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This tax guide is intended to serve as a quick reference to Minnesota's 
mining tax structure as it exists today. This publication essentially 
updates previous publications entitled "Minnesota Mining Tax Guide," dated 
December 1982, December 1983, and December 1984. 

The original Minnesota Mining Tax Guide was published by the Department of 
Revenue Research Office in April 1977 and revised in July 1978. 

This year's front and back cover and emphasis on page one is the hope and 
future of the mining industry in Minnesota. Special thanks go to Tom 
Hayes, Public Relations, Pickands Mather and Company, for information and 
the cover drawing on the Mesabi Metal project, and Ron Visness, Minnesota 
Department of Natural Resources, for similar help on the K-R process. 
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11£ llUJ CR: Nil IP<DilJE MININ'i IN1£JRY IN MIN£SC[A 

Previous Minnesota Mining Tax Guides reflected on the history of mining in 
Minnesota. This edition will look briefly at both the present and the future 
of the mining industry of Northern Minnesota. 

The first half of this decade has proved difficult for the American steel and 
iron mining industry. The causes are numerous and complex. In June 1985, the 
Butler Taconite Company was permanently shutdown. Rumors abound about other 
possible plant closings or mergers to reduce total taconite capacity and to 
improve efficiency. This uncertainty about the future of mining operations in 
Minnesota is directly related to the present. 

There has been much discussion about the need to further reduce power costs, 
transportation costs, and taxes. The mining industry has made great strides in 
reducing production costs per ton by becoming more cost-effective in the areas 
of labor and supplies. Legislative action resulted in occupation, royalty, and 
production tax decreases. Advanced technology and its application to our 
mining industry are additional areas which can enhance our competitive 
position. 

lev Technolog 

Two new processes of making iron from taconite have created some hope for 
stability in Iron Range production and employment. 

Mesabi Metal 

The first is the Mesabi Metal project. This process uses a "plasma torch" to 
produce premium pig iron and refined special steel or alloys from taconite 
concentrates. The participants are the Pickands Mather Company, Westinghouse, 
Minnesota Power and the Iron Range Resources and Rehabilitation Board. The 
State of Minnesota extended a $1.375 million loan/grant. The three private 
companies have pledged $1.8 million. The Pilot phase was encouraging and a 
semi-commercial demonstration plant capable of producing 100,000 tons per year 
is in the process of construction. 

K-R Process 

The second is the KR or •coal reduction" process of making iron from taconite 
pellets or natural ore. This process was developed by Korf Engineering of 
West Germany. The participants in this project are the Minnesota Department of 
Natural Resources, Korf Engineering and U. S. Steel Corporation. Minnesota 
taconite pellets were tested in Germany in 1984. Results were encouraging 
enough for the participants to seek additional state and federal financing. If 
federal funding is secured, plans call for the design and construction of an 
$80 million demonstration plant integrated with U. S. Steel's Minntac plant. 
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The shift in Minnesota's mining industry from iron ore to taconite began in the late 
1940's and early 1950's. The shift is shown in the following table: 

Tiff F 1 - Il£ CHWilNi SJRIJl.1£ a= MlttfS(J[A'S nm ca: MININi INlliJR( 

Total ~~.tc~nt g[ IQtil Total 
Production Employment 

~ COOO's g[ Tgns> I.tgn O.te T1cgn1te (OOO's) 

1950 65,235 99.9% 0.1% 15.4 
1955 67,893 98.0 2.0 15.7 
1960 57,425 76.7 23.3 16.6 
1965 52,466 63.8 36.2 13.0 
1970 56,520 37.5 62.5 13.3 
1975 51, 067 20.1 79.9 12.8 
1980 45,280 4., 95.1 13.8 
1981 51,033 3.3 96.7 13.9 
1982 24,234 3.3 96.7 7.7 
1983 26,024 3.3 96.7 6.5 
1984 36,538 2.3 97.7 7.4 
1985 (est.) 33,900 4.3 95.7 6.7 

Minnesota's share of total U.S. production has been consistently greater than 60 
percent, generally falling in the 60 to 70 percent range. Minnesota's share or 
total world production has been steadily declining. In 1950, Minnesota produced 
over 25 percent or the total world production of iron ore and taconite. By 1960, 
this had dropped to just over 11 percent and, in 1975, was just under six percent. 
It appears this new lower level may become permanent. 

I~ E 2 - MltmDTA'S 9-W£ a= u. s. Nf) WJU) RULCTICJJ a= um CJE 

Minnesota1 u.s.2 World2 
Production Minn. Production Minn. Production Tons 

I.Mr:. Igns cooo•s> %Jl....S.&. Igns COOO's) %Wo,tld (000,000's) 

1950 65,235 66.5 98,045 26.4 247 
1955 67,893 65.9 103,003 18.7 363 
1960 57,425 64.7 88, 784 11.2 514 
1965 52,466 60.0 87,439 8.6 611 
1970 56,520 63.0 89,760 7.5 757 
1975 51,036 64.8 78, 866 5.8 888 
1976 50,069 62.6 79,993 5 •. 7 886 
1977 31,019 55.6 55,751 3.7 828 
1978 55,450 68.0 81,583 6.6 833 
1979 59,563 69.5 85,716 6.7 889 
1980 45,281 65.0 69,613 5.2 877 
1981 51,033 69.7 73, 174 6 .1 842 
1982 24,234 68.4 35,433 3.2 769 
1983 26,024 67.5 38,562 3.6 730 
1984 36,538 71 .• 6 51,000* 4.7 785* 

*Preliminary figures 

Scu.tc~ g[ In!crm1ticn - 1) Minnesota Occupation Tax Reports 
2) American Iron Ore Association 
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S1MRi CF Ill TAX LIMILITIES Fm IlE MIMSJ[A MININi INlliJR( CJ~IJE HD llD4 CID 

8ASEo ~DE Auu:r1cw m CAI ENJAR YEAR Cfm's> 

.rn 1975 

Ad Valorem - Unmined Natural Ore 
(Year Assessed) $ 4,560 

Occupation - Taconite 18,955 
Natural Ore 5,038 

Taconite Production 30,347 

Railroad Gross Earnings - Taconite 3,072 

Royalty - Taconite 
Natural Ore 

Unmined Taconite (Year Assessed) 

Sales & Use (Taconite Only) 

TOTAL: (Taconite Only) 

TORS PRODUCED: (Taconite) 

TOTAL TAXES PAID 
OR PER TOR BASE: (Taconite) 

2,657 
9.98 

64 

Lil 

$ 62,309 

40,809 

1.526 

1980 

$ 3,689 

13,808• 
1,000 

87, 179 

2,984 

4,619 
713 

232 

~ 

$118,804 

43,060 

2.759 

1981 

$ 3,770 

12,708• 
1,232 

99,018 

4,961 

5,392 
429 

240 

9....7.22 

$132,118 

49,369 

2.676 

1982 

$ 3,545 

3,348• 
719 

80,305 

1,354 

4,093 
619~ 

285 

L.82.8 

$ 97,213 

23,445 

4.146 

1()8~ 

$ 3,700 

7,386• 
499 

67,341 

926 

2,821 
445 

331 

5.a.7.65 

$ 84,570 

25, 173 

3.359 

• These numbers reflect taconite occupation tax liability prior to M.S. 298.40 credits. 

1984 

$ 3,326 

29,915• 
442 

74,406•• 

1,678 

4,564 
536 

321 

LJ.1Q 

$117, 9·94 

35,689 

.3.306 

•• Actual amount collected was $64.51 million. A $6.93 million credit will be allowed due to a Minnesota 
Supreme Court Decision on production tax court cases. A $2.72 million credit will be given to the 
Erie Mining Company as a result of tonnage corrections for the 1978-1983 production years. Also a 
$0.25 million credit was allowed for construction of a water filtration plant. 

1985 est. 

$ 3,000 

18,000• 
500 

68,992*** 

1,500 

4,000 
500 

320 

6.000 

$ 98,812 

32,450 

3.045 

••• Actual amount collected estimated to be $64.31 million. A $4.43 million credit will be allowed due to a 
Minnesota Supreme Court decision on production tax court cases. Also a $0.25 million credit will be allowed 
for construction of a water filtration plant. 
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Mii'lNESOIA IA/BlEV!W ON IKDNIIE Al\D SEMl-TKDNITE CH.¥ 

bi~ 

l"lrOllluctiolll ll:lm1ai11Hol'I S!tles 01/'ltlSS ~cuu Total TonB T@Utl 'fl!.ll:e11 

- :r~ l';lllj'.!o!'.d!:.e ~00 !Jiil~ ~JWU~!ll. ~l-~lra®, IQJll!.lti ~Ill .&!.mi~ ---7il1!,w,.~ ~tmdlm_~ f'.~Jll 

1960 -- -- 735,708 638,1189 1,2130,553 1,741,820 1115,952 S,212,522 13,383,000 
~965 -- -- 1, Hl'l', 09'1' 1, 7110, 307 502,167 1, 1143, no 1,337,1191 6, 130,238 19,004,162 
1970 61!,000 lllot Jlvai.l. »i,252,668 3, 161, Hl6 787' 1013 1, 346 ,6li2 'l, 768, 702 11,380,306 35,3li7,Sl\I! 

1915 61!,000 'l',214,111 30,3li7,066 Hl,955,051 2,657,4513 193,905 3, 072, 496 62,5011,087 40,1308,917 
1976 -- 7,l!46,1MI 30,857,046 113, 269, 8l!2 2, 8111. '120 Hl0, 325 3,338,li87 62,9110,988 40,514,591 
1917 -- 7,375,115 48, 157' 121l 3,190,408 2,626,141 11:12,745 1,509,773 63,641,306 26,371,588 
197 8 -- 8,573,833 69,221,559 19,226,312 3,279,1161 11'1, H:i5 3, 267, 2117 103,146,037 49,544,671 
1979 239,71!8 12,590,l!l.l2 88,~83,6'1'0 23,1156,157 11,775,352 165, 726 3,634,407 133,746,1ki2 55,333,032 

1930 232,218 9,9s1,·r1s 87, WB,532 13, 807, 599 l!,619,799 138,476 2,983,819 118,942, 158 43,059,750 
1981 240, 064 9,797,691 99,018,289 12,707,553 5,392,864 ~83,267 4,960,605 132,300,333 li9,361:1,518 
1932 284,101 'l',827,0119 so, 305, 1r:i1 3,3217,835 4,093,008 n'6 '421 1,354, 173 97,3813,6211 23' 11115. 104 
1933 330,969 5,765,0llS 67,341,038 7,385,782 2,821,421 821i,083 926,207 85,394,548 25, 173,262 
1984 321,389 1.~10.166 74,406,140( 0 ) 29,915,354{d) 4,563,672 7711,865 1,678,295 1Hl,769,881 35,683,592 
1985 (eeto) 320,000 6,000,000 68,992,ooo<c) 1s,ooo,ooo<e> 11,000,000 '!'613,000 1,500,000 99,580,000 32,l:l50,000 

(a) Sales & Use TIU:, Occupation Tru;: and Rmilro~d Gross ~rnings Tax have been used to reduce credits o~ed to the taoonite companies as the 
result of the tl!illl: limitation ~osed by the raconite Aiieod!ment m:id M.s. 298.40. !s a result, the actual collections of these twi:ea ~as 
significantly less than the IJUllOWJ.ts l!hoiin on this schedule. Wor the exact amounts of trur not collected, (1) due to the M.S. 298.40 
liEitation ~nd, {2) to offset or<edits O'!lled to taoonite cof!!Panies as a result of M.S. 293.40 and the Taconite &.l!lend!lllent, refer to the 
Occupation Tax section. 

