


























































































































SALES AND USE TAX

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

The current sales tax rate is 6.5 percent, which includes a
0.5 percent local option sales tax. Minnesota's sales and use
tax, first adopted in 1967, is now the second largest source of
state taxes, yielding $1.5 billion in fiscal year 1992.

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 paid by the purchaser (user) is
imposed on the use, storage, or consumption of tangible
personal property for which no sales tax was assessed (paid)
at the time of purchase.

INDUSTRIAL PRODUCTION EXEMPTION

The industrial production exemption, M.S. 297A.25,
Subd. 9, allows industry to exempt items from sales and use tax
that are used or consumed in the production of personal
property intended to be sold ultimately at retail, whether or not
the item so used becomes an ingredient or constituent part of
the property produced. Items included in the exemption are
chemicals, fuels, petroleum products, lubricants, packaging
materials, electricity, gas, and steam. Explosives, a major
item for the mining industry, are exempt under the chemical
classification.

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

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

Effective July 1, 1984, the State of Minnesota instituted a two
percent refund of sales tax paid on purchases of capital
equipment for new or expanding businesses. In the 1989
special legislative session, the legislature extended the
refund to the full six percent of sales tax paid on capital
equipment. The 1990 legislative session expanded the
definition of capital equipment to cover equipment used to
extract raw materials, such as drills, shovels, and trucks which
previously did not qualify for a refund.

The 1993 Minnesota Legislature made a change to the Capital
Equipment Refund Law that affects only the taconite mining
industry. Previously, the law stated that replacement capital
equipment did not qualify for a refund of the sales or use tax
paid. Purchases or leases after June 30, 1993, of replacement
capital equipment by taconite mining companies will qualify
for a refund of the sales or use tax.

A business filing a claim for refund on capital equipment
purchased for a new or expanding business will be allowed to
claim the full 6.5 percent of tax paid on purchases made after
July 1, 1991. Claims can include only the capital equipment
and the materials and supplies necessary to construct or install
the machinery or equipment. Electrical wiring, cable trays
and hangers used to connect the equipment to the control room
or the on/off lockout equipment qualifies as part of the
equipment. Capital equipment does not include accessories
purchased as spare parts, repair parts, or as modifications or
upgrades before or after the capital equipment is placed in
service. Building materials, including materials used for
foundations for machinery or equipment, pipe, launders and
their hangers used to transport the product from one process
to another do not qualify for the tax refund.

Two claims for refund can be filed per year, however, each can
include more than one project. The exemption does not apply
to the purchase or lease of machinery or equipment to replace
existing items (except for the taconite mining industry), repair
or replacement parts for machinery or equipment, or
equipment used or receive or store raw material (for all
businesses).

Language was added to clarify how interest will be paid on
sales and use tax refunds. Interest will be paid from the date
the claim is filed, unless the claim includes a detailed schedule
reflecting the tax period covered in the claim. If the claim
includes a schedule, the interest will be paid from the date of
payment of the tax to the date the refund is paid or credited.
This method of ¢alculating interest is effective for refund
claims submitted on or after July 1, 1993.




ELECTRONIC FUND TRANSFER

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

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

e 100% of the previous month's sales and use tax,

e 100% of the tax paid in the same month of the
previous year, or

¢ 95% of the actual amount

For those companies not required to file electronically but
electing to do voluntarily, payments and returns are due on
the 20th of the month following the filing month.

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

Figure 36
USE TAX PAID

M.S. 298.40 OCCUPATION

* These are capital equipment refund claims for a new or expanding business.

TAX OFFSET REFUND* NET USE TAX
YEAR USE TAX (TAX NOT COLLECTED) CLAIMS COLLECTED
1983 $ 5,808,237 $2,613,605 $ 3,194,632
1984 7,110,166 4,283,181 2,826,985
1985 6,476,570 4,216,360 2,260,210
1986 4,890,472 2,399,142 2,491,330
1987 5,286,947 1,827,482 3,459,465
1988 8,351,535 1,149,975 7,201,560
1989 11,112,722 129,744 $ 83,478 10,899,500
1990 13,127,042 -0- 104,173 13,022,869
1991 11,860,378 -0- 475,098 11,385,280
1992 11,702,398 -0- 447,370 11,255,028
1993 Est. 12,000,000 500,000 11,500,000
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AGGREGATE MATERIAL TAX
(Gravel Tax)

This tax is actually a production tax on the removal of
aggregate material. It is found in M.S. 298.75. This isnota
state tax but a county tax mandated by the state legislature.

The tax is currently in effect in 22 counties listed as follows:

Becker, Benton, Big Stone, Carver, Clay, Dakota,
Hennepin, Kittson, LeSueur, Mahnomen, Marshall,
Norman, Pennington, Polk, Ramsey, Red Lake,
Scott, Sherburne, Sibley, Stearns, Washington, and
Wilkin.

HISTORY

This "gravel tax" originated in a series of special laws between
1961 and 1979 allowing seven counties along the North
Dakota border to impose the tax. The purpose of the tax was
to provide funds for local roads and bridges used heavily by
North Dakota gravel haulers, who paid no Minnesota taxes.

