






























































Minnesota's occupation tax is somewhat more restrictive than a corporate income

tax. Examples of non-allowable expenses are: contributions, depletion
allowances, royalty taxes, 1loss carryovers, and a portion of out-of-state
administrative expense, A percentage of certain expense, however, is
allowable. Included are: legal fees, out-of-state administrative expense

related to Minnesota operations, and other miscellaneous expenses.

The occupation tax rate has been increased and decreased over the years from
its initial rate of six percent im 1921, but generally the trend has been
toward increases to its present rate of 15.5 percent for natural ore and 15
percent for taconite. The net effective rate actually paid for taconite is
6.75 percent of the taxable value (see below).

CUPA TAX C IS

Substantial credits are allowed against the occupation tax. Foremost of the
various credits is a credit for high labor cost ores.

Presently, taconite producers benefit from the labor credit with ALL
producers reducing their net effective occupation tax rate from 15 percent to
6.75 percent. The 1984 legislature permitted the same taconite labor credit
benefits to extend to natural ore. Effective with 1985 production, the tax
rate 1is reduced to 15 percent. With the same labor credit treatment, the
occupation tax paid by natural ore producers could be reduced to 6.75 percent,
just as it 1is Cfor taconite. In addition, all ore producers are eligible for
credits for investment in pollution control equipment and costs incurred for
exploration and research on Minnesota ores.

Natural ore producers are also allowed a credit for mining costs exceeding the
value of ore (loss mine credit). Small independent iron ore producers are
allowed a credit for selling ore below the quoted Lake Erie value of the ore
(discount credit). The discount credit was extended to ore stockpiled from
previous years by the 1984 legislature.

OCCUPATION TAX ALLOCATION

The proceeds from the occupation tax are deposited in the state general fund.
Distribution is constitutionally mandated with 40 percent to elementary and
secondary schools, 10 percent for the University of Minnesota, and 50 percent
remaining in the general fund.

Some of the present production tax distributions are "grandfathered®™ amounts
which, in the past, were distributed from the occupation tax or based upon
occupation tax collections.

The exact amounts distributed to various city/townships, school districts, and

the I.R.R.R.B. are detailed in the December 1983 Mining Tax Guide (green
covered book) .
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Year

1955
1956
1957
1958
1959

1960
1961
1962
1963
1964

1965
1966
1967
1968
1969

1970
1971
1972
1973
1974

1975
1976
1977
1978
1979

1980
1981
1982
1983

Iron Ore

Tons Occup'tn.

Produced Tax
66,545 $31,501
57,529 27,480
61,304 33,106
33,247 16,353
27,578 11,942
Ly 042 20,655
30,458 13,010
30,543 11,276
28,682 10,886
30,636 12,921
33,462 15,646
32,601 15,545
25,480 12,646
21,893 10,802
22,511 10,968
21,172 9,278
17,530 7,301
14,439 6,376
17,941 8,836
17,654 9,698
10,227 5,038
9,494 6,480
b 647 2,641
5,905 3,937
4,230 2,663
2,221 1,000
1,664 1,232
789 719
851 499

Taconite
Tons Occup'tn.
Produced . Tax
1,341 $ 0
5,069 0
6,812 154
8,574 161
8,414 93
13,390 638
13,187 898
14,526 1,108
16,701 1,826
18,505 1,658
19,004 1,740
21,677 1,898
24,311 1,611
30,269 1,807
33,410 2,285
35,348 3,161
33,778 5,379
34,554 3,659
41,829 6,824
41,053 10,092
40,809 18,955
50,575 18,270
26,372 3,190
49,545 19,266
55,333 23,856
43,060 13,808%
49,369 12,708%
23,445 3,348%
25,173 7,386%

Tons

Produced

67,886
62,598
68,116
41,821
35,992

57,432
43,645
45,069
45,383
49, 141

52,466
54,278
49,791

- 52,162

55,921

56,520
51,308
48,993
59,770
58,707

51,036
50,069
31,019
55,450
59,563

45,281
51,033
24,234
26,024

# Adjusted by provisions of M.S. 298.40

Occup'tn.
— Tax

$31,501
27,480
33,260
16,514
12,035

21,293
13,908
12,384
12,312
14,579

17,386
17,443
14,257
12,609
13,253

12,439
12,680
10,035
15,660
19,790

23,993
24,750

5,831
23,203
26,519

14,808
13,940
4,067
7,885

a) The years are production years, tax was assessed in the following year and
collected on June 15.
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REPUR |

R TON BASIS
TAOONITE INAUSTRY ONLY
(1)
Tons Cost of (2) (3) Depreciation: Taxable

Produced Lake Erie Benefi- Transpor- Develop- Cost of Std. Plant & Admin. Yalue of Occupation
Year {000 Tons) _Yalue elation tation Bent Mining Motor Equip. Expense Misc, Royalty Production ITax Paid
1971 33,778 17.408 6.922 h.521 .579 1.578 .289 -133 221 .655 2.609 .159
1972 34,554 17.437 7.398 4,420 .665 2.019 .300 .148 .250 .657 1.569 . 106
1973 h1,829 18.034 T.018 5.719 .600 1.961 .267 .140 .220 .679 2.819 .163
1974 41,053 22.122 8.188 5.790 .137 2.142 .270 .150 .300 .818 3.648 .246
1975 40,809 28.886 9.720 6.835 .890 2.715 .330 .186 435 .976 6.786 .h6n
19756 40,575 32.200 11.560 T.557 1.219 3.030 .470 .208 .570 1.077 6.496 .50
1977 26,372 354,827 17.816 8.075 1.415 5,116 .900 .440 .928 1.110 (.031) .121
1978 9,585 37.080 14.950 8.710 1.497 3.827 .519 -310 .766 1.259 5.234 .388
19739 55,333 51,306 16.540 9.789 1.760 4.000 .516 .517 .880 1.320 6.166 .435
1980 k3,060 36.365 21.181 10.627 2.006 3,556 .722 .587 .932 1.34% §.308 .321
1981 29,369 51.106 21.171 13.254 2.155 5.135 .616 1.202 1.003 1.704 5.835 .257
1682 23,4185 53.946 31.339 12.600 2.212 5.290 1.357 3.002 1.438 2.078 (5.372) . 140
1983 25,173 56.178 26.862 12.982 1.485 5.088 1.229 3.097 1.721 1.831 2.883 .453

(1) Cost of Beneficiation includes labor, supplies, depreciation and interest, miscellaneous, sales and use tax expense,
marketirg and marine insurance.

