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( 1 l RESERVE MINING COMPANY 

Pickands Mather Services, Inc .. Managing Agent 

Owners: Armco, Inc. 150%) 

LTV Steel 150%1 

121 LTV STEEL MINING COMPANY 

Pickands Mather Services. Inc .• Managing Agent 

Owners: LTV Steel 1100%1 

(3l MINORCA PLANT 

Owner: Inland Steel Mining Co. i 100%) 

141 MINNTAC PLANT 

No Managing Agent 

Owner: USX Corporation ( 100% l 

151 HIBBING TACONITE COMPANY 
Pickands Mather Services, Inc., Managing Agent 

Owners: Bethlehem Steel Co.170.3%) 

Pickands Mather & Co. i 15% l 
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Effective Capacity 

(million tonsl 

i6l EVELETHMINES• 

Oglebay-Norton Co .. Managing Agent 

Owners: Eveleth Taconite Co .• 2.3 million tons 

Rouge Steel Co. (fordH85%H31. 7%1 

Oglebay Norton Co. 115% II 18. 4 'lb I 
Owners: Eveleth EKpansion Co., 3. 7 million tons 

Armco, Inc. (56%H35. 1 %1 
Stelco. Inc. (23.5%1114.8%1 

Oglebay Norton Company (20.5%Hsee abovel 

171 NATIONAL STEEL PELLET COMPANY 

M.A Hanna Company. Managing Agent 

Owner: National Steel Corp. 1100%1 

National Steel Corporation Ownership: 

Total Effective 

National Intergroup 150%1 

N1pponKokanKK 150%1 

3.5 

4.5 

38.6 

lal The operation status of Reserve tor 1987 is unknown. On July 17. 1986. LTV 150% owner) filed tor bankruptcy under Chapter 11 and Reserve operations 
were shut down indefinitely. On August 7. 1986 Reserve Mining Company also filed for bankruptcy under Chapter 11 and First Taconite Company 150'1b 
ownerl followed with their filing. 

_, LTV Is continuing to operate Erie Mining Company under Chapter 1 1 of the bankruptcy laws. 
~ • The aecond percentage denotes the percentlQe of ownership of the total company. 



































































Effective on January 2, 1986, a new simplified schedule of minimum rates was adopted by the 
Department. The new schedule was designed to more adequately reflect the current value of 
uneconomic reserves and is listed as follows: 

Open Pit Uneconomic 
(Stripping ratio less 
than five-to-one) 

Underground Uneconomic 
(Stripping ratio greater 
than five-to-one) 

MINIMUM RATES 

Wash Ore Concentrate: 
Heavy Media Concentrate: 
Low Grade & Paint Rock: 

Wash Ore Cone. (>60% Fe): 
Wash Ore Cone. ( <60% Fe): 
Heavy Media Concentrate: 
Low Grade•& Paint Rock: 

3.0-cents/ton 
2.0-cents/ton 
1.0-cent/ton 

.6 cents/ton 

.4-cents/ton 

. 3-cents/ton 

.2-cents/ton 

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 underground wash ore with an iron content of less than 60 percent would be 
calculated as follows: 

Number of Tons x .4-Cents/Ton x 3 = Assessed 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 assessed since 1970 is listed as follows: 

YEAR PAYABLE COUNfY LOCAL TOTAL 

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 
1986 1,289,693 1,746,880 3,036,573 
1987 1,131,162 1,494,979 2,626, 141 

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 when the Donora orebody is exhausted. 
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GROSS EARNINGS TAX ON TACONITE RAILROADS 

Every company owning or operating a taconite railroad shall pay annually into the state treasury a 
sum of money equal to 3.7 5 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 comffion carriers for the transportation 
of iron ore from the Mesabi Range to ports at the head of Lake Superior. The direct rail freight rate 
for taconite is taken from the Occupation Tax Directive. 

Natural ore that is shipped on a taconite railroad uses the direct rail freight rate for natural ore that is 
also taken from the Occupation Tax Directive. If coal or other commodities are transported, the 
gross earnings shall be calculated using the same direct rail rate as that which applies to taconite. 

Effective January 1, 1990, the taconite railroad gross earnings tax will be eliminated. At that time, 
taconite railroads will be subject to the same tax provisions as other railroads, including the 
property tax, which will be payable in 1991. The ta,x currently applies to LTV Steel Mining 
Company (formerly Erie Mining Company) and LTV Steel Company only. It is due twice a year 
in six-month increments: 

PERlOD COVERED 

January 1 - June 30 
July 1 - December 1 

On or before September 1 
On or before March 1 

They must submit a report with their payment containing such information as the number of tons 
shipped, freight and handling rates, taxable earnings, transportation 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% 
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. 

