

































































































































































The twenty percent portion of the Severed Mineral
Interest Tax which is allocated tothe 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
each month. Thetax iscollected by the county auditors twice
each year (May and October) in the same manner as other
property taxes. Ifthe severed mineral interesttax isless 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 44

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. '

49

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.

Figure 45 identifies each tax by statute number and
references each of them in this publication.

Base Metals Precious Metals Energy Minerals
Copper, Nickel Gold, Silver Coal, Oil, Gas
Lead, Zinc, Titanium Platinum Group Uranium
Figure 45
INDEX OF OTHER MINING/EXPLORATION TAXES
Mining Tax Guide
Tax Current Laws Page No.
Ad Valorem Tax (Smelter (M.S. 272 and 273) See Page 52
and Plant Facilities Only)
Net Proceeds Tax (M.S. 298.015-298.018) - 2.0% See Page 51
Occupation Tax (M.S. 298.01) - 9.8% See Page 28
Sales and Use Tax (M.S. 297A) - 6.5% See Page 40
Severed Mineral Interest (M.S. 272.039, 272.04, 273.165) See Page 48
Withholding Tax on (M.S. 290.923) - 7%
Royalty Payments Withholding from Royalty Payments See Page 37

OCCUPATION TAX-CORPORATE INCOME TAX
(M.S. 298.01)

The Minnesota Constitution mandates that the state impose
anoccupation tax on thebusiness of mining. In order to meet
this constitutional requirement, the Occupation Tax shall 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.




NET PROCEEDS TAX (M.S. 298.015-298.018)

A tax equal to two percent of the net proceeds from mining
in Minnesota applies to all mineral and energy resources
except sand, silica sand, gravel, building stone, all clays,
crushed rock, limestone, granite, dimension stone, horti-
cultural peat, soil, iron ore, and taconite. Net proceeds are
the gross proceeds from mining less allowable deductions.
The net proceeds tax hasbeen 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 chargesincluded 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:

Unallowable Deductions Include:

- Salc;s, 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 necess}iry 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 LR.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 extracted within the taconite tax relief area will be
distributed 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.

A summary of M. S, 298.018 distribution is listed:

(1) Five percent to the city or town where the minerals are
mined or extracted.

(2) Ten percent to the Municipal Aid Account.

(3) Ten percent to the school district where mining or
extraction occurred.

(4) Twenty percent to the School 22-cent Fund.

(5) Twenty percent to the county where mining or
extraction occurred.

(6) Twenty percent to Taconite Property Tax Relief,
St. Louis County as fiscal agent.

(7) Five percent to the LRR.R.B.

(8) Five percent to the N.E. Minnesota Economic
Protection Trust Fund (2002 Fund).

(9) Five percent to the Taconite Environmental Protection
Fund.

The proceeds shall be distributed on July 15.




Economic Development Incentives

The Iron Range Resources and Rehabilitation Board
(I.R.R.R.B.) has authority to loan up to $5 million for a new
mine or processing plant subject to net proceeds tax. This
authority expires December 31, 1997. The LR R.R.B. loans
are generally made at below market rates.

AD VALOREM TAX (M.S. 272-273)

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 rot subject to ad
valorem tax. In 1994, 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. 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.

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 2.25. 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 RATE
Over $100.000  First $100,000
Payable 1992 4.75% 3.1%
Payable 1993 4.70% 3.0%
Payable 1994 4.60% 3.0%
Payable 1995 4.60% 3.0%

There are some special policies that apply to metallic
minerals leases (Minn. Rules, parts 6125.0100 - .0700)
issued by the Department of Natural Resources. The
Commissioner of Revenue has advised all county auditors
and assessors that these leases issued by the Department of
Natural Resources constitute a taxable interest in real estate
(M.S.272.01, subd. 2(a) & (b)). The taxes are to be assessed
and collected as personal property taxes and do not become
alien against the real property. The Commissioner further
advised that since activities under the leases during the
initial years are limited to exploration, the tax should not
exceed the severed minerals interest tax during the explora-
tion stage. For all taxes levied in 1994 and thereafter, and
payable in 1995 and thereafter, the tax should not exceed
$.40 per acre while the lease activities constitute explora-
tion. Specific terms of the leases may vary, but the tax is to
be determined based on the number of acres made available
to the lessee and the fractional interest, if any, that is leased.

To date, none of the metallic minerals leases have pro-
gressed beyond the exploration stage. The Department of
Natural Resources, Minerals Division, should be contacted
to determine the status of activities under any state metallic
minerals lease.

WITHHOLDING TAX ON ROYALTY
.S, 290.923

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 AND USE TAX (M.S. 297A)

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, a major expense for mining, are exempt
under the chemical classification. Any new mining and/or
processing facility would qualify for a refund of the 6.5
percent sales or use tax paid on capital equipment used to
manufacture, fabricate, mine or refine tangible personal
property to be sold ultimately at retail. For details, 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.
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— Ad Valorem Tax Reports mailed to
companies.

— Ad Valorem estimates submitted
by companies (Jan.—Feb.).

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 — Payments must be made.
25 — Return sent to St. Paul.