(2) Transportation includes the rail and lake transportation allowances in accordance with the occupation tax directives for
each year.

(3) Cost of Mining includes mining labor and supplies, plus the production tax deduction allowance for each year.
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TABE 14

(000's Tons and Dollars)

Beneficiation Benef./ Total
Tons Beneficiation Beneficiation Depreciation & Misc. Benef.
Produced Labor Per Ton __Supplies = Per Ton ___Interest =~ Per Ton Per Ton Per Ton
1981 49,369 $243,487 $4.932 $572,089 $11.588 $197,216 $3.995 $ .656 $21.171
1982 23,445 $166,685 $7.109 $353, 426 $15.074 $188.876 $8.056 $1.100 $31.339
1983 25,173 $158,209 $6.285 $331,375 $13.164 $184,617 $7.334 $ .079 $26.862
Occ. Tax Report Line 3A Line 3B, 6 & T Lines 3C & 3D Line 3E
Mining Total
Tons Mining Mining Cost of Depreciation Mining Costs
Produced Labor Per Ton Supplies Per Ton Mining _Per Ton Per Ton
1981 49,369 $111,659 $2.262 $141,864 $2.873 $5.135 646 $5.781
1982 23,4"5 $ 59,228 $2.526 $ 64,798 $2.764 $5.290 1.357 $6.647
1983 25,173 $ 49,284 $1.958 $ 53,616 $2.130 $4.088 1.229 $5.317

Oce. Tax Report Line 94 Lines 9B & 13 Line 9C




TABLE 15 — LAKE ERIE VALUE (HISTORICAL SUMMARY)

NATURAL. ORE. TACONITE
TRANSPORTATION COST TO TRANSPORTATION COSTS TO
Mine Boat LAKE ERIE VALUE LAKE ERIE Mine Boat

LAKE ERIE VALUE/TON to to Total Cents Per VALUE to to Total
Year Mesabi Non-Bessemer Boat LLPort TIransportation Natural Iron Unit ($/ton)® Boat LLPort Iransportation
1910 1,00 N/A N/A N/A _— _— — _— ——
1920 6.55 N/A N/A N/A - —— _— —— —
1930 4,50 N/A N/A N/A -— — - — —
1940 4,45 N/A& N/& N/A — ——- —— - -
1950 7.75 1.08b 1.,52b 2.600 _— —— — — —
1955 10.07 1.22b  1,92b 3.14b — — — — ——
1960 11.45 1.47  2.27¢ 3.74 — - — — —
1965 10.55 1.47  2.17¢ 3.64 25.20 16.38 1.47  2.17¢ 3.64
1966 10.55 1.47  2.17¢ 3.64 25.20 16.38 1.47  2.17¢ 3.64
1967 10.55 1.47  2.17d 3.64 25.20 16.38 1.47  2.174 3.64
1968 10.55 1.59 2.164 3.75 25.20 16.38 1.59 2.164 3.75
1969 10.55 1.66 2.164 3.82 25.20 16.38 1.66 2,164 3.82 N
1970 10.80 1.74 2,314 4.05 26 .60 17.29 1.74 2.31d .05 9
1971 11.17 2.00 2.42d 4,42 28.00 18.20 2.00 2.,42d 4,42
1972 11.17 2.00 2.42d 4,42 28.00 18.20 2.00 2.42d 4,42
1973 11.71 2,18 2.s5ud 4,72 29.10 18.92 2.18 2.s5ud 4,72
1974 13.97 2.56  3.2u¢ 5.80 35.41 23.02 2.56 3.24C 5.80
1975 17.88 2.92 3.91¢ 6.83 46 .02 29.91 2.92 3.91¢ 6.83
1976 19.61 3.25 4.29¢€ 7.54 51.34 33.37 3.25 4,29¢ 7.54
1977 21.11 3.52  14.56 8.08 55.53 36.09 3.52 4.56 8.08
1978 22.02 3.66 4.95 8.61 58.51 38.03 3.70 4,97 8.67
1979 23.76 4,07  5.45 9.52 65.24 42,41 4,17 5.64 9.81
1980 26.87 4.82 6.42 11.24 72.89 47.38 4.86 5.84 10.70
1981 29.93 5.88  T.47 13.35 77.88 50.62 6.11  6.75 12.86
1982 32.53 7.13 8.06 15.19 86.90f 56 .49 4,618 8.08 12.69
1983 31.80 6.96 8.09 15.05 | 86.90 56.49 4,948 8.09 13.03

a)

b)
c)
d)

Based on a pellet containing 65% Natural Iron. e) Less 1/4 percent shrinkage

The actual Lake Erie Value varies by pellet quality. f) Industry prices used for occupation taxes.
Less 1/2 percent shrinkage plus three percent tax. One company (P.M.) quoted a lower price
Less 1/2 percent shrinkage. (80.50) not used by the State.

Less one percent shrinkage.

N/A = Not Available

g) Includes four months winter storage at docks.



M.S 40

Minnesota Statute 298.40 and the Taconite Amendment to the Minnesota
Constitution were passed by the voters in 1963 and 1964. These provisions
limited the taxes imposed upon the two existing taconite producers (Reserve
Mining Company and Erie Mining Company) and any new taconite producers through
1989.

Beginning with the 1974 Occupation Tax, the State and the mining companies have
had differing interpretations of the taconite amendment, which were in litiga-
tion for several years.