Calendar Year 

1980 
1981 
1982 
1983 
1984 
1985 
1986 
19n (Est.) 

$2,983,819 . 
$4,960,605 
$1,354,173 
$ 926,207 
$1,678,295 
$1,985,441 
$1,670,756 
$1,370,000 

*Not collected. Pre-petition bankruptcy liability. 
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M.S. 298.40 Offset 
.CTills. Not Collected) 

-0-
-0-
-0-

$ 640,512 
$ 1,678,295 
$ 795,979 
$ 815,194* 

-0-

Total Tax 
Collected 

$2,983,819 
$4,960,605 
$1,354,173 
$ 285,695 

-0-
$1, 889 ,462 
$ 855,562* 
$1,370,000 



ROYALTY TAXES 

In 1923, the Minnesota legislature passed a royalty tax law providing for a si* percent tax on any 
royalties received. Since that time, the gross tax rate has exactly followed the occupation tax rates. 
Prior to 1959, no labor credits were allowed. The 1923 law assessed the tax against the royalty 
recipient, but because of the terms of mining leases, the courts have ruled that the lessee was 
responsible for payment of the tax. This was affirmed by both the Minnesota and United States 
Supreme Courts in a series of rulings beginning in 1926. 

Currently, all royalty taxes are collected from the lessee. Royalty is defined as any amount in 
money or value of property received by any person having any right, title or interest in or to any 
tract of land in this state for permission to explore, mine, take out and remove ore therefrom. 
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 the 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 mining of taconite and 
semi-taconite is 14 percent, which is reduced from the 1986 rate of 14.5 percent. A credit which 
reduces the 14 percent tax rate to the net effective tax rate for occupation taxes is allowed for 
taconite and semi-taconite royalty taxes on land that is being actively mined. This credit also 
applies in cases where the minimum royalty is, in fact, a prepaid royalty specified in the terms of 
the mining lease. In most cases, the net effective occupation tax rate for taconite is 5.75 percent. 

The royalty tax rate on the exploration and mining of iron ore is also reduced to 14 percent. The 
same labor credits apply to mining iron ore as to mining taconite. This means the net effective rate 
may be reduced to a minimum of 5.75 percent if the cost of labor meets or exceeds the necessary 
amount. 

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

The 1987 legislature repealed the royalty tax on all other minerals. The royalty tax on taconite, 
semi-taconite and iron ore was repealed for royalties paid after December 31, 1989. After that 
date, mining royalties will be subject to the same withholding provisions as other income. 

The royalty tax is not in lieu of personal income tax on royalties. Resident and nonresident 
recipients (individuals, partnerships, and corporation) 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. 
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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 - must be reported. 

Minnesota Income Tax Filing Requirements 

In 1984, the filing requirements for part-year and nonresidents receiving income from Minnesota 
were legislatively changed. Starting with that year, the Minnesota tax liability of part-year and 
nonresidents is computed by first calculating the tax as if they were full-year residents and then 
multiplying the tax by a fraction, the numerator of which is the taxpayer's Minnesota source 
income and the denominator being the federally adjusted gross income. Rents and royalties are 
included as Minnesota income. 

For more specific income tax filing requirements, contact: Minnesota Department of Revenue at 1-
800-652-9094 or (612) 296-3781. Send written inquiries to: Minnesota Department of Revenue, 
Income Tax Division, P. 0. Box 64452, St. Paul, MN 55146. 

TABLE 17 

IRON ORE, TACONITE & OTHER ORE*, ROYALTY TAX 

Iron Ore Taconite Other Ore Total 
Royalty Tax Royalty Tax Royalty Tax Revenue 

:Tum: COOO's) COOO's) COOO's) COOO's) 

1975 $998 $2,657 2 $3,657 
1976 686 2,841 2 3,529 
1977 748 2,626 2 3,376 
1978 894 3,280 21 4,195 
1979 807 4,775 34 5,616 

1980 713 4,619 22 5,355 
1981 429 5,392 44 5,866 
1982 619 4,093 13 4,725 
1983 445 2,821 13 3,279 
1984 536 4;564 7 5,107 
1985 359 3,650 4 4,013 
1986 208 2,436 3 2,647 
1987 (est.) 275 2,482 3 2,760 

* Other Ore may include Copper-Nickel, Base or Precious Metals, or any other mineral on which royalty is paid. 
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SALES AND USE TAX 

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

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

The current rate of tax is six percent, having been increased from five percent on January 1, 1983. 
All Sales and Use Tax revenue is deposited in the General Fund and is not earmarked for any 
specific distribution. 