In 1980, ALL counties were given the option of imposing the
tax by the legislature. Any revenues were to be dedicated to:
1) county/township road and bridge funds, and 2) reclamation
of abandoned pits.

Most counties did not impose the tax. Other changes were
made in 1982, 1983, 1984 and 1986. In 1986, the legislature
made the tax applicable only in the 22 counties listed above.
No changes have been made since.

TAX IMPOSITION AND DISTRIBUTION

The tax on "aggregate material" is a tax on gravel, sand, silica
sand, building stone, crushed rock, limestone, and granite (but
not dimension stone or dimension granite)..

New or expanding aggregate companies are eligible for the
sales and use tax capital equipment refund (page 37).

The tax is imposed upon every importer or operator at the rate
of ten-cents per cubic yard or seven-cents per short ton of
aggregate produced and sold or imported into any county
imposing this tax. The county board may decide not to impose
this tax if the operators produced less than 20,000 tons or
14,000 cubic yards from that county the previous year.

Current law requires the county to distribute this tax:

60% - County Road and Bridge Fund
30% - Township Road and Bridge Fund
10% - Reserve Fund for Pit Restoration

Although this is a county tax, the Minerals Tax Office does
receive calls for information or assistance from both counties
and aggregate producers.

REPORTING REQUIREMENTS

By April 14, July 14, October 14, and January 14, operators or
importers must file a quarterly report and payment with the
county auditor in the county in which the aggregate material is
removed or imported.

EXCEPTIONS TO THE TAX

If a governmental unit or other individual or entity owns a pit,
quarry, or deposit and removes the aggregate for their own use,
then no tax would be imposed.

Example: No tax would be imposed when the state Depart-
ment of Transportation removes material from a
state-owned pit for road construction.

Example: If a farmer removes gravel for personal use from
a pit located on the farmer's property, then no tax
would be due.

1980 - $§ 153,789
1981 - § 104,693
1982 - $ 236,039
1983 - $1,503,599
1984 - $1,731,600

Figure 37
GRAVEL TAX COLLECTED

1985 - $1,783,940
1986 - $1,938,702
1987 - $2,115,649
1988 - $1,830,535 ;
1989 - $2,003,391

1990 - $1,939,276
1991 - $1,783,301
1992 - $1,885,260
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AD VALOREM TAX ON TACONITE RAILROADS

Priorto 1989, every taconite railroad company operating in the
state had to annually pay into the state treasury a sum equal to
3.75 percent of the gross earnings derived from operations
within the state. The gross earnings were calculated by a
formula applying published tariffs from common carrier
railroads. Taconite railroads were railroads owned and
operated by a taconite company which did not carry freight as
a common carrier.

Beginning with the January 2, 1989 assessment, taconite
railroads have been included in the definitions of "common
carrier" railroads and are assessed and taxed on an ad valorem
basis pursuant to the sections of Minnesota Statutes 270.80
through 270.88.

The State Assessed Properties Section, Local Government
Service Division, Minnesota Department of Revenue has
developed strict rules governing the valuation, apportion-
ment, and equalization of railroad operating property. These
rules have been in effect since 1979 when common carrier
railroads went off the gross earnings tax.

Each railroad is required to file an annual report containing
the necessary information for the State Assessed Property
Section to complete their valuation and apportionment.

The valuation process utilizes the unit value concept of
appraisal. For taconite railroads, this involves calculating a
weighted cost indicator of value allowing for depreciation and
obsolescence. ‘Items of personal property are then deducted
from the net cost indicator to yield a Minnesota taxable value.

This value is then apportioned to the various taxing
districts where the taconite railroad owns property. The
amount of value each taxing district gets is based on an
apportionment formula involving three factors: land, miles of
track, and the cost of buildings over $10,000.

After the market value has been apportioned to each taxing
district, the value is equalized with the other commercial and

. industrial property on a county-wide basis using an estimated

median commercial and industrial sales ratio. A commercial
and industrial ratio is developed for each county and applied
to that county's taconite railroad market values.

A taconite railroad will then receive tax bills from the county
similar to any other taxpayer showing the equalized market
value in each taxing district and the amount of taxes due. The
first half payment of taxes assessed for the 1992 assessment
were due May 15, 1993 with the second half payment due
October 15, 1993.

=g
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Year Year St. Louis
Payable Assessed County
1990 1989 $105,167*
1991 1990 $112,800
1992 1991 $ 53,409
1993 1992 $ 38,454

Figure 38
TACONITE RAILROAD AD VALOREM TAX ASSESSED

*  Part of the tax assessed in 1989 (payable 1990) was not paid due to Reserve Mining Company bankruptcy.
Taxes have been kept current since Cyprus assumed ownership.

Lake Cook

County County Total Tax
$156,675* $5,037 $266,879
$145,573 $5,319 $263,692
$ 80,720 $5,064 $139,193
$ 99,919 $4,706 $143,079

40




AD VALOREM TAX ON UNMINED TACONITE

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 govern-
mental 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 drill hole 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. They are considered to be "GOOD" taconite
and are given a market value of $500.00 per acre.