In May 1983, the Minnesota Supreme Court held that in computing the hypothet-
ical income tax limitation, 100 percent of the hypothetical income is allocated
to Minnesota, They also ruled that all "production® taxes, i.e., M.S. 298.24,
M.S. 298.241, or M.S. 298.243, were allowable deductions in the occupation tax
report, As a result, approximately $13.7 million in occupation tax, sales tax
and railroad gross earnings tax have not been collected to repay prior year
overpayments of tax.

The Taconite Amendment and M.S. 298.430 state that "the combined occupation,
royalty, and excise taxes" of any taconite producing company for any of the
next 25 years "shall not be increased so as to exceed the greater of"™ (a) the
amount of these same taxes computed wunder the laws of 1963, or (b) the
hypothetical amount of taxes (income and excise) which would be payable if the
taconite company was a manufacturing corporation, with certain modifications.

The greater of (a) or (b) becomes the limitation or maximum amount of these
taxes for which the taconite company is 1liable. Any amounts collected in
excess of this limitation must be repaid to the taconite company. Since
refunds are statutorily prohibited, the overpayments are returned by
recognizing credits and by:

1. Not collecting current Occupation Taxes due.
2. Not collecting current Use Tax due,
3. Not collecting current Railroad Gross Earnings Tax due.

These comparisons must continue to be made through 1989, the expiration of the
Taconite Amendment.

Even though the State generally prevailed in the limitation litigation, for
some years specific taconite companies paid taxes in excess of the limitation.
At the end of F.Y. 1984, (June 30, 1984), approximately $13.4 million exceeded
the M.S. 298.40 1limitation and was not collected. We estimate additional
credits for the period 1977 - 1982 may amount to $20 million, in addition to
the $13 million currently in the accounts payable. Exact figures will be
determined by audit. The M.S. 298.40 credit summary provides more details on
the taxes applied to "offset™ such credits.
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1980
1981
1982
1983

1982
1983
1984

1983
1984

TABLE 16 — M.S. 298.40 CREDIT SUIMARY

UPAT A

(1) Tax in Excess of
M.S. 298.40 Limitation Net Occupation

(2) Tax Applied to Prior Year

Tax Due Without M.S. 298.40 Credits

Actual Tax

M,S, 298.40 Limit __ (Not Collected)  __ Tax Due (Not Collected) ~ Collected
15,910,944 (2,103,345) 13,807,599 -0- 13,807,599
17,175,966 (4,468,413) 12,707,553 (1,335,265) 11,372,288
6,200,496 (2,852,661) 3,347,835 (3,347,835) -0~
11,401,855 (4,016,073) 7,385,782 (4,999,484) 2,386,298

SALES AND USE TAX
(3) Less: Tax Applied to Prior Year
Tax Due S 8 Collecte Actual Tax Collected
7,246,363 ( 750,261) 6,496,102
5,765,048 (2,613,605) 3,151,443
est. 5,850,000 (3,200,000) 2,650,000
RAILROAD GROSS EARNINGS TAX
(4) Less: Tax Applied to Prior Year
Tax Due _M.S. 298,40 Credits (Not Collected) lecte
926,207 ( 640,512) 285,695

est. 1,687,000 (1,687,000) 0=

(1) 1980-1983 Occupation Tax exceeding M.S. 298.40 limitation (not collected) $13, 440,492

(2) 1981-1983 Occupation Tax applied to M.S. 298.40 credits (not collected) $ 9,682,584

(3) 1982-1983 Sales Tax applied to M.S. 298.40 credits (not collected) $ 3,363,866

(4) 1983 Railroad Tax applied to M.S. 298.40 credits (not collected) $ 640,512
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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 tax levy is collected by the county auditor.

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 wuse of a complex formula known as the Hoskold Formula. The Formula
takes into account ore prices and all the various cost factors in determining
the value of the unmined ore. Uneconomic ores which cannot be valued by the
Hoskold Formula are valued according to a "class rate" system. The Department
maintains a schedule of minimum rates for this purpose.

The schedule currently in use was adopted in 1974 and is listed as follows:

CLASSIFICATION UNIT RICE RATIO

Open Pit - Merch Ore $.009276
Wash Ore .004992
Heavy Media Ore .003865
Paint Rock Ore .002495

Underground - Merch Ore $.001546
Wash Ore .000832
Heavy Media Ore .000644
Paint Rock Ore .000416

The rice ratio is the ratio of the dry iron to the sum of the dry silica plus
the dry alumina.

The assessed rate per ton is determined by multiplying the rice ratio of a
particular ore, times the unit rice ratio for the appropriate classification.
This rate per ton is then multiplied by three to determine the value of the
unmined ore as per M.S. 273.1104.

A record of iron ore ad valorem taxes since 1970 is listed as follows:

IEAR PAYABLE COUNTY LOCAL TOTAL
1971 3,448,777 6,773,671 10,222,448
1972 3,250,105 4,391,721 7,641,826
1973 2,921,888 4,011,868 6,933,756
1974 2,692,412 3,820,836 6,513,248
1975 2,364,788 3,264,638 5,629,426
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YEAR PAYABLE

1976
1977
1978

1979
1980

1981
1982
1983
1984

According to the provisions
the valuations of unmined iromn ore shall be held o
10th day of October.

following the

for representatives of the min

formally protest any of

COURTY

1,860,429
1,741,437
1,838,862
1,920,313
2,193,940

1,783,461
1,713,271
1,561,778
1,591,852

they believe to be incorrect.

Early shovels were
mounted on rails and
powered by steam.

44 '3

T B b kg o

g ;
B ‘f o ;
L 1 !
e oL P Ty

P
Ca

LOCAL

2,599,476
2,298,178
2,401,434
2,483,562
2,149,087

1,905,607
2,057,006
1,982,895
2,107,723
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TOTAL (Cont'd.)