MINING INDUSTRY TAX CALENDAR

1 — Royalty/Withholding Tax Paid 1 — Owner or lessee of mineral rights

Report, MT2-RW, due. submits specific data on drill hole
— Taconite Production Tax Report logs and lab tests during previ-
due from companies. ous year for Unmined Taconite

15 — Taconite Production Tax determi- Tax.
nations mailed to companies. 15 — Ad Valorem Tax present worth

— Printout listing 100% production estimates mailed to companies.
tax payment sent to county audi- 30 — Form MW-1, Minnesota
tors. Employer’s Quarterly Withholding
— School bond payment schedule Return due.
mailed to Itasca, Lake, and St.
Louis counties.
— Notice of Taconite Production Tax
Aids mailed to recipients.

24 — Taconite Production Tax payment
(100%)due in county offices by
electronic fund transfer.

25 — Distribution of Taconite Production
Tax by counties (collected
February 24).

28 — Form MW-3, Minnesota Annual
Reconciliation of income Tax
Withheld due.

1 — Occupation Tax Return and pay-
ment 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.

30 — Ad Valorem Tax final adjustments 1 — Commissioner of Revenue will — Form MW-5 and payment of

to property equalization sheets certify amount of Taconite income tax withheld due at vary-
mailed to county assessors. Municipal Aid to municipality. ing times each month depending
15 — Taconite Referendum distribution on amount of tax due, i.e., eighth-
to school districts of Taconite moenthly period or monthly.
Production Tax made by the coun-
ties.

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

15 — Taconite Municipal Aid account
funds distributed by counties.

10 — Taconite Production Tax estimates 1 — Minerals Tax Office submits
due from companies. Unmined Taconite Tax Reports to

15 — Second half property tax on county assessors.
taconite railroad property due to 30 — Occupation Tax forms mailed to
counties. companies.

31 — Form MW-1, Minnesota 30 — Royalty/Withholding Tax Paid
Employer’s Quarterly Withholding Report, MT2-RW, mailed to com-
Return due. panies.

— Minnesota Mining Tax Guide
available in late October.




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 contain-
ing 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 estab-
lishes 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 pro-
ductivity and quality. Adding flux reduces the iron content
of a pellet. ’

Flux pellets, as used in this guide, means pellets con-
taining 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. Department
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
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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 ofre
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 guarantecing the
taconite production tax aids received by municipalities,
counties, schools, and the LRRR.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 certain 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 1994 occupation tax purposes, pellet chips were
valued at 75 percent of the value of the unbroken pellets.

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

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

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

Steel Mill Products Index (SMPI) -- 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. The weight is on a dry basis
without any flux additives.
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Orders can be placed with the Minerals Tax Office, P. O. Box 481, Eveleth, MN 55734.
Phone: (218) 749-7702 or Fax: (218) 749-9646.




MINERALS AND MINING AGENCIES

MINNESOTA DEPARTMENT OF REVENUE
10 River Park Plaza, St. Paul, MN 55146

Phone: (612) 296-3403 Fax: (612) 296-5309

MATTHEW G. SMITH, Commissioner JOHN LALLY, Deputy Commissioner
Minerals Tax Office
P. O. Box 481, Eveleth, MN 55734-0481

Phone: (218) 749-7702 Fax: (218) 749-9646
DONALD H. WALSH, Manager WILLIAM O'BRIEN, Revenue Tax Specialist
THOMAS W. SCHMUCKER, Adm. Engineer ROBERT WAGSTROM, Mining Engineer
NORMA KROGERUS, Revenue Tax Specialist MARY JO HIELLE, Secretary

IRON RANGE RESOURCES AND REHABILITATION BOARD
P. O. Box 441, Eveleth, MN 55734

Phone: (218) 749-7721 Fax: (218) 749-9665
JAMES GUSTAFSON, Commissioner ANN GLUMAC, Deputy Commissioner
RAY SVATOS, Director, Mineland Reclamation BRIAN HITI, Minerals Liason

MINNESOTA DEPARTMENT OF NATURAL RESOURCES
500 Lafayette Road, St. Paul, MN 55146

Phone: (612) 296-4807 Fax: (612) 296-4799
RODNEY SANDO, Commissioner ANDREW TOURVILLE, Asst. Atty. General
Minerals Division
500 Lafayette Road, St. Paul, MN 55146
Phone: (612) 296-9553 Fax: (612) 296-5939
BILL BRICE, Director KATHY LEWIS, Leasing Manager
DAVE OLSON, Assistant Director RON VISNESS, Mineral Development Mgt.

Minerals Division
1525 Third Avenue East, Hibbing, MN 55746
Phone: (218) 262-6767 Fax: (218) 263-5420
MARTY VADIS, Assistant Director ARLO KNOLL, Reclamation Manager
RICHARD HEMMERSBAUGH, Operations Manager HENK DAHLBERG, Mineral Potential Mgr.

MINNESOTA GEOLOGICAL SURVEY
University of Minnesota
2642 University Avenue, St. Paul, MN 55114
Phone: (612) 627-4780 Fax: (612) 627-4778
DAVID SOUTHWICK, Director G. B. MOREY, Associate Director

NATURAL RESOURCES RESEARCH INSTITUTE
University of Minnesota, Duluth
5013 Miller Trunk Hwy., Duluth, MN 55811

Phone: (218) 720-4294 Fax: (218) 720-4219
MICHAEL LALICH, Director . THYS B. JOHNSON, Director, Center for
Applied Research and Technology

Coleraine Minerals Research
Box 188, Coleraine, MN 55722
Phone: (218) 245-2200 Fax: (218) 245-4219
RODNEY BLEIFUSS, Asst. Director, Minerals Research