(2) Lands either not believed or not known to be underlain
by magnetic taconite of currently economic quantity
and grade. They are considered to be "NO GOOD"
taconite and are given a market value of $25.00

To be classified as "GOOD" taconite [Category (1)], the
taconite must pass the following criteria:

-- contain more than 16 percent magnetic iron

-- contain less than 10 percent concentrate silica
(8i0,)

-- has a 15- to 25-feet minimum mining thickness

-- has a weight recovery of more than 20 percent

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

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

(B) Rock (ft.)x2.25 = Equiv. Ft.
Waste

Concentrate

(©) Ore (ftyx2.5 = Equiv. Ft.
3

=(A) + (B)
(©

Stripping Ratio

If the material fails any of the above criteria, then it is
considered to be "NO GOOD" taconite and classified as

category (2).

For payable 1993, the tax is calculated by multiplying the
market value for the parcel of land times the 4.70 percent
class rate (4.60 percent for payable 1994) times the local tax
rate for that specific tax area. (NOTE: Call your county
auditor for more information).

per acre.
Figure 39
UNMINED TACONITE TAX PAID
County 1986 1987 1988 1989 1990 1991 1992 1993
Itasca $ 36,123 -0- -0- -0- -0- -0- -0- -0-
St. Louis 360,546 84.697 $392,614 $365.244 $355,065 $352.935 $349,551 $355,596
Totals: $396,669 $384,697 $392,614 $365,244 $355,065 $352,935 $349,551 $355,596
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AD VALOREM TAX ON AUXILIARY MINING
LANDS FOR TACONITE OPERATIONS

Lands and structures actively used for taconite production
are exempt from the ad valorem tax and in lieu of property
tax, are subject to the production tax. These actively used
lands include the plant site, mining pit, stockpiles, tailings
pond, and water reservoirs. Also included are lands stripped
and ready for mining, but not lands merely cleared of trees.
Exemptions are granted by parcel basis to the nearest five
acres. Lands adjacent to these facilities, commonly referred
to as auxiliary mining lands, are subject to assessment of ad
valorem tax administered by the county.

1. IRON FORMATION LAND

A. Land within 1/4 mile of active pit or planned
15-year pit limit without 1/4 mile buffer,
whichever limit is greater.

B. Excess land (more than 1/4 mile from mining
activity or outside 15-year pit limit).
1. Undisturbed
2. Disturbed
a. Stockpiles
b. Abandoned Pits

2. OFF-FORMATION LAND

A. Land within 1/4 mile of mining activity

B. Excess land (more than 1/4 mile from mining
activity).

1. Stockpiles
2. Tailings Ponds

For the industrial classification, the assessor's estimated
market value (EMV) is multiplied by a class rate of 4.75
percent to obtain tax capacity which is then multiplied by
the local tax rate to calculate tax payable. The class rate for
the timber classification, on the other hand, is 1.6 percent
of the estimated market value or about one-third the
industrial class rate.

These class rates are set by the Minnesota legislature for
taxes payable 1992. For payable 1993, the class rate for the
industrial classification is 4.70 percent while timber
remained at 1.6 percent. Local tax rates are determined by
county, local government and school district spending.
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The county assessor is responsible for estimating the market
value of auxiliary mining lands and classifying them into
one of several property classifications established by
Minnesota statutes. The two most common property
classifications used on auxiliary mining lands are industrial
and timber. In general, lands in close proximity to active
taconite operations are assigned the industrial classification
while those further away are classified as timber. The
classification of various types of property are covered in
M.S. 273.13.

VALUE ($/ACRE CLASSIFICATION

$350 Industrial

Same as other private land ~ Timber or current use

Timber or current use
Timber or current use

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

Industrial

$250

Timber or current use
Timber or current use

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

For 1992, they range from a low of approximately .9toahigh
of approximately 1.80 in St. Louis County.

The above schedule provides for adjustments in both the
valuation and classification of auxiliary mining lands
located on the iron formation versus off-formation lands as
well as further refinements based on the proximity of these
lands to active mining operations. It also outlines valuation
adjustments to be made on excess lands (those located more
than one-quarter mile from mining activity) that have been
disturbed by natural ore mining activity. This schedule was
implemented in St. Louis County beginning in 1988 and is
subject to change as market conditions and/or Minnesota
statutes dictate.




AD VALOREM TAX ON
UNMINED NATURAL IRON ORE

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

A Minnesota Supreme Court decision in 1936
established the present worth of future profits method for
valuing the iron ore reserves. This is accomplished through
the 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 Eriemarket 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):

la. Mining, normal costs 6. Freight & Marine Insurance
1b. Mining, special costs 7. Marketing Expense
2. Beneficiation 8. Social Security Tax*
3. Miscellaneous (property 9. Ad Valorem Tax (by formula)
tax, medical ins., etc.) 10. Occupation Tax
4. Development (future) 11. Federal Income Tax
5. Plant& Equipment 12. Intereston Development,
(future) Plant & Working Capital

* Since 1987, Social Security Tax is no longer identified as a separate
expense, now included under Miscellaneous.