4,459,905
4,039,615
4,240,296
4,403,875
4,343,027

3,689,068
3,770,277
3,544,673
3,699,575

of M.S. 273.1104, a public hearing to review
n the first secular day
This hearing provides an opportunity
ing companies and taxing distriects to
the ore estimates or valuation procedures which




Every company owning or operating a taconite railroad shall pay annually into
the state treasury a sum of money equal to five percent of the gross earnings
derived from the operation of such taconite railway within the state. The
gross earnings shall be the sum of money equal to the amount which would be
charged under established tariffs of common carriers for the transportation of
iron ore from the Mesabi Range to ports at the head of Lake Superior. If coal
or other commodities are transported, the gross earnings shall include an
amount equal to the established tariffs of common carriers for the same
quantities of similar commodities.

At the present time, the tax applies only to Reserve Mining Company and Erie
Mining Company railroads.

The tax is due twice a year in six month increments:

PERIOD COVERED DUE
January 1 = June 30 On or before September 1
July 1 - December 1 On or before March 1

The companies submit a report with their payment containing such information as
number of tons shipped, freight and handling rates, taxable earnings, transpor-
tation of other commodities, track mileage 1in each taxing district, and a
summary of taxable earnings.

Prior to 1978, the revenue from the gross earnings tax on taconite railroads
was deposited in the State's general fund and distributed to the various taxing
districts in which such railroad operations were conducted as follows:

City, Village or Town 22%
School District 50%
County 22%
State 6%

100%

The first three accounts were distributed to individual taxing districts based
on the location of terminal facilities and trackage.

Beginning in 1978, the amount of the 1977 distribution to the first three
accounts was frozen and the distribution made from the taconite production
tax., The revenue collected from the gross earning tax on taconite railroads is
now allocated 100 percent to the state general fund.

M.S. 298.40 Offset

Calendar Year Tax T No lecte
1977 $1,509,773
1978 $3,267,250
1979 $3,634,407
1980 $2,983,819
1981 $4,960,605
1982 $1,354,173
1983 926,207 $640,512
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ROYALTY TAXES

In 1923, the Minnesota legislature passed a royalty tax law providing for a six
percent tax on any royalties received. Since that time, the gross tax rate has
exactly followed the occupation tax rates. Prior to 1959, no labor credits
were allowed. The 1923 law assessed the tax against the royalty recipient, but
because of the terms of mining leases, the courts have ruled that the lessee
was responsible for payment of the tax. This was affirmed by both the
Minnesota and United States Supreme Courts in a series of rulings beginning in
1926. Presently, all royalty taxes are collected from the lessee. Royalties
can include rents, bonus payments, option to purchase payments, non-recoverable
lease payments, etec.

Who is 1liable for the royalty tax -- lessor or lessee -- is determined by the
language written in the lease. If the lessor is liable, M.S. 299.08 requires
the lessee to withhold the amount of the tax from payments made to the lessor.
If the 1lessee is 1liable according to the terms of the lease, the tax is in
addition to the royalty paid to the lessor. Regardless of who is liable, all
royalty tax will be remitted to the Commissioner of Revenue by the lessee.
Royalty tax payments are due when royalty payments are made to the recipients.
However, it is possible to remit an annual royalty tax payment. This method
has proven to be more convenient for exploration companies.

The present tax on royalties received in connection with the exploration and
mining of taconite and semi-taconite is 15 percent. A credit which reduces the
15 percent tax rate to the net effective tax rate for occupation taxes is
allowed for taconite and semi-taconite royalty taxes on land that is being
actively mined. This credit also applies in cases where the minimum royalty
is, in fact, a prepaid royalty specified in the terms of the mining lease. In
most cases, the net effective occupation tax rate for taconite is 6.75 percent.

The tax on the royalties received in connection with the exploration and mining
of iron ore is 15.5 percent. A less generous labor credit applies to the min-
ing of natural iron ore which, in most cases, reduces the effective occupation
tax rate for an active open pit mine to approximately 14 percent.®

As with the occupation tax, beginning with 1985 production, the royalty tax
rate on the exploration and mining of iron ore is reduced to 15 percent. More
significantly, the same labor credits apply to mining iron ore as to mining
taconite. This means the net effective rate may be reduced to a minimum of
6.75 percent if the cost of labor meets or exceeds the necessary amount.

The tax rate or 1labor credit provisions applicable to the mining of base or
precious metals has not been changed. The royalty tax rate which would apply
to the mining or production of all other ores, including base or precious
metals, is 15.5 percent. A special 1labor credit is available which would
probably reduce the rate for an active open pit mine to about 14 percent.
(This estimate is based on the experience of the natural iron ore industry with
the same rate and credit available.) A more generous labor credit formula is
available to wunderground mines. For an operating underground base or precious
metal mine, labor credits would probably reduce the net effective rate to about
7.25 percent. A lower royalty tax rate (one percent) may apply during the
exploration phase and is explained in the section on Copper=Nickel mining.

#However, labor credits for an underground mine would probably reduce the net
effective rate to approximately 7.25 percent.
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1. Special tax provisions apply to royalty on copper-nickel. The tax
on royalties received in connection with the exploration and mining
of copper-nickel ores is one percent plus an additionazl one percent
of the amount of royalty paid on gold, silver, platinum, and other
precious metals recovered as by-products.

2. There are also special tax provisions that govern a mine where the
cost of production exceeds the value of the ore produced, or a
"loss mine™. In this instance, the rate for a natural ore mine is
8.9 percent; the rate for a taconite mine is 6.75 percent; the rate
for copper-nickel mines remains at one percent; the rate for min-
erals other than the aforementioned is also 8.9 percent unless the
mine is underground where the rate of T7.25 percent would then
apply. For natural ore mined after December 31, 1984, the rate is
the same as taconite.

3. State owned leases are not subject to a royalty tax. All royalty
tax revenue is deposited in the general fund and is not earmarked
for any specific distribution.

The royalty tax is not in lieu of personal income tax on royalties. Resident
and non-resident recipients of royalties are subject to state income tax in the
same manner as if the royalty income were from rents or other business
activities in the State of Minnesota.