(ll) Speoia.1 School and Village Tues (School Bonds, eto.). 

,39 
.32 
.32 

f,53 
L55 
2o kl1 
2.09 
2.42 

2.76 
2.68 
IL 15 
3,39 
3,32 
3,069 

(o) After sobool bond credits, but before filtration plant and Erie II oourt oase credits. Tbe 1984 production till: ia based on the toW'lage produced 
only in 1984 - a ohange''in tbe 1984 Millllesota Statutes. The 1985 production till!: is based on the toruiage production average for 1984 and 1985. 

(d) Occupation tlUI: increase reflects improved operating costs, i.e., reduced l&bor and supply costs ~itb a tonroage production increase and no 
decrease in tbe Lake Erie Value. 

(e} Tbe estimated decrease is due to a significant drop in the Lake Erie Value by SOllle companies begillllling in August. 
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1910 
1920 
1930 
1940 
1950 
1955 
1960 
1965 
1966 
1967 

I 1968 
U'1 
I 1969 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 

TJH f laA - lM ERIE VlllE CH1s1m1CAL SUH\RY) 

rAil.Rll. ~ IJW\JIJE 

IRANS~ORTATION CO~TS (~lIQHl TRANSPOR1ATI~__Q_O..al~ ($/TON) 
Mine Boat LAI(l'~ EIUJJ: VALUE LAKE ERIE Mine Boat 

LAKE ERIE VALll~lIQN to to Total Cents Per JlALllE to to Total 
Mesabi Non-Bessemer ~ LLrort Transportation Natural Iron Unit il/ton)S. ~ LLPoct .l'J?ansJ:>ortation 

4.00 N/A N/A NIA 
6.55 NIA NIA NIA 
4.50 N/A NIA NIA 
4.45 NIA NIA NIA 
7.75 1.oab 1.52b 2.6ob 

10.07 1.22b 1.92b 3.14b 
11.45 1. 47 2.27° 3.74 
10.55 1.47 2.11° 3.64 25.20 16.38 1.47 2.17c 3.64 
10.55 1.47 2.17c 3.64 25.20 16.38 1.47 2.11° 3.64 
10.55 1.47 2.17d 3.64 25.20 16.38 1.47 2.17d 3.64 
10.55 1.59 2.16d 3.75 25.20 16.38 1.59 2.16d 3.75 
10.55 1.66 2.16d 3.82 25.20 '16.38 1.66 2.16d 3.82 
10.80 1.74 2.31d 4.05 26.60 17.29 1.74 2.31d 4.05 
11.11 2.00 2.42d 4.42 28.00 18.20 2.00 2.42d 4.42 
11.11 2.00 2.42d 4.42 28.00 18.20 2.00 2.42d 4.42 
11. 71 2.18 2.54d 4.72 29.10 18.92 2.18 2.54d 4.72 
13.97 2.56 3.24° 5.80 35.41 23.02 2.56 3.24° 5.80 
17 .88 2.92 3.91e 6.83 46.02 29.91 2.92 3.91e 6.83 
19.61 3.25 4.29e 7.54 51.34 33.37 3.25 4.29e 7.54 
21.11 3.52 4.56 8.08 55.53 36.09 3.52 4.56 8.08 
22.02 3.66 4.95 8.61 58.51 38.03 3.70 4.97 8.67 
23.76 4.07 5.45 9.52 65.24 42.41 4.17 ~.64 9.81 
26.87 4.82 6.42 11.24 72.89 47.38 4.86 5.84 10.70 
29.93 5.88 7.47 13.35 77.88 50.62 6.11 6.75 12. 86 
32.53 7 .13 8.06 15.19 86 .9of 56.49 4.61g 8.08 12.69 
31.80 6.96 8.09 15.05 86.9or 56.49 4.94g 8.09 13.03 
31.53h 6.73 8.09 14.82 86.gor 56.49 4.gsg 8.09 13.01 

a) 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. 

b) Less 1/2 percent shrinkage plus three percent tax. 
c) Less 1/2 percent shrinkage. 
d) Less one percent shrinkage. 
NIA = Not Available 

One company (P.M.) quoted a lower price 
(80.50) not used by the State. 

g) Includes four months winter storage at docks. 
h) Fines 

····~ 



Jta)JIJE Am.CT 100 TAX 

Taconite and semi-taconite are generally exempt from the ad valorem tax but 
have been taxed under a production tax which is "in lieu of" ad valorem taxes. 
Certain limited ad valorem taxes which do apply:to the taconite industry are 
discussed in more detail in the section covering unmined taconite taxes. 

Prior to the 1940 1s, taconite had little value, but through preliminary work by 
the Mesabi Iron Company and from research by E. W. Davis the development of 
taconite was greatly assisted. In 1941, the legislature imposed a production 
tax on taconite and semi-taconite that was at the rate or five-cents-per-ton 
with an escalator equal to 0.1-cent-per-ton for each one percent that the iron 
content of the finished product exceeded 55 percent. The proceeds of this tax 
were shared equally by the state, the counties, the school districts, and the 
cities and townships at 25 percent each. 

The last major change in the production tax prior to the 1984 legislative 
session was made by the 1977 legislature. (Those changes made by the 1977 
legislature are described in the December 1983 Minnesota Mining Tax Guide). 
The 1984 changes are described on this page and the following page. 

On January 9, 1984, the Minnesota Supreme Court released its decision on the 
so-called "Erie II" case in which the mining industry had contested the con­
stitutionality or the taconite production tax. Although the State was upheld 
on most issues, the court ruled that the price index must be averaged when a 
three-year average or production tonnage was used. This change resulted in a 
credit to the industry of $17.9 million principal and $5.5 million interest. 
The credit will be paid back by not collecting an agreed upon amount or future 
production tax tor each or the next five years--as specified in an "Agreement 
ot Settlement" negotiated by a special legislative committee and the taconite 
industry, and formalized by court order. 

The "Agreement of Settlement" contained the following provisions for computing 
the production tax: 

A) The rate or production tax applicable to concentrates produced in 
taxable years 1985 and 1986 shall not exceed the rate determined 
under existing law for 1984 production. (The 1984 base rate--not 
including iron escalation--was $2.0475599 per taxable ton). 

B) The production tax rate applicable to concentrates produced in 
1987 shall be equal to the preceding year's tax rate, escalated 
by reference to the implicit price deflator (prepared by the 
Bureau of Economic Analyses of the United States Department of 
Commerce) from the fourth quarter of the second preceding year to 
the fourth quarter of the preceding year. 

C) Escalation or the tax rate by reference to iron content, as cur­
rently provided in M.S. 298.24, Subd. 1(b), is to be reduced as 
applied to concentrates produced in 1984 by one-half of the rate 
currently provided, and totally eliminated as to concentrates 
produced in 1985, 1986 and thereafter. 

D) The averaging provision as s~t forth in M.S. 298.24, Subd. 1(c), 
in the current law shall be modified as follows: 

-6-



1. There shall be no averaging applied in computing 
production tax liabilities for taxable year 1984. 

2. The tax on concentrates produced in 1985 shall be 
computed on the average of the production for 
1984 and 1985. 

3. The tax on concentrates produced in 1986 and 
thereafter shall be computed on the average pro­
duct ion for the current year and the previous two 
years. 

The average production 
price index escalation 
applied. (This is a 
taxable ton). The rate 
mately $2.05 per taxable 

tax rate for 1984 was $2.11 per taxable ton after the 
of 1.6380479 and the iron content escalation were 

slight increase from the 1983 average rate of $2.05 per 
for the 1985 and 1986 production years will be approxi­
ton. 

Several major changes were made in the production tax distribution formula by 
the 1984 legislature for aids to be distributed in 1985. Perhaps the most 
significant change was that the old M.S. 298.225 aid guarantee formula was 
modified with a "shared risk" concept. When total production reaches 42 
million tons, aid distributions are guaranteed at 100 percent of the amounts 
received in 1984 based on 1983 production. When production falls below 42 
million tons, aid distributions are reduced proportionately at the rate of two 
percent for each million tons of production decline. This change protects 
communities which might be affected by long-term plant closures by distributing 
the risk Range-wide, while at the same time preserves some funding for the 
Northeast Minnesota Economic Protection Fund and the Taconite Environmental 
Protection Fund. Also, communities with a taconite plant which operated at a 
reduced level without shutting down did not have any aid guarantee under the 
old M.S. 298.225 formula. 

An additional 1.5-cents-per-ton was allocated to the Economic Fund. Funding 
for Taconite Property Tax Relief was reduced from 25.75-cents-per-ton to 
17.75-cents-per-ton. However, the order of computation of the taconite home­
stead credit was changed (the state homestead credit is now subtracted first on 
the property tax statement), thus reducing the total aid requirement for the 
Taconite Property Tax Relief fund. The total taconite property tax relief paid 
is expected to be in balance with available funding when the new formula is 
used. 

The 1985 legislature made some changes in the taconite production tax distri­
bution which designated the counties involved as fiscal agents for the actual 
payments. The county auditor of each county will be responsible for taconite 
aid payments to the taxing jurisdictions within the county. The counties 
affected are Cook, Lake, St. Louis, Itasca, Crow Wing, and Aitkin. The 
taconite mining companies will make tax payments directly to the six counties 
and the I.R.R.R.B. The one-cent per ton formerly allocated to the state for 
administration is eliminated. St. Louis County is designated as fiscal agent 
for the taconite property tax relief account and the fund balance of approxi­
mately $3,000,000 will. be turned over to St. Louis County on February 15, 
1986. St. Louis County will issue taconite property tax relief checks to the 
other five counties. The Department of Revenue will continue to do all 
computations regarding the amount . to be paid by the companies and the aid 
payments due to cities, schools, townships and counties. Interest earnings on 
undistributed funds should be remitted by the counties to the I.R.R.R.B. 
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The proceeds of the 1984 taconite production tax (payable 1985) are distributed 
bJ statute as follows (all figures are cento per taxable tQn): 

M.S. 298.28, Subdivision 1. 
1. Taconite Cities and Town: 
2. Taconite Municipal Aid Account: 
3. School Districts -

a. Taconite schools (mining and/or 
concentrating in the district): 6.0 

b. School districts that qualify 
for taconite homestead credit in 
proportion to their levies: 23.0 

Basic School District Total: 
c. Taconite Referendum Fund: (formula amount) 

4. Counties -
a. Taconite Counties: 15.5* 
b. Electric Power Plant 
c. Taconite Counties Road/Bridge: 4.o• 
Counties Total: 

s. Taconite Property Tax Relief: 
6. State: 
7. I.R.R.R.B.: 
8. Range Assn. of Municipalities 

and Schools: 
9. N.E. Minnesota Economic Protection Fund 

2.5 
12.5 

29.0 

19.5* 
17.75• 
1.0 
3.0 .. 