The 1987 Minnesota Legislature expanded the Sales and Use Tax to areas not previously covered. 
Some of the new areas are: 

" Services such as cleaning, laundry, lawn care, security 

"Non-prescliption drugs such as aspirin, antacids, bum remedies, first-aid products, eye 
preparations 

° Custom computer software 

G Interstate calls 

e Fuels for non-highway use 

The industrial production exemption, M.S. 297 A.25, subd. 1 (h) allows industry to exempt items 
from Sales and Use Tax that are used or consumed the production of personal property intended 
to be sold ultimately at retail, whether or not the item so used becomes an ingredient or constituent 
part of the property produced. Items included in the exemption are chemicals, fuels, petroleum 
products, lubricants, packaging matelials, electricity, gas, and steam. Explosives, a major item for 
the mining industry, are exempt under the "chemical" classification. 

The accessory tool exemption is available to all manufacturing-type businesses. The 
provision, M.S. 297 A.25, subd. l(h), as amended January 1, 1974, defines exempt accessory 
tools, as separate detachable used in producing a direct effect on the product and having a 
useful life of less than twelve months. Shovel dipper teeth, cat ripper teeth, cat and grader blade 
cutting edges, drill bits, 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, subd. l(o), liners are exempt from 
the Sales and Use Tax. Examples of some of the items covered under this exemption are chute and 
bin liners, pump liners, wear plates and rubber lining materials. 
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Effective July 1, 1984, the sales and use tax rate on capital equipment purchased for new or ex­
panding industries was reduced from six percent to four percent. Purchasers who pay tax to the 
vendor as well as holders 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 1:me 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. After August 1, 1985, if additional qualifying criteria is met, a full six percent refund of 
the sales and use tax can be obtained. 

The Minerals Tax office has the responsibility of insuring compliance by the iron ore industry with 
the Sales and Use Tax Law. In the interest of better administrative control, the Revenue Depart­
ment does authorize Direct Pay Permits to any concern which supports extensive and varied pur­
chase inventories. 

Every taconite company has elected this system of self-assessment of use tax on taxable purchases. 
To insure the integrity of the various systems of self-assessment, the Minerals Tax office uses 
auditing and monitoring procedures for each company on a continuous basis. 

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

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

1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 (Est.) 

SALES TAX 

$ 7,214,111 
7,446,168 
7,375,115 
8,573,835 
2,590,481 
9,231,156 

10,535,427 
7,338,653 
5,808,237 
7,110,166 
6,476,570 
4,890,472 
6,000,000 

M.S. 298.40 
OCCUPATION TAX OFFSET 

CT AX NOT COLLECTED) 

-0-
-0-
-0-
-0-
-0-
-0-
-0-

750, 26 l 
2,613,605 
4,283,181 
4,216,360 
2,399,142 
1,000,000 

Sales Tax Rate History 

August 1, 1967 3% 
1, 1974 4% 

July l, 1981 5% 
January l, 1983 6% 
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SALES TAX 
COLLECTED 

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

12,590,481 
9,231,156 

10,535,427 
6,588,392 
3,194,632 
2,826,985 
2,260,210 
2,491,330 
5,000,000 



-

M.S. 298.26 TAX ON UNMINED TACONITE 

A tax not exceeding $10 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 unmined taconite tax. The county assessors have also exempted actual 
platted townsites that are occupied. 

The iron formation lands on the Mesabi Range are divided into two categories by the engineering 
section of the Minerals Tax office. 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 that 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 office 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 County. 

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

TABLE 18 = TAX COLLECTIONS ON UNMINED TACONITE (YEAR ASSESSED)* 

County 

Itasca 
St. Louis 
Totals: 

1981 

30,946 
209,118 
240,064 

1982 

32,690 
252,011 
284,701 

1983 

34,741 
296,228 
330,969 

* Taxes are payable in the year following the assessment. 

