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Introduction

The Minnesota Mining Tax Guide is published to identify all
Minnesota mining-related taxes paid by the mining industry.
This book strives to simplify the complicated tax statutes using
language that is easy to understand and non-technical narratives,
tables, graphs and flowcharts.

Taconite Production Tax

The taconite production tax is the largest tax paid by the iron
mining industry. Itisamajor source of revenue to the counties,
municipalities and school districtswithinthetaconiterelief area.

The production tax distributed in 2006 is the tax due for the
2005 production year. The taconite production tax rate for
concentrates and pellets produced in 2005 was $2.137 per taxable
ton. The taxable tonnage for 2005 is the average tonnage
produced in 2003, 2004 and 2005.

Theinside of the front cover illustrates where the production tax
is distributed. It shows both the cents per ton (cpt) distribution
and the total amount distributed to various funds. The fundsto
which the production tax are distributed are explained on pages
7 through 10, Distribution of Funds.

State Taxes

Other major taxes paid by the mining industry are the occupation
tax, similar to anincometax, pages?28 - 36, and salesand usetax,
pages40 - 42. Thesetaxes are deposited in the State General Fund.

County Taxes

Other taconite and iron ore ad valorem (property) taxes are paid
directly to the counties, pages 44 - 50. These are property taxes
assessed on taconite railroads, unmined taconite ore, auxiliary
mining lands, unmined natural ore and severed mineral interests.

Taxeson Other Minerals

Taxeson minerals other than taconite or iron, such asgold, silver,
copper, nickel, lead and other nonferrous minerals are explained
on pages 51 - 53.

Aggregate M aterial Sales/Use Tax
An explanation of sales and use tax on aggregate materia is
found on page 43.

Iron Ore Production Comparison
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Figure3

History of Minnesota Taconite Production

Numbers after 1986 do not include flux. Beginning with 1990, all weights are dry. Taconite production tax report tonnages.
*1,552,080 of the 1,630,242 is EVTAC and 78,162 is United Taconite; 1,736,758 of the 4,376,891 is National and 2,640,133 is Keewatin Taconite
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Year Butler Eveleth Hibbing Inland Erie National Reserve Minntac Total
1951 _ _ _ _ 99,977 _ _ _ 99,977
1952 - - - - 101,325 - 13,071 - 114,396
1953 - - - - 228,499 - 257,435 133,504 619,438
1954 - - - - 180,669 - 316,628 413,059 910,356
1955 - - - - 195,979 - 521,200 623,491 1,340,670
1956 - - - - 211,698 —| 4,238,729 618,452 5,068,879
1957 - - - - 487,303 - 5,558,262 766,739 6,812,304
1958 - - - —| 2,953,993 —| 4,837,258 747,033 8,538,284
1959 - - - — | 4,109,000 - 3,763,189 542,106 8,414,295
1960 - - - — | 7,144,214 - 5,446,342 799,365 13,389,921
1961 - - - —| 6,772,654 - 5,652,522 761,913 13,187,089
1962 - - - — | 7,593,349 - 6,153,812 771,890 | 14,519,051
1963 - - - — | 7,852,473 - 8,044,362 798,405 16,695,240
1964 303 - - — | 8,009,243 - 9,667,975 827,713 18,505,234
1965 10,700 52,826 - — | 8,039,657 —| 10,023,520 877,459 19,004,162
1966 70| 1,536,370 - —| 8551,944 —| 10,829,799 758,544 | 21,676,727
1967 | 1,617,409 1,738,068 - — | 9,900,479 470,918| 9,695,533 888,950 | 24,311,357
1968 | 2,334,752| 1,800,124 - — | 10,718,707 839,663| 10,002,064 | 4,573,743 | 30,269,053
1969 | 2,599,906 1,916,899 - — | 10,198,586 2,285,744| 10,352,579 | 6,056,598 | 33,410,312
1970 | 2,637,655| 1,986,000 - — | 10,743,031 2,728,932 | 10,825,617 | 6,426,609 | 35,347,844
1971 | 2,647,930| 2,055,131 - — | 10,192,628 2,813,242 | 9,628,920 | 6,439,695 | 33,777,546
1972 | 2,302,971 2,141,233 - —| 9,972,068 2,420,056 | 9,042,632 | 8,674,583 | 34,553,543
1973 | 2,563,003| 2,065,042 - — | 11,657,631 2,578,023 | 10,424,648 | 12,540,908 | 41,829,345
1974 | 2,523,518 2,171,678 - — | 10,897,352 2,476,793 | 10,367,742 | 12,616,204 | 41,053,287
1975 | 2,437,411 2,164,677 - — | 10,884,511 2,433,579 | 10,695,052 | 12,193,687 | 40,808,917
1976 | 2,393,347| 2,291,714 303,419 — | 10,778,287 2,461,083 | 10,052,204 | 12,294,537 | 40,574,591
1977 | 1,686,590| 2,572,909 | 2,150,170 | 232,457 | 4,646,451 2,621,627 | 5,033,248 | 7,428,136 | 26,371,588
1978 | 2,507,633| 4,924,732 | 5,408,928 | 1,925,378 | 7,424,801 5,096,348 | 9,154,801 | 12,927,230 | 49,369,851
1979 | 2,552,255| 5,604,688 | 6,250,348 | 2,238,443 | 8,820,258 5,367,815| 7,033,658 | 16,492,186 | 54,359,651
1980 | 1,575,454| 5,778,256 | 6,800,202 | 1,407,598 | 5,679,043 2,896,456 | 4,582,997 | 14,147,065 | 42,867,071
1981 | 2,194,960| 5,879,859 | 7,125,897 | 2,385,967 | 7,943,641 3,424,392 7,643,807 | 12,381,951 | 48,980,474
1982 | 1,040,799| 4,611,260 | 5,703,410 | 1,792,702 | 3,963,897 1,291,211 1,520,113 | 3,307,025 | 23,230,417
1983 | 1,556,523| 3,265,821 | 4,205,470 | 2,136,155 | 2,045,065 3,270,837 985,318 | 7,708,073 | 25,173,262
1984 | 1,989,952| 3,932,117 | 6,075,049 | 2,032,164 | 4,696,117 | 4,584,782| 3,666,288 | 8,712,123 | 35,688,592
1985 952,476| 2,943,613 | 5,059,291 | 1,821,941 | 4,862,497 | 4,428,662 3,282,389 | 9,913,832 | 33,264,701
1986 Closed| 3,455,690 | 4,881,987 | 1,807,451 | 4,232,962 | 4,021,372 1,433,898 | 5,617,695 | 25,451,055
LTV
1987 —| 3,481,280 | 7,685375| 2,118,660 | 6,774,330 | 4,314,534 Closed | 7,668,870 | 32,043,049
1988 —| 4,238,636 | 8,653,270 | 2,247,840 | 7,888,582 | 4,607,944 — | 11,848,960 | 39,485,232
1989 —| 4,910,384 | 8,186,626 | 2,269,177 | 7,372,667 | 4,745,024 — | 11,846,319 | 39,330,197
Cyprus/
Northshore
1990 | 4417,255 | 8,136,923 | 2,265,876 | 7,798,292 | 4,809,930| 2,384,061 | 12,709,299 | 42,521,636
1991 —| 3,374,068 | 8,016,302 | 2,337,141 | 6,887,320 | 4,850,261 1,986,223 | 12,470,635 | 39,921,950
1992 —| 3,571,784 | 7,801,946 | 2,109,743 | 6,622,640 | 4,997,512 1,394,451 | 12,351,795 | 38,849,871
1993 | 3,124,040 | 7,244,015 | 2,403,766 | 7,403,623 2,758,923 | 3,406,029 | 13,509,891 | 39,850,287
1994 | 4862373 | 8,192,141 | 2,511,292 | 7,470,635 1,732,469 | 3,434,979 | 13,473,020 | 41,676,909
Northshore/CCI
1995 | 5,141,072 | 8,386,431 | 2,560,350 | 7,440,366 5,026,048| 3,658,130 | 12,788,787 | 45,001,184
1996 —| 4842571 | 7,910,004 | 2,530,053 | 7,182,697 | 4,775,999| 4,071,680 | 12,560,634 | 43,873,638
1997 | 4,964,481 | 7,479,612 | 2,388,631 | 7,168,585 5,108,503 | 4,059,463 | 13,646,373 | 44,815,648
1998 | 4,773,026 | 7,608,548 | 2,550,795 | 6,657,167 5,260,207 | 4,182,872 | 13,291,377 | 44,323,992
1999 | 4,342,770 | 6,623,571 | 2,658,663 | 6,593,497 5,225,632 3,678,803 | 12,169,971 | 41,292,907
2000 —| 3,850,443 | 8,008,869 | 2,698,927 | 7,305,807 5,459,565 | 4,075,170 | 13,561,035 | 44,959,816
2001 —| 4,159,792 | 5,891,288 | 2,629,420 69,200 | 4,371,589| 2,648,289 | 11,858,907 | 31,628,494
2002 —| 4,204,799 | 7,408,541 | 2,661,129 - 5,463,637 | 3,979,283 | 13,794,178 | 37,511,567
United Keewatin
Taconite Taconite

2003 —| 1,630,242%| 7,769,999 | 2,657,673 - 4,376,891% 4,683,657 | 13,231,018 | 34,349,480
2004 —| 4,030,871 | 8,101,948 | 2,693,971 - 5,343,915| 4,912,504 | 14,327,728 | 39,411,027
2005 —| 4,836,140 | 8,147,611 | 2,558,197 - 5,196,512 | 4,799,887 | 13,996,412 | 39,534,759
Totals | 40,125,707 | 143,644,734 | 201,217,191 |64,631,560 | 323,555,072 | 146,936,630 278,103,183 |431,885,712
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Taconite Production Tax

(Minnesota Statutes 298.24 and 298.28)

General Information

Definition

The taconite production tax is a severance tax paid on
concentrates or pellets produced by the taconite companies. It is
paidinlieu of ad valorem (property) taxes on taconite and lands
containing taconite. Land and structures used in the production
of taconite are also excluded from property tax, with some
exceptions (see pages 44 and 45). Electric power plants
principally devoted to the generation of power for taconite mining
and concentrating are considered to be used in the production of
taconite (or direct reduced ore) and are covered by the in lieu
exemption for property taxes. If part of the power isused for other
purposes, that proportion of the power plant is subject to the
general property tax. The power plant must be owned by a
company subject to production tax to qualify for the exemptions.