0.2 
1.5* 

•These base year amounts were increased in 1979 and subsequent years 
bJ the rate of growth in the steel mill products index (base year 1977). 
For the 1984 production year, the county was 25.4-cents and road and 
bridge was 6.6-cents with escalation. The actual amount received by the 
county (29.3-cents), road and bridge (7.5-cents), and other funds per 
taxable ton was greater due to M.S. 298.225 aid guarantees. 

••This base year amount was increased in 1981 and subsequent years (base 
year 1977). For the 1984 production year, the IRRRB was 4.9-cents with 
escalation. 

1. TACONJTE CITI88 ARD TOVHS 

Each city or township in which mining and/or concentrating occurs (split 40 
and 60 percent to each respectively) receives an equitable portion of the 
mining aid and/or concentrating aid. This split is determined either by 
a percentage of taconite reserves or a four-year average of production. 

2. ncom1 llJBICIPAL AID Accoutn' 

The Taconite Municipal Aid payment is made on September 15. Each city or 
township first receives the amount it was entitled to receive in 1975 from 
the occupation tax. The remainder is then distributed to the cities and 
townships in the taconite relief area in direct proportion to the latest 
federal population census. The conditions necessary for a municipality to 
qualify for municipal aid are identical to the qualifications for the 66 
percent taconite property relief listed under;part (5)a of the Production 
Tax section of this Mining Tax Guide. The statutory references governing 
Municipal Aid are M.S. 273.134 (qualifying municipalities), M.S. 298.28, 
Subd. 1, Clause 2, and M.s. 298.282·. 
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3a. SCHOOL DISTRICT $.06 FUND 

Each school district in which mining and/or concentrating occurs 
(split 40 and 60 percent to each respectively) receives an equitable 
portion of the mining aid and/or concentrating aid. This split is 
determined either by a percentage of taconite reserves or a four-year 
average of production. 

b. SCHQOL $.23 FUND 

Each school district receives the amount which it was entitled to 
receive in 1975 from the taconite occupation tax. The remainder is 
then distributed to the school districts in direct proportion to 
school district tax levies (all school districts in the taconite 
relief area) • 

c. TACONITE BEFERENDQM FUND (Formerly School Fund Index) 

The Taconite Referendum Fund is the escalated portion of the 23-cent 
school fund using the steel mill products index escalation factor. 
Payments were first made from this fund in 1982 and are made on July 
15 of each year. Taconite school districts qualify for an additional 
$150 per pupil unit over and above state aids by passing a 1.75 mill 
levy referendum. The school district will then receive additional 
taconite aid in the amount of $150 per pupil unit less the amount 
raised locally by the 1.75 mills. 

4a. TA@HITE COUNTIM 

Each county receives a portion of the aid in the same manner as 1 -
Taconite Cities and Towns, less any amount distributed under 4b. 

b. ELECTRIC POWER PLART 

If an electric power plant owned by and providing the primary source 
of power for a taconite plant is located in a county (currently only 
Erie--Cook County) other than the county in which the mining and con­
centrating processes are conducted, one-cent of the 15.5-cents-per-ton 
shall be distributed to the county in which the power plant is located 
(this one-cent is not escalated). 

c. TACONITE COUNTIES ROAD/BRIDGE 

Each county receives 
Taconite Cities anq 
bridge fund. 

a portion of the aid in the same manner as 1 -
Towns, to be deposited in the county road and 

5a. TACQNITE fROPERTI TAX REl.IEf' 

A total of $.1775 per ton escalated by the steel mill products index 
is allocated to the Taconite Property Tax Relief Account. The 
qualifications and distribution of taconite property tax relief are 
described in the following paragraphs. 

The Taconite Homestead Credit reduces the tax paid by owners of 
certain properties located on the Iron Ranges. The properties that 
receive this credit are owner-occupied homes and owner-occupied farms. 
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The tax on all of the land 
the amount of oir·edit f'or a f'aPm. 
was limited 'toe, 240 acres. 

f'arm is· used in det,e:rmining 
Pr:io:r to 1983~ the cr~dit on farms 

If an owner-occupied home or f'arm is located in a. city or town which 
contained at least 40 percent of its v.aluation as iron ore on May 1, 
1941 (but does not exceed 60 percent) or currently has a taaonite mine, 
plant or electric generating facility 9 the taconite credit is 66 percent 
of the tax on that property. For taxes payable in 1984, the maximum 
credit is $475. Under current law, the credit increases $15 per yeari 
which will make a maximum credit of $490 for taxes payable in 1985. If 
the property is not located in such a city or town, but is located in a 
school district containing such a city or town, the taconite credit is 

percent of the tax on the property to a maximum credit of $420 for 
taxes payable in 1984. For taxes payable in 1985s the $420 maximum for 
this property will increase by $15 to $435. 

Most of the other property tax credits that a property may be eligible 
to receive are deducted from the gross tax on the property before the 
Taconite Homestead Credit is determined. An example of this deduction 
is the Agricultural Credit which also reduces the tax on farm property. 
The 54 percent state homestead credit is now deducted prior to deter­
mining the Taconite Homestead Credit. '!'he maximum credit under the 54 
percent state-paid homestead credit is $650 for taxes payable in 1984. 

A revised formula which includes the Wtaconite break point" was 
introduced for the taconite homestead credit beginning with taxes 
payable in 1984. This formula is too long and complex to explain 
briefly. However, it basically insures that recipients will not receive 
a greater credit with the new formula than they would have received 
under the pre-1984 formula. 

The statutory references governing taconite property tax relief are 
contained in M.S. 273.134, M.S. 273.135, and M.S. 298.28 1 Subd. 1, 
Clause (5). This credit is guaranteed by the N.E. Minnesota Economic 
Protection Fund as stated in M.S. 298.293. 

b. jLECTlUC POWEil PL.AI.tr 

For any electric power plant located in another county (as described in 
4b) • 75-cents of the 17 .15~ce:nts=per·~ton in the Taconite Prope:rty Tax 
Relief account shall be distributed to the county and school district in 
which the power plant is located with 25 percent going to the county and 
75 percent to the school district. This .75-cents is escalated by the 
steel mill products index. ( Orily Erie Mining Company and Cook County 
are affected) • 

In addition to the preceding distribut 
follows: 

additional amounts are distributed as 

1. In 1978 and each year thereafter, there will be distributed to each city~ 
town, school district, and county the amount that they received in 1977 from 
the distribution of the gross ear11ings tax on ta;conite railroads. 



2. In 1978 and each year thereafter, there will be distributed to the Iron 
Range Resources and Rehabilitation Board the amount it received in 1977 
from the distribution of the taconite and iron ore occupation taxes. 

Amount: $1,252,520 

3. Beginning with the 1982 production year, a $240,000 payment is made by the 
Department of Revenue to School District 710 for payment of school bonds. 
An amount equal to four-cents-per-ton of Eveleth Mines production is 
subtracted from money otherwise payable to the Northeast Minnesota Economic 
Protection Fund. Any remaining amount required to equal $240,000 shall be 
paid as provided by M.S. 298.225. 

4. All proceeds from the taconite production tax remaining after the above 
distributions shall be divided between the Taconite Environmental 
Protection Fund and the Northeast Minnesota Economic Protection Fund. The 

,; 

Taconite Environmental Protection Fund will receive two-thirds, and the 
Northeast Minnesota Economic Protection Fund will receive one-third. 

5. The 1982 Legislature increased the taconite production tax credit to 
four-cents per gross ton for school district bonds. However, a credit of 
seven-cents per ton is allowed for Independent School District 703, Mt. 
Iron. (In July 1985, the Mt. Iron and Buhl school districts consolidated 
into Independent School District No. 712). The school bond credits are 
subtracted from the amount which would otherwise be distributed to the 
Northeastern Minnesota Economic Fund. These credits are for bond payments 
made by the companies and are not collected or distributed by the 
Department of Revenue. 

U.S. 298.225 - The recipients of the taconite production tax as provided in 
M.S. 298.28, Subdivision 1, Clauses (1) to (4), (5)(b), (7) and (8)(a), are 
guaranteed to receive distributions equal to the amount distributed to them 
with respect to the 1983 production year, provided that production is not less 
than 42,000,000 taxable tons. If the production is less than 42,000,000 
taxable tons, the distributed amount will be reduced proportionately at two 
percent per each 1,000,000 tons that the production is less than 42,000,000 
tons. This aid guarantee is funded equally by the Taconite Environmental 
Protection Fund and the Northeast Minnesota Economic Protection Fund. The aid 
payments covered by the guarantee are listed as follows: 

1. 2.5-cents City and Town Fund 
2. 12.5-cents Taconite Municipal Aid 
3. a) 23-cents School Fund 

b) 6-cents School District Fund 
c) Taconite Referendum Fund 

4. a) 15.5-cents Taconite County Fund 
b) 4-cents Taconite County Road 

and Bridge Fund 
5. a) Taconite Property Tax Relief is not 

covered by M.S. 298.225, but guaranteed 
separately by the Economic Fund as stated 
in M.S. 298.293 ' 

b) .75-cents Electric Power Plant Fund 
(Erie-Cook County) 

6. 3-cents Escalated to I.R.R.R.B. 
7. .2-cents R.A.M.S. 



