similar to any other
real estateinterest. Thetax isnormally collected intwoincrements
payablein May and October. If the severed mineral interest tax
is less than $50, the taxpayer is required to pay in full with the

May payment.

Nonpayment Penalty-Forfeiture

Theeventual penalty for not paying thetax isforfeiture. Policies
vary somewhat between counties. Specific questions about the
tax, interest, or penalties should be directed to the county recorder
and auditor in the county where the minerals are located.

Tax Imposed

Thetax on severed mineral interestswas enacted in 1973 as part
of an act that required ownersto file adocument with the county
recorder where the interests were located describing the mineral
interest and asserting an ownership claim to the minerals. The
purpose of thisrequirement wasto identify and clarify the obscure
and divided ownership conditions of severed mineral interests
in this state( M.S. 93.52). Failure to record severed mineral
interests within time limits established by the law results in
forfeiture to the state (M. S. 93.55).

History of Litigation

In 1979, the Minnesota Supreme Court ruled that the tax, the
recording requirements and the penalty of forfeiture for failing
to timely record were constitutional, but also ruled that forfeiture
procedures were unconstitutional for lack of sufficient notice
and opportunity for hearing. This decision is cited as Contos,
Burlington Northern, Inc. U.S. Stedl, et a. v. Herbst, Commissioner
of Natural Resources, Korda, St. Louis County Auditor, Roemer,
Commissioner of Revenue, and the Minnesota Chippewa Tribe,
etal., 278 N.W. 2d 732 (1979). The U.S. Supreme Court refused
to hear an appeal requested by the plaintiffs. Shortly after this
decision, the Legislature amended the law to require notice to
thelast owner of record and acourt hearing before aforfeiturefor
failure to timely record becomes complete. Under these
requirements, court orders have been obtained by the state in
several counties declaring the forfeiture of particular severed
mineral interests to be complete and giving title to the state.

Figure 42

Tax Collection and Distribution

Period 80% retained by 20% payment to Indian Total collections of
ending local government Business L oan Account affected counties

Dec. 31, 1994 $342,068 $85,517 $427,585

Dec. 31, 1995 547,372 136,843 684,215

Dec. 31, 1996 571,436 142,859 714,295

Dec. 31, 1997 517,268 129,317 646,585

Dec. 31, 1998 470,472 117,618 588,090

Dec. 31, 1999 606,560 151,640 758,200

Dec. 31, 2000 468,068 117,017 585,085

Dec. 31, 2001 201,952 50,488 252,440

Dec. 31, 2002 707,716 176,929 884,645
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In 1988, the Legislature amended the law to allow the
commissioner of the Minnesota Department of Natural Resources
tolease unregistered severed mineral interests before entry of the
court order determining the forfeiture to be complete. However,
mining may not commence under such a lease until the court
determines that the forfeiture is complete.

In a1983 case, the Minnesota Supreme Court ruled that severed
mineral interests owned by the Federal Land Bank of St. Paul
were exempt from the state severed mineral tax under a federal
law exempting Land Bank real estate from local property taxes.

I ndian Business L oan Account

The 20 percent portion of the severed mineral interest tax that is
alocated to the Indian Affairs Council isreported by the county
auditorson the Abstract of Tax Settlement Form. Thisisaspecial
form used for remitting several property-rel ated taxesto the state,
including the severed mineral interest tax. Normally, theformis
submitted twice each year to correspond with payment of property
taxes.

The money deposited in the severed mineral interest account is
distributed to the Indian Affairs Council at the end of each month.

A copy of the Abstract of Tax Settlement form is below:

Figure43

ABSTRACT OF TAXSETTLEMENT

Mail To: Minnesota Department of Revenue
Specia TaxesDivison
P. O. Box 7033
St. Paul, Minnesota 55107
(651) 297-1882 Fax: (651) 297-1939

Name of County

Period of Report
From , 20 to , 20

STATE SSHARE OF THE FOLLOWING:

State Deed Fees (M.S. 282.09)

Acknowledged Correct

Reimbursement of Homestead Benefits ........cooveveieeceveennenn.

$5.00 County Conservation Fee (M.S. 40.A152, Subd. 1) ...