These twelve 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. The Department presently allows a 12 percent risk
rate and six percent safe rate which yields the .33971
Hoskold factor when used with a20-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 resulting
value is considered to be market value by the Department of
Revenue

The 1989 legislature, in a special session on September 28th
and 29th, continued work on the property tax reform issue.
An effort was made to reduce the differential between
homestead property and business property. '

Also, further changes in terminology were introduced. The
term "class rate" is introduced for taxes payable in 1990.
The class rate for Class 5 property which includes
unmined iron ore was 5.06 percent. All classes of
property with a 5.06 percent class rate have atarget class rate
of four percent which the governor and legislature will
attempt to achieve in future years through a phase-in period.
The tax capacity is the product of the class rate and the
market value. The product of the market value and class rate
must then be multiplied by the local tax rate to determine the
tax. The term "tax capacity extension rate" is replaced by
local tax rate. This would once have been called a mill rate.

For taxes payable in 1992, the class rate for Class 5 property
is reduced to 4.75 percent. Local tax rates are a function of
county, local government, and school district spending. For
1990, they range from a low of approximately 90 to a high
of approximately 182 in St. Louis County. The following
class rates are scheduled to take effect in future years:

Class Rate
Payable 1992 4.75%
Payable 1993 4.70%
Payable 1994 4.60%

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 major
revisions were made in 1974, 1986, 1988 and 1992. The
“Market Values” for iron ores which do not show a value
with the Hoskold Formula are determined from the schedule
of minimum rates.

Effective on January 2, 1988 fortaxes payablein 1989, anew
schedule of minimum rates expressed as Market Value was
adopted by the Department. The previous schedule which
had been in effect since January 2, 1986 did not fully reflect
current conditions in the iron ore industry.

The 1992 legislature amended M.S. 273.1104, Subd. 1, to
eliminate the "times three" multiplier provision in valuing
iron ore. In conjunction with this change, the Department
of Revenue agreed to triple the minimum rates used in
valuing uneconomic ores. Other adjustments made to some
of the factors in the Hoskold Formula had the effect of
increasing values for the few properties still valued by this
method. Therefore, the net effect of the legislative change
is close to revenue neutral as was intended. The new
schedule revised in 1992 listing market value per ton is
listed on the following page.




Figure 40

MINIMUM RATES
Market Value/Ton

Open Pit Uneconomic Ore Classification (Cents)
(Stripping ratio less Wash Ore Conc. (OPC) 12.0
than five-to-one) Heavy Media Conc. (HMC) ) 9.0

Low Grade (OPPRC) 3.0
Underground Uneconomic
(Stripping ratio greater Underground Conc. >60% Fe (UGC) 24
than five-to-one) Underground Conc. <60% Fe (UGC) 1.8

Underground Heavy Media (UGHM) 1.5

Low Grade (UGPRC) 9

Open pit ores which are too high cost to show a value with * classification. Thus, the market value for underground
the Hoskold Formula are assigned minimum values from  wash ore with an iron content of less than 60 percent would
the open pit classification. Underground and uneconomic  be calculated as follows: Number of Tons x 1.8-Cents Per
ores with stripping ratios exceeding five-to-one are = Ton = Market Value. The tax would then be determined
assigned minimum values from underground uneconomic  using the tax capacity formulas explained previously.

Figure 41
IRON ORE AD VALOREM TAX PAID
ESTIMATED TAX PAYABLE

YEAR MARKET YEAR

ASSESSED VALUE PAYABLE |CROW WING ITASCA ST. LOUIS TOTAL
1979 $30,526,244 1980 $50,034 $774,064 $3,518,928 $4,343,026
1980 26,772,233 1981 42,659 585,267 3,061,142 3,689,068
1981 25,378,108 1982 43,640 487,610 3,239,027 3,770,277
1982 22,442,833 1983 44,479 217,269 3,282,925 3,544,673
1983 20,875,960 1984 51,659 222,023 3,425,894 3,699,576
1984 17,030,758 1985 50,925 152,997 3,122,369 3,326,291
1985 14,092,882 1986 49,508 142,558 2,844,507 3,036,573
1986 11,058,467 1987 29,405 113,672 2,483,064 2,626,141
1987 8,608,800 1988 30,228 112,449 2,229,592 2,372,269
1988 5,771,300 1989 19,365 46,426 812,665 878,456
1989 5,808,900 1990 18,633 44,130 811,489 874,252
1990 4,190,200 1991 17,712 41,199 584,779 643,690
1991 3,401,700 1992 18,966 45,019 429,850 493,835
1992 5,785,900 1993 19,600 46,000 275,000 340,600
1993 5,476,900 1994

According to the provisions of M.S. 273.1104, a public  any of the ore estimates or valuation procedures which they
hearing to review the valuations of unmined iron ore shall ~ believe to be incorrect. In addition, current conditions and
be held on the first secular day following May 20th. It was future trends in the iron ore industry are discussed.

held May 21, 1993 to conform with the new tax laws. This

hearing provides an opportunity for representatives of the  Iron ore ad valorem taxes are expected to continue their long
mining companies and taxing districts to formally protest decline as remaining economic deposits are mined.
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AD VALOREM TAX ON
SEVERED MINERAL INTERESTS

Severed mineral interests are those mineral interests that are
owned separately from the title to surface interests in real
estate. Severed mineral interests are taxed under ~ M.S.
sections 272.039, 272.04, and 273.165, subd. 1 at
25-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 interests taxed under other laws relating to the
taxation of minerals, such as unmined taconite or iron ore,
or mineral interests exempt from taxation under
constitutional or related statutory provisions.