Tax Rate

Thetaconite production tax rate for any given year is determined
by multiplying the prior year’s rate by the percentage change in
the Gross Domestic Product Implicit Price Deflator (GDPIPD)
from thefourth quarter of the second preceding year to the fourth
quarter of the preceding year. The U.S. Department of Commerce
publishes the GDPIPD monthly in Survey of Current Business.
This escalator takes effect each year unless the rate is frozen or
changed by the Minnesota State L egislature. The escalator was
not allowed to take effect for concentrates produced in 2005.
The tax rate for the 2005 production year was $2.137 per taxable
ton. For concentrates produced in 2006, the rate will be $2.203
per taxable ton.

Taxable Tons

The production tax is levied on taxable tons, which are the
average tons produced during the current year and the previous
two production years. This eliminates the peaks and valleys of
tax payments by the taconite producers and distribution to the
tax recipients. Theresult is amore stable tax base resembling a
property tax.

Digtribution

Under Minnesota law, production tax revenues are distributed to
various cities, townships, counties and school districts within the
Taconite Assistance Area. Thisis an area comprising the present
taconite mining areas plus areas where natura ore was formerly
mined.

Fundsarea so allocated to the Iron Range Resources (IRR), which
administers the Taconite Environmental Protection Fund, the
Douglas J. Johnson Economic Protection Trust Fund, the Taconite
Economic Development Fund (sometimes referred to as the

Investment Tax Credit), the Taconite Assistance Program and
other loan and grant programs for both the range cities and
townships and the taconite industry. More information about the
IRR can be found on pages 24 - 27.

Payment Datesand M ethod

For taxes payable in 2004 and thereafter, the payments are due
50 percent on February 24 and 50 percent on August 24. If the
24th falls on aweekend or holiday, the payment dateisthe next
regular work day. The Department of Revenue must notify each
taconite producer of its tax obligation by February 15.

Each taconite producer must make paymentsto six counties and
the IRR on or before the due date. Payments are made to Aitkin,
Cook, Crow Wing, Itasca, Lake and St. Louis Counties, and to
the IRR. The county auditors then make payments to cities,
townships and school districts.

Producer Grant & Loan Fund
(M.S. 298.2961)

The producer grant program was renewed by the 2005 legislature.
Theamount allocated is5 cents per ton plusthe revenue generated
by the tax rate increase for the 2004 production year. The 2005
distribution is entirely alocated to the City of Virginia for the
steam heating system. The 2006 distribution is allocated to the
cities of Hibbing and Virginia public utilities for biomass
conversion. The 2007 distribution is allocated to the City of
Tower for the East Two Riversproject. For distributionsin 2008
and later, amounts may be allocated to joint ventureswith mining
companies for reclamation of lands containing abandoned or
worked out mines.

Taconite Economic Development Fund
(M.S. 298.227)

The Taconite Economic Development Fund (TEDF) was first
created for production years 1992 and 1993 at a rate of 10.4
cents per taxable ton (cpt).

No distribution is made under the TEDF or the Producer Grant
Program in any year in which total industry production falls
below 30 million tons. (Note: The 30 million ton minimum was
suspended for the 2002 production year only). Any portion of
the TEDF fund not released within two years of depositisdivided,
with two-thirds to the Environmental Protection Fund and one-
third to the Douglas J. Johnson Economic Protection Trust Fund.
To date, al funds have been approved and rel eased to the taconite
producers before the two-year deadline expiration. The 2001
legislature made the TEDF permanent at 30.1 cents per ton for
distributions in 2002 and thereafter. The first 15.4 cents (of the
30.1 cents) does not require a matching investment by the
company. A matching expenditure of at least 50 percent is



required to qualify for the additional 14.7 cents per ton (above
15.4 cents).

The legidlature added the following requirement: “If aproducer
uses money from the fund to procure haulage trucks, mobile
equipment, or mining shovels, and the producer removes the
piece of equipment from the taconite tax relief area defined in
section 273.134 within ten years from the date of receipt of the
money from the fund, a portion of the money granted from the
fund must be repaid to the taconite economic development fund.
The portion of the money to be repaid is 100 percent of the grant
if the equipment is removed from the taconite tax relief area
within 12 months after receipt of the money from the fund,
declining by ten percent for each of the subsequent nine years
during which the equipment remainswithin thetaconite tax relief
area”

Each producer has two potential sources of TEDF money:

1. Acidor flux pellets — The production tax amount credited
to each producer’'s share of the Taconite Economic
Development Fund is 30.1 cpt.

2. Péllet chips and fines — This remains the same as last
year—an amount equal to 50 percent of the tax for pellet
chips and fines sold not exceeding 5/16-inch, is allocated to
each company’'s share of the Taconite Economic
Development Fund. The total amount may not exceed
$700,000 for all companies. If the total claimed exceeds
$700,000, each company’s share will be prorated. The
determination of this allocation is based on current
production year sales of chips, fines and concentrate—not
thethree-year average of production. Salesof crushed pellets
do not qualify for this credit. (M.S. 298.28, Subd. 9(a),
paragraph (b).)

Therefore, each company is eligible to receive 30.1 cents per
taxable ton plus an additional amount based on current year tons
of chips and fines sold. A list of TEDF-funded projects and
yearly distributions is shown in Figure 21.

Flux Pellets

Flux pelletshave limestone or other basic flux additives combined
with the iron concentrates before pelletizing. Three companies,
Minorca, Northshore and USX, produce fluxed pellets, although
all have experimented with them. United Taconite, Hibbing
Taconite, Keewatin Taconite and Northshore are producing a
partially fluxed pellet containing alow percentage of limestone
additives.

M.S. 298.24, Subd. 1, (f) alows the weight of flux added to be
subtracted from the pellet weight for production tax purposes. All
tables in the Minnesota Mining Tax Guide with production
statistics use an equivalent or cal culated weight for fluxed pellets.
The taxable weight is the dry weight less the weight of the flux.
Theweight of theflux isdetermined by ametallurgical calculation
based on the analyses of the finished pellet, the concentrate and
the flux stone. Beginning in 1988 (1987 production year), a flux
credit was allowed against production tax.

Occupation tax is based on iron units and uses the full weight
including flux. A reconciliation of both tonnages and the flux
weight is shown on Figure 26.

Pellet Weighing

Pellet tonnages are reported on a dry weight basis. This began
with the 1990 production year.

Definition of Taconite Tax Relief Area
One common prerequisite exists for all taconite aids and grants;

the recipient must be within the geographic confines of the
Taconite Tax Relief Areaor the Taconite AssistanceArea. Thisis
defined by statelaws(M.S. 273.134 & M.S. 273.1341) asfollows:

“Tax relief area” means the geographic area contained within
the boundaries of a school district that meets the following
qualifications:

(1) Itis a school district in which the assessed valuation of
unmined iron ore on May 1, 1941, was not less than 40
percent of the assessed valuation of all real property and
whose boundaries are within 20 miles of a taconite plant;
or

It is a school district in which, on Jan. 1, 1977, or the
applicable assessment date, thereisataconite concentrating
plant or wheretaconiteis mined or quarried or wherethere
islocated an electric generating plant which qualified asa
taconite facility.

(2

Definition of Taconite Assistance Area

A “taconite assistance area” meansthe geographic areathat falls
within the boundaries of aschool digtrict that containsamunicipality
inwhich the assessed va uation of unminedironoreonMay 1,1941,
was not |ess than 40 percent of the assessed valuation of al real
property. Any area within the Taconite Tax Relief Areais also
considered to be within the Taconite Assistance Area.

State Contribution
(298.285 State Aid Amount; Appropriation)

The commissioner of revenue shall determine a state aid amount
equal to atax of 33 cents per taxable ton or iron ore concentrates
for production year 2001 and 22 cents per taxableton or iron ore
concentrates for production years 2002 and thereafter. Thereis
appropriated from the general fund to the commissioner an amount
equal to the state aid determined under this section. It must be
distributed under section 298.28, as if the aid were production
tax revenues.

2006 L egidlation
Production Tax

Several items affecting production taxes were passed during the
2006 legidlative session. The tax rate for conentrates produced
in 2006 wasallowed to increase from $2.137 per taxable to $2.203
per ton. A clause was added penalizing the movement of mobil
equipment out of thetaconitetax relief areaif the equipment was
purchased with TEDF monies. Further detail is found under
Taconite Economic Development Fund.



The amount allocated to RAMS was increased from .2 cents per
taxable ton to .3 cent.

For distributions in 2008 to the Grant & Loan Fund under M.S.
298.2961, thefirst $2,000,000isallocated to the St. Louis County
road & bridge fund for County Road 715, commonly referred to
as Pike River Road. The remainder of the 2008 distribution and
distributionsin 2009 and subsequent yearsisallocated to projects
under M.S. 298.223, Subd. 1.