Repurchased Deed Fees (M.S. 282.241-.324) ........ccocveneene.

Severed Mineral INTEreSt .......veevceeeee e

Signature of County Treasurer Date

Signature of County Auditor Date

This formisto be used only for those settlements that are payable to the Commissioner of Revenue. Items payableto the State
Treasurer, for example, real estate assurance account, should not be shown or remitted with thisreport.

Remittance should accompany each settlement and should be made by onewarrant equal to thetotal shown above and payabletothe

Commissioner of Revenue.

Department of Revenue

The processing and payment of the Severed Mineral Interest Tax
is handled by the Tax Operations Division of the Minnesota
Department of Revenue. (651) 296-3480 (Janice Beck)

Indian AffairsCouncil
The Indian Affairs Council, which administers the 20 percent
portion of the tax allocated for the Indian Business Loan Ac-
count, may be contacted in Bemidji at (218) 755-3223 (Laura
Straw). Address: Indian Affairs Council, 3801 Bemidji Avenue,
Suite5, Bemidji, MN 56601.
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Taxes on Other Mining and /or Exploration

This section will identify and explain the taxes that apply to the
exploration and/or mining of materials other than iron ore.

Figure 44 identifies each tax by statute number and references
each of them in this publication.

Base Metals Precious Metals Energy Minerals
Copper, Nickel, Gold, Silver, Cod, Oil, Gas,
Lead, Zinc, Titanium Platinum Group Uranium

Figure44

Index of Other Mining/Exploration Taxes

Tax Current laws Mining Tax Guide Page No.
Ad valorem tax (smelter and plant facilities only) M.S. 272 and 273 Page 54
Net Proceeds tax M.S. 298.015-298.018 — 2% Page 55
Occupation tax M.S. 298.01 — 9.8% Pages 29 and 56
Sales and Use tax M.S. 297A — 6.5% Pages 41 and 56
Severed Mineral Interest M.S. 272.039, 272.04, 273.165 Page 52
Withholding tax on royalty payments M.S. 290.923 — 6.25% Pages 38 and 56
Ad Valorem Tax (M.S. 272-273) A list of recent rates follows:
The 1991 L egislature amended the definition of real property in
M.S. 272.03, Subd. 1, (c)(i), to specifically exclude mine shafts, CLASSRATES
s ot g opeings o o et Ouer 5150000 Firs 5150000
; . o i Payable 1998 4.00% 2.70%
other than taconite and iron ore, was specifically remqved in Payable 2000 3.40% 2 40%
1987, M.S. 273.12, 1987, c. 26_8, art. 957. The _1997 Legid ature Payable 2002 2 00% 1.50%
ame_nded M.S. 273._12 to co_ntmue this e_xemptlon. Compan_les Payable 2003 2 00% 1.50%
mining any of the mineralslisted are subject to property tax like Payable 2004 2 00% 1.50%

other businesses, such as taxation of land and building values.

Machinery such as pumps, motors, grinding mills, etc., isconsidered
persona property and not subject to ad valoremtax. In2003the St.
LouisCounty assessor indicated that new largebuildingsweretypicaly
valued at $25 to $30 per squarefoot for ad valorem tax purposes.
Storage buildings could be assessed aslow as $9 or $10 per square
foot. Tax ratesare set by the county, local communitiesand school
districts according to state law, and the tax is administered and
collected by thecounty. Thereisasoagtatewideproperty tax levy set
by thelegidature which appliesto commercia-industrial and some
other type of property.