1984 

34,485 
286,904 
321,389 

** Itasca County made the decision not to collect the Unmi.ned Taconite Tax. 

36,123 
360,546 
396,669 

---------- * * 
310,000 (Est.) 
310,000 

1986 estimate due to the bankruptcies of Reserve Mining Company and LTV Steel Company. 
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Tax on Severed Mineral Interests 

Severed mineral interests are those mineral interests that are owned separately from the title to sur­
face interests in real estate. Severed mineral interests are taxed under Minn. Stat. SS 272.039, 
272.04, and 273.165, subd. 1at25 cents per acre per year times ,the fractional interest owned. 
The minimum tax on any mineral interest (usually 40-acre tracts or government lots) regardless of 
the fractional interest owned, is $2 per tract. No tax is due on mineral interest taxes under other 
laws relating to the taxation of minerals, such as unmined taconite or iron ore, or mineral interests 
exempt from taxation under constitutional or related statutory provisions. 

The severed mineral tax is a property tax that is levied by local taxing authorities in the same man­
ner as other local property taxes. Proceeds from the tax are distributed as follows: 80 percent is 
returned to local taxing districts where the property is located in the same proportion that the mill 
rate each local taxing district bears to the total surface mill rate in the area; and 20 percent to the 
Indian Business Loan Account in the State Treasury for business loans to Indians by the Indian 
Affairs Council under Minn. Stat. S116J.64 (1986). 

The tax on severed mineral interests was enacted in 1973 as part of an act that required owners of 
these interests to file a document - with the county recorder where the interests were located­
describing the mineral interest and asserting an ownership claim to the minerals. The purpose of 
this requirement was to "identify and clarify the obscure and divided ownership condition of 
several mineral interests in this state," Minn. Stat. S 93.52. Failure to record severed mineral 
interests within time limits established by the law results in forfeiture to the state, Minn. Stat. S 
93.55. In 1979, the Minnesota Supreme Court ruled that the tax, the recording requirement, and 
the penalty of forfeiture for failing to timely record were constitutional, but also ruled that forfeiture 
procedures were unconstitutional for lack of sufficient notice and opportunity for hearing. This 
decision is cited as Contos, Burlington Northern, Inc., U.S. Steel, et al. v. Herbst, Commissioner 
of Natural Resources, Korda, St. Louis County Auditor, Roemer, Commissioner of Revenue, and 
the Minnesota Chippewa Tribe, et al., 278 N.W. 2d 732 (1979). The United States Supreme 
Court refused to hear an appeal requested by one of the plaintiffs. In 1979, shortly after this 
decision, the Minnesota Legislature amended the law to require notice to the last owner of record 
and a court hearing before a forfeiture for failure to timely record becomes complete. Under these 
requirements, court orders were obtained by the state in several counties declaring the forfeiture of 
particular severed mineral interests to be complete, and giving title to the state. 

In a later case, separate from the Contos case cited above, the Minnesota Supreme Court ruled in 
1983 that severed mineral interests owned by the Federal Land Bank of St. Paul were exempt from 
the state severed mineral tax under a federal law exempting Land Bank real estate taxes from local 
property taxes. 

The following table is a summary of revenues from the severed mineral tax from 1980 to 1986: 

Payment to 
Total Collectionsl Indian Business 

Tu!!: .Qf Affected Counties LQrui Account 

1980 $456,514. $ 91,303 
1981 469,466 93,893 
1982 535,552 107,110 
1983 482,009 96,402 
1984 438,738 87,748 
1985 528,310 105,662 
1986 424,474 84,897 

' 
1 In 1986, a survey was taken of all county auditors requ..;sling information on a calendar year basis. A total of 51 
of the 87 counties reported collections. One additional county reported making its first collection in 1987. 
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TAXES ON OTHER MINING AND/OR EXPLORATION 

Base Metals 
Copper, Nickel, 
Lead, Zinc, Etc. 

Precious Metals 
Gold, Silver, 
Platinum Group'. 

Energy Minerals 
Coal, Oil, Gas 
Uranium 

The 1987 Legislature approved a significant reform of the state's mining tax'laws, particularly 
those tax laws relating to all other minerals. 

All specific taxes on copper-nickel mining, as detailed in the 1986 Guide to Minnesota Mining 
Taxes, were repealed. The tax laws effective for 1987 and all subsequent years detailed in the 
remainder of this section apply to copper-nickel as well as all other minerals. 