Bm.CTIOO TAX DISTRIBUf ICJ.6 RtfflJ 00 PPST CIDPATIW TAX DISJRIBUflCJ.6 

Some or the present production tax distributions are "grandfathered" amounts 
which, in the past, were distributed from the general fund based upon 
occupation tax collections. These distribution amounts became effective with 
the collection or the 1975 production tax. They are based upon amounts 
distributed in 1975 from the 1974 occupation tax. · 

City/Township Municipal Aid School District School.Aid 

Aurora $ 3,047 316-Coleraine $ 63,088 
Babbitt 60,872 319-Nashwauk-
Eveleth 3,526 Keewatin 7' 124 
Gilbert 1, 606 381-Lake Superior 115, 957 
Hibbing 25,747 691-Aurora-
Hoyt Lakes 92,896 

, 
Hoyt Lakes 198,878 

Keewatin 8,326 692-Babbitt 121,743 
Mt. Iron 145,670 693-Biwabik 51, 971 
Nashwauk 8,079 697-Eveleth 13,475 
Silver Bay 57,979 701-Hibbing 51,493 
Virginia 2,841 706-Virginia 2,470 
Great Scott Twp. 11,910 710-St. Louis 
Greenway Twp. 7,511 County 16,096 
Lone Pine Twp. 2,820 712-Mt. Iron-
McDavitt Twp. 8,048 Buhl 3l5.l6Q 
Nashwauk Twp. 8,370 i957,!l55 
White Twp. 29.!lBl 

$!17B.729 

JJm.JllE FmmIY I~ lllJIF 

The taconite homestead credits described on pages 9 and 10 are administered by 
the county auditors for the eligible relief areas within the county. The 
amounts payable in 1985 are listed as follows: 

Total Listed By County: 
St. Louis County 
Itasca County 
Lake County 
Crow Wing County 

$ 6,385,697 
$ 2,151,647 
$ 675,717 
$ 480,716 

Total Listed By School District 
001-Aitkin $ 443,070 
166-Cook County $ 229,465 
182-Crosby/Ironton $ 467,733 
316-Coleraine $ 476,159 
318-Grand Rapids $ 1,320,645 
319-Nashwauk/Keewatin $ 309,519 
381-Lake Superior $ 793,727 
691-Aurora/Hoyt Lakes$ 398,147 
692-Babbitt $ 201,534 
693-Biwabik $ 165,208 

Aitkin County $ 430,087 
Cook County $ 229,465 
Koochiching County .... i __ .... !l_, l .... 0~7 
TOTAL PAID IN 1985: 

695-Chisholm 
696-Ely 
697-Eveleth 
699-Gilbert 
701-Hibbing 
706-Virginia 
708-Tower/Soudan 
710-St. Louis Cty. 
712-Mt.Iron/Buhl 
TOTAL PAID IN 1985: 

i rn. 357. !136* 

$ 572,532 
$ 409,210 
$ 527,463 
$ 227,481 
$ 1,428,984 
$ 967,507 
$ 206,027 
$ 694,952 
i 336. 136 
$ rn, n5. !199* 

•Mobile home credit included in county totals but omitted for some school 
districts. 
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JNtf 5 

A\tlm DISlRIBUf 100 a= ll£ Rm.Cf l(}J TAX 

(CENJS-PER-100) 

1985 DI SIR IM I ON < 1984 PRCIUJ ION YE#<) 
MSED ON 35,688,592 IAXIH.E IO\S 

Aid Recipient Cents Per Taxable 

Taconite Cities and Towns 3.3 
Taconite Municipal Aid 16.4 
School Districts 50.0* 
County 29.3 
County Road and Bridge 7.5 
Taconite Property Tax Relief 24.9 
State of Minnesota 1.0 
I.R.R.R.B. 9.0 
R.A.M.S. .3 
Taconite Railroad Grand-

father Amount 8.9 
Taconite Environmental 

Protection Fund 24.4 
N.E. Minnesota Economic 

Protection Fund 5.2 
School Bond Credits & Payment 2.8 
Filtration Plant Credit .7 
Prior Year Tonnage Correction Credit 7.6 
1984 Court Case Credits 19.4 

210.7 

Ton 

*43.9 cents-per-ton will be subtracted from aids or 
levies a taconite school district would otherwise 
receive. The six-cent and 23-cent school funds and 
the school portion of taconite railroad fund are 
subtracted while the taconite referendum money is 
in addition to state aid". 
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TJU..E 6 - ~CF TP<lJ'lllE FBil.CTIOO I.AX DISJRIWflCJ'f 

PJWDDCTJ:ON YEAR: 1975 1980 1981 1982 1983 1984 

City & Township $ 936,388 $ 1,353,460 $ 1,382,071 $ 1, 361, 734 $ 1,362,133 $ 1,192,100 
Taconite Municipal Aid 3,399,588 6,810,913 6,776,025 6,701,700 6,701,700 5,855,757 
School District - Regular 10,396,319 3,304,789 3,383,849 3,336,407 3,336,709 2,920,098 
School District Fund -0- 12,735,853 12,670,617a 12,531,638a 12,531,638 10,967,343 
Taconite Referendum Fund -0- -0- 4,198,133 3,866,675 3,867,247 3,958,435 
County 3,771,167 10,809,240 11,891,939 11,756,167 11,814,390 10,437,393 
County Road & Bridge 591,524 2,784,744 3,056,888 3,028,085 3,043,061 2, 688, 626 
Taconite Prop. Tax Relief 8,688,442 17,351,585 19,317,006a 15,684,072a 13,261, 767 8.,884,109 
State 240,363 480,280 550,897 544,853 544~853 343,974 
I.R.R.R.B. ($.03 Indexed) 1, 073, 275 2,001,839 2,265,289 2,150,722 2,~61,750 1, 958, 162 
Range Association of 

Municipalities & Schools -0- 110,747 110,181 108,972 108,972 95,003 
Taconite Railroad (Fixed) -0- 3,160,899 3,160,899 3,160,899 3,160,899 3,160,899 
I.R.R.R.B. (Fixed) -0- 1, 252, 520 1,252,520 1,252,520 1,252,520 1,252,520 
710 School Bond Payment -0- -o- -0- 240,000 240,000 240;000 
Filtration Fund 1,250,000 -0- -0- -0- -0- -0-
Taconite Environmental 

Protection Fund -0- 15,663,492 19,736,911 11,785,651 6,029,799 8,719,590 
N.E. Minnesota Economic 

Protection Fund -0- 9.358.171 9. 265. 064 2.793.123 (2.076.400) . . _t.1t40 • 2-4.6 

TOTAL: $30,347,066 $87' 178, 532 $99,018,289 $80,303,218 $67,341,038b $64,514,255c 

*The production tax is collected and distributed in the year following production, e.g., the 1984 production tax 
was collected and distributed during 1985. 

a) Actual distribution payments differ due to overpayments made from the School District Fund from the 1981 
production year. 

b) Total after school bond credits have been taken. 

c) Total after the school bond, filtration plant and Erie II court case and prior year tonnage 
correction credits have been taken. 

, 

I 
.::::t ..... 
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Ifft F 7 - JP{IW[JE RJDcr100 TAX DISJRIElJ[ICNi m CITIES & TCW&lles - 1985* 

Mining & Taconite•• Taconite 
C1t1~~ ' IQHnab1P~ CS2DQ~Dt~at1os Ba1l~oad Mno:lo:l;pal A:ld let.al 
Aurora $ 1,720 $ $ 153,081 $ 154,801 
Babbitt 98,871 166,767 190,367 456,005 
Biwabik --- 80,448 80,448 
Bovey 45,801 45,801 
Buhl . 72,336 72,336 
Calumet 26,422 26,422 
Chisholm 334,074 334,074 
Coleraine 62,871 62,871 
Crosby 124,954 124,954 
Ely 271,541 271, 541 
Eveleth 44,358 287, 128 331,486 
Franklin 3,800 1, 521 5,321 
Gilbert 154,694 154,694 
Hibbing 257, 148 1,216,430 1, 473, 578 , 
Hoyt Lakes 155,805 152,153 260,657 568,615 
Ironton 30,252 30,252 
Keewatin 21, 389 88,568 109,957 
Kinney 5,263 25,182 30,445 
Leonidas 2,985 5,352 8,337 
Marble 42,647 42,647 
McKinley 12,957 12,957 
Mountain Iron 299,963 360, 176 660,139 
Nashwauk 13,026 87,000 100,026 
Riverton 6,310 6,310 
Silver Bay 93,672 152,706 214,992 461, 370 
Taconite 18, 647 18,647 
Trommold 4,732 4,732 
Virginia 18,346 625,335 643,681 
Balkan Township 52,618 52,618 
Bass Brook Township 105,405 105,405 
Bassett Township 11,745 11,745 
Beaver Bay Township 12,565 12,565 
Biwabik Township 58,252 58,252 
Breitung Township 52,562 52,562 
Crystal Bay Township 6,951 6,951 
Fayal Township 3,449 122,531 125,980 
Grand Rapids Township 179,093 179,093 
Great Scott Township 8,646 34,970 43,616 
Greenway Township 16,590 71,688 88,278 
Irondale Township 47,153 47,153 
Lone Pine Township 5,434 2,464 7,898 
McDavitt Township 59,521 38,411 97,932 
Nashwauk Township 15,081 53,058 68, 139 
Rabbit Lake Township 10,366 10,366 
Schroeder Township 47,700 18,309 66,009 
Silver Creek Township 20,612 20,612 
Stony River Township 19,943 19,943 
White Township 30,840 152,291 183,131 
Wolford Township 9,859 9,859 
Wuori Township 36.193 ~2.252 78.~~5 

TOTALS: $ 1,192,100 $ 591, 142' $ 5,855,757 $7,638,999 

I • All distributions in 1985 result from 1984 production year tax revenues. 
•• Taconite railroad aids are a fixed amount paid from current production tax 

revenues based on 197'7 Taconite Railroad Gross Ear.nings Tax distributions. 

j 
I' 
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IM E 8 - TPW'JIIE fRillJ]OO I.AX DISJRIMIOO TO CilMIES - 1985* 

County Road 
Regular County & Bridge Taconite 

County_ 15.5-cents Escalated 4-cents Escalated Railroad Total 

Cook $ 105,259 $ $187,190 $ 292,449 
Itasca 639,987 165,166 805,153 
Lake 800,513 206,603 243,034 1,250, 150 
St, Louis 8,891,634 2,316,857 354.153 ~,562,644 

TOTAL: $10,437,393 $2, 688, 626 $784,377 $13,910,396 

*Distribution in calendar year 1985 is based on 1984 production year. 

TJ.U F 9 - TJmilJE FBll.CTIOO I.AX DISJRIWflOO TO sam_ DISJRICIS - 1985* 

School Districts .L.Q.6. 

1 - Aitkin $ 
166 - Cook County 59,0541 
182 - Crosby -

Ironton 
316 - Coleraine 90,827 
318 - Grand Rapids 
319 - Nashwauk -

Keewatin2,3 148,363 
381 - Lake Superior 224,813 
691 - Aurora -

Hoyt Lakes 378,059 
692 - Babbitt4 237,290 
693 - Biwabik 74,018 
694 - Buhl7 33,381 
695 - Chisholm 
696 - Ely 
697 - Eveleth 121,903 
699 - Gilbert 
701 - Hibbing 549,615 
703 - Mt. Iron5,7 719,912 
706 - Virginia 140,012 
708 - Tower -

Soudan 
710 - St. Louis 

County6 BZ,851 
$2,920,098 

.L.Z3. 