Minnesota’ sproperty taxesarecomputed asfollows

For commercial and industrial property, the assessor’s estimated
market value is multiplied by a class rate to obtain gross tax
capacity. Seeclassrate chart. Thefirst $150,000 of valueis 1.50
percent while a 2% rate applies over $150,000. The product of
the market value and class rate must be multiplied by the local
tax rate plusthe 54.447% state general property tax ratefor payable
2003to determinethetax. In St. Louis County, wherethe majority
of Minnesota smining industry islocated, thelocal tax ratesin 2003
varied from 111% to approximately 167%. If areferendumtax is
passed, the referendum rate times the full market value must be
added.
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Thereare some special policiesthat apply to metallic mineral leases
(Minn. Rules, parts 6125.0100 - .0700) issued by the Minnesota
Department of Natural Resources (DNR). The Commissioner of
Revenue has advised all county auditors and assessorsthat |eases
issued by the DNR constitute ataxableinterestinreal estate, M.S.
272.01, Subd. 2(a) & (b). Thetaxesareto beassessed and collected
aspersona property taxesand do not becomealien against thered
property. The commissioner further advised that when activities
under theleasesduring theinitial yearsarelimited to exploration,
thetax should not exceed the severed mineralsinterest tax. For all
taxes levied in 1994 and thereafter the tax should not exceed 40
centsper acrewhiletheleaseactivitiescongtitute exploration. Specific
leasesmay vary, but thetax isto be determined based on the number
of acresmadeavail ableto thelessee and thefractiond interest, if any,
that isleased.

Contact the DNR, Minerals Division, to determine the status of
activities under any state metallic minerals lease.



Net Proceeds Tax (M.S. 298.015-298.018)

A tax equal to two percent of the net proceeds from mining in
Minnesota applies to all mineral and energy resources except
sand, silica sand, gravel, building stone, all clays, crushed rock,
limestone, granite, dimension stone, horticultural peat, soil, iron
oreand taconite. Net proceedsarethe gross proceedsfrommining
less allowable deductions. The net proceeds tax has been in
effect since 1987 and is due on June 15 of the year succeeding
the calendar year of the report.

Additional information is available from the Minnesota
Department of Revenue, Minerals Tax Office, Eveleth.

Gross Proceeds

1) If the mineras are sold in an arms-length transaction, the

gross proceeds are the proceeds from the sale.

2) If the minerals are used by the taxpayer or disposed of in a
nonarms-length transaction, such as shipmentsto awholly-
owned smelter or transactions between affiliated companies,

the gross proceeds are determined as follows:

a) Prices are determined using the average annual price
in the Engineering and Mining Journal. If there is
no average annual price for the mineral, then an
arithmetic average of the monthly or weekly prices
published in the Engineering and Mining Journal is used.
For minerals not listed in the Journal, another recognized
published price as determined by the commissioner of
Revenue will be used; and

b) the price as determined above is multiplied by the
amount of the mineral credited or paid by the
smelter. Any special smelter charges included in this
price are deducted. The resulting amounts are the
gross proceeds for tax calculation.

Net Proceeds

The net proceeds tax was designed to apply to mining and
beneficiation, generally to the point of asaleable product. Inthe
case of some hydrometallurgical processes, the saleable product
may be arefined metal.

Net proceeds are gross proceeds | ess certain deductions. Not all
expenses, however, are allowed as deductions. The following is
a comprehensive list of unallowable deductions and allowable
deductions:

Unallowable DeductionsInclude:
sales, marketing, and interest expense;

— insurance and tax expense not specifically allowed;
— administrative expense outside Minnesota;

research expense prior to production;

reserve for reclamation costs after production ends; and

royalty expense, depletion allowances, and the cost of
mining land.

Allowable Deductions

Certain ordinary and necessary expensesactually paid for mining,
production, processing, beneficiation, smelting or refining are
allowed as deductions:

labor, including wages, salaries, fringe benefits,
unemployment and Workers' Compensation insurance;

operating equipment and supplies, including sales and use
tax paid. Cost of machinery, equipment, and supplies of a
capital nature is deductible as depreciation expense only,
per Section 167 of the Internal Revenue Code;

transportation of minerals, if the expense isincluded in the
sales price;

administrative expense inside Minnesota;

exploration, research, or development expensein Minnesota
is deductible in the year paid;

exploration and devel opment expensein Minnesotaincurred
prior to production must be capitalized and deducted on a
straight-line basis over the first five years of production;
and

reclamation costs paid in ayear of production.
The carryback or carryforward of deductionsis not allowed.