Ownership of a specific mineral or group of minerals (such
as energy minerals or precious metals) rather than an actual
fractional interest of all the minerals does not constitute a
"fractional interest". Thus, if ene individual reserved all
minerals except gas, oil and hydrocarbons, and a second
entity reserved the hydrocarbons, each owner would be
subject to the full $.25/acre tax.

The severed mineral tax is a property tax that is levied by
local taxing authorities in the same manner as other local
property taxes. Proceeds from the tax are distributed:
80 percent is returned by the county to local taxing
districts where the property is located in the same propor-
tion that the local tax rate each taxing district bears to the
total surface tax rate in the area, and 20 percent to the Indian
Business Loan Account in the State Treasury for business
loans to Indians by the Indian Affairs Council under M.S.
section 116J.64 (1990). The registration and taxation of
severed mineral interests is primarily a county function.
The severed mineral interests are registered with the county
recorder in the county where the interest is located. The
county auditor then sends a tax statement similar to any
other real estate interest. The tax is normally collected in
two increments payable in May and October.

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

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 conditions of severed mineral interests in
this state,” M.S. section 93.52. Failure to record severed
mineral interests within time limits established by the law
results in forfeiture to the state, M.S. section 93.55.

In 1979, the Minnesota Supreme Court ruled that the tax, the
recording requirements, and the penalty of forfeiture for
failing to timely record were constitutional, but also ruled

. that forfeiture procedures were unconstitutional for lack of

sufficient notice and opportunity for hearing. This decision
is cited as Contos, Burlington Northern, Inc. U.S. 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 U.S. Supreme Court refused to
hear an appeal requested by one of the plaintiffs. Shortly
after this decision, the 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 have been
obtained by the state in several counties declaring the
forfeiture of particular severed mineral interests to be
complete and giving title to the state.

In 1988, the Legislature amended the law to allow the
Commissioner of Natural Resources to lease unregistered
severed mineral interests before entry of the court order
determining the forfeit;re to be complete. However, mining
may not commence under such a lease until the court
determines that the forfeiture is complete.

In a later separate case, 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 from local property taxes.

Figure 42 - TAX COLLECTION AND DISTRIBUTION

80% Retained by 20% Payment to Indian Total Collections of
Period Ending Local Government Business Loan Account Affected Counties
June 30, 1985 422,648 105,662 528,310
June 30, 1986 339,577 84,897 424,474
June 30, 1987 298,656 74,664 373,320
June 30, 1988 403,152 100,788 503,940
June 30, 1989 328,683 82,171 ; 410,854
June 30, 1990 380,864 95,216 476,080
Dec. 31, 1990 371,772 94,443 472,215
Dec. 31,1991 455,128 113,782 568,910
Dec. 31,1992 494,612 123,653 618,265
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The twenty percent portion of the Severed Mineral
Interest Tax which is allocated to the Indian Affairs Council
is reported by the county auditors on the Abstract of Tax
Settlement form. This is a special form used for remitting
several property related taxes to the state, including the
Severed Mineral Interest Tax. Normally, the form is
submitted twice each year to correspond with payment of

property taxes.

The monies collected in the severed mineral interest account
are distributed to the Indian Affairs Council at the end of
eachmonth. Thetax is collected by the county auditors twice
each year (May and October) in the same manner as other
property taxes. Ifthe severed mineral interest tax is less than
$50, the taxpayer is required to pay in full with the May

payment.

A copy of the Abstract of Tax Settlement form is shown as
follows:

Figure 43

Minnesota Department of Revenue
Mail Station 3340
Saint Paul, Minnesota 55146-3340

(612) 296-2286

ABSTRACT OF TAX SETTLEMENT

Name of County

Period of Report

From ,19  to , 19

STATE'S SHARE OF THE FOLLOWING:

Reimbursement of Homestead Benefits
$5.00 County Conservation Fee (M.S. 40A.152, Subd. 1)
State Deed Fees (M.S. 282.09)
Repurchase Deed Fees (M.S. 282.241-.324)

Severed Mineral Interest

Acknowledged Correct

Signature of County Treasurer Date

Signature of County Auditor Date

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

Remittance should accompany each settlement and should be made by one warrant equal to the total shown above and payable to the

Commissioner of Revenue.