A public worksand economic development fund was established
for distributions in 2007 only as follows:

* Sec. 13. Minnesota Statutes 2004, section 298.2961, isamended
by adding a subdivision to read:

*Subd. 5. Public works and local economic development fund.
For distributions in 2007 only, a special fund is established to
receive 38.4 cents per ton that otherwise would be allocated
under section 298.28, subdivision 6. The following amounts are
allocated to St. Louis County acting as the fiscal agent for the
recipients for the specific purposes:

(1) 13.4 cents per ton for the Central Iron Range Sanitary Sewer
District for construction of a combined wastewater facility;

(2) six centsper ton to the city of Eveleth to redesign and design
and construct improvements to renovate its water treatment
facility;

(3) one cent per ton for the East Range Joint Powers Board to
acquireland for and to design acentral wastewater collection
and treatment system;

(4) 0.5 cents per ton to the city of Hoyt Lakesto repair Leeds
Road;

(5) 0.7 cents per ton to the city of Virginiato extend Eighth
Street South;

(6) 0.7 centsper tonto thecity of Mountain Iron to repair Hoover
Road;

(7) 0.9 centsper tontothecity of Gilbert for alley repairsbetween
Michigan and Indiana Avenues and for repayment of aloan
to the Minnesota Department of Employment and Economic
Development;

(8) 0.4 cents per ton to the city of Keewatin for anew city well;

(9) 0.3 cents per ton to the city of Grand Rapids for planning a
fire and hazardous materials center;

(20) 0.9 cents per ton to Aitkin County Growth for an economic
development project for peat harvesting;

(11) 0.4 cents per ton to the city of Nashwauk to develop a
comprehensive city plan;

(12) 0.4 cents per ton to the city of Taconite for development of
a city comprehensive plan;

(13) 0.3 cents per ton to the city of Marble for water and sewer
infrastructure;

(14) 0.8 cents per ton to Aitkin County for improvements to the
Long Lake Environmental Learning Center;

(15) 0.3 cents per ton to the city of Coleraine for the Coleraine
Technology Center;

(16) 0.5 cents per ton to the Economic Development Authority
of the city of Grand Rapids for planning the North Central
Research and Technology Laboratory;

(17) 0.6 cents per ton to the city of Bovey for sewer and water
extension;

(18) 0.3 cents per ton to the city of Calument for infrastructure
improvements; and

(19) ten cents per ton to an economic development authority in
acity through which State Highway 1 passes, or acity in
Independent School District No. 2142 that hasan activemine,
for an economic development project approved by the Iron
Range Resources and Rehabilitation Board.

Minnesota Statute 298.28 was amended to include a temporary
distribution to the city of Eveleth of .2 cents per taxable ton for
the Hockey Hall of Fame. The aid is for distribution in 2007
through 2011 only. Eveleth must certify to the St. Louis County
Auditor that it hasreceived at |east an equal amount in donations.

Distribution of Funds
(Minnesota Statute 298.28)

Subd. 2 - Taconite Citiesand TownsFund

(@ The Taconite Cities and Towns Fund allocates 4.5 cents per
ton to cities and towns where taconite mining and
concentrating occur. Forty percent (1.8 cpt) goes to cities
and townships in which mining activity occurs. The
remaining 60 percent (2.7 cpt) goes to cities and townships
in which concentrating taconite occurs. Note: This is done
on a company-by-company basis.

If both mining and concentrating take placein asingletaxing
district, theentire 4.5 centsisallocated there. If mining occurs
in morethan onecity or town, therevenue (1.8 cpt) isdivided
based on either a percentage of taconite reserves or a four-
year production average. Most taconite mines have mining
intwo or more areas.

If concentrating is split between two or more citiesor towns,
the revenue (2.7 cpt) is divided by the percentage of hours
worked in each. The primary crusher is considered the first
stage of concentration. The only current examples are
Northshore (Babbitt, Beaver Bay Township and Silver Bay),
former LTV (Hoyt Lakes and Schroeder Township-LTV
powerplant), EVTAC and United Taconite (Eveleth, Fayal
Township, and McDavitt Township). Beaver Bay Township
qualifies due to the location of the tailing basin that is part
of the concentrating process. Distribution detail isshownin
Figure 10.

(b) Mining Effects — Four cents per taxable ton is allocated to
cities and organized townships affected by mining because
their boundaries are within three miles of ataconite mine pit
that was actively mined in at least one of the prior three
years. If acity or town is located near more than one mine
meeting the criteria, it is eligible to receive aid calculated
from only the mine producing the largest taxable tonnage.
When more than one municipality qualifiesfor aid based on
one company’s production, the aid must be apportioned
between the municipalities in proportion to their



populations. One-half of the money must be used for
infrastructureimprovement projects and one-half for projects
in which two or more municipalities cooperate.

The IRR has provided some guidelines for appropriate use of
these funds:

1. One haf for infrastructure improvement projects:

e Public buildings - construction or magjor maintenance;
does not include normal cleaning and maintenance or
janitorial services.

Weater and sewer systems

Streets, sidewalks, roads and bridges

Parksand recreational facilities

Public trails

Does not include mobile equipment

2.One-half for cooperative projects between two or
more communities:;

o Parks and recreational facilities

o Public trails or other community facilities

e Public services such as recreational activities, law
enforcement and fire protection

e Other joint ventures

Use of mining effects fund is not limited to the above examples.
Cooperative projects are not limited to communities that receive
amining effectsdistribution. For example, community A, which
receives mining effects aid, can undertake a project with
community B, which does not.

A community should report to the IRR by January 15 of the year
following the receipt of the mining effects aid. Reports should
be submitted to Richard Wal sh, GrantsAdministrator, IRR, 4261
Hwy 53 South, PO. Box 441, Eveleth, MN 55734.

Subd. 3 - Taconite M unicipal Aid Account

(@ The Taconite Municipal Aid is funded at 12.5 cents per
taxableton. The Kinney-White allocation (par. b) and the .2
cent RAMSallocationin Subd. 8 are subtracted fromit. The
payment is made on September 15. Each city or township
first receives the amount it was entitled to receive in 1975
from the occupation tax. The amount is then reduced
according to the percentage aid guarantee provisionsin M.S.
298.225. For example, if production levels mandate a 90
percent aid guarantee, then the occupation tax grandfather
amount is also reduced to 90 percent. The remainder of the
aid is distributed according to a complex formula using
levies, valuation, population and fiscal need factors.

Thefirst step in thisformulais to determine the fiscal need
factor (FNF). The FNF isathree-year average of the sum of
the local government aid (LGA), local levy and production
tax revenues received by the community. Next, the local
effort tax capacity rate equal sthefiscal need factor per capita
(FNFPC) divided by 17. If the FNFPC is greater than 350,
thelocal effort tax capacity rate (LETCR) is 350 divided by
17 plus the excess over 350 divided by 15. The minimum

allowable LETCRis8.16. Thefinal stepinthisformulaisto
compute the distribution index (DI). The distribution index
for a community equals its FNF minus LETCR times the
adjusted net tax capacity divided by 100.

A distribution index is determined for all eligible
communities. A percentage is determined by comparing the
distribution index of a particular community to the total of
distribution indexes for all eligible communities. This
percentage is then multiplied by the amount of available
municipal aid to determine an amount for each community.
Prior to this calculation, the occupation tax grandfather
amounts and special aid for the city of Kinney and township
of White are subtracted from the total available to the
municipal aid fund.

If FNFPC <350, LETCR =FENFPC
17
If ENEPC > 350, LETCR* =350 + (ENFPC- 350)
17 15
DI =*(FNF minusLETCR) x Adjusted Net Tax capacity
100
* Minimum allowable LETCR = 8.16

The conditionsnecessary for amunicipality to quaify for thisaid are
identical to the qualificationsfor the 66 percent taconite property
tax relief listed under Subd. 6 (seepage9). Thegtatelaws governing
Municipal AidareM.S. 273.134, M.S. 298.28, Subd. 1, Clause 2,
and M.S. 298.282. Distribution detail is Figure 10.

(b) and (c) - Additional money isallocated to cities and townships
if more than 75 percent of the city’s assessed valuation
consisted of iron ore as of Jan. 2, 1980, or if more than 75
percent of the township’s assessed valuation consisted of
iron oreon Jan. 2, 1982. Thedistribution is calculated using
certified levies, net tax capacities and population. Currently,
only White Township and the city of Kinney qualify.

M.S. 126C.48, Subd. 8 - Special Municipal Aid

L egidation passed in 2002 authorizessomecitiesand townships
to receive aid from money allocated to their school districts
for levy reduction totheextent that thelevy reductionsexceed
the schools levy limitations.

Subd. 4 - School Districts

() Seventeen and fifteen hundredths cents (17.15) per taxable
ton was distributed in 2005 under (b) and (c) plusamount in

paragraph (d).
(b) Taconite School Fund (3.43 cents)

A total of 3.43 centsper taxableton for each taconite company
isallocated to schoal digtrictsinwhichmining and concentrating
occurs. If themining and concentrating take placein separate
districts, 40 percent isall ocated to the location of mining and
60 percent to concentrating. In addition, if the mining occurs
in more than one school district, the 40 percent portion is
further split based on either afour-year average of production
or a percentage of taconite reserves. If the concentrating
function of a company takes place in more than one school
district, the 60 percent portion is further split according to
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hours worked in each district. The primary crusher, tailings
basin and power plant owned by a taconite company are
considered part of concentrating. When thesearein different
school districts from the plant, the hours-worked split is
used. Distribution detailsin Figure 11.

Regular School Fund (13.72 cents)

A total of 13.72 cents per taxable ton is split among the 15
school digtrictsinthe Taconite Relief Area. Each school district
receives the amount it was entitled to receive in 1975 from
thetaconite occupation tax (under M.S. 298.32). Thisamount
may be increased or reduced by the percentage aid guarantee
provisions of M.S. 298.225. The remaining amount in the
fund is distributed using an index based on pupil units and
tax capacities. Generally, districts with larger tax capacities
per pupil unit tend to receive aproportionately smaller amount
of this fund. Distribution detail isin Figure 11.

The index is calculated as follows: The pupil units for the
prior school year are multiplied by theratio of the average net
tax capacity per pupil unit of al taconite districts to the
adjusted net tax capacity per pupil unit of the district. Each
district receives the portion of the distribution that its index
bearsto the sum of theindexesfor all taconite school districts.