Distribution

The net proceeds tax on minerals and energy resources mined or
extracted within the taconite tax relief area must be distributed
according to theformulaprovided by M.S. 298.018. Tax paid on
minerals and energy resources mined outside the taconite tax
relief areais deposited in the State General Fund. A summary of
M.S. 298.018 distribution is listed:

@

Five percent to the city or town wherethe mineralsare mined

or extracted
(2) Ten percent to the Municipal Aid Account

©)

Ten percent to the school district where mining or extraction
occurred

4
®

Twenty percent to the Regular School Fund (13.72 cents)

Twenty percent to the county where mining or extraction
occurred

(6) Twenty percent to Taconite Property Tax Relief, using St.

Louis County as fiscal agent
Five percent to the IRRRA

Five percent to the Northeast Minnesota Economic
Protection Trust Fund (2028 Fund)

(9) Five percent to the Taconite Environmental Protection Fund
The proceeds must be distributed on July 15.

™
®)

Economic Development | ncentives

The maximum grants and loans any new mine or processing
plant subject to the net proceeds tax could receive are:

— $10 million loan or equity investment - state general fund
(Minnesota Minerals 21st Century Fund)

—  $10 million match from IRRRA which can be either aloan
or equity investment.
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Occupation Tax-Cor porate |ncome Tax
(M.S. 298.01)

The Minnesota Constitution mandates the state impose an
occupation tax on the mining business. In order to meet this
congtitutional requirement, the occupation tax is computed in
accordance with the Minnesota corporate franchise (income) tax.

The corporate income tax rate is 9.8 percent and contains an
alternative minimum tax. For production years 2001 and beyond,
the mining income subject the 9.8 percent corporate franchise
tax rate will be reduced from 30 percent to 25 percent. This
lowers the effective tax rate from 2.94 percent to 2.45 percent.

For more information about the Occupation Tax, contact the
Minnesota Department of Revenue, Minerals Tax Office, Eveleth.

Withholding Tax on Royalty(M.S. 290.923)

Beginning Jan. 1, 2001, all persons or companies paying royalty
are required to withhold Minnesota income tax from royalty
payments (6.25 percent) and remit the withholding tax and
applicableinformation to the Minnesota Department of Revenue.
See the section on Income Tax Withholding on Mining and
Exploration Royalty, page 38.

Salesand Use Tax (M.S. 297A)

All firms involved in the mining or processing of minerals are
subject to the 6.5 percent sales and use tax on all purchases,
except those qualifying for the Industrial Production Exemption.
This exemption covers items that are used or consumed in the
production of tangible personal property to be ultimately sold at
retail. Classification of items included in this exemption are
chemicals, fuels, petroleum products, lubricants, packing
materials, eectricity, gasand steam. Explosives, amajor expense
for mining, are exempt under the chemcial classifications. Any
new mining and/or processing facility would qualify for arefund
of the 6.5 percent sales or usetax paid on capital equipment used
to manufacture, fabricate, mine or refine tangible personal
property ultimately sold at retail. For more information see page
44 and contact the Minnesota Department of Revenue, Minerals
Tax Office, Eveleth.

The specific exemption of mill liners appliesonly to the taconite
industry. Purchases of linersor lining materials by other mining
operationswould be subject to saleand usetax unlessthey qualify
for the industrial production exemption.

Figure 45

Mining Employment and Wages
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Information in this chart is included in the annual . Louis County Mine Inspector Report. The maximum hourly wage includes
incentive pay through 1993. Starting in 1994, the maximum hourly wage does not include incentive pay.
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Glossary of Terms

Acid pellets —Taconite pellets comprised of iron, oxygen
and silica held together by a binder such as bentonite (clay)
or peridor (organic).

Agglomer ation — The term describing the preparation and
heat treatment used to prepare iron ore pellets or other iron
ore products for shipment and use in a blast furnace.

Arms-length transaction — A sale of iron ore or pellets
representing a true free market transaction when the buyer
normally does not have an ownership or other special
relationship with the seller.

BOF—Basic oxygen furnace—A stedl- making furnaceinvented
in Austria. It began to replace open hearth furnaces in the
1960s. It is currently the standard furnace used by the
integrated steel producers in the United States.

Beneficiation —The process of improving the grade of or by
removing impurities through concentrating or other
preparation for smelting, such as drying, gravity, flotation
or magnetic separation. Intaconite operations, thisincludes
the first stage of magnetic separation and converting the
concentrate into taconite pellets for use in making steel.