Iron Ore Taconite Other Ore Total

Royalty Tax Royalty Tax Royalty Tax Revenue
Year (000°'s) (000°'s) (000°'s) (000°'s)
1970 $ 966 $ 787 3 $1,756
1971 705 1,323 3 2,031
1972 904 1,402 2 2,308
1973 1,289 1,886 2 3,177
1974 1,351 1,994 2 3,347
1975 998 2,657 2 3,657
1976 686 2,841 2 3,529
1977 T48 2,626 2 3,376
1978 894 3,280 21 4,195
1979 807 L,775 34 5,616
1980 713 5,619 22 5,355
1981 h29 5,392 4y 5,866
1982 619 4,003 13 y,725
1983 L5 2,821 13 ' 3,279

#0ther Ore may include Copper-Nickel, Base or Precious Metals, or any other
mineral on which royalty tax is paid.
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SAES AND USE TAX

Imposition of the sales and use tax became effective on August 1, 1967. Both
natural ore mining and taconite facilities are subject to this tax, just as are
other manufacturing businesses.

"Sales™ and "Use"™ taxes are essentially identical. The sales tax is assessed
by the vendor at the time of the sale of taxable personal property; the use tax
is imposed on the use, storage or consumption of taxable personal property
which was purchased without sales tax having been assessed.

All sales and use tax revenue is deposited in the general fund and is not
earmarked for any specific distribution.

The current rate of tax is six percent, having been increased from five percent
on January 1, 1983. The same manufacturing exemptions available to other
Minnesota businesses are utilized by the mining companies. The industrial
production exemption allows for "chemicals, fuels, petroleum products,
lubricants, electricity, gas and steam used or consumed in agricultural or
industrial production.” Explosives, a major item for the mining industry, are
exempt under the "chemical" classification.

The "accessory tool" exemption is also available to all "manufacturing-type"
businesses. This provision, M.S. 297A.25, Subd. 1(h), as amended January 1,
1974, defines exempt accessory tools as separate detachable units used in
producing a direct effect on the product, having a useful life of less than 12
months, Shovel dipper teeth, ®"cat™ ripper teeth, cutting edges, crusher bowls,
drill bits, and reamers are examples of this type of exemption.

Currently, there 1is Jjust one exemption unique to the taconite industry not
available to the natural ore facilities or other Minnesota concerns. Under
M.S. 297A.25(o), mill 1liners, grinding rods, and grinding balls which are
substantially consumed in the production of taconite, the material of which
primarily is added to and becomes a part of the material being processed, are
specifically exempted from sales and use tax. These are items subjected to
both extreme wear and high cost.

From February 1, 1975, through July 1, 1978, the taconite industry had an
exemption from sales and use tax exclusively for plant expansion. A minimum
increase in production capacity of 10 percent was required to qualify (refer to
1983 Mining Tax Guide).

Effective July 1, 1984, the sales and use tax rate on capital equipment
purchased for new or expanding industries was reduced from six percent to four
percent. Purchasers who pay tax to the vendor as well as holders of direct pay
permits must pay or assess the six percent rate and then file a claim for
refund with sufficient documentation to the State for the two percent
difference. Only two claims for refund can be filed per year but they can be
for more than one purchase. The exemption does not apply to the purchase or
lease of machinery or equipment to replace existing items, repair or
replacement parts or machinery or equipment used to extract, receive or store
raw materials,
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The Minerals Tax Division has the responsibility of insuring compliance by the
iron ore industry with the Sales and Use Tax Law. In the interest of better
administrative control, the Revenue Department does authorize Direct Pay
Permits to any concern which supports extensive and varied purchase inven-
tories. Every taconite company has elected this system of self-assessment of
use tax on taxable purchases. To insure the integrity of the various systems
of self-assessment, the Minerals Tax Division utilizes auditing and monitoring
procedures for each company on a continuous basis.

A review of the sales/use tax revenue generated annually by the iron ore
industry clearly establishes that the totals are substantial amounts, and are
of major ranking of all tax revenues paid by the mining industry.

In previous Minnesota Mining Tax Guide's, the sales and use tax revenue
generated figures shown were on the cash basis of accounting. For consistency
throughout the Guide, the sales and use tax after 1980 have been changed to the
accrual method of accounting.

M.S. 298.40 OCCUPATION TAX

YEAR SALES TAX OFFSET (TAX NOT COLLECTED)
1975 $ 7,214,111
1976 7,446,168
1977 7,375,115
1978 8,573,835
1979 12,590,481
1980 9,231, 156
1981 10,535,427
1982 7,338,653 750,261
1983 5,808,237 2,613,605
1984 estimated 5,850,000 3,200,000
Sales Rate 0
August 1, 1967 3%
July 1, 1974 4%
July 1, 1981 5%
January 1, 1983 6%

GRINDING
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M.S. 298.26 TAX ON UNMINED TACONITE

A tax not exceeding $10.00 per acre may be assessed upon the taccnite or iron
sulfides in any 40-acre tract from which the production of iron ore concentrate
is less than 1,000 tonms.

The heading on M.S. 298.26 is somewhat misleading in that it 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 ore in this instance.

The tax, as presently administered, applies to all iron formation lands on the
Mesabi Range. The statutory exemption administered by the county assessor
provides that in any year in which at least 1,000 tons of irom ore concentrates
are produced from a U40-acre tract or governmental lot, said tract or lot are
exempt from the unmined taconite tax. The county assessors have also exempted
actual platted townsites that are occupied.

The iron formation lands on the Mesabi Range are divided into two categories by
the engineering section of the Mimerals Tax Division. This is done through the
evaluation of exploration and mine planning data submitted by the mining
companies.

e [ e el e £ :

1. Those 1lands which are underlain by magnetic taconite of sufficient quantity
and grade to be currently economic.

2. Lands either not believed or not known to be underlain by magnetic taconite
of currently economic quantity and grade.

Lands in the first category have been appraised by the Minerals Tax Division as
having a value of at least $500.00 per acre. An assessment rate of 43 percent
applies to unmined taconite. Therefore, through application of the above rates,
all lands in Category 1 would yield $10.00 per acre in tax at a $500.00 market
value using currently existing mill rates in St. Louis and Itasca Counties.