TABLE 19 

APPLICABLE TAXES FOR BASE & PRECIOUS METALS 

Occupation Tax: 

Corporate Income Tax: 

Ad Valorem Tax (On 
Value of Ore Reserves) 

Ad V alorem Tax (Smelter 
& Plant Facilities) 

Severed Mineral Interest: 

Royalty Tax: 

Production Tax: 

Sales & Use Tax: 

Net Proceeds Tax: 

Pre-1987 Laws 

Yes 

No 

Yes 

Yes 

Yes 

Yes 

No 

Yes 

No 

Occupation Tax - Corporate Income Tax 

Yes. 9.5%, same as 
Corporate Income Tax 

No 

No 
Repealed 

Yes 

Yes 

No 
Repealed 

No 

Yes 

Yes (2%) 

The Minnesota Constitution, Article X, Section 2, mandates that the state impose an occupation tax 
on the business of mining. In order to meet this constitutional requirement, the Occupation Tax is 
computed according to the Minnesota Corporate Franchise (Income) Tax, beginning with 1987. 

The Corporate Income Tax, as changed by the 1987 Legislature, has been reduced from 12% to 
9.5% and an alternative minimum tax of .01 % (1/lOth of 1 %) of the total property, payroll and 
sales has been added. The effective corporate tax rate for a base or precious metals mine is 
expected to be about three percent because of the income allocation for out-of-state sales. The three 
percent rate could vary somewhat depending upon the impact of unitary tax laws. For more 
information on the Alternative Minimum Tax, refer to the Occupation Tax, M.S. 298.40 where the 
property, payroll and sales factors are explained in more detail; 
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Ad V alorem Tax 

Possibly the most significant change made in the reform of the state's mining tax laws was the re­
moval of any ad valorem tax on the value of minerals other than taconite or iron ore. The removal 
of this tax on ore reserves is expected to further encourage the current interest in exploration for 
base and precious metals. Companies mining any of the above minerals would be subject to the 
property tax like any other business, i.e., on the value of the land and buildings only. 

Machinery such as pumps, motors, grinding mills, etc., is considered personal property and not 
subject to ad valorem tax. In 1987, the St. Louis County Assessor indicated that new industrial 
buildings were valued at $25 to $30 per square foot for ad valorem tax purposes. Mill rates are set 
by the county, local communities, and school districts according to statute, and the tax is adminis­
tered and collected by the county. 

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 l.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 cents 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. 

Royalty Tax 

The Royalty Tax on other minerals has been repealed. However, concurrent with the elimination 
of the royalty tax is the requirement that all persons or companies paying royalty begin to withhold 
Minnesota income tax from their royalty payments and remit the withholding tax and applicable 
information to the State of Minnesota, Department of Revenue. 

Sales & Use Tax 

All firms involved in the mining or processing of minerals will be subject to the six percent Sales 
and Use Tax on all purchases, except those that qualify for the Industrial Production Exemption. 
This exemption covers items that are used or consumed in the production of personal property to 
be sold ultimately at retail. Classification of items included in this exemption are chemicals, fuels, 
petroleum products, lubricants, packing materials, electricity, gas and steam. Significant items 
qualifying under this exemption are explosives, drill bits, grinding rods and balls, crusher and 
grinding mill liners .. New or expanding businesses may qualify for a refund of all or part of the 
Sales and Use Tax they paid on purchases of capital equipment. For more information, contact the 
Minerals Tax office. 
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Net Proceeds Tax 

The Net Proceeds Tax is imposed on the mining of all ores and minerals except for sand, silica 
sand, gravel, building stone, crushed rock, limestone, granite, dimension granite, dimension 
stone, horticultural peat, soil, iron ore and taconite. The tax is two percent of the net proceeds 
from mining such ores. Net proceeds are defined as the gross proceeds from mining less 
deductions. The net proceeds tax is effective for taxable years beginning after December 31, 1986. 
The tax is due on June 15 of the year succeeding the calendar year of the report. 

If the minerals are sold in an a_rms-length transaction, the gross proceeds are the proceeds from the 
sale. If the minerals are used by the taxpayer or disposed of in a non-anns-length transaction, such 
as shipments to a wholly owned subsidiary or transactions between affiliated companies, then the 
gross proceeds are determined as follows: 

1. The price of the mineral is determined by reference to the average annual market price of the 
mineral in the Engineering and Mining Journal. If there is no average annual market price for 
the mineral, then an arithmetic average of the monthly or weekly prices of the mineral in the 
Engineering and Mining Journal is used. If the mineral is not listed in the Engineering and 
Mining Journal, then another recognized published price as determined by the Commissioner 
of Revenue is used; and 

2. The price, as detennined above, is multiplied by the amount of the mineral credited or paid 
for by the smelter. Any special smelter charges are deducted and the resulting amounts are 
the gross proceeds for calculating the tax. 