$ 760,062 
321,033 

615,011 
470,206 

2,334,032 

263,518 
711,873 

404,478 
168,058 
215,145 
151,615 
272,486 
310,320 
335,419 
145,250 

1, 079, 289 
354,701 
593,951 

327,271 

l ,133, 625 
$10,967,343 

$ 

Taconite 
Railroad 

427,383 

552,774 

345,802 
459,421 

$1, 785, 380 

Taconite 
Referendum 

$ 140,410 
56,732 

175,762 
263,340 
435,921 

126,658 
361, 315 

232,248 
140,914 
54,521 
65,122 

179,487 
134,297 
194,209 
92,901 

518,921 
113,824 
272,535 

42,696 

356,622 
$3,958,435 

• - Distribution in calendar year 1985 is based on 1984 production year. 
1) - Erie Power Plant distribution 

Total 

$ 900,472 
864,202 

790,773 
824,373 

2,769,953 

538,539 
1,850,775 

1,360,587 
1,005,683 

343,684 
250,118 
451,973 
444,617 
651,531 
238,151 

2,147,825 
1,188,437 
1,006,498 

369,967 

1,633,098 
$19,631,256 

2) - Butler Taconite received school bond credit of $38,180 for school bond payment. 
3) - National Steel received school bond credit of $92i573 for school bond payment. 
4) - Reserve Mining received school bond credit of $34,263 for school bond payment. 
5) - U. S. Steel received school bond credit of $609,849 for school bond payment. 
6) - S.D. 710 received school bond payment of $240,000 from Commissioner of Revenue. 
7) - Mt. Iron and Buhl consolidated into School District No. 712 on July 1, 1985. 

-16-



Butler 
Erie4 
Eveleth 
Hibbing 
Inland 
National 
Reserve 
u. s. Steel 

TOT.AL: 

Butler 
Erie 
Eveleth 
Hibbing 
Inland 
National 
Reserve 
u. S. Steel 

TOT.AL: 

IM E 10 - TJmJIJE ERILCTICli JWl TAX IEfN..E - BY Fllft1 

ERILCTIOO YEIR 1984 

Production Taxable Production-
Tons Tonnage1 Tax Rate2. Tax Reyenue3 

1,989,952 1,989,952 $2 .1107885 $ 3, 911, 262 
4, 696' 117 4,696,117 2.1034173 5,842,623 
3,932,117 3,932,117 2.1016155 7 ,939,637 
6,075,049 6,075,049 2.1124266 12,435,788 
2,032,164 2,032,164 2.1158665 4, 069,686 
4, 584, 782 4,584,782 2.1098057 8,901,724 
3,666,288 3,666,288 2.1007964 6, 127, 993 
B,712,123 a.112.123 2.1Q!lQ725 15,265,5!12 

' 
35,688,592 35,688,592 $2.1065837 $ 64,514,255 

ESTlftnTW Em ERILCTIOO YEtR 1985 

Production Taxable Production 
Tons Tonnage5 Tax Rate2 Tax Revenue3 

950,000 1,469,976 $2.0475599 $ 2,807,519 
4,800,000 4,748,059 2.0475599 8,948,169 
3,000,000 3,466,059 2.0475599 6,839,893 
5,000,000 5,537,525 2.0475599 11,023,077 
2,000,000 2,016,082 2.0475599 3,976,889 
4,ooo,ooo 4,292,391 2.0475599 8,264,213 
3,200,000 3,433,144 2.0475599 6,029,00:3 
9,500,000 9,106,062 2.0475599 16. 42!1, 102 

32,450,000 34,069,298 $2.047559~ $64, 312, 865 

1) The 1984 taxable tonnage was the 1984 production~year~tonnage. -

2) The base rate of $1.25 per ton is adjusted for any increase in the steel mill 
products index over the 1977 base. The steel mill products index escalation 
factor for the 1984 production year was 1.6380479. This base rate ($2.0475599) 
will be frozen for the 1984, 1985 and 1986 production years. An additional tax 
is imposed on each firm based on the iron content of the pellets produced by the 
firm (this additional tax will be reduced by 50 percent for the 1984 production 
year and eliminated for 1985 and subsequent production years). This is the tax 
rate before any credits are allowed. 

3) Production tax revenue after school bond credits, the 1984 court settlement 
credits, and the water filtration plant credit have been taken. 

4) Erie had a tonnage correction for the 1978 - 1983 production year. As a result, 
a credit of $2,716,034 was applied to the 1984 production year. 

5) The 1985 taxable tonnage is the average production tonnage of the 1984 and 1985 
production years. 
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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 
1984 
1985 est. 

Tift E 11 - TJW.JllE Rm1ID CllllEPHE a= TCNi) Jtll 
Amtr1rn TAX m 1 FCtid\6clH11)1WEa= mTIR5> 

1955 - 1985 

Production Productiona Revenue Rate Taxableb Tax Rateb 
IQD§ Tii!.x B~x~rw.ii! fcgdi.u~ti~m TQn Tgn~ Iii.Xii.bl~ Ign 

b) . 
1,341 $ 78 $ .058 The 1977 law was the 
5,069 297 .059 first to apply the pro-
6,812 397 .058 duction tax rate against 
8,574 500 .058 "taxable tons", the 
8,414 528 .063 greater of the current 

years production or the 
13,390 735 .055 three-year average of pro-
13,187 766 .058 duction tons. Due to a 
14,526 842 .058 negotiated settlement of 
16,701 972 '.058 court cases, the "taxable 
18,505 1,075 .058 tonnage" for 1984 is the 

current year only. Future 
19,004 1,104 .058 years will be a two-year 
21,677 1,257 .058 average for 1985 and a 
24,311 1,427 .059 three-year average for 
30,269 1, 782 .059 1986 and beyond. (Note: 
33,410 3,778 .113 This is the calculated tax 

rate befQ;ce any credits 
35,348 4,253 .120 are applied). 
33,778 5,539 .164 
34,544 7,002 .203 
41,829 10, 159 .243 
41,053 11,952 .291 

40,809 30,347 .744 
40,575 30,857 .160 
26,372 48,891 1.854 37,759 $ 1.295 
49,5lJ5 69,394 1.401 49,614 1.399 
55,333 88,485 1.599 55,373 1.598 

43,060 87I179 2.025 50,296 1.733 
49,369 99,018 2.006 51, 799 1.912 
23,445 80,305 3.425 38,624 2.079 
25, 173 67,341 2.675 33,302 2.047 
35,689 74,156C 2.078 35,689 2.107 
32,450 68,741d 2.118 34,069 2.048 

a) Production tax revenue does not include school bond payments by some companies 
or filtration plant credits. School Bond Credits (1984) -- $774,865; Filtra­
tion Plant Credits -- $250,000. 

c) Production tax "revenue" for 1984 includes $6,925,851 which will be returned 
to the industry as a credit for overpayments and interest due to the negotiated 
settlement of production tax court cases, and a $2,716,034 credit resulting from 
a tonnage correction for Erie Mining Company for the years 1978-1983. 

' 

d) Production tax "revenue" for 1985 includes $4,428,512 which will be returned to 
the industry as a credit for overpayments and interest due to the negotiated settle­
ment of the production tax court cases. 
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Prior Year 
Total Tax Erie II School Tonnage Filtration 

Production Before Court Case Bond Correction Plant Net Tax 
I.1rJ!l _ Tonnajt_e _ _Tax Rat_e Credits Credits Credits Credits Credits Collected 

Butler 1,989,952 $2.1107885 $ 4,200,368 $ 250,926 $ 38,180 $ -0- $ -0- $ 3, 911,262 
Erie 4,696, 117 2.1034173 9,877,894 1,319,237 -0- 2,716,034 -0- 5,842,623 
Eveleth 3,932,117 2.1016155 8,263,798 324,161 -0- -0- -o- 7,939,637 
Hibbing 6,075,049 2.1124266 12,833,095 397,307 -0- . -0- -0- 12,435,788 
Inland 2, 032, 164 2.1158665 4,299,788 230,102 -0- -0- -0- 4,069,686 
National 4,584,782 2.1098057 9,672,999 678,702 92,573 -0- -0- 8,901,724 
Reserve 3,666,288 2.1007964 7,702,125 1, 289, 869 34, 263 -0- 250,000 6, 127 ,993 
U.S. Steel 8,712,123 2.1040725 18,330.938 2,435,547 609,849 -0- -0- 15.285.542 

Totals: 35,688,592 $2.1065837 $75,181,005 $6,925,851 $774,865 $2,716,034 $250,000 $64,514,255 

HmIT 100 TAX QE)ITS flfilll Ni EID1 TI£ ER IE IT Cil.RI rPSE 

PRODUCTION YEAR 

Il.RM 19.6ll ~ .19.a2. .l9.B7. .19M 'l'OTliL 

Butler $ 250,926 $ 164,348 $ 156,396 $ 148,444 $ 140,491 $ 860,605 
Erie 1,319,237 773,766 736,326 698,884 661,444 4,189,657 
Eveleth 324,161 257,070 244,632 232,194 219,754 1, 277, 611 
Hibbing 397,307 315,337 300,079 284,820 269,562 1,567,105 
Inland 230,102 151,160 143,846 136,532 129, 217 790,857 
National 678,702 432,585 411,653 390,723 369,790 2,283,453 
Reserve 1,289, 869 750,565 714,247 677,930 641,613 4,074,224 
U.S. Steel 2,435,547 1,583,681 1, 507, 051 1,430,420 1,353,792 - 8.310. 491 

Totals: $6,925,851 $4,428,512 $4,214,230 $3,999,947 $3,785,663 $23,354,203 

The credits consist of all interest to date plus one-fifth of the initial principal and will be paid back by 
not collecting that amount of money from each firm. The production year credits will be applied to the taxes 
payable in the following year. For example, the 1984 production year credits will be applied to the taxes 
payable in 1985. 
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INTRODUCTION 

In 1921, the Minnesota State Legislature imposed a special tax, the occupation 
tax, upon " ••• every person engaged in the business or mining or producing iron 
ore or other ore in this state." The occupation tax generally resembles a 
corporate income tax. 

DETERHINATIOI OF JAi.DE OF ORE FOR PURPOSE or TAX 

The determination process consists or ~wo major steps. The first step is the 
determination or the value or iron ore at the mouth or a Minnesota mine, the 
starting point for Minnesota's occupation tax. Because no published market 
price exists for ore at the mouth or a Minnesota mine, the value is calculated 
rather than directly set by the market. The value is determined by deducting 
expenses incurred beyond the mouth or the mine from the recognized and pub­
lished market value or iron ore delivered to Lake Erie ports. In effect, this 
value is obtained by working backward from a Lake Erie port dock to the mouth 
or a Minnesota mine. 