The processing and payment of the Severed Mineral
Interest Tax is handled by the Document Processing
Division of the Department of Revenue in St. Paul. The
Deposit Control Section is responsible for severed
minerals tax (612) 296-5960.
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The Indian Affairs Council, which administers the twenty
percent portion of the tax allocated for the Indian Business
Loan Account, may be contacted at (612) 296-3611.




TAXES ON OTHER MINING
AND/OR EXPLORATION

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

Base Metals

Copper, Nickel
Lead, Zinc, Titanium

Precious Metals

Gold, Silver
Platinum Group

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

Energy Minerals

Coal, Oil, Gas
Uranium

Tax

Ad Valorem Tax (Smelter

and Plant Facilities Only)

Net Proceeds Tax

Occupation Tax

Sales and Use Tax

Severed Mineral Interest

Withholding Tax on
Royalty Payments

F iguré 44
INDEX OF OTHER MINING/EXPLORATION TAXES

Current Laws
(M.S. 272 and 273)
(M.S. 298.015) - 2.0%
(M.S. 298.01) - 9.8%
(M.S. 297A) - 6.5%
(M.S. 273.165)

(M.S. 290.923) - 7%
Withholding from
Royalty Payments

Mining Tax Guide
Page No.

See Page 48

See Page 49

See Page 25

See Page 37

See Page 45

See Page 34

OCCUPATION TAX-CORPORATE INCOME TAX

The Minnesota Constitution mandates that the state impose
an occupation tax on the business of mining. In ordertomeet
this constitutional requirement, the Occupation Tax shail be
computed in accordance with the Minnesota Corporate
Franchise (Income) Tax beginning with 1990.
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The Corporate Income Tax is 9.8 percent and contains an
alternative minimum tax. 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 (70%). The three percent rate could vary
somewhat depending upon the impact of the allocation
formula. For more information on the Alternative
Minimum Tax, refer to M.S. 290.092, Subdivision 4, or
contact the Minerals Tax Office.



AD VALOREM TAX

The 1991 legislature amended the definition of real
property in M.S. 272.03, subdivision 1, to specifically
exclude mine shafts, tunnels, and other underground open-
ings used to extract ores and minerals taxed under chapter
298. This is consistent with the Department of Revenue's
previously stated position on taxation of those items. The
tax on ore reserves (other than taconite and iron ore) was
specifically removed in 1987. (M.S. 273.12, 1987, c. 268,
art. 957). Companies mining any of the minerals listed
would be subject to 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 1991, the St. Louis County Assessor
indicated that new industrial buildings were valued at $25
to $30 per square foot for ad valorem tax purposes. Storage
buildings may be assessed as low as $9 or $10 per square
foot. Millrates are set by the county, local communities, and
school districts according to statute, and the tax is adminis-
tered and collected by the county.

Minnesota's property taxes are computed as follows:

For commercial and industrial property, the assessor's
‘estimated market value is multiplied by a class rate (see
below) to obtain gross tax capacity (The first $100,000 of
value is at 3.0 percent). This is then multiplied by the local
tax rate to calculate tax payable. In St. Louis County, where
the majority of Minnesota's mining industry is located, the
local tax rates varied from a low of about .9 to a high of
approximately 1.80. For more detailed information on
assessment of auxiliary mining lands, refer to the section in
the guide on "Ad Valorem Tax on Auxiliary Mining Lands
for Taconite Operations". For taxes payable in future years,
the legislature has established target class rates lower than
the current rate in an effort to reduce the tax burden on
commercial and industrial property. These rates are as
follows:

CLASS RATES
Over $100.000  First $100,000
Payable 1992 4.75% 3.1%
Payable 1993 4.70% 3.0%
Payable 1994 4.60% 3.0%

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. The Department of Natural Resources, Minerals
Division, should be contacted 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.

WITHHOLDING TAX ON ROYALTY

Beginning January 1, 1990, all persons or companies paying
royalty were required to withhold Minnesota
income tax from their royalty payments (7%) and remit the
withholding tax and applicable information to the State of
Minnesota, Department of Revenue. See section on Income
Tax Withholding on Mining and Exploration Royalty for
further information.

SALES & USE TAX

All firms involved in the mining or processing of minerals
will be subject to the 6.5 percent sales and use tax on all
purchases, except those qualifying for the Industrial
Production Exemption. This exemption covers items that
are used or consumed in the production of 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. Explosives, amajor expense for mining, are exempt
under the chemical classification. New or expanding
businesses may qualify for arefund 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.

The specific exemption of mill liners applies only to the
taconite industry. Purchases of liners or lining materials by
other mining operations would be subject to sales and use
tax.




NET PROCEEDS TAX

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

Additional information is available from the Minerals Tax
Office.

Gross Proceeds

1) If the minerals are sold in an arms-length transaction,
the gross proceeds are the proceeds from the sale.

2) If the minerals are used by the taxpayer or disposed of
in a non-arms-length transaction, such as shipments to
a wholly-owned smelter or transactions between affili-
ated companies, the gross proceeds are determined as
follows:

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

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

Net Proceeds

The net proceeds tax was designed to apply to mining,
generally after initial beneficiation of the ore is completed.
It is not intended to tax value added by further refining,
smelting, or hydrometallurgical processes applied to
previously beneficiated ore concentrates.