Allowable Deductions 

The deductions from gross proceeds allowed are the amounts actually paid for: 

1. ~abor, including wages, salaries, fringe benefits, unemployment and workers' compensation 
msurance. 

2. Machinery, equipment and supplies, including sales and use tax, except items subject to 
depreciation are deductible only as depreciation. 

3. Administrative expenses inside Minnesota. 

4. Transportation of the minerals if the expense is included in the sale price. 

5. Expenses of exploration, research, or development within Minnesota if paid during a 
production year. 

6. Expenses of exploration and development within Minnesota incurred prior to production, 
but only if amortized and deducted over the first five years of production. 

The carryback or carryforward of deductions is not allowed. 
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Non-Allowable Deductions 

Deductions specifically not allowed are: 

1. All sales, marketing and interest expense. 

2. All insurance expense and taxes, except as specifically allowed. 

3. All administrative expense outside Minnesota. 

4. Any research expense prior to production. 

5. Any reclamation expense incurred after production ends. 

6. Royalty expenses, depletion allowances and the cost of mining land. 

Distribution 

The Net Proceeds Tax on minerals or energy resources extracted within the taconite tax relief area 
is distributed as follows: 

1. Five percent to the city or town where the mineral or energy resource is extracted. 

2. Ten percent to the taconite municipal aid account. 

3. Ten percent to the school district where the mineral or energy resource is extracted. 

4. Twenty percent to school districts where the resource is extracted or within the taconite tax 
relief area. 

5. Twenty percent to the county where the mineral or energy resource is extracted. 

6. Twenty percent to be used for property tax relief in counties within the taconite tax relief area. 
St. Louis County will act as the counties' fiscal agent. 

7. Five percent to the I.RR.RB. 

8. Five percent to the Northeast Minnesota Economic Protection Fund. 

9. Five percent to the Taconite Environmental Protection Fund. 

The tax distribution within the taconite relief area is made July 15 of each year. 

The Net Proceeds Tax on minerals or energy resources extracted outside the taconite tax relief area 
is deposited in the state general fund. · 
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POTENTIAL MINNESOTA MINERAL RESOURCES AND THEIR USES 

C'034l--r-

1) Aircraft 
2) Paint 
3) Chemicals 
4) Machine Tools 

-~ 
6CJ~ 

1) Jewelry 
2) Coins 
3) Dental 
4) Electronic 

.S;c:..v~' 

1) Photography 
2) Electrical & 

Electronic 
3) Silverware 
4) Jewelry 

Copper 
1) Electric Equip. 
2) Tubing 
3) Auto Radiators 
4) Shell Casings 

~U.Al>IVM 

Nickel 
1) Stainless 

Steel 

1) Electrical & Electronic 
2) Dental & Medical 
3) Automotive 

//'?'AN/GIA,;/ 

1) Paint 
2) Paper 
3) Plastics 
4) Aero-space 
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1) Jewelry 
2) Abrasives 
3) Construction 

& Sawing 
4) Mineral Services­

Drilling 

,,e'cA ?INl/kf 

1) Automotive -
Catalytic Converter 

2) Electronic 
3) Chemical- Petroleum 

Catalyst 
4) Jewelry 

-:Z./A/C 

1) Galvanizing 
2) Brass 
3) Die Castings 
4) Paint 
5) Rubber Products 



--~~~~~~~~ 

TABLE 20 - ACTIVITY SCHEDULE FOR MINING INDUSTRY TAXES 

JANUARY FEBRUARY MARGI APRIL 
-Ad V alorem Tax Reports 1 -Royalty Paid Report by 1 -Railroad Gross Earnings 1 -Owner of lessee of mineral 

mailed to companies. companies due. Report and payment due for rights submits specific data 
-.Ad V alorem estimates sub- 1 -Royalty Received Report July to December of pre- on drill hole logs and lab 

mitted by companies from recipients due. vious year .. tests during previous year 
(January - June). 1 -Taconite Tax Report due 1 --Occupation Tax Report due for Unmined Taconite Tax. 

31-Quarterly royalty checks and from companies. from companies. 15-Final Taconite Production 
reports from companies usually 1 -Taconite Production Tax 15-Taconite Production Tax payment due in the 
received in January, April, July determinations mailed to com- final 10% tax figure with county offices. 
and October. panies within one week. adjustments mailed to com-

15-Ninety percent payment of the panies. 
Taconite Production Tax due 
in county offices. 

25-Distribution of the Taconite 
Production Tax by counties 
(collected on February 15). 