Expenses subtracted from the Lake Erie value of iron ore to arrive at the mouth 
or the mine value are known as Nonstatutory Deductions. These deductions are 
not specified by statute but result from administrative practice and court deci­
sions regarding valuation. Included in this expense category are stockpiling 
and loading costs, transportation costs from the mine to Lake Erie ports, 
beneficiation (ore processing) costs, and other miscellaneous expenses incurred 
beyond the mouth of the mine which are quoted in the Lake Erie value or ore. 

The second step is the procedure of determining the value of ore for purpose 
of tax. Subtracted from the value or iron ore at the mouth of a Minnesota mine 
are certain expenses, specified by statute, called the Statutory Deductions. 
Included in the statutory deductions are: 

1 • Mining costs 
2. Amortized development costs 

•3. A portion or the ad valorem taxes applicable 
to tonnage mined (for taconite producers, a 
portion of the production tax) 

4. Royalty expense 
5. Plant and equipment depreciation 
6. Other miscellaneous expenses 

After subtraction of the statutory deductions, a taxable value of ore is 
established. 

•The 1985 legislature allowed as a deduction "the amount of the ad valorem 
taxes levied and paid for the year against the ~ealty in which the ore is 
deposited." 
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Minnesota's occupation tax is somewhat more restrictive than a corporate income 
tax. Examples of non-allowable expenses are: contributions, depletion 
allowances, royalty taxes, loss 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, initially six percent in 1921, has varied over the 
years. Currently, the rate is 15 percent for all ores mined or produced before 
January 1, 1986. Legislative changes reduce the rate to 14.5 percent for ores 
mined in 1986 and 14 percent for ores mined in 1987 and subsequent years. 

OCCVPATIOR TAX CBEDITS 

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

' 
Net Effective Rate 

Taconite Company (After Labor Credit) 
Butler Taconite Company 6.75% 
Erie Mining Company 6.75% 
Eveleth Mines 6.75% 
Hibbing Taconite Company 10.96% 
Inland Steel Mining Co. 8.20% 
National Steel Pellet Co. 8.76% 
Reserve Mining Company 6.75% 
U. S. Steel (Minntac) 7.92% 
TOTAL TACONITE OCCUPATION TAX DUE: 

Natural Ore Company 
LTV Steel Company 14.54% 
Rhude & Fryberger, Inc. 15.12% 
TOTAL NATURAL ORE OCCUPATION TAX DUE: 

1984 
Occupation Tax Due 

$ 1,512,978 
3,930,005 

-0-
10, 130, 427 

275,892 
4,751,179 

-o-
9, 314, 873 

$29,915,354 

$ 

379,536 
62,149 

441,685 

Beginning with 1985, both taconite and natural ore producers benefit from the 
labor credit which reduces the net effective occupation tax rate from 15 
percent to a minimum of 6.75 percent. This rate will decrease with the 
occupation tax rate to a minimum of 6.25 percent in 1986 and 5.75 percent in 
1987 and subsequent years. This net effective occupation tax rate also applies 
to royalty taxes for operating mines. 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 
exceeding the value of ore. Small 
discount credit for selling ore 
The discount credit was extended 
1984 legislature. 

OCCUPATION TAJ .ALLOCATION 

allowed a loss mine credit for mining costs 
independent iron ore producers are allowed a 
below the quoted Lake Erie Value of the ore. 
to ore stockpiled from previous years by the 

The proceeds from the occupation tax are deposited in the state general fund. 
Distribution is constitutionally mandated witn 40 percent to elementary and 
secondary schools, 10 percent for the University of Minnesota, and 50 percent 
in the general fund. The only other distribution of occupation tax is one-cent 
per ton to the I.R.R.R.B. This is designated for the Region 3 fund, which must 

..be used for environmental development grants in Region 3 - Northeastern 
Minnesota. 
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I 1955 - 1985* 

I 
Iron Ore Taconite Totals I 

I 

Tons Occup'tn. Tons Occup'tn. Tons Occup'tn. 
.I.e.slr. Produced Tax Produced Tax Produced Tax 

1955 66,545 $31,501 1, 341 $ 0 67,886 $31,501 
1956 57,529 27,480 5,069 0 62,598 27,480 
1957 61,304 33,106 6, 812 , 154 68, 116 33,260 
1958 33,247 16,353 8,574 161 41,821 16,514 
1959 27,578 11,942 8,414 93 35,992 12,035 

1960 44,042 20,655 13,390 638 57,432 21,293 
1961 30,458 13,010 13, 187 898 43,645 13,908 
1962 30,543 11,276 14,526 1,108 45,069 12,384 
1963 28,682 10,886 16,701 1, 426 45,383 12,312 
1964 30,636 12,921 18,505 1,658 49,141 14,579 

1965 33, 462 15,646 19,004 1, 740 52,466 17' 386 
1966 32,601 15,545 21, 677 1, 898 54,278 17,443 
1967 25,480 12,646 24,311 1, 611 49,791 14,257 
1968 21, 893 10,802 30,269 1, 807 52, 162 12,609 
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 12,1m· 51,033 13,940 
1982 789 719 23,445 3,34 .. 24,234 4,067 
1983 851 49~ 25,173 7,386 • 26,024 7,885 
1984 850 442 35,689 29,915 .. 36,538 30,357 
1985 est. 1,450 §00 32,450 18,000H 33,900 ~500' 

•The years are production years, tax was assessed in the following year and collected 
on June 15. 

••Adjusted by provisions of M.S. 298.40. 
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1971 
1972 
1973 
1974 

I ·1975 
I\) 1976 w 1977 I 

1978 
1979 

1980 
1981 
1982 
1983 -
1984 

l -

IAElE 1~ 
"" 

cm~"RF 
Il<mllE IN151Rt CJi.Y 

(1) 
Tona Cost Of (2) (3) Depreciation: 

Produced Lake Erie Benefi- Transpo~ Develop- Cost of Std. Plant & .ldain. 
IDDD Tons} Value ciaU.on tat ion -nt Min:llllr Motor Bauio. hoenae 

33,778 17.408 6.922 4.421 .579 1.578 .289 .133 
34,554 17.437 7.398 4.420 .665 2.019 .300 .148 
41,829 18.034 7.018 4.719 .600 1.961 .267 .140 
41,053 22.122 8.188 5.790 .737 2.142 .270 .150 

40,809 28.846 9.720 6.835 .890 2.715 .330 .186 
40,575 32.200 11.560 7.557 1.219 3.030 .470 .208 
26,372 34.827 17.816 8.075 1. 415 4.116 .900 .440 .. 
49,545 37.080 14.950 8.710 1.497 3.827 .519 .310 
55,333 41.306 16.440 9.789 1. 760 4.000 .516 .417 

43,060 46.365 21.181 10.627 2.006 4.556 .122 .587 
49,369 51.106 21.171 13.25.11 2.155 5.135 .646 1.202 
23,445 53.946 31.339 12.600 2.212 5.290 1.357 3.002 

. 25,·173 56 .178 26.862 12.982 1 • .1185 4.088 1.229 3.097 
35,689 56.480 20. 107 13.025 1.997 3.760 .737 3.430 

(1) Cost of Beneficiation includes labor, supplies, depreciation and interest, misoellaneous, 
marketing and marine insurance. 

......... + 

Taub le 
Value of 

Jl1K.... RovaltY Production 

.221 .655 2.609 

.250 .657 1.569 

.220 .679 2.419 

.300 .818 3.648 

.435 .976 6.746 
,570 1.077 6.496 
.928 1.110 ( .031) 
.766 1.259 5,234 
.880 1.320 6.166 

,932 1.4.114 4.308 
1.003 1.704 4.835 
1.438 2.078 (5.372) 
1.721 1.831 2.883 
1.104 1.691 10.629 

sales and use tax expense, 

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

Occupation 
Tax Due 

.159 

.106 

.163 

.246 

.464 

.450 

.121 

.388 

.435 

.321 

.257 

.140 

.453 

.838 

(3) Cost of Mining includes mining labor and supplies, plus the 25-cent per ton production tax deduction allowance for each year. 
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Tons 
Produced 

1981 49,369 

1982 23,445 

1983 25,173 

1984 35,689 

Occ. Tax Report 

Tons 
Produced 

1981 49,369 

1982 23,445 

1983 25,173 

1984 35,689 

Occ. Tax Report 

Beneficiation 
Labor 

$232,195 

$153,361 

$158,209 

$112,415 

Line 3A 

Mining 

TJ.H F 15 

CIIlPATIOO TAX rmRr PER TOO CIE1S 

IHfFICIATIOO Pl() MININi - TJmillE CllY 

COOO's Tons and Dollars) 

Beneficiation 
Beneficiation Depreciation & 

Per Ton Supplies Per Ton Interest Per Ton 

$4.703 $583,411 $11.817 $197, 150 $3.994 

$6.541 $366,730 $15.642 $188.239 $8.029 

$6.285 $325,389 $12.926 $184,617 $7.334 

$3.150 $419,708 $11.760 $173,211 $4.853 

Line 3B Lines 3C & 3D 

Mining 
Mining Cost of Depreciation 

Labor .f.er Ton Sunnlies Per Ton Miniruz Per Ton 

$107,643 $2.180 $132,754 $2.689 $4.869 .646 

$ 56,247 $2.399 $ 57,952 $2.472 $4.871 1.357 

• 49,284 $1.958 $ 44,428 $1.765 $3.123 1.229 

$ 60,957 $1. 708 $ 63,600 $1. 782 $3.49 .737 

Line 9A Line 9B Line 9C 

Benet./ Total 
Misc. Benef. 

Per Ton Per Ton 

$ .473. - $20. 987 

$ .795 $31.007 

$ .079 $26.624 

$ .088 $19.851 

Line 3E 

Total 
Mining Costs 
Per Ton 

$5.515 

$6.228 

$4.952 

$4.227 

All numbers not on Line 3 or Line 9 of the Occupation Tax Report have been eliminated. 

I 
.::t 
C\I 
I 

... 



M.S. 298.40 ANJ llf IPID"JllE MNMNT 

Minnesota Statute 298.40 and the Taconite Amendment to the Minnesota 
Constitution were passed by the voters in 1963 and 1964. These previsions 
limited the taxes imposed upon the two existing taconite producers (Reserve 
Mining Company and Erie Mining Company) and any new taconit~ 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. Table 16 - M.S. 298.40 Credit Summary provides details on credits and 
taxes not collected. 

The Taconite Amendment and M.S. 298.40 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 under 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 liable. Any amounts collected in 
excess of this limitation must be repaid to the taconite company. The 1985 
legislature authorized refunds of overpayments beginning with taxes payable in 
1985. 

Refunds were statutorily prohibited for all prior years, thus overpayments 
(credits) continue to be returned 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. 

The 1985 legislature also authorized refunding of prior year credits in 1986 
and 1987, one-half of remaining balance paid on July 1 CONTINGENT upon a budget 
reserve of $450 million. The same refund procedure was authorized for 1988 and 
1989 without the contingency provision. 