Lands in Category 2 have been assigned a nominal value of $25.00 per acre for
the unmined taconite mineral rights. These lands were taxed at $1.00 per acre
prior to 1977. The Category 2 lands have been placed on the tax rolls at an
assessed value of $25.00 times 43 percent, and the actual amount of the tax per
acre will vary between taxing districts depending on the mill rate. The low
mill rate districts may be less than $1.00 per acre, while some high mill rate
districts may exceed $2.00 per acre.
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JTABLE 18 — JAX COLLECTIONS ON UNMINED TACONITE

YEAR ASSESSED®

County 1979 1980 1981 1982 1983

Itasca 30,832 28,263 30,946 32,690 34,741

St. Louis 208,916 203,955 209,118 252,011 296,228
Totals 239,748 232,218 240,064 284,701 330,969

® Taxes are payable in the year following the assessment.

Severed mineral interests are subject to local property taxation and constitute
Class 1B. Severed mineral interests are taxed at a rate of $.25 per acre with
an undivided interest tax calculated at 25-cents-per-acre 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 $2.00 per
tract. No tax is due on mineral interests taxed under other laws (unmined
taconite or iron ore) or mineral interests which are exempt from taxation
pursuant to constitutional or statutory provisions.

The taxes received are apportioned to the taxing distriets in the same propor-
tion as the surface interest mill rate of the taxing district is to the total
surface interest mill rates in the area taxed. Twenty percent of the revenues
from this tax are remitted to the state treasurer and deposited in the general
fund in two special accounts: Reservation Residents Loan Accounts and Non=
reservation Residents Account. Loans may be made for the purpose of starting a
business or expanding an existing business. The amount to be credited to each
reservations 1loan account shall be the same percentage as the number of Indians
living on each reservation is to all Indians living in Minnesota.

Both the registration and the tax were contested in the courts in the case of
Contos vs. Herbst. In its decision, the Minnesota Supreme Court held that the
tax is valid and that an ad valorem tax need not be related directly to value
and that forfeiture for unpaid tax is valid. The court, however, held invalid
the forfeiture for failure to register.

This issue was addressed by the Minnesota Legislature in 1979, Chapter 303,

Article X. However, the question as to whether the 1979 amendment satisfies the
Supreme Court's due process requirement has not been answered imn the courts.
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TAXES ON COPPER-NICKEL. MINING

Significant exploration activity with regard to copper and nickel minerals in
northern Minnesota began in the early 1950's. This activity centered primarily
around the geologic formation known as the Duluth Gabbro. Although there has
been no commercial production to date, several interesting mineralized areas
have been discovered.

Discussion of what would be an appropriate tax policy toward copper-nickel
development continues in the legislature and among several state agencies and
interested private organizations. Currently, interest is centered on a deposit
previously controlled by Amax Company near Babbitt, Minnesota. Environmental
and economic feasibility studies have been conducted. However, it appears that
development is at least several years away.

T C R-NICKEL_ORE
M.S. 298.67 defines the term "copper-nickel ore" as: "any ore in which copper
or nickel, or both, constitute the major element or elements of value thereof."
Administratively, we have interpreted this to mean that copper and/or nickel
must be the largest constituent of value in the ore.

TAXES

The following taxes currently in effect will apply to copper-nickel mining:

Type of Tax Description
Corporate Income Tax Same as other corporations, less credit

for occupation tax paid

Occupation Tax Based on one percent of net value of ore
Production Tax Based on crude ore production
Property Tax Applies to smelter and surface interests

of reserve lands
Royalty Tax One percent of royalty paid
Sales Tax Same as other corporations

A somewhat more detailed explanation of the copper-nickel production and
occupation taxes follows:

UCTION TAX

The base production tax is 2.5-cents per gross ton of crude ore plus 10 percent
for each one-tenth of one percent that the average copper-nickel content exceeds
one percent when dried at 2129F, This total is then subject to an increase
proportional to the monthly average wholesale price index for all commodities
for the taxable year in which the concentrate is produced compared with the 1967
index.
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It should be emphasized that the production tax on copper-nickel ore applies
per short ton (2,000 1bs.) of crude ore, while the taconite production tax
applies per 1long ton (2,240 1bs.) of pellets. The copper-nickel would be
applied against a much larger base than taconite because of this difference.
Revenue from this tax is to be distributed in the same manner as specified for

the taconite production tax in the laws of 1965.

OCCUPATION TAX

The current rate of occupation tax is one percent of the value of the ore.
This value 1is obtained in a similar manner to values used for taconite
occupation tax. Two special credits are allowable. One if for converting the
copper-nickel ore into a refined or semi-refined metal within the State of
Minnesota. This credit is in the amount of two-thirds of one percent.

The second credit, which is less significant, is for research, experimentation,
and exploration., The total occupation tax is allowable as a credit against the
corporate income tax.

The proceeds of the occupation tax are to be distributed 50 percent to the
general fund; 40 percent for the support of elementary and secondary schools,
and 10 percent for the general support of the University.

ROYALTY TAX

The present royalty tax is one percent of the royalties paid on copper-nickel
leases, plus an additional one percent of the amount paid on gold, silver,
platinum and other precious metals. The question has been raised as to when
copper-nickel tax rates (one percent) apply and when the Yother ore® rates
(15.5 percent) apply.

Our current policy is as follows:

1. During the exploration phase, royalty on leases for copper-nickel and
associated minerals will be taxed at one percent. Royalty on leases
specifically for iron ore, taconite, and uranium will be taxed at 15
percent or 15.5 percent.

2. After completion of the exploration phase, if it is apparent that the
minerals discovered are something other than copper-nickel, royalties
paid will then be taxed at 15.5 percent. This rate will not be ad-
Jjusted retroactively.