Taconite Referendum Fund (21.3 cents)

The Taconite Referendum Fund (TRF) receivesan all ocation
of 21.3 cents per taxableton. Taconite school districtsqualify
for an additional $175 per pupil unit over and above state
aidsby passing aspecial levy referendum equal to 1.8 percent
of net tax capacity. The pupil units used in the computation
are the greater of the previous year or the 1983-84 school
year units. On July 15, the TRF paysthe difference between
thelocal levy and $175 per pupil unit. If any money remains
inthefund, it is distributed to the Environmental Protection
Fund (two-thirds) and the Northeast Minnesota Economic
Protection Trust (one-third). Note: Adistrict receiving money
from the TRF must reserve the lesser of $25 or the amount
received per pupil unit (of the $175 authorized) for early
childhood programs or outcome-based learning programs.
The commissioner of the Minnesota Department of
Education must approve the outcome-based programs.
Distribution detail isin Figure 11.

Each school didtrict is entitled to receive the amount it
received in 1975 under 298.32 (Occupation Tax Grandfather).

Subd. 5- Counties

@

The allocation of 26.05 cents per taxable ton to taconite
counties (subject to adjustment by M.S. 298.225) is to be
distributed under Subd. 5(b) through (d). Theamountslisted
in (b) and (d) are the statutory amounts prior to any
adjustment by M.S. 298.225. Distribution detail isin Figure
13.

(b)

©

@)

Taconite Countieswith Mining or Concentrating

An amount of 20.525 cents per taxable ton is distributed to
the county in which the taconite is mined or quarried or in
which the concentrate is produced (split in the same manner
as taconite cities and towns), less any amount distributed in
Subd. 5(c). Distribution detail isin Figure 13.

Counties- Electric Power Plant

If an electric power plant owned by and providing the
primary source of power for ataconite plant islocated in a
county other than the county in which the mining and
concentrating processes are conducted, one cent of the 13
cents per ton (for that company) is distributed to the county
in which the power plant is located. This one cent is not
escalated but is subject to M.S. 298.225 adjustment with
variable guarantee. Cook County continues to receive aid
based on the former LTV power plant due to the guarantee
provided by M.S. 298.225. For the 2005 production year,
this amounted to $87,662. The only company whose
distribution is affected is the former LTV Steel, due to its
power plant location at Taconite Harbor in Cook County. Its
one cent per ton distribution for the 1983 base year was
figured on 9,793,639 tons. Thisamount was carried forward
from 1979 based on a previous guarantee. The current year
M.S. 298.225 guarantee percentage is always applied.

$97,936 (1983 base) x 89.50908% = $87,662

Thereisalso atransfer of $20,165 from property tax relief to
the county fund covered in Subd. 6 (b). Cook County
receives a total of $107,827 due to the LTV power plant
($87,662 + $20,165 = $107,827). The $20,165 amount is
calculated: $22,528 (1983 base) x 89.50908% = $20,165.

Taconite County Road and Bridge

Each county receives aportion of theaid that isdeposited in
the County Road and Bridge Fund in the same manner as
taconite citiesand towns. Thebasic allocationis5.525 cents per
taxable ton subject to adjustment as in M.S. 298.225.
Distribution detail isin Figure 13.

Subd. 6 - Taconite Property Tax Relief

(a) Taconite Property Tax Relief

The amount sent to thisfund was set by the 2001 legislature
at 33.9 cents per taxable ton for the 2002 production year.
For the production year 2002 and subsequent years, the gross
domestic product implicit price deflator will index it. The
indexed amount was 37.33 cents per ton for the 2005
production year. The qualifications and distribution of
taconite property tax relief are described in the following
paragraphs.

The Taconite Homestead Credit reduces the tax paid by
owners of certain properties located on the Mesabi and
Vermillion ranges located within the taconite relief area
The properties receiving this credit are owner-occupied
homes and owner-occupied farms. The tax on all the land



comprising the farm is used in determining the amount of
credit for afarm.

If an owner-occupied home or farm is located in a city or
town that contained at least 40 percent of its valuation as
iron ore on May 1, 1941, or which had a taconite mine,
processing plant, or electric generating facility on January
1, 1977, or currently has a taconite mine, processing plant,
or electric generating facility, the taconite credit is66 percent
of the tax up to a maximum credit of $315.10 for taxes
payable in 2006.

If the property is not located in such acity or town, but is
located in aschool district containing such acity or town, the
taconite creditis57 percent of thetax up to amaximum credit
of $289.80.

Thetotal amount of taconite property tax relief paid in each
county and school districtislisted in Figure 7. An example
of the calculation is shown in Figure 8.

State laws governing taconite property tax relief are
containedinM.S. 273.134to M.S. 273.136 and M.S. 298.28,
Subd. 6. This is guaranteed by the Northeast Minnesota
Economic Protection Fund as stated in M.S. 298.293.

b) Electric Power Plant Aid from Property Tax Relief

For any electric power plant located in another county, as
described in 5(c), 0.1875, cent per taxableton (cpt) fromthe
Taconite Property Tax Relief account is paid to the county.
Thedistributionissubject to the M.S. 298.225 variable guaran-
tee. For the 2005 production year, $20,165 was distributed,
with the entire amount coming from the M. S. 298.225 guar-
antee (calculation details on page 9 under (c) counties).

(© ElectricPower Plant Aid from Property Tax Relief

This subdivision allocates 0.4541 cent per LTV's taxable
tonnage to the Cook County school district due to LTV's
power plant in Cook County. The distribution is subject to
the M.S. 298.225 guarantee at 31.2 percent or the variable
rate, whichever is less. For the 2005 production year,
$21,087 was distributed. Thisis calculated by multiplying
the 1983 base of $67,586 x .312 = $21,087.

Subd. 7— Iron Range Resour ces & Rehabilitation Boar d

An amount of 6.5 cents per taxable ton escalated by the Gross
National Product Implicit Price Deflator is allocated to the Iron
Range Resources and Rehabilitation Board (subject to M.S.
298.225 guarantee). Thefundsare used by the IRRRB for general
operating expenses and community development grants.

Subd. 8— RangeAssociation of Municipalities& Schools

This 0.2 (0.3 cpt payable in 2007) cent per taxable ton (subject
to M.S. 298.225 guarantee) is paid to the Range Association of
Municipalities and Schools (RAMS) to provide an area-wide
approach to problems that demand coordinated and cooperative
actions. All cities, towns and schoolsin the taconite and iron ore
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mining area are included. This amount is subtracted from the
Taconite Municipal Aid distribution in Subd. 3.

Subd. 9— Douglas J. Johnson Economic Protection
Trust Fund

In addition to the amount provided in the remainder after all
other distributions are completed, 3.35 cents per taxable ton is
alocated to the Douglas J. Johnson Economic Protection Trust
Fund for production year 1998 and thereafter.

(@ Taconite Economic Development Fund
This subdivision is explained in detail on pages 24 and 26.
Subd. 10— Indexing

Beginning with distribution in 2000 (1999 production year), the
amounts determined under Subd. 6, paragraph (a), Subd. 7 and
Subd. 9 areincreased in the same proportion astheincreasein the
implicit price deflator as provided in Section 298.24, Subd. 1.

Subd. 11— Remainder

(@ After distributing al other aid, including school bond credits
and payments, taconite railroad, and IRRRB payments,
remainder is distributed of the two-thirds to the Taconite
Environmental Protection Fund and one-third to the Douglas
J. Johnson Economic Protection Trust Fund. The remainder
includesinterest earned on money on deposit by the counties.
Theamountsin (b) and (c) are taken from theinitial amount
prior to making the 1/3 - 2/3 distribution to the two funds.

(b) Taconite Railroad

Until 1978, the taconite railroad gross earnings tax was
distributed to local units of government based on aformulaof
50 percent to school districts, 22 percent city or town, 22
percent county, and six percent state. The respective shares
were further split based on miles of track in each government
unit. Beginning in 1978, the distributions were frozen at the
1977 level and funded from production tax revenues. The
total amount distributed in 2006 is $2,482,454. Taconite
railroad aidsare not subject to the percentage reduction mandated
for other aids by M.S. 298.225 and so remain constant from
year to year. Beginning with the 2002 production year, the
taconite railroad distribution to schools is reduced to 62
percent of the 1977 amount.

(¢) Occupation Tax Grandfather Amount to|RRRB

In 1978 and each year theredfter, the amount distributed to the
IRRRB isthe same as it received in 1977 from the distribution
of the taconite and iron ore occupation taxes: $1,252,520.

Additional Payments

Although thefollowing paymentsarenot included in M. S. 298.28
or its subdivisions, they are subtracted prior to dividing the
remainder described in Subd. 11.

These payments are listed in detail on page 17 and consist of



school bond payments to school districts within the taconite tax
relief areaand taconite assistancearea. Most arefunded 80 percent
taconite and 20 percent local efforts.

In Laws 2005, Chapter 152, Article 1, Sec. 39 the legidature
authorized the Commissioner of IRRRB to issue $15,000,000 in
revenue bonds to make grants to school districts in the taconite
relief area or taconite assistance area. The bonds are to be used
by the school districtsto pay for health, safety and maintenance
improvements. The bonds are funded in equal shares from the
Taconite Environmental Protection Fund and the Douglas J.
Johnson Economic Fund. Minor amendments were made by the
2006 legidature.