Concentr ate —Thefinely ground iron-bearing particles that
remain after separation from silica and other impurities.

DRI —direct reduced iron — A relatively pure form of iron
(usually 90 percent + Fe), which isproduced by heating iron
oreinafurnace or kiln with areducing agent such as certain
gases or coal.

Dry weight —The weight of iron ore or pellets excluding
moisture. For pellets, the dry weight isnormally oneto two
percent less than the natural weight.

EF, EAF — Electric Arc Furnace — A furnace in which an
electric current is passed through the charge. These furnaces
are much smaller than the conventional BOFs used by the
integrated steel producers.

Economic Protection Fund — Often referred to as the
2002 Fund—A portion of taconite production tax revenues
is allocated to this fund with the idea that it would be used
after the year 2002 to diversify and stabilize the long-range
economy of the Iron Range.

Feunit — Commonly referred to asanironunit. Anironunitis
a term of measurement denoting one ton containing one
percent iron. Iron ore and taconite produced in the United
States is measured in long tons (see definition). One long
ton of taconite containing 65 percent iron also contains 65
long ton iron units.

Historically, thismeasurement was and isused for the selling
pricequotedin centsper iron unit. One exampleisacurrently
published price of acid pellets FOB mine at 37.344 cents per
dry grosston iron unit or $.37344 per iron unit.

Fiduciary —Anindividual or organization holding something
in trust for another. Sales tax collection, for example,
establishes a fiduciary relationship between the collector
and the State of Minnesota

Flux pellets— Taconite pellets containing limestone or another
basic flux additive. Flux pellets eliminate the need to add
limestone in the blast furnace, improving productivity and
quality. Adding flux reduces the iron content of a pellet.
Flux pellets, as used in this guide, mean pellets containing
two percent or more limestone or other flux.

Partial flux pellets — Flux pellets containing 1.99 percent
or less limestone or other flux additive.

Gross National Product Implicit Price Deflator
(GNPIPD) — An index maintained by the U.S.
Department of Commerce measuring inflation in the overall
economy. The taconite production tax rate is adjusted
annually based on the change in this index.

Integrated steel producer — Term used to describe older
steel companies that produce steel by starting with raw iron
ore, reducing it to molten iron in a blast furnace, and
producing steel with aBOF, open hearth, or el ectric furnace.

L ake Erie value — The traditional and quoted price of iron
ore from the earliest days of iron ore mining in Minnesota
and Michigan. This price per iron unit included delivery,
mainly rail and lake transportation, from the mineto aLake
Erie port.

Thiswas the starting point for occupation tax sinceits 1921
beginning. It was the standard method of pricing domestic
iron ore and taconite for occupation tax until the mid-1980s
See Mine Value.

L ong ton — The standard unit of weighing for iron ore and
taconite in the United States. A long ton is 2,240 pounds.
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M.S. 298.225 — A Minnesota statute (law) guaranteeing the
taconite production tax aids received by municipalities,
counties, schoolsandtheIRRRA. Theaid levelsare adjusted
according to a sliding scale based on production levels.

M etricton — Standard unit for weighing iron ore and taconite
in most areas of the world. A metric ton equals 1,000
kilograms or 2,204.6 pounds.

Mine value — The value of iron or pellets at the mine. This
became the starting point for occupation tax in 1987. This
value per iron unit does not include any rail or lake
transportation beyond the mine.

Mini mill — A small stee mill using an electric furnace that
produces steel from scrap iron. The electric furnace portion
of raw steel production reached 50.7% in March 2002, up
from 46.2 in March 2001.

Natural ore— Iron orethat can be fed to ablast furnace with
less complicated processing than taconite requires. Natural
oretypically contains 50 percent +Fe(iron) initsnatural state.

Natural weight — The weight of iron ore or pellets
including moisture.

Net proceedstax —A tax equal totwo percent of net proceeds
from mining. Net proceeds are determined by subtracting
certain basic deductions such as labor, equipment, supplies
and depreciation from gross proceeds or sales.

Non-equity sales— See Arms-length transaction.