CRUSHING
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TAXES ON OTHER MINING AND/OR EXPLORATION

Base Metals, Precious Metals, and Energy Minerals

(Copper, Lead, (Gold, Silver, Platinum (Coal, 0il, Gas,
Zine, Etec.) Group, Etec.) and Uranium)

Under current law, any of this type of mining activity would be subject to the
following taxes:

1) Occupation Tax 4) Ad Valorem
2) Sales and Use Tax (Property Tax)
3) Royalty Tax 5) Tax on Severed
Mineral Interests
The Occupation Tax rate which would apply to base metal mines, precious metal
mines, and energy minerals is 15.5 percent. This tax is normally paid in lieu
of corporate income tax. However, a special labor credit is available which

would reduce the rate for an active open pit mine to about 14 percent. (This
estimate is based on the experience of the natural iron ore industry with the
same rate and credit available). For an operating underground mine, a more
generous labor credit is available which would probably reduce the net effective
rate to about T7.25 percent. The net effective occupation tax rate also applies
to royalty taxes for operating mines.

Mining companies who are exploring for various metals or minerals in Minnesota
for themselves would not incur any occupation tax liability until production had
been started and would not be subject to income tax.

During the drilling and exploration phase, a mining company would be subject to
property taxes on the property (land and buildings). Severed mineral rights
would be subject to the $.25 per acre severed mineral interest tax. This does
not apply to mineral interests held by the state or federal government.

The Sales and Use Tax rate is six percent. The exemptions given industry are
described in the Sales and Use Tax section of this book. The exemptions unique
to taconite would not extend to other mining without special legislation.

However, the exemptions which apply to all manufacturing would also be
applicable to mining.

Exemptions given for industrial production DO NOT APPLY to exploration. No tax
exempt certificates should be used. All purchases by companies doing
exploration are taxable.

As of July 1, 1984, capital equipment purchased or leased for pnew or expanding
industries is subject to a four percent tax rate. The buyer initially pays the
six percent tax and then files a claim for refund with the Sales and Use Tax
Division for the two percent overpayment. For a more detailed explanation,
contact the Minerals Tax Division.
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The Royalty Tax is a tax placed on all royalties paid to mineral right owners,
regardless of whether any actual mining is taking place or not. Royalties can
include rents, bonus payments, non-recoverable lease payments, etc. The royalty
tax rate is the same as the occupation tax rate after labor credits (net
effective rate) for an active mine. The rate for inactive mines would be 15.5
percent, the same as occupation tax. Royalty paid to the State of Minnesota on
state owned 1leases is not subject to Royalty Tax. Historically, privately
negotiated leases in Minnesota have assigned the responsibility for payment of
royalty taxes to the mining company. The terms and responsibility for payment
of the royalty tax is a matter of negotiation between the parties involved,
depending on the terms of the lease. However, it is the responsibility of the
lessee to withhold the amount of the tax even if the terms of the lease state
that the lessor is responsible for the tax (M.S. 299.08).

It should be noted that special tax laws apply to copper-nickel only and are
covered in a separate section. During the exploration phase, royalties paid on
leases for copper-nickel and associated minerals will be taxed at one percent as
explained in the Copper-Nickel section.

The Ad Valorem Tax or property tax is a matter of valuation of the ores in the
ground by the state and the valuation of other property such as land, mill and
smelter buildings, etec., by the county. The county establishes mill rates,
assesses and collects this tax. The Hoskold formula is used by the Minerals Tax
Division for the valuation of ores and minerals in the ground.

The Corporate Income Tax would not be applicable to mining or mineral
production. However, it could apply to non-mining or non-mineral income such as
building rentals or real estate and timber investments, etc.

TAXES ON PEAT HARVESTING

As of the writing of this book, the only taxes on peat operations are the same
as those on any other Minnesota agricultural or industrial operation. These
taxes are the 1Income Tax (corporation or individual), the Sales and Use Tax,
with the industrial production exemptions, and the Ad Valorem (property) Tax on
the land and buildings, NOT on the value of the peat.

PELLET FORMING
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TABLE 19
APPLICARLF TAXES BY TYPE (F MINFRAL

Base Metal,
Natural Precious Metal,
Taconite Iron Ore Cu-Ni Energy Minerals
Mining inj Mining ___ Mining
Occupation Tax Yes'! Yes2 Yes3 Yest
Corp. Income Tax No No Yes No
Ad Valorem Tax
(on ore value) No5 Yes No5 Yes5
Ad Valorem Tax
(on smelter, ben=-
eficiation plant
or other
facilities) No Yes Yes Yes
Royalty Taxb Yes Yes Yes Yest
Production Tax Yes No Yes No
Sales Tax Yes Yes Yes Yes

This chart applies only to mining companies
in exploratory work are subject

companies

tax, and sales tax.

1

Normally 6.75 percent after labor credit (nominal rate
15 percent).

About 14 percent after labor credit (nominal rate 15.5
percent) through 12-31-84., As of 1-1-85, the nominal
rate is 15 percent--minimum after the labor credit of
6.75 percent.

One percent only, credit on corporate income tax.
Approximately 14 percent for open pit mines and 7.25
percent for underground mines (after labor credit).
The nominal rate is 15.5 percent before labor credits.
The royalty tax rate could be one percent during the
exploration phase.

Could be subject to $.25 per acre severed mineral
interest tax.

No royalty tax on State of Minnesota owned minerals.
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TABLE 20 — ACTIVITY SCHDUF FOR MINING INDUSTRY TAXES

AD VALOREM TAX

| dJanuary -
| January - June -
f May 15 —
eptembe -

October -

November 1 -

OCCUPATION TAX

March 1 -

May 1 -—

May 15 -

!mne ] -

June 14 -

ecembe, -

RATLROAD GROSS EARNINGS TAX

March 1 -

September 1 -
oY AX TS

Fe ar -

Ad Valorem Tax Reports mailed to companies.
Estimates submitted by companies.