Aid Guarantee
(Minnesota Statute 298.225)

The recipients of the taconite production tax, provided in M.S.
298.28, Subds. 2t0 5, Subd. 6, paragraphs (b) and (c) and Subds. 7
and 8, are guaranteed to receive distributions equal to the amount
distributed to them with respect to the 1983 production year,
provided that production is not less than 42,000,000 taxable tons.
If the production is less, the amount distributed from the fund is
reduced proportionately by two percent per each 1,000,000 tons
by which the taxable tons are less than 42,000,000 tons. For
example, if thetaxable tonnage (three-year average) is 39,800,000,
then the proportionate reduction is 4.4 percent. Thisis calculated
by multiplying two percent times 2.2 million tons. This aid
guarantee is funded equally from the initial current year
distributions to the Taconite Environmental Protection Fund and
the Northeast Minnesota Economic Protection Fund. If theinitial
distributions are insufficient to fund the difference, the
commissioner of the IRR makes the payments of any remaining
differencefrom the capital of the Taconite Environmental Protection
Fund and the Northeast Minnesota Economic Protection Trust
Fund in equal proportions. The commissioner of the Minnesota
Department of Revenue determinesthis. Theaid payments covered
by this variable guarantee are listed as follows:

1. 4.5 cents—City and Town Fund

2. 12.3 cents—Taconite Municipa Aid

3. 6.5 cents—escalated to IRRRB

4. 0.2 cent—RAMS (0.3 cent in payable 2007)

5. 0.1875 cent—power plant transfer from Taconite Property
Tax Relief Account to Cook County

6. 4.0 cents- Mining Effects Fund (uses 1999 production year
as base year)

Thefollowing funds are guaranteed at 75 percent or the variable
guarantee, whichever isless:

1. 20.525 cents—Taconite County Fund

2. 5.525 cents—Taconite County Road and Bridge Fund

Thefollowing fundsare guaranteed at 31.2 percent or thevariable
guarantee, whichever isless:

1. 13.72 cents—Regular School Fund

2. 3.43 cents—Taconite School Fund

3. Taconite Referendum Fund

4. 0.5625 cent—power plant transfer from Taconite Property
Tax Relief Account to School District 166, Cook County

The Taconite Property Tax Relief Account is not covered by
M.S. 298.225, but is separately guaranteed by the Economic
Protection Fund, as stated in M.S. 298.293.
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Taconite Production Tax

Distribution Calculation

The taconite mining companies make the production tax pay-
ments directly to six counties (Cook, Lake, St. Louis, Itasca,
Crow Wing and Aitkin) and the IRR. Each county auditor is
responsible for making the taconite aid payments to the various
jurisdictions within the county. St. Louis County was designated
as fiscal agent for the taconite property tax relief account and
issues taconite property tax relief checks to the other counties.
The State of Minnesota also made a payment of $0.22 cents per
taxableton (payable 2006). Thismoney was added to the amount
available for distribution.

The Minnesota Department of Revenue makes all computations
regarding the amount paid by the companies, state and the aid
payments due to cities, schools, townships and counties. Inter-
est earnings on undistributed funds are remitted by the counties
tothe IRR.

The proceeds of the 2005 taconite production tax (payable 2006)
aredigtributed by statelaw asfollows(all figuresare cents per taxable
ton):

M.S. 298.28 — Payment r ecipients Centsper ton
Subd.2a  Taconitecitiesand towns 45
Subd. 2b Taconitecitiesand towns (mining effects) 4.0
Subd. 3 Taconite municipal aid account 12.3
Subd. 4 School districts
(b) Taconite schools(mining and/or concentratingin thedistrict) 3.43
(©) School districtswithin thetaconiter elief area (distributed by formula) 13.72
Basic school district total 17.15
(d) TaconiteReferendum Fund (formulaamount - seepage8)
Subd. 5 Counties
(b and c) Taconitecounties(includeselectric power plant) 20.525
(d) Taconite countiesroad/bridge 5.525
Countiestotal: 26.05
Subd. 6 Taconite property tax relief
(includes.75 centsfor Cook County and Cook County schools) 33.9*

Subd. 7 IRRRB 6.5*

Subd. 8 RangeAssociation of Municipalitiesand Schools 0.2

Subd. 9 DouglasJ. Johnson Economic Protection Trust Fund 3.35*

Subd.9a  Taconite Economic Development Fund 30.1

Subd.9  Taconite Environmental Fund for usein Producer Grant & L oan Fund 5.0%*

Subd.10  Indexing provisions -

Subd. 11 Distribution of remainder -

*  These funds are escalated using the Gross Domestic Product Implicit Price Deflator. After escalation, the cents per ton for
Taconite Property Tax Relief was 37.33 cents, IRRRB was 7.45 cents, and the Northeastern Minnesota Economic Protection
Fund was 3.78 cents.

**  Plus amount of revenue due to tax increase generated in pay 2005.

The full amount distributed, including escalation and M.S. 298.225 guarantees, is listed in Figure 10.
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Figure5

Douglas J. Johnson Economic Protection Trust Fund and

Environmental Protection Fund

S Eidre Douglas J. Johnson Taconite Environmental
Fund balance Fund balance
June 30, 1991 42,004,602 4,997,728
June 30, 1992 48,840,406 8,538,918
June 30, 1993 54,084,189 1,459,629
June 30, 1994 57,633,818 1,411,886
June 30, 1995 61,596,404 4,034,811
June 30, 1996 66,451,967 3,638,011
June 30, 1997 61,901,073 4,440,733
June 30, 1998 61,863,771 4,709,999
June 30, 1999 71,863,771 5,003,671
June 30, 2000 78,602,904 4,632,476
June 30, 2001 81,880,819 3,680,925
June 30, 2002 79,621,545 1,079,868
June 30, 2003 84,572,870 7,868,073
June 30, 2004 86,298,384 6,709,194
June 30, 2005 83,433,221 15,691,497
June 30, 2006 80,394,959 9,234,489
Douglas J. Johnson Fund Major Withdrawals
February and May, 1987 46 million M.S. 298.225
Sept, 26, 1989 1.90 million Property tax relief guarantee
July 1, 1996 10.00 million Producer grant program-*
July 1, 2001 .1 million Mining Effects Extension:++
Various 2002 & Jan. 2003 2.52million M.S. 298.225
Sept. 2004 5.00million L oan to Mesabi Nugget
Dec. 2004 3.00 million Loanto MN Steel Industries
Feb. 2006 $6.488 million L oan to Mesabi Nugget

* This aid guarantee formula was revised by the 1984 Legislature so that further withdrawals should not be necessary except during serious iron

ore industry depression.
** 1996 M.S. 298.2961

*** Section 20 of 2001 legislation amended M.S. 298.225 (aid guarantees) to extend payments for certain cities and townships.

The TaconiteArea Environmental Protection Fund (TEPF), M.S.
298.223 and the Douglas J. Johnson Economic Protection Trust
Fund (DJJ), formerly known as Northeast Minnesota Economic
Protection Trust Fund, M.S. 298.291 through 298.294, were estab-
lished by the 1977 Legislature. These two funds receive the re-
mainder of the production tax revenues after all distributions are
made accordingto M.S. 298.28. Theremainder issplit with one-
third going to the DJJ and two-thirds to the TEPF.

The TEPF was created for the purpose of reclaiming, restoring
and enhancing those areas of Minnesota that are adversely af-
fected by environmentally damaging operationsinvolved in min-

ing and producing taconite and iron ore concentrate. The scope
of activitiesincludes|ocal economic development projects. The
Iron Range Resources commissioner administers the fund. The
Iron Range Resources Board and the governor must approve
projects.

The DJJis somewhat different in that only interest and
dividends earned by the fund may be spent before January 1,
2028. Expendituresfrom the principal may be madewith
approval from the Iron Range Resources Board for economic
development projects.
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Taconite Property Tax Relief

The taconite homestead credits described on page 9 are is carried in the Taconite Property Tax Relief Fund balance with
administered by the county auditors. The amounts payablein St. Louis County as fiscal agent. If the fund balance and
2004 arelisted in Figure 7 below. Distributionis determined production tax collections are not sufficient to make the payments,
by the formula described on page 15. The amounts do not the deficit is made up from the Douglas J. Johnson Economic
equal the total production tax allocated for property tax relief Protection Fund. The last time this occurred was in 1989.
shown in the tables as collections or payments. The difference

Figure 6
Taconite Property Tax Relief Fund Balance
Year Payments Interest & Paymentsout Balance
payable into account* other** (by formula) December 31
1991 $10,848,818 $505,139 $7,914,709 $5,805,325
1992 10,891,942 411,356 8,308,617 8,800,006
1993 10,847,642 437,219 8,980,640 11,104,227
1994 11,783,383 712,838 11,136,577 12,463,871
1995 12,143,854 1,087,081 11,758,988 13,935,818
1996 13,055,526 1,080,173 11,600,147 16,471,370
1997 12,924,447 1,039,106 11,809,166 18,832,791
1998 13,555,273 1,416,146 11,269,163 22,535,047
1999 16,237,808 1,379,053 14,867,173 25,284,735
2000 16,078,849 2,040,283 15,041,042 28,362,825
2001 13,850,869 2,488,790 15,339,725 29,362,759
2002 10,293,022 5,652,323 *** 23,950,183+ *** 19,209,484
2003 10,835,555 415,669 11,300,470 19,160,238
2004 16,119,076* **** 412,123 11,257,422 24,434,015
2005 13,567,734***** 398,393 11,254,494 27,145,288
2006 Est. 14,800,000 420,000 26,000,000 * *** 16,365,000
* Listed under year payable; therefore, 2005 payments result from 2004 production.

** St Louis County began as the fiscal agent in 1986. Note: It includes amounts of incorrect homestead claims repaid and other adjustments.
*** |ncludes reimbursement from state for overpayment in Aitkin, Crosby-lronton and Grand Rapids School Districts.
****  $10,857,566 of Special Municipal aid was also paid out of homestead credit funds as a one time payment.
**x%% |ncludes $4,940,000 from National bankruptcy settlement for 2004 & $49,173 for United Taconite in 2005. The 2006 est. includes
14,700,000 extra in the payout for various public works projects.

Figure7
Taconite Property Tax Relief Fund Distribution
Total listed by school district area Total listed by county area
P Mobile Real Mobile Real Grand
cence elelie home property Gty home property total
166 - Cook County 775 462,354 (69) St. Louis $21,264 $8,445,695 $8,466,959
316 - Coleraine 3,196 835,778 (31) Itasca 4,618 1,200,598 1,205,216
319 - Nashwauk-Keewatin 1,422 364,820 (38) Lake 669 1,114,661 1,115,330
381 - Lake Superior 1,339 1,368,113 (16) Cook 775 462,354 463,129
695 - Chisholm 249 643,341 (36) Koochiching 4 3,916 3,920
696 - Ely 1,163 578,366
701 - Hibbing 9,605 1,817,228 Total: $27,330 $11,227,224| $11,254,554
706 - Virginia 975 1,034,346 (Payable 2005)
712 - Mt. Iron-Buhl 3,391 458,654
2142 - St. Louis County 2,877 1,845,692 Mobile homes are taxed differently from other real estate in that they
2154 - Eveleth-Gilbert 1,281 919,683 | ae assessed and taxed in the same year.
2711 - Mesabi East 1,057 898,849 The supplemental property tax relief paid from the State General Fund
revenue to Deer River (Itasca Co.), Floodwood (St. Louis Co.), Aitkin,
Total $27,330 $11,227,224 Crosby-Ironton and Grand Rapids is not included in any of the
(Payable 2005) production tax tables.