MAY ill NE IllLY AUGUST 
1 -Tentative Determination for 1 -Final Occupation Tax Deter- 15-Taconite Referendum distri-

Occupation Tax mailed by mination mailed to companies. bution of Taconite Production 
the Division. 14-Full Occupation Tax payment Tax made by the counties.~ 

15-If a disagreement exists, a due. 15-Additional Royalty Tax 
formal written protest to the 30---Recertification of Royalty Tax assessed due in Minerals Tax 
Tentative Determination must paid mailed to mining com- Office. 
be filed. panies. 

15-Formal hearing held, if 
'" necessary. 

15-Final Taconite Production Tax 
aid payments made to taxing 
districts by the counties. 

15-Ad Valorem Tax Reports due 
f!om mining companies. . 

SEPTEMBER OCTOBER NOVEMBER DECEMBER 
1 -Railroad Gross Earnings 10 -Taconite Production Tax esti- 1 -Ad Valorem Tax final adjust- 1 -Mineral Tax Office submits 

Report and payment due mates due from companies. ments to property equalization Unmined Taconite Tax 
for January to June. -Hearing on Ad Valorem sheets to county assessors. Reports to county assessors 

15-Ad Valorem Tax present worth mineral taxes held first secu- 30-0ccupation Tax forms 
estimated mailed to companies. lar day after October 10. mailed to companies. 

15-Taconite Municipal Aid 30---Royalty Paid Tax Report 
account funds distributed. forms mailed to companies. 

30-Royalty received reports 
mailed out 
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MINNESOTA DEPARTMENT OF NATURAL RESOURCES 
DIVISION OF MINERALS 

The Minerals Division of the Department of Natural Resources (DNR) provides for the 
management of 10 million acres of state-owned trust fund and tax forfeited mineral rights, three 
million acres of state and county peatlands, and construction materials on the three million acres of 
additional state surface lands. State mineral ownership includes 18 percent of the Mesabi Iron 
Range, about half of the six million acres of peatlands, and a large portion of the copper-nickel, 
titanium and manganese resources. The geology of Minnesota shows significant potential for 
gold, platinum, other precious metals, copper, zinc, other base metals, industrial minerals such as 
clay, silica sand, dimension stone, olivine, and construction commodities such as sand and gravel, 
crushed stone and mine wastes. 

The Division's overall goals are to sustain the existing mining industry and encourage mineral 
development in order to provide an equitable rental and royalty income for the trust funds, local 
taxing districts, and jobs for Minnesotans in mineral-related industries. The existing industry can 
be sustained by working to reduce the cost of Minnesota taconite pellets, and implementing new 
technology on Minnesota's iron ore. 

The Division's responsibilities include making land available for exploration and mining through 
mineral and peat leasing, implementation of Lhe exploratory boring law, conducting environmental 
studies, identifying state and county mineral ownership, providing environmental review for 
proposed leases and mining operations, and encouraging mineral development through support of 
cooperative industrial research, value-added processing and market developments. The Division 
also conducts field inspection of all exploration and mining activities, surveys and studies to 
improve the geologic data base, and geodrilling to confirm geophysical data and encourage 
exploration. A drill core library which is used to better understand the state's geology and to 
identify mineral occurrences is also maintained by the Division. Other activities include mineland 
reclamation and associated field studies, permit compliance, chemical testing, and peat and 
industrial minerals inventories. 

Since 1889, the state has been leasing its lands for exploration and mining of iron ore and taconite. 
Since 1966, the state has been leasing its lands for exploration and mining of copper, nickel, and 
associated minerals. Ten copper-nickel lease sales have been held resulting in the awarding of 
2,127 leases covering 892,751 acres to 54 lessees" 

As of September 1, 1987, the following state mineral leases were in effect: 

Copper-Nickel, 
Associated 
Minerals 

Iron Ore{f aconite 

Peat 

Lessees Leases 

27 599 

10 119 

4 5 

243,417 

9,795 

6,559 
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Counties 

Aitkin, Beltrami, Carlton, 
Itasca, Koochiching, Lake, 
Lake of the Woods, Roseau, 
St Louis 

Itasca, St. Louis 

Carlton, St. Louis 



Six taconite mines shipped ore during 1986 from state leased lands. The total production from 
state leased lands was 20,306,000 crude ore tons, and the $1,565,655 in royalty payments and the 
$28,400 in rental payments were distributed to the permanent school fund, the general revenue 
fund, several acquired land funds and local taxing districts. 