Ad Valorem Tax Reports due from mining
companies.

Present Worth estimates mailed to companies.

Hearing on ad valorem mineral taxes held first
secular day after October 10.

Final adjustments to property equalization
sheets to county assessors.

(Postmark) Tax report due from companies.

Tentative determination of tax mailed by the
Division.

Evidence to support disagreement due in
Division office.

Final determination mailed to companies.
Full tax payment due in Division office.

Tax forms mailed to companies,

Report and payment due in Division office for
July - December of previous year.

Report and payment due in Division office for
January - June of current year.

Annual Royalty Paid Report by companies due
in Division office.

Annual Royalty Received Report from
recipients due in Division office.
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ROYALTY TAX (RENTS) (Cont'd.)
February 1 - Quarterly royalty checks and reports from

comanies usually received in January, April,
July and October.

December_ 30 - Royalty report forms mailed to companies.

SALES AND USE TAX

Monthlygreports due from companies in Division office on the 25th of the
month following.

TACONITE PRODUCTION TAX

February 15 - Ninety percent of the tax based on actual
production is due in the Division office.

February 25 - Complete distribution of tax to taxing units.

March 15 —= Final 10 percent tax figure with ad justments
mailed to companies.

April 15 -- Final payment due in Division office.

May 15 —- Final aid payments made to taxing districts.

Ju 1 - School Fund Indexed distribution made by
Division.

Finalize calculations for Taconite Municipal
Aid accounts.

September 15 - Taconite Municipal Aid account funds
distributed.

October 10 —= Taconite production estimates due from
companies.

CONITE T
April 1 -- Owner or lessee of mineral rights submits
specified data on drill hole logs and lab tests
for previous year.

December 1 - Division submits reports to county assessors.
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TAX AUDITOR ADMINISTRATIVE
SUPERVISOR ENGINEER
| |
| |
| |
AUDIT MANAGEMENT COMPUTER ENGINEERING
PROGRAMS & SERVICE &
ADMINISTRATION ECONOMIC GEOLOGY
Three Tax Auditors Division Graduate Economic Geologist
Secretary Engineer Executive I

This report 1is the result of the valuable contributions of these

individuals in the Minerals

Schmucker, Sandy

Brusacoram,

Jo Grahek.

MIRERALS TAX DIVISION HISTORY

Tax Division:
Gorrill, Bill Betzler,
Bill O'Brien, Bob Wagstrom, Judy Geiselman, and Mary

Don Walsh, Tom
John Rioux, Norma

Responsibility for ore estimation activity was transferred from
the University of Minnesota to the Department of Revenue in
The Office of Ore Estimation was moved from the University

1975.

in Minneapolis

to Eveleth in November of 1975.

In 1979, all

activities dealing with mining taxes and production tax aids were

combined into the Minerals

Revenue and moved to Eveleth.

Tax Division of the Department of
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MINERALS AND MINING
Government Agencies

MINNESOTA DEPARTMENT OF REVENUE
Minerals Tax Division
612 Pierce Street
Eveleth, MN 55734
(218) Thu-5364

DONALD H. WALSH, Tax Examiner Supervisor, Administration

JOHN B. RIOUX, Tax Examiner - Occupation Tax

NORMA BRUSACORAM, Tax Examiner - Occupation Tax/Accounts Payable
BILL O'BRIEN, Tax Examiner - Sales & Use Tax

MARY JO GRAHEX, Secretary

THOMAS W. SCHMUCKER, Administrative Engineer - Production Tax, Valuations
WILLIAM F. BETZLER, Mining Economic Geologist - Minerals Information Systea
SANDRA D. GORRILL, Executive I - Royalty Tax, Gross Earnings Tax

ROBERT A. WAGSTROM, Computer Programs, Mining Engineer

MINNESOTA DEPARTMENT OF NATURAL RESOURCES
Centennial Office Building
St. Paul, MN 55155
(612) 296-815T

J. A. ALEXANDER, Commissioner
E. F. RAFN, Director, Division of Minerals
R. B. HITCHCOCK, Director, Divisior of Forestry

Minerals Division
1525 3rd Ave. E.
Hibbing, MN 55746
(218) 262-676T

GODFREY ZAKULA, Assistant Chief Mining Engineer
GEORGE GLUMAC, Research

MARTY VADIS, Exploration

ROGER JOHNSON, Operations

MINERAL RESOURCES RESEARCH CENTER
University of Minnesota
56 East River Road
Minneapolis, MN 55455
(612) 373-3341

K. J. REID, Professor & Directer

I. IWASAKI, Professor, Mineral Processing/Hydrometallurgy

J. J. MOORE, Associate Professor, Process Metallurgy/Plasma Technology
(Associate Director)

N. F. SCRULZ, Research Associate, Agglomeration

K. A. SMITH, Assistant Professor, Mineral Processing/Hydrometallurgy

A. M. STARFIELD, Professor, Computer Applications/Simulation

R. L. STERLIEG, Assistant Professor & Director, Underground Space Center

J. K. TYLKO, Adjunct Professor, Applied Plasma Metallurgy

MINNESOTA GEOLOGICAL SURVEY
1633 Eustis Street
St. Paul, Minnesota
(612) 373-3372

M. S. WALTON, Director

G. B. MOREY, Associate Director and Chief Geologist
D. L. SOUTHWICK, Associate Chief Geologist

V. W. CHANDLER, Geophysicist

B. M. OLSEN, Well Log Data Base

J. F. SPLETTSTOESSER, Program Administrator

NANCY BALABAN, Editor

COUNTY MINE INSPECTORS :
D. A. SANDSTROM, St. Louis Co. Mine Inspector, Court House Amnex, Virginia, MN (218)749-T121
S. P. JELENCICH, Crow Wing Co. Mine Inspector, Star Route 1, Dserwood, MK (218)546-5868
ALVAR HUPILA, Itasca Co. Mine Inspector (218)245-226 1
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