The aid amounts in Figures 10, 11 and 13 do not include taconite
property tax relief.
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Figure8

Taconite Residential Homestead Credit Examples

Taxes payable 2006

Grosstax computation 66% Examplel 66% Example 2
1. Tota Market Value $30,000.00 $70,000.00
2. Net Tax Capacity $300.00 $700.00
3. Locad Tax Rate 110.000% 110.000%
4. Net Tax Capacity Tax (2 x 3) $330.00 $770.00
5. Referendum Tax Rate 0.09500% 0.09500%
6. Referendum (5x 1) $28.50 $66.50
7. Total Gross Tax (4 + 6) $358.50 $836.50
Residential homestead mar ket value cr edit computation
8. Homestead Market Value Credit
a) Initial Credit (1st $76,000 of 1x0.40%: max. $304) $120.00 $280.00
b) Credit Phase Out (0.09% x (1-$76,000)) $0 $0
c¢) Final Credit (8a-8b) $120.00 $280.00
Final net tax and taconite credit computation
9. Adjusted Gross Tax (7 - 8) $238.50 $556.50
10. Taconite Credit (9 x 66%, $315.10 maximum) * $157.41 $315.10
11. Net Tax (9 - 10) $81.09 $241.40
Grosstax computation 57% Example 1 57% Example 2
1. Tota MarketValue .............ciiiiiiiiiiinnn $30,000.00 $70,000.00
2. NetTax CapaCity .. ..coviii et $300.00 $700.00
3. Local TaxRate ... 110.000% 110.000%
4. Net Tax Capacity Tax (2X3) ..ot $330.00 $770.00
5. ReferendumTax Rate . ... 0.09500% 0.09500%
6. Referendum (5X 1) ...ttt $28.50 $66.50
7. Tota GrossTax (44 6) ..ot $358.50 $836.50
Residential homestead mar ket value credit computation
8. Homestead Market Value Credit
a) Initial Credit (1st $76,000 of 1 x 0.40%: max. $304) ........ $120.00 $280.00
b) Credit Phase Out (0.09% x (1-$76,000)) ..............ccvvin.. $0 $0
CFinACredit(8a8b) ............. ... ... .. $120.00 $280.00
Final net tax and taconite credit computation
9. Adiusted GrossTaX (7-8) .. oovviiieeiie i $238.50 $556.50
10. Taconite Credit (9 x 57%, $289.80 maximum) * . ........... $135.95 $289.80
1L NetTax (9-10) ..ot e $102.55 $266.70

*  Taconitecredit can belessthan $10.
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Figure 10

Taconite Production Tax Distribution

to Cities and Townships — 2006

(Based on 2005 production year tax revenues—not including Taconite Property Tax Relief dollars)

N 4.5 cent 4.0 cent Taconite Taconite
i mining & conc. mining effects railroad* municipal aid Total
COOK COUNTY
Schroeder Township $9,541 $- $47,700 $0 $57,241
CROW WING COUNTY
Crosby - - - 192,190 192,190
Ironton - - - 42,787 42,787
Riverton - - - 4,994 4,994
Trommald - - - 3,443 3,443
Irondale Township - - - 23,283 23,283
Rabbitt Lake Township - - - 3,182 3,182
Wolford - - - 0 0
ITASCA COUNTY
Bovey — — — 64,605 64,605
Calumet - - - 36,578 36,578
Cohasset - - - 0 0
Coleraine - - - 93,425 93,425
Keewatin 49,960 64,835 - 129,547 244,342
Marble - - - 61,083 61,083
Nashwauk 13,345 53,199 - 105,762 172,306
Taconite - - - 28,394 28,394
Grand Rapids Township - - - 32,282 32,282
Greenway Township 16,993 - - 26,107 43,100
Iron Range Township - - - 7,215 7,215
Lone Pine Township 5,567 28,473 - 2,524 36,564
Nashwauk Township 54,678 39,605 - 25,507 119,790
LAKE COUNTY
Silver Bay 119,633 - 152,706 199,482 471,821
Beaver Bay Township 4,898 - 12,565 0 17,463
Crystal Bay Township - - 6,951 - 6,951
Silver Creek Township - - 20,612 - 20,612
Stony River Township - - 19,943 - 19,943
ST. LOUIS COUNTY
Aurora 12,501 77,454 - 178,394 268,349
Babbitt 91,411 186,792 166,767 186,747 631,717
Biwabik - 26,236 - 108,032 134,268
Buhl - 39,434 - 98,522 137,956
Chisholm - 69,129 - 499,819 568,948
Ely - - - 279,073 279,073
Eveleth 53,402 94,766 - 380,937 529,105
Gilbert 47,459 51,977 - 207,326 306,762
Hibbing 486,237 239,908 - 1,473,527 2,199,672
Hoyt Lakes 231,216 85,473 152,153 259,898 728,740
Kinney 10,472 6,877 - 65,040** 82,389
Leonidas 4,310 1,429 - 8,518 14,257
McKinley - 2,380 - 9,506 11,886
Mountain Iron 596,407 116,157 - 380,628 1,093,192
Virginia 30,022 355,904 - 841,065 1,226,991
Balkan Township - 11,224 - 26,421 37,645
Bassett Township - 5,157 11,745 - 16,902
Biwabik Township 0 24,872 - 24,280 49,152
Breitung Township - - - 0 0
Clinton Township - 24,655 - - 24,655
Eagle's Nest Township - - - 0 0
Fayal Township 2,495 47,192 - 37,449 87,136
Great Scott Township 17,204 15,543 - 17,435 50,182
McDavitt Township 98,062 - - 19,152 117,214
Waasa Township - 12,772 - - 12,772
White Township 20,898 67,996 - 260,205** 349,099
Wuori Township 71,189 20,154 - 9,720 101,063
Total $2,047,900 $1,769,593 $591,142 $6,453,011

* Fixed amount based on 1977 Taconite railroad gross earnings tax distributions.

** |ncludes amount from M.S. 298.28, Subd. 1, Clause (2) (b).

— Indicates not €ligible.

0 Indicates eligible, but no payment at current valuation and production.
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Figure1l

Taconite Production Tax Distributions

to School Districts - 2006

Ao .0343 Taconite .1372 Regular Taconite Taconite
School districts $School Fund $School I?gnd railroad Referendum Total
001 Aitkin — $161,113 - $96,681 $257,794
166 Cook County $21,087 56,428 $264,977 0 342,492
182 Crosby-Ironton - 203,334 - 77,906 281,240
316 Greenway 32,431 610,122 - 299,368 941,921
318 Grand Rapids - 654,560 - 493,929 1,148,489
319 Nashwauk-Keewatin 109,465 283,668 - 145,670 538,803
381 Lake Superior 94,921 385,723 342,720 317,090 1,140,454
695 Chisholm - 335,122 - 218,127 553,249
696 Ely - 78,761 - 124,956 203,717
701 Hibbing 327,917 912,057 - 631,929 1,871,903
706 Virginia 80,591 556,117 - 345,877 982,585
712 Mtn. Iron-Buhl 466,449 364,649 - 219,592 1,050,690
2142 St. Louis County 125,956 464,421 284,841 519,244 1,394,462
2154 Eveleth-Gilbert 70,729 523,957 - 344,819 939,505
2711 Mesabi East 183,337 338,631 214,397 383,554 1,119,919
Totals $1,512,883 $5,928,663 $1,106,935 $4,218,742
Figure12

Taconite Production Tax School Bond Payments

School districts Year authorized* paymFgwl?lyearz Payment® Og;sltaaggégng
166  Cook County* 1996 2016 $504,607 $4,438,000
316  Greenway 1990 2009 64,797 196,581
316  Greenway 1996 2008 44,068 204,000
316  Greenway 2000 2019 156,356 1,568,000
318  Grand Rapids 1996 2010 479,626 2,056,000
381  LakeSuperior 2000 2022 403,977 4,496,837
695 Chisholm 1990 2005 268,160 0
695  Chisholm 2000 2020 191,585 3,902,008
696 Ely 1996 2015 70,270 528,000
701  Hibbing 1996 2011 212,398 1,080,000
706  Virginia 1996 2016 1,066,431 5,605,394
712 Mt. Iron-Buhl 1998 2017 325,252 3,128,000
2142 St Louis County 1996 2005 319,580 0
2154 Eveleth-Gilbert 1990 2009 404,000 168,026
2154 Eveleth-Gilbert 1996 2017 195,038 2,524,000
2711 Mesabi East 1996 2011 58,806 312,000
Totals: $4,764,951 $30,206,846

1 Legislative year in which taconite funding was enacted.

2 Production year from which final bond payment will be deducted.
3 Estimated portion of outstanding bond balance to be paid by taconite funds (not including interest).
4 All taconite bonds funded at 80 percent taconite, 20 percent local effort, unless otherwise noted: Cook County — 1996, 70 percent.
5 Payments for 2005 production year.
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Figure13

Taconite Production Tax Distribution

to Counties - 2006

Production year 2005

(Does not include dollars from taconite property tax relief)

Taconite Production and Tax

Regular county Road and bridge Taconite
Catiniyy 13 cents 3.5 cents railroad el
Cook $ 107,827 - $187,190 $ 295,017
Itasca 715,502 $ 188,553 - 904,055
Lake 747,013 192,778 243,034 1,182,825
St. Louis 8,414,404 2,255,886 354,153 11,024,443
Total $9,984,746 $2,637,217 $784,377 $13,406,340
Figure 14

Revenue by Company

Production year 2005

Production Taxable Production Tax :

Company Tons Tonnage* | Tax Rate | Assessed Credits Net Tax

Hibbing Taconite 8,147,611 8,006,519 $2.137 $17,109,931 $0 $17,109,931
Mittal Steel 2,558,197 2,636,614 2.137 5,634,444 0 5,634,444
Northshore 4,799,887 4,798,713 2.137 10,254,850 0 10,254,850
USS-Keetac 5,196,512 4,972,439 2.137 10,626,102 (1,441,904) 9,184,198
USS-Minntac 13,996,412 13,851,719 2.137 29,601,124 0 29,601,124
United Taconite 4,836,140 3,499,084 2.137 7,477,543 (717,640) 6,759,903
Total 39,534,759 37,765,088 $2.137 $80,703,994 | ($2,159,544) $78,544,450

*  The taxable tonnage is the average production of the current year and previous two years.