Open hearth — An obsolete steel making furnace till usedin
some Eastern European and Third World countries. No open
hearth furnaces are presently operating in the United States.

Pellet chip — Broken pellets often cannot be sold as pellets
and instead are sold at a reduced price for sinter plants and
other uses. For occupation tax purposes, chips are defined
asindividual shipmentsor stockpiles containing at least 85
percent of pellet chips smaller than one-fourth inch.  Such
chips cannot be shipped or commingled with regular pellets.

For occupation tax purposes, pellet chips are valued at 75
percent of the value of the unbroken pellets.

Percentage depletion — A taxable income deduction
representing a return on capital investment on a wasting
asset subject to a gradual reduction in reserves. This
deduction applies to income derived from various mining
or oil and gas properties. For iron ore, thedeductionisaflat
percentage of 15 percent of income from the iron ore only
mined on a specific property. This deduction, however,
cannot exceed 50 percent of taxable income from the
property computed without the depletion deduction.
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Range Association of Municipalities and Schools
(RAMYS) — An association representing al Iron Range
cities, towns and schools receiving any funding from
the taconite production tax. An office is maintained in
Buhl, Minn.

Royalty — Any amount (money or value of property) received
for granting permission to explore, mine, take out or
removeore.

Short ton — Standard for weighing many commoditiesin the
United States. It equals 2,000 pounds.

Steel Mill Products Index (SMPI) — A United States
government index tracking the actual selling price of all
stedl productsin the United States. Thisindex is published
monthly by the U.S. Department of Labor. It is part of the
formula used to determine a mine value for occupation tax
purposes each year.

Taconite — Taconite is defined in Minnesota statutes as
ferruginous chert or ferruginous slatein theform of compact,
siliceous rock in which the iron oxide is so finely
disseminated that substantially all of the iron-bearing
particles are smaller than 20 mesh.

It is not merchantable in its natural state, and it cannot be
made mechantable by simple methods of beneficiation
involving only crushing, jigging, washing and drying.

Tailing — Small rock particles containing little or no iron,
which are separated during various stages of crushing,
grinding, and concentration. Most of the separation is done
with magnetic separators. Silica is the main mineral
constituent of tailings.

Taxable tons — The three-year average of the current and
prior two years production. The taconite production tax is
based on taxable tons. Theweight ison adry basiswithout

any flux additives.
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Map of Northeastern Minnesota

Taconite Company Locations
Ownership and General Information
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Effective Capacity* Effective Capacity*
—(milliontons) (million tons)
1. NORTHSHORE MINING COMPANY 4.7 5. EVTAC** 5.4
Owner: Cliffs Mining Company (100%) Owners: Rouge Steel Company (45%)
Cleveland, Ohio D_etr_oi_t, Michigan _
2. MINORCA PLANT 25— yiraiia Horn Taconite (A-K Steel) (40)
Owner: Ispat Inland Mining Company (100%) Ontario Eveleth Company (Stelco) (15%)
Rotterdam, Netherlands Hamilton. Ontario
3. MINNTAC PLANT . 15.0 6. KEEWATIN TACONITE COMPANY *** a7
Owner: USX Corporation (100%) — Owner: USX Corporation (100%)
Pittsburgh, Pennsylvania Pittsburgh, Penslyvania
4. HIBBING TACONITE COMPANY 8.5
Cliffs Mining Company, Managing Agent
Owners:. International Steel Group (1SG) (62.3%)
Bethlehem, Pennsylvania TOTAL EFFECTIVE CAPACITY: 40.8
Cliffs Mining Company (23%)
Cleveland, Ohio Without EVTAC 35.4
Steel Company of Canada, Ltd. (Stelco) (14.7%)
Hamilton, Ontario
* Effective capacity is the annual production capacity in natural long tons (including flux) that can be sustained under normal operating
conditions.
*  EVTAC filed bankruptcy May 1, 2003. As of the publication on this Mining Tax Guide in September, 2003 the plant remained closed.

National Steel Pellet Company was purchased, effective May 20, 2003, by USX in bankruptcy proceedings.

The ownership percentages shown are the ultimate percentages controlled by parent steel and mining companies.
In some instances, various other partnerships and subsidiaries are listed on legal corporate documents.
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