Net proceeds are gross proceeds less certain deductions.
Not all expenses, however, are allowed as a deduction.
The following is a comprehensive list of unallowable
deductions and allowable deductions:
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Unallowable Deductions Include:

-- Sales, marketing, and interest expense.

-- Insurance and tax expense not specifically
allowed.

-- Administrative expense outside of Minnesota.

-- Research expense prior to production.

-- Reserve for reclamation costs after production
ends.

-- Royalty expense, depletion allowances, and the
cost of mining land.

Allowable Deductions

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

-- Labor, including wages, salaries, fringe benefits,
unemployment and workers' compensation
insurance.

-- Operating equipment and supplies, including
sales and use tax paid. Cost of machinery,
equipment, and supplies of a capital nature is
deductible as depreciation expense only, per
Section 167 of the IL.R.C.

-- Transportation of the minerals if the expense is
included in the sales price.

-- Administrative expense inside Minnesota.

-- Exploration, research, or development expense
in Minnesota is deductible in the year paid.

-- Exploration and development expense in Minnesota
incurred prior to production must be capitalized
and deducted on a straight-line basis over the first
five years of production.

-- Reclamation costs paid in a year of production.

The carryback or carryforward of deductions is not
allowed.

Distribution

The net proceeds tax on minerals and energy resources
mined or within the taconite tax relief area will be distrib-
uted according to the formula provided by M.S. 298.018.
Tax paid on minerals and energy resources mined outside of
the taconite tax relief area will be deposited in the general
fund.
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MINING INDUSTRY TAX CALENDAR

MARCH

APRIL

JANUARY

-- Ad Valorem Tax Reports mailed

to companies.

-- Ad Valorem estimates submitted

by companies (January - February).
15 -- Form MT-11, Taconite and Semi-
Taconite Tax Report mailed to
companies with memorandum.
31--Form MW-1, Minnesota Employer's
Quarterly Withholding Return due.

SALES AND USE TAX
Electronic Fund Transfers (all months):

14-- Payment must be made.
25--Return sent to St. Paul.

FEBRUARY

1-- Royalty/Withholding Tax Paid
Report, MT2-RW, due.

1-- Taconite Production Tax Report

due from companies.

10-- Notice of taconite municipal aid

mailed to communities.

15-- Taconite Production Tax deter-
minations mailed to companies.

15-- Computer printout listing 100%
production tax payment sent to
county auditors. School bond
payment schedule mailed to Itasca,
Lake, and St. Louis counties.

15--Ad Valorem Tax Reports due from
mining companies.

24--100% payment of the Taconite
Production Tax due in county offices
by electronic fund transfer.

25-- Distribution of Taconite Production
Tax by counties (collected Feb. 24).

28-- Form MW-3, MN Annual Reconcil-
iation of Income Tax Withheld due.

JULY

1-- Owner or lessee of mineral rights
submits specific data on drill
hole logs and lab tests during
previous year for Unmined
Taconite Tax.

15 --Ad Valorem Tax present worth
estimates mailed to companies.

30-- Form MW-1, Minnesota Em-

ployer's Quarterly Withholding
Return due.

AUGUST

MAY

1-- Occupation Tax Return and
payment due.
15-- First half property tax on taconite
railroad property due to counties.
20-- Ad Valorem tax hearing held on
first business day after May 20.

JUNE

30-- Ad Valorem Tax final adjustments
to property equalization sheets
mailed to county assessors.

1 -- Commissioner of Revenue will
certify amount of Taconite
Municipal Aid to municipality.

15-- Taconite Referendum distribution
to school districts of Taconite
Production Tax made by the
counties.

31--Form MW-1, Minnesota Employer's

Quarterly Withholding Return due.

NOVEMBER

--Form MW-5 and payment of
income tax withheld due at varying
times each month depending on
amount of tax due, i.e., eighth-
monthly period or monthly.

DECEMBER

SEPTEMBER

15-- Taconite Municipal Aid account
funds distributed by counties.

OCTOBER

10-- Taconite Production Tax estimates
due from companies.

15-- Second half property tax on
taconite railroad property due to

counties.

31-- Form MW-1, Minnesota Employer's
Quarterly Withholding Return due.

-- Minnesota Mining Tax Guide
available in late October.

1-- Minerals Tax Division submits
Unmined Taconite Tax Reports
to county assessors.

30-- Occupation Tax forms mailed to
companies.

30-- Royalty/Withholding Tax Paid
Report, MT2-RW, mailed to
companies.




GLOSSARY OF TERMS

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

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

Beneficiation -- The process of improving the grade of
ore by removing impurities through concentrating or
other preparation for smelting, such as drying, gravity,
flotation or magnetic separation. In taconite operations,
this includes the first stage of crushing ore-bearing rock
through the final stages of magnetic separation and
converting the concentrate into taconite pellets for use
in making steel.

Dry Weight -- The weight of iron ore or pellets excluding
moisture. For pellets, the dry weight is normally one to
two percent less than the natural weight.