19



Figure15

2005 Production by Product Type

DS and s
Company Acid Flux PﬁLt)i(fl Acid Partial Flux* Tgnegl
Hibbing - - 8,147,611 - - - 8,147,611
Mittal Steel USA - 2,558,197 - - - - 2,558,197
Northshore - - 4,743,909 - - 55,978 4,799,887
USS- Keetac - - 5,072,036 - 110,531 13,945 5,196,512
USS- Minntac | 4,220,519 9,745,268 - - - 30,625 13,996,412
United Taconite - - 4,795,594 - 40,546 - 4,836,140
Total: 4,220,519 | 12,303,465 22,759,150 - 151,077 100,548 39,534,759
Acid production:; 4,276,497 Total pellets: 39,283,134
Flux production: 35,258,262 Total chips and fines: 251,625
Total 39,534,759 Grandtotal: 39,534,759 (dry with flux subtracted)
*Partial flux pellets contain less than two percent flux.
Figure 16

The Changing Trends in Minnesota Taconite Production
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Figure17

Production Tax Rate

History and Index Summary

Production| Statutory Fe (iron) Inflation Total TEDF Producer
Year Grants
1941 5.0 cents 0.5 cents None 5.5 cents 0 0

1969-70 11.5 cents 0.5 cents 0 (WPI*) 12.0 cents 0 0
1971 15.5 cents 0.5 cents 0.4 (WPI) cents 16.4 cents 0 0
1972 18.5 cents 0.5 cents 1.3 (WPI) cents 20.3 cents 0 0
1973 20.5 cents 1.0 cents 2.8 (WPI) cents 24.3 cents 0 0
1974 20.5 cents 1.0 cents 8.2 (WPI) cents 29.7 cents 0 0
1975 60.5 cents 1.0 cents 13.4 (WPI) cents 74.9 cents 0 0
1976 60.5 cents 1.0 cents 15.5 (WPI) cents 76.5 cents 0 0
1977 125.0 cents 4.5 cents 0 (SMPI**) cents | 129.5 cents 0 0
1978 125.0 cents 6.0 cents 8.9 (SMPI) cents 139.9 cents 0 0
1979 125.0 cents 6.0 cents 28.8 (SMPI) cents 159.8 cents 0 0
1980 125.0 cents 6.0 cents 42.2 (SMPI) cents 173.3 cents 0 0
1981 125.0 cents 6.0 cents 60.6 (SMPI) cents 191.6 cents 0 0
1982 125.0 cents 6.0 cents 76.8 (SMPI) cents 207.8 cents 0 0
1983 125.0 cents 6.0 cents 73.7 (SMPI) cents 204.7 cents 0 0
1984 125.0 cents 6.0 cents 79.7 (SMPI) cents 210.7 cents 0 0
1985 125.0 cents 3.0 cents 76.8 (SMPI) cents 204.8 cents 0 0
1986 190.0 cents 0 Frozen (IPD***) 190.0 cents 0 0
1987 190.0 cents 0 Frozen (IPD) 190.0 cents 0 0
1988 190.0 cents 0 Frozen (IPD) 190.0 cents 0 0
1989 190.0 cents 0 7.5 (IPD) cents 197.5 cents 0 0
1990 190.0 cents 0 +7.5 (IPD) cents 197.5 cents 0 0
1991 190.0 cents 0 15.4 (IPD) cents 205.4 cents 0 0
1992 190.0 cents 0 +15.4 (IPD) cents 205.4 cents 10.4 cents 0
1993 190.0 cents 0 +15.4 (IPD) cents 205.4 cents 15.4 cents 0
1994 190.0 cents 0 +15.4 (IPD) cents 205.4 cents 15.4 cents 0
1995 190.0 cents 0 +15.4 (IPD) cents 205.4 cents 15.4 cents 0
1996 190.0 cents 0 19.4 (IPD) cents 209.4 cents 20.4 cents 0
1997 190.0 cents 0 24.1 (IPD) cents 214.1 cents 15.4 cents 5.0 cents
1998 190.0 cents 0 24.1 (IPD) cents 214.1 cents 15.4 cents 5.0 cents
1999 190.0 cents 0 24.1 (IPD) cents 214.1 - cents | 15.4 cents 5.0 cents
2000 190.0 cents 0 27.3 (IPD) cents 217.3 - cents | 15.4 cents 5.0 cents
2001 210.3 cents 0 0 (IPD) cents 210.3 - cents | 30.1 cents 5.0 cents
2002 210.3 cents 0 0 (IPD) cents 210.3 - cents | 30.1 cents 5.0 cents
2003 210.3 cents 0 0 (IPD) cents 210.3 - cents | 30.1 cents 0.0 cents
2004 210.3 cents 0 3.4 (IPD) cents 213.7 - cents | 30.1 cents 0.0 cents
2005 210.3 cents 0 3.4 (IPD) cents 213.7 - cents | 30.1 cents 0.0 cents
2006 210.3 cents 0 10.0 (IPD) cents 220.3 - cents | 30.1 cents 0.0 cents

* Wholesale price index
** Steel mill products index
*** Gross national product implicit price deflator, gross domestic implicit price deflator beginning in 2000.
¢ In years following 1989 and 1991 when the inflation index was unchanged, it was frozen by legislative action.
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Figure 18

Taconite Produced and Production Tax Collected

Production tons Production tax Collected rate per
Year (000's) collected (000s) production ton
1959 8,414 528 0.063 * The 1977 law was the
1960 13,390 735 0.055 first to apply the
1961 13,187 766 0.058 producti on tax rateagai nst
1962 14,526 842 0.058 taxable tons, the greater
1963 16,701 972 0.058 of the current year's
1964 18,505 1,075 0.058 production, or the three-
1965 19,004 1,104 0.058 year average of proauction
1966 21677 1,257 0.058 tons. Thetaxable tonnage
for 1984 was the current
1967 24,311 1,427 0.059 year only. The taxable
1968 30,269 1,782 0.059 tonnage for 1985 was the
1969 33,410 3,778 0.113 average tonnage for 1984
1970 35,348 4,253 0.120 and 1985. A three-year
1971 33,778 5,539 0.164 average is used for 1986
1972 34,544 7,002 0.203 and beyond.
1973 41,829 10,159 0.243
1974 41,053 11,952 0.291 Taxable tons* Tax rate per
1975 40,809 30,347 0.744 (000's) taxableton
1976 40,575 30,857 0.760
1977 26,372 48,891 1.854 37,759 $1.295
1978 49,545 69,394 1.401 49,614 1.399*
1979 55,333 88,485 1.599 55,373 1.598*
1980 43,060 87,179 2.025 50,296 1.733*
1981 49,369 99,018 2.006 51,799 1.916*
1982 23,445 80,305 3.425 38,624 2.078*
1983 25,173 67,341 2.675 33,302 2.047*
1984 35,689 64,514 1.876 35,689 2.107
1985 33,265 65,092 1.957 34,477 2.048
1986 25,451 48,658 1.912 31,468 1.900
1987 32,043 51,184 1.597 29,039 1.900
1988 39,485 57,402 1.454 32,326 1.900
1989 39,375 72,149 1.832 36,968 1.975
1990 42,522 78,930 1.856 40,461 1.975
1991 39,922 82,411 2.064 40,606 2.054
1992 38,850 82,035 2112 40,431 2.054
1993 39,850 80,196 2.012 39,541 2.054
1994 41,677 81,500 1.956 40,126 2.054
1995 45,001 85,705 1.904 42,176 2.054
1996 43,874 90,513 2.063 43,517 2.094
1997 44,816 94,705 2113 44,563 2141
1998 44,324 94,268 2.126 44,338 2141
1999 41,293 93,064 2.254 43,468 2.141
2000 37,785 79,773 2111 36,711 2173
2001 31,628 62,288 1.969 34,638 2.103
2002 37,512 64,405 1.717 35,575 2.103
2003 34,349 65,546 1.908 31,302 2.103
2004 39,411 79,263 2.011 37,091 2.137
2005 39,535 78,544 1.987 36,755 2.137
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Direct Reduced Iron (DRI)

The recent worldwide interest in direct reduced iron (DRI) has
caused some taconite producers to explore the possibility of
building a DRI plant in Minnesota. Recognizing this trend, the
Legislature has taken action to encourage DRI production in
Minnesota.

Reduced Production Tax Rate for DRI

The first five years of a DRI plant’s commercial production are
subject to reduced tax rates. Commercia production is defined
as more than 50,000 tons.

Years of % of regular Years of % of regular
operation rate operation _rate

1 0% 4 50%

2 0% 5 75%

3 25% 6 100%

The taconite production tax rate for DRI is the regular rate plus
an additional 3 cents per grosston for each 1 percent that theiron
content exceeds 72 percent when dried at 212 degrees Fahrenheit.
Thus, at abase production tax rate for 2006 at $2.203 per ton, the
tax ratefor 90 percentiron DRI would be $2.743. Theratefor 95
percent DRI would be $2.893.