There has not yet been production of ore from the state copper, nickel, and associated minerals 
leases. The $273,100 in rental payments received in 1986 were distributed to tlie permanent 
school fund, the university fund, the consolidated conservation area fund, the general revenue 
fund, several acquired land funds and local taxing districts. 

The 1986 legislature set the policy for the state to provide for the diversification of the state's 
mineral economy through long-term support of mineral exploration, evaluation, development, 
production, and commercialization. 

The legislature also established a Minerals Coordinating Committee to plan for diversified mineral 
development. Members of the committee include directors of the MDNR Minerals Division 
(chair), Minnesota Geological Survey, Minerals Resources Research Center, and Natural 
Resources Research Institute. The Minerals Coordinating Committee is responsible to prepare and 
adopt a plan for increasing the knowledge of the state's mineral potential, stimulate mineral 
resource development, and promote basic mineral research. 

Minerals diversification is a coordinated effort between the DNR and the University to provide a 
foundation for expanding into new mineral areas statewide. Minnesota has tremendous potential 
for mineral development in all areas of the state. Traditionally, iron ore, taconite, and industrial 
minerals have dominated the mining economy of Minnesota. Recent declines in taconite demand 
have generated a need to diversify the mineral base and create a new value-added iron economy. 
The bedrock underlying much of Minnesota holds high potential for the occurrence of deposits of 
gold, silver, platinum, chrome, copper, nickel, lead, and zinc. 

The Hibbing office has considerable information available for inspection and review. Drill core 
logs, assays, geophysical and geochemical surveys, as well as diamond drill core samples from 
tenninated state leases or those acquired by the Division provide an extensive geological data base 
for those interested in exploring for minerals in Minnesota. The addresses of the St. Paul and 
Hibbing offices are included with the address list on the inside back cover. 
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MINERALS AND MINING 
Government Agencies 

MINNESOTA DEPARTMENT OF REVENUE 
Special Taxes Division - Minerals Tax 

612 Pierce Street 
Eveleth, MN 55734 (218) 744-5364 

DONALD H. WALSH, Audit Manager, Administration 
JOHN B. RIOUX, Revenue Auditor - Occupation Tax 
NORMA BRUSACORAM, Revenue Auditor - Occupation Tax/Accounts Payable 
BILL O'BRIEN, Revenue Auditor - Sales & Use Tax 
MARY JO GRAHEK, Secretary 
THOMAS W. SCHMUCKER, Administrative Engineer - Production Tax, Valuations 
WILLIAM F. BETZLER, Mining Economic Geologist - Minerals Information System 
SANDRA D. GORRILL, Executive I - Royalty Tax, Gross Earnings Tax 
ROBERT A. WAG STROM, Computer Programs, Mining Engineer 

IRON RANGE RESOURCES AND REHABILITATION BOARD 

JACK DeLUCA, Commissioner 
ORLYN J. OLSON, Director 

MINNESOTA DEPARTMENT OF NATURAL RESOURCES 
500 Lafayette Road 

St. Paul, MN 55146 (612) 296-8157 

J.A. ALEXANDER, Commissioner 
BILL BRICE, Director, Division of Minerals 

Minerals Division 
1525 - 3rd Avenue East 

Hibbing, MN 55746 (218) 262-6767 

ROGER JOHNSON, Manager, Engineering and Operations 
ARLO KNOLL, Manager of Reclamation 
RICHARD C. HEMMERSBAUGH, Manager of Operations 

MINERAL RESOURCES RESEARCH CENTER 
University of Minnesota 

56 East River Road 
Minneapolis, MN 55455 (612) 373-3341 

K. J. REID, Professor & Director 
I. IW ASAKl, Professor, Mineral Processing!Hydrometallurgy 

MINNESOTA GEOLOGICAL SURVEY 
1633 Eustis Street 

St. Paul, MN (612) 373-3372 

PRISCILLA GREW, Director 

M. LALICH, Director 

NATURAL RESOURCES RESEARCH INSTITUTE 
University of Minnesota, Duluth 

3151 Miller Trunk Highway 
Duluth, MN 55811 (218) 726-6138 

THYS B. JOHNSON, Director, Center for Applied Research and Technology Development 
RODNEY L. BLEIFUSS, Assistant Director, Minerals Division 

COUNTY MINE INSPECTORS 

D. A. SANDSTROM, St. Louis Co. Mine Inspector, Trunk Hwy. 135 East, Virginia, MN (218) 749-7121 
S. P. JELENCICH, Crow Wing Co. Mine Inspector, Star Route 1, Deerwood, MN (218) 546-5868 