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. 1985, (June 30, 1985), approximately $16.6 million exceeded 
the M.S. 298.40 limitation and was not collected. As of June 30, 1985, credits 
owed to the mining industry in the accounts payable exceeded $31 million. An 
additional $38 million in taxes has not been collected since 1981 to "repay" 
credits owed to the taconite industry. The M.S. 298.40 credit summary provides 
more details on credits and the taxes applied to "offset" such credits. 
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IAlll 16 - M.S. 298.40 CREDIT Sl»mY 

OCCUPATION TAX 

Tax Due (1) Tax in Excess (2) Tax Applied to 
Prior Year 

M.S. 298.40 Credits 
!No_t_ ~nJ.le_e._t_eiil 

Without 
M.S. 298.40 
Limitation 

1980 15,910,944 
1981 17' 175, 966 
1982 6,200,496 
1983 11,401,855 
1984 . 33, 061, 342 
1985 est. 21,000,000 

1982 
1983 
1984 
1985 est. 

1983 
1984 
1985 est. 

I.ex Due 

7,246,363 
5,765,048 
7D110, 166 
6,000,000 

Tax Due 

926,207 
1,678,295 
1,400,000 

of M.S. 298.40 
Limitation 

(Not Collected) 
Net Occupation 

T_a,X_ Du_e 

( 2,103,345) 
( 4,468,413) 
( 2,852,661) 
( 4,016,073) 
( 3,145,988) 
( 3,000,000) 

13,807,599 
12,707,553 
3,347,835 
7,385,782 

29,915,354 
18,000,000 

SALES AND USE TAX 

-0-
( 1,335,265) 
( 3,347,835) 
( 4,999,484) 
(19,309,767) 
{ 8,000,000) 

(3) Less: Tax Applied to Prior Year 
M.S. 298.40 Credits (Not Collected) 

( 750,261) 
(2,613,605) 
(4,283,181) 
(3,600,000) 

RAILROAD GROSS EARNINGS TAX 

(4) Less: Tax Applied to Prior Year 
M.S. 298.40 Credits (Not Collectegj_ 

( 640,512) 
(1,678,295) 
( 890,000) 

* This amount refunded when occupation tax due. 
(1) 1980-1984 Occupation Tax exceeding M.S. 298.40 limitation (not collected) 
(2) 1981-1984 Occupation Tax applied to M.S. 298.40 credits (not collected) 
(3) 1982-1984 Sales Tax applied to M.S. 298.40 credits (not collected) 
(4) 1983-1984 Railroad Tax applied to M.S. 298.40 credits (not collected) 

Actual Tax 
Collected 

13,807,599 
11,372,288 

-0-
2, 386, 298 

10,605,587 
10,000,000 

M.S. 298.40 
Credit Due 

(2,792,456) 
(3,339,239) 
(2,829,758) 
(1,702,219) 
( 1 , 775., 324). 
(1,000,000)* 

Actual Tax Collected 

6,496,102 
3,151,443 
2,826,985 
2,400,000 

Actual Tax Collected 

$16,586,480 
$28,992,351 
$ 7,647,0117 
$ 1,678,295 

285,695 
-0-

510, 000 

I 
\0 
C\I 
I 
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Since 1909, 
assessed by 
levy is set 
municipality. 

Minnesota's 
the state 

by the 
The tax 

natural iron ore reserves have been estimated and 
for ad valorem tax purposes. The actual ad valorem tax 

county, the school district, and the local township or 
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 use 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. 

The Department uses a five-year average for allowable costs taken from the 
occupation tax report each year. A five-year average of the Lake Erie Market 
Value of iron ore is also used. ,. These averages are used to help reduce 
fluctuation of value due to sudden cost-price changes. 

The following expenses are allowed as a deduction from the Lake Erie Market 
Value on the computation of present worth (Hoskold Formula): 

1a. Mining, normal costs 
1b. Mining, special costs 
2. Beneficiation 
3. Miscellaneous {property 

tax, medical insurance, 
etc. 

4. Development (future) 
5, Plant and Equipment (future) 

6. Freight and Marine Insurance 
7, Marketing Expense 
8. Social Security Tax 
9. Ad Valorem Tax (by formula) 

10. Occupation Tax 
11. Federal Income Tax 
12. Interest on Development, 

Plant and Working Capital 

These 12 allowable expense items are deducted from the Lake Erie Market Value to 
give the Estimated Future Income (per ton). It should be noted that although 
royalty is allowable as an occupation tax deduction, it is not allowable on 
Minnesota's ad valorem tax. 

The present worth is then determined by multiplying the estimated future income 
(per ton) by the Hoskold Factor. This factor is currently .33971 and is 
determined by the dual interest rate Hoskold Formula. The Department presently 
allows a 12 percent risk rate and six percent safe rate which yields the .33971 
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 ore 
reserves. 

The final step in determining the assessed value is to apply the statutory 
assessment ratio (50 percent for iron ore, 43 percent for other minerals). For 
iron ore, the resulting rate per ton is multiplied by three to determine the 
value of unmined ore as specified by M.S. 273.1104. 

Since 1963, the Revenue Department 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 a major revisions was 
made in 1974. 
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The 1974 schedule is currently in use and is listed below: 

Open Pit (Stripping ratio less 
than five to one) 

Underground and Uneconomic 
(Stripping ratio five to one 
or greater) 

CLA8SifICATIOB 

Merch Ore 
Wash Ore 
Heavy Media Ore 
Paint Rock Ore 

Merch Ore 
Wash Ore 
Heavy Media Ore 
Paint Rock Ore 

UHIT PRICE RATIO 

$.009276 
.004992 
.003865 
.002495 

$~001546 
.000832 
.000644 
.000416 

Open pit ores which are 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 that classification. 

Thus, the rate per ton for an underground wash ore with a rice ratio of 
9.24 would be calculated as follows: 9.24 x .000832 = $.00769 per ton 
valuation. The value of the unmined ore for tax purposes is then 
multiplied by three, as per M.S. 273.1104. 

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

DAB PAYABJ,E co um LOCAL TOTAi. 

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 
1976 1'860, 429 2,599,476 4,459,905 
1977 1, 741, 437 2, 298, 178 4,039,615 
1978 1, 838, 862 2,401,434 4,240,296 
1979 1,920,313 2,483,562 4,403,875 
1980 2,193,940 2, 149,087 4,343,027 
1981 1, 783, 461 1,905,607 3, 689, 068 
1982 1,713,271 2,057,006 3,770,277 
1983 1, 561, 778 1,982,895 3,544,673 
1984 1,591,852 2,107,723 3,699,575 
1985 1,446,983 1, 879, 307 3,326,290 

According to the provisions of M.S. 273.1104, a public hearing to review 
the valuations of unmined iron ore shall be held on the first secular day 
following the 10th day of October. This hearing provides an opportunity 
for representatives of the mining companies and taxing districts to 
formally protest any of the ore estimates or valuation procedures which 
they believe to be incorrect. 

Iron ore ad valorem taxes are expected to continue their long decline with 
a drop occurring in three to four years whe.n the Donora orebody is 
exhausted. 
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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 

January 1 - June 30 
July 1 - December 1 

On or before September 
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 in 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 
School District 
County 
State 

22% 
50% 
22% 

--6.1 
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 Total Tax 
Calendar Year 1M (Tax Not conecfed. > Collected 

1977 $1,509,773 -0- $1,509,773 
1978 $3,267,250 -0- $3,267,250 
1979 $3,634,407 -0- $3,634,407 
1980 $2,983,819 -0- $2,983,819 
1981 $4,960,605 -0- $4,960,605 
1982 $1,354,173 -0- ' $1,354,173 
1983 $ 926,207 $ 640,512 $ 285,695 
1984 $1,678,295 $1,678,295 -0-
1985 (est.) $1,400,000 $ 890,000 $ 510,000 
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R1fftl.TY 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 ruied 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, etc. 

Who is liable 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 ~he tax from payments made to the lessor. 
If the lessee is liable 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 
semi-taconite mining of taconite and semi-taconite is 15 percent. A credit 
which reduces the 15.00 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 th~ terms of the 
mining lease. In most cases, the net effective occupation tax rate for 
taconite is 6.75 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 15.00 percent. 
More significantly, the same labor credits now 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. 

Effective January 1, 1986, the occupation and royalty tax rate on both taconite 
and natural ore will be reduced to 14.50 percent. After applying the labor 
credit, the net effective rate may be lowered to a minimum of 6.25 percent. 
Beginning January 1, 1987, the tax rate will again be lowered. The new rate 
will be 14.00 percent and, after the labor credit is applied, may possibly be 
lowered to a minimum of 5.75 percent. 

The tax rate or labor credit provisions applicable to the mining of base or 
precious metals has been changed. The royalty tax rate which would apply to 
the mining or production of all other ores, including base or precious metals, 
is 15.00 percent. A special labor credit is available which would probably 
reduce the rate for all mines to about 6. 7.5 percent. The scheduled rate 
reductions mentioned above for taconite and natural ore also apply to base and 
precious metals. A lower royalty tax rate (one;percent) may apply during the 
exploration phase and is explained in the section on Copper-Nickel mining. 
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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 additional 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". For all mines, open pit as well as underground, the 
rate will be the same as the minimum occupation tax rate. 

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 nonresident recipients (individuals, partnerships, and corporations) 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. 

For those who file a Minnesota Income Tax Return, royalty must be included as 
income. For those nonresident royalty recipients who have not filed a return, 
income received from Minnesota--including royalty--may have to be repo~ted. 
General filing requirements for Minnesota income tax are as follows: 

A Minnesota Income Tax Return must be filed if: 

--You are SINGLE and your Minnesota gross income 
is over $3,100. 

--You are MARRIED and your combined Minnesota 
gross income is over $5,200, 

Additional exemptions are available for persons 
over 65 and also for the blind. 

Royalty received may qualify for the capital gains treatment if the fee owner 
has owned the property generating royalty income one year or more. 