A number of economic development packages to build a DRI

plant or a non-ferrous plant are offered by the State of Minnesota
and Iron Range Resources (IRR) andthe U.S. Government. These
are detailed on the IRR page.

General Information

Because it is subject to the taconite production tax, a DRI
production plant and facilitiesis exempt from regular ad valorem
property taxes. The taxable tonnage is based on a three- year
production average. Pig iron isconsidered DRI for the purpose
of production tax and incentives.

A stedl plant or a non-ferrous (base or precious metal) mine or
plant would be subject to ad valorem (property) taxes as would
any other business. If asteel plant werein conjunction with DRI
plant, the DRI portion would be subject to the taconite production
tax, thus exempt from ad valorem (property) taxes.

The 2004 legislature authorized a streamlined environmental
permitting procedure to allow a DRI plant to be built at the
closed LTV site near Hoyt Lakes, and the IRR is engaged in
negotiations concerning an economic incentive package.

Electric Power Plant Personal Property
Exemption (M.S. 272.027, Subd. 3)

Tools, implementsand machinery of an electric generating facility
are exempt if all the following requirements are met:

1. The electric generating facility has a capacity of at least
450 megawaltts,

2. The electric generating facility is adjacent to a taconite mine
direct reduction steel mill; and

3. Theelectric generating facility supplies more than 60 percent
of its electricity in the prior year to the adjacent direct
reduction plant and steel mill.

Figure19

World Direct Reduced Iron Production

Millions Metric Tons

Prior to 2001, number shave been provided by the U.S. Geological Survey, Mineral Information
From 2001 to current, infor mation provided by www.midrex.com
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Iron Range Resources and Rehabilitation Agency

Iron Range Resourcesisaunique Minnesota state agency charged
with the economic development and diversification of aregionin
northeastern Minnesota defined by Minnesota Statute §273.134
as the Taconite Assistance Area (TAA), including all or parts of
Cook, Lake, St. Louis, Itasca, Aitkin and Crow Wing Counties.
Iron Range Resourceswas created in 1941 as part of alegislative
compromise to limit ad valorem taxes on mining. It was funded
from occupation taxes for itsfirst 30 years. It is now funded by
taconite production taxes, which are paid by mining companiesin
lieu of local property taxes. The agency receivesno direct opera-
tional funding from the State of Minnesota General Fund. The
production tax essentially replaces the local tax obligations that
the taconite producers otherwise would have to local govern-
ments. That, coupled with the TAA's dependence on the taconite
industry and the cyclical nature of the steel industry it serves,
caused the State Legidlature to create Iron Range Resources to
serve northeastern Minnesota.

Iron Range Resources is headquartered in Eveleth. A commis-
sioner, who is appointed by the governor, directs the agency.
Effective July 1, 1999, the commissioner is advised by a board
comprised of five state senators, appointed by the Senate major-
ity leader, and five state representatives, appointed by the House
speaker, amajority of whom must comefrom TAA digtricts. Three
citizensfrom the TAA also are appointed, one each by the Senate
majority leader, House speaker and governor.

While economic development of the TAA through loans and
grants to businesses and local governments is Iron Range Re-
sources' main focus, the agency also owns and operates two
tourism facilities, Giants Ridge Golf and Ski Resort in the city of
Biwabik, and Ironworld Discovery Center located in Chisholm.
Giants Ridge operates two 18-hole championship golf courses
and a winter sports area to standards that have earned national
recognition. Giants Ridge offers 35 alpine ski runs, morethan 60
km of cross-country ski trails and easy accessto lakes, mountain
biketrailsand snowmoabiletrails.

Ironworld Discovery Center is a history museum that preserves
the story of Iron Range mining and culture. Ironworld's museum,
trolley operation and living history site are open seasonally while
the Iron Range Research Center (library and archives) is open
year around. Ironworld also is home to Iron Range Resources
Mineland Reclamation Program which undertakes safety, envi-
ronmental and economic development projects on abandoned
minelands of the pre-taconite era, often in cooperation with adja-
cent communities. In 2005, Mineland Reclamation will grow and
plant 300,000 containerized seedlings on the Mesabi, Vermilion
and Cuyuna iron ranges.

Iron Range Resources funds destination marketing activities in
cooperation with many community and regional tourism partners
in both the public and private sectors. The agency provides
technical assistance to tourism development organizations to
enhance tourism and quality of life.

Iron Range Resources also is helping to diversify Minnesota's
iron mining industry by supporting the development of value-
added iron and steel products and non-ferrous minerals. One of
the latest developments is the Mesabi Nugget project Mesabi
Nugget will produce 96 percent pure iron nuggets directly from
iron ore, which then can be shipped to electric furnaces, basic
oxygen furnaces and foundriesto make steel, which would allow
Minnesota to expand its iron ore customer base. Planning for a
production-scaleiron nugget plant at the CliffsErie site near Au-
rora-Hoyt Lakeswill becompletedin late 2006. Minnesota Sted!,
another value-added project, continues to move towards build-
ing adab steel production facility inItasca County near Nashwauk
A $1.7 million project to analyze, test market and promotetaconite
by-products for use in the Midwest aggregate industry is under-
way aswell.

Iron Range Resources also is enthusiastic about the possibilities
non-ferrous minerals devel opment holdsfor Minnesota. Thede-
posits that show the greatest commercial potential are PolyMet's
NorthMet Project, Teck Cominco's M esaba Project and the L ehman
Exploration and FranconiaMineral sBirch Lake Project. Although
Teck Cominco announced that their Mesaba Project in Minne-
sotaison hold, they continueto hold their mineral leasesin Min-
nesota. Each of these deposits are potential copper, nickel, and
precious metals commercial projects that will require additional
financing, exploration and mineral processing development.

For fiscal year 2007, the Iron Range Resources Board has ap-
proved an operating budget of $24,992,370 to deliver the projects,
programs and activities previously mentioned. The agency pro-
poses to do so with a budgeted complement of 55 full-time em-
ployees as well as a number of temporary and seasonal person-
nel.

Iron Range Resources also assists the taconite industry, includ-
ing $113,178,915 made available since 1993 to the Minnesotataco-
nite producers for investments in new equipment, facilities and
research. Thisismade possible through the rebate of production
taxes from the Taconite Economic Development Fund (TEDF,
Minnesota Statute §298.227). In 2001, the L egislature made the
TEDF permanent and increased the distribution by 14.7-cents per
ton to 30.1-centsbeginning in 2002.

The agency has provided an additional $46,389,561 since 1993 to
the taconite producers through its Taconite Assistance Program,
Producer Grant Program (PGP, Minnesota Statute §298.2961) and
other assistance. Thisamount includes $10 million appropriated
in 1996 from the Douglas J. Johnson Trust Fund for the PGP
through which Iron Range Resources provided grantsto taconite
producers for environmentally unique reclamation projects and
facility improvements.

During 1993-2006, Iron Range Resources hasreinvested atotal of
$157,318,476 in the Minnesotataconiteindustry through the above
programs. These dollars have leveraged $180 million from the
producersto undertake projectstotaling $329 million.
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Figure 20

FY 07 Iron Range Resources Budget

(Asapproved by the lron Range Resour ces Board on June 15, 2006)

Sour ce of funds: All accountst| Board? TEPF? DJJ* Supptax® |IRPFunds?
Unobligated Operating Reserve In $8,425,410 | $2,692,770| $1,736,624| $3,996,015
Taconite Production Taxes 13,741,638 4,323,670| 9,417,968
Investment Earnings 3,549,710 389,153 1,265,725| 1,887,958 $6,873
Loan Revenues 1,667,032 41,836 1,625,196
Facilities Revenue 5,467,514 5,345,522 121,992
Occupation Tax Region 11 566,476 566,476
Total - Current Year Revenues 24,992,370 | 10,100,181 10,683,693| 3,635,147 566,476 6,873
Total ResourcesAvailable 33,417,780 | 12,792,951| 12,420,317 7,631,162 566,476 6,873
Budgeted uses of funds: All accounts | Board TEPE DJJ Supp tax |IRPFunds
Administrative Services 2,517,709 2,113,309 404,400
Attorney General Services 382,772 244,063 138,709
Marketing, Communications &
External Affairs 868,700 868,700
Development Strategies 1,755,630 490,068, 1,265,562
Facilities
Giants Ridge Golf & Ski Resort 7,059,529 7,059,529
Ironworld Discovery Center 1,936,068 1,936,068
Ironworld Endowment Interest 301,947 301,947
Programs
Operating Projects 2,600,000 825,000 1,775,000
Region 11l Carlton/Koochiching Counties 566,476 566,476
Projects
Development Projects 7,003,539 1,050,000| 5,953,539
Total Budgeted Usesof Funds 24,992,370 | 11,291,901| 11,729,722| 1,404,271 566,476 0
Development Projects Fund 7,000,000 1,500,000 5,500,000
All Accounts| Board TEPF DJJ Supp tax |IRPFunds

QUILLDE

FY 2007 isfor theperiod July 1, 2006 through June 30, 2007.
Board isan amount appropriated to Iron Range Resources from production tax, page 10, subd. 7 and subd. 11 (c), page 10.
TEPF isthe Taconite Area Environmental Protection Fund, page 13.

DJJisthe Douglas J. Johnson Economic Protection Trust Fund, page 13.

Supplemental Tax isan amount appropriated from Occupation Tax for Koochiching and Carlton Counties, page 28.
InFY 2002, the Business and Community Devel opment Program was awarded a 1 percent, $750,000 federal 1oan through the
U.S. Department of Agriculture Intermediary Relending Program (IRP) to hel p finance economic development projectsin the

agency’s service area.
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Occupation Tax on Taconite and Iron Ore

(Minnesota Statute 298.01 — 298.18)

The Minnesota Constitution mandates that the state impose an
occupation tax on the business of mining. In order to meet this
constitutional requirement, the occupation tax is generally
computed in accordance with the Minnesota corporate franchise
(income) tax. TheAMT for occupation tax was repealed in 2006.
Transition provisions allow for unused AMT credit