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

Fe Unit -- Commonly referred to as an iron unit. An
iron unit is a term of measurement denoting one ton
containing one percent iron. Iron ore and taconite
produced in the United States is measured in long tons
(defined below). One long ton of taconite containing
65 percent iron also contains 65 "long ton" iron units.

The purpose for this type of measurement is the historical
and continued use of the selling price quoted in cents per
iron unit. One example is a currently published price of
acid pellets FOB mine at 37.344-cents per dry gross ton
iron unit OR $.37344 per iron unit.

Fiduciary -- An individual or an organization holding
something in trust for another. (Sales tax collected
establishes a fiduciary relationship between collector
and the State of Minnesota).

Flux Pellets -- Taconite pellets containing limestone or
another basic flux additive. Flux pellets eliminate the
need to add limestone in the blast furnace, improving
productivity and quality. Adding flux reduces the iron
content of a pellet.
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Flux pellets, as used in this guide, means pellets
containing 2.0% or more limestone or other flux.

Partial Flux Pellets -- Flux pellets containing 1.99% or
less limestone or other flux additive.

Gross National Product Implicit Price Deflator

(GNPIPD) -- An index maintained by the U. S. Depart-
ment of Commerce measuring inflation in the overall
economy. The taconite production tax rate is adjusted
annually based on the change in this index.

Lake Erie Value -- The traditional and quoted price of
iron ore from the earliest days of iron ore mining in
Minnesota and Michigan. This price per iron unit
included delivery, mainly rail and lake transportation,
from the mine to a Lake Erie port.

This was the starting point for occupation tax since it

began in 1921. It was the standard method of pricing

domestic iron ore and taconite for occupation tax until
the mid-1980's (see Mine Value).

Long Ton -- The standard unit of weighing for iron ore
and taconite in the United States. A long ton is 2,240
pounds.

Metric Ton -- Standard unit for weighing iron ore and

taconite in most areas of the world. A metric ton equals
1,000 kilograms or 2,204.6 pounds.

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

M.S. 298.225 -- A Minnesota statute guaranteeing the
taconite production tax aids received by municipalities,
counties, schools, and the I.LR.R.R.B. The aid levels are
adjusted according to a sliding scale based on production
levels.

Natural Weight -- The weight of iron ore or pellets
including moisture.

Net Proceeds Tax - A tax equal to two percent of net
proceeds from mining. Net proceeds are determined by
subtracting cértain basic deductions such as labor equip-
ment, supplies and depreciation from gross proceeds
or sales.



Non-Equity Sales -- See "Arms-Length Transaction".

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

For 1991 occupation tax purposes, pellet chips were
valued at 75 percent of the value of the unbroken pellets.

Percentage Depletion - A deduction from taxable
income representing a return on capital investment in a
"wasting" asset subject to a gradual reduction in reserves.
This deduction applies to income derived from various
mining or oil and gas properties. For iron ore, a flat
percentage of 15 percent of income from a specific
property is allowed.

This deduction, however, cannot exceed 50 percent of
taxable income from the property computed without the

depletion deduction.

Range Association of Municipalities & Schools

(RAMS) -- An association representing all Iron Range
cities, towns and schools receiving any funding from the

taconite production tax. An office is maintained in
Chisholm, Minnesota.

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

Short Ton -- Standard for weighing many commodities
in the United States. Equals 2,000 pounds.

Steel Mill Products Index (SMPT) - A United
States government index tracking the actual selling price
of all steel products in the United States. This index is
published monthly by the Department of Labor.

This index is part of the formula used to determine a
mine value for occupation tax purposes each year.

Taxable Tons -- The three-year average of the current
and prior two years production. The taconite production
tax is based on taxable tons.

MINNESOTA MESABI RANGE MAPS

Available for purchase is the Minnesota Mesabi Range Map
Atlas. The atlas consists of 36 U. S. Geological Survey
quadrangle maps, updated to 1986.

The maps included in the atlas identify the status of the
taconite mining industry including pits, stockpiles, tailings
ponds and related information. Also noted are highways,
railroads, gas and oil pipelines, major power lines, recreation
trails and lake accesses, and municipal and school district
boundaries.

The area covered extends from east of Babbitt across the
Mesabi Range through Hoyt Lakes, Aurora, Eveleth, Virginia,
Hibbing, and Grand Rapids to Deer River.

The map atlas is $159.75 including sales tax. Individual maps
may be purchased for $3.20, including sales tax. The maps and
atlases are available from the Mesabi Map Project, Minerals
Tax Office, P. O. Box 481, Eveleth, MN 55734-0481.
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Postage and Handling Charges for Maps

Individual Maps - Mailed First Class in paper tube (maximum
nine maps per tube).

Cost:  $2.00 for first map + 23-cents for each
additional map through nine maps.

For orders of more than nine maps, prices
must be calculated from $2.00 base for
.each nine maps.

Map Atlas Sets - Includes 35 quads plus legends, index, and
index map bound in brown vinyl or black library buckram
cover.

Cost:  $5.00 UPS rate.
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