For more 
Revenue 
Minnesota 
MN 55164. 

specific filing requirements, contact: Minnesota Department of 
at 1-800-652-9094 or 612-296-3781. Send written inquiries to: 

Department of Revenue, Income Tax Division, P.O. Box 64452, St. Paul, 

~-t--)1~ 
·- !.·111~~ . J l· ~~,, ' .. "liilL . __ , 

MAGNETIC SEPARATION 
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1970 
1971 
1972 
1973 
1974 

1975 
1976 
1977 
1978 
1979 

1980 
1981 
1982 
1983 
1984 

HISTCRt': RJYAJY TftX RAlE 

Natural Ore Taconite 

1923 - 1936: 
1937: 
1938: 
1939 - 1940: 
1941 - 1946: 
1947 ... 1948: 
1949 - 1954: 
1955 - 1958: 
1959 - 1971: 
1972 - 1984: 
1985: 
1986: 
1987: 

6.00% 
10.00% 
8.00% 
9.00% 

10.50% 
11.00% 
12.00% 
13.65% 
14.25% 
15.50% 
15.00% 
14.50% 
14.00% 

I/fl F 17 

1948 - 1971: 
1972 - 1985: 
1986: 
1987: 

12.00% 
15.00% 
14.50% 
14.00J 

llD m:;, JKWITE & CJIJ-ER CJE*' rma.JY TAX 

Iron Ore Taconite Other Ore 
Royalty Tax Royalty Tax Royalty Tax 

COOO's) (OOO's) cooo•s> 

$ 966 $ 787 3 
705 1,323 3 
904 1,402 2 

1,289 1, 886 2 
1, 351 1, 994 ,2 

998 2,657 2 
686 2,841 2 
748 2,626 ·2 
894 3,280 21 
807 4,775 34 

713 4,619 22 
429 5,392 44 
619 4,093 13 
445 2,821 13 
536 4,564 7 

Total 
Revenue 

COOO's) 

$1,756 
2,031 
2,308 
3, 177 
3,347 

3,657 
3,529 
3,376 
4, 195 
5,616 

5,355 
5,866 
4,725 
3,279 
5, 107 

•Other Ore may include Copper-Nickel, Base or Precious Metals, or any other 
mineral on which royalty tax is paid. 
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Imposition or 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 oth~r 
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 19 

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 is just 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 liners, 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 or 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 
•dministrative 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 
ot self-assessment, the Minerals Tax Division utilizes auditing and monitoring 
procedures tor 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 
ot major ranking of all tax revenues paid by the mining industry. 

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

.llAll 

1975 $ 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
19811 
1985 (est.) 

.T2n F.,h 

Butler 
Er.t.e 
Eveleth 
Hibbing 
Inla~d 
National 
Reserve 
u.s.s. --1 

.,...__... Shutdown 

M.S. 298.40 
OCCUPATION TAX OFFSET 

SALES TAX (TAX NOT COLLECTED) 

7,214,111 -0-
7,JJ46,168 -0-
7,375,115 -0-
8,573,835 -0-

12,590,481 -0-
9,231,156 -0-

10,535,427 -0-
7,338,653 750,261 
5,808,237 2,613,605 
7,110,166 4,283,181 
6,000,000 3,600,000 

Sales Tax Rate History 

August 1, 1967 
July 1, 1974 
July 1, 1981 
January 1, 1983 

3% 
4% 
5% 
6% 

~CHEDULE OF 1985 SHQTDOWNS BY COMPANY 

Ua" An" MAv Jun Jul A11a 

. ,. . 

- ·- ' 
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SALES TAX 
COLLECTED 

$ 7,214,111 
1, 446, 168 
7,375,115 
8,573,835 

12,590,481 
9,231,156 

10,535,427 
6,588,392 
3,194,632 
2,826,985 
2,400,000 

Ot!t "'"" 1'A~ 

1--

t 
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M.S. 298.2.6 JAX 00 l,ffllrtD JJ(l)NIJE 

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

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 iron ore concentrates 
are produced from a 40-acre tract or governmental lot, said tract or lot are 
exempt from the umnined 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 Minerals Tax Division. This is done through the 
evaluation of exploration and mine planning data submitted by the mining 
companies. 

The categories are listed as follows: 

1. Those lands 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 uru:nined 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. 

TAR£ 1B - TAX m I FCTIQ\E 00 \Mltffi Jlfil\JIJE <YOO AW"SSID>* 

County 19.19. 19..8.0. 19.8.1 ~ ill3. 

Itasca 30,832 28, 263 30,946 32,690 34,741 
St. Louis 2Q8j ~U.6. ~Q3.955 209 s :118 252,Q]] 29~.226 
Totals: 239,748 232,218 240,064 284,701 330,969 

•Taxes are payable in the year following the assessment. 
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TAX Cti ~ MIN:Rlt.. INIEFtSTS 

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 distributed as follows: twenty percent to the State 
Treasurer to be deposited in a special account "Indian Business Loan Account" 
and distributed under the provisions of M.S. 116J.64, which is administered by 
the Indian Affairs Council. The balance will be apportioned to the taxing 
districts in the same proportion as the surface interest mill rate of the taxing 
district is to the total surface interest mill rates in the area taxed. 

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 tor failure to register. 

This issue was addressed by the Minnesota Legislature in 1979, Chapter 303, 
Article I. However, the question as to whether the 1979 amendment satisfies the 
Supreme Court's due process requirement has not been answered in the courts. 

PaJllent to 
Fiscal Year Total Collections Indian Business 

Bndtng ot Atteoted Counties Loan Account 

June 1980 $2'76,655 $ 55,331 
June 1981 $198,096 $ 39,619 
June 1982 $339,635 $ 6'7,92'7 
June 1983 $343,169 $ 68,634 
June 1984 $548,'79'7 $109,'759 
June 1985 $410,416 • 82,083 

HEAT HARDENING ···.~ 
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TAXES 00 CDRR-Nloo:J... MINIMJ 

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 Dulµth Gabbro. Although there has 
been no commercial production to date, several interesting mineralized areas 
have been discovered. .a 

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. Interest has been 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 and probably much longer. 

DEf'INITIOI or COPPEB-IUCJqq. OBE 

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. 

TADS 

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

Type of Tax 

Corporate Income Tax 

Occupation Tax 

Production Tax 

Property Tax 

Royalty Tax 

Sales Tax 

Description 

Same as other corporations, less credit 
for occupation tax paid 

Based on one percent or net value or ore 

Based on crude ore production 

Applies to smelter and surface interests 
or reserve lands 

One percent of royalty paid. No tax on 
state leases. 

Same as other corporations 

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

PRODUCTION TAJ 

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 2120F. 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 lbs.) of crude ore, while the taconite production tax 
applies per long ton (2,240 lbs.) of pellets. The copper-nickel would be 
applied against a much larger base than taconite because or 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. 

OCCVPATIOR TAX 

The current rate of occupation tax is one percent of the value or the ore. 
This value is 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. 

RQIALTY TAX 

The present 
leases, plus 
platinum and 
copper-nickel 
(15.0 percent) 

royalty tax is one percent of the royalties paid on copper-nickel 
an additional one percent of the amount paid on gold, silver, 
other precious metals. The question has been raised as to when 
tax rates (one percent) apply and when the "other ore" rates 
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. Any lease which is not specifically for iron ore, taconite or 
uranium will be classified as a copper-nickel lease. 

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 15.0 percent or the applicable net effective 
occupation tax rate. This rate will not be adjusted retroactively. 
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TAXES 00 OilER MININl PNJ/CR 00-CEATIOO 

Base Metals, Precious Metals, and Energy Minerals 

(Copper, Lead, 
Zinc, Etc.) 

(Gold, Silver, Platinum . 
Group, Etc.) 

(Coal, Oil, Gas, 
and Uranium) 

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

1) Occupation Tax 
2) Sales and Use Tax 
3) Royalty Tax 

4) Ad Valorem 
(Property Tax) 

5) Tax on Severed 
Mineral Interests 

The Oacuoation Tax rate which would apply to base metal mines, precious metal 
mines, and energy minerals is 15 percent for all ores mined or produced before 
January 1, 1986. The rate drops to 14.5% for ores mined in 1986, and 14 percent 
for ores mined in 1987 and subsequent years. However, a special labor credit is 
available which could reduce the net effective rate for an active mine to a 
minimum of 6.75 percent. This rate will fall with the occupation tax rate and 
will be 5.75 percent for ores mined in 1987 and subsequent years. This net 
effective occupation tax rate also applies to royalty taxes for operating mines. 
This tax is normally paid in lieu of corporate income tax. 

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 industrial production exemptions 
are described in the Sales and Use Tax section of this book. The exemptions 
unique to taconite _w~ou_1_a __ _....n_o..,..t 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 .n.mt. 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 w'th 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 
percent, the same as the occupation tax (scheduled reductions will drop this to 
14 percent by 1987). Royalty paid to the State of Minnesota on state owned 
leases 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, etc., 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. 

There are some special rules and policies which apply to copper-nickel 
prospecting and mining leases issued by the Department of Natural Resources. 
DNR Rules 6 MCAR 1.0094C state that the prospecting permit covers the first two 
years of the lease. The Commissioner of Revenue has advised all county auditors 
and assessors that copper-nickel prospecting and mining leases issued by the 
Department of Natural Resources constitute a taxable interest in real estate. 
However, the Commissioner further advised that due to the limited nature of the 
lease interest, the ad valorem tax should not exceed $.25 per acre during the 
exploration stage. It is possible for the exploration period to extend beyond 
the initial two-year period. You will have to contact the Department of Natural 
Resources to determine the status of any leases remaining in effect beyond the 
initial two years. Specific terms of the leases may vary, but the tax is to be 
determined based upon the number of acres made available to the lessee and the 
fractional interest, if any, that is leased. 

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. 

IMS 00 PEAT Hl\R\ESI I Ni 

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 Income 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. 
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IMF 19 

lffl...100 F TAXES BY DPE a= MINRtl 

. Base Metal, 
Ratural Precious Metal, 

Taconite Iron Ore Cu-Ri Energy Minerals Peat 
Mining Mining Mining Mining Harvesting 

Occupation Tax Yes1 Yes2 Yes3 Yes4 No 

Corp. Income Tax No No Yes No Yes 

Ad Valorem Tax 
(on ore value) No5 Yes No5 Yes5 Yes 

Ad Valorem Tax 
(on smelter, ben-
eficiation plant 
or other 
facilities) No Yes Yes Yes Yes 

Royalty Tax6 Yes Yes Yes Yes4 No 

Production Tax Yes No Yes No No 

Sales Tax Yes Yes Yes Yes Yes 

This chart applies only to mining companies in commercial production. Mining 
companies in exploratory work are subject only to ad valorem taxes, royalty 
tax, and sales tax. 

1 - Normally 6.75 percent .... •or credit (MU.Jrlllll rate 
15 percent). 

2 - About 14 percent afte 
percent) through 12-3 
rate is 15 percent--m 
6.75 percent. 

··• ., credit (nominal··· •.1 .... v .. ·~ .. ·.·.• .. 1 •.. ·.·.·• 15.5 • As of 1-1-85, tlle ·• •· .. · inal 
at'ter the labor a;. \it of 

4 - Approximately 14 percent '*"' epen pit mines 
percent for underground aines (after labor 
The nominal rate is 1!Jlf pereent before l~ 
The royalty tax rate ~·- ._e one percent a1>1.: .. 
exploration phase. 

.25 
; ) . 
di ts. 
the 

5 - Could be subject to $.2§ per acre severed 111..._l 
interest tax. 

6 - No royalty tax on State of Minnesota owned minerals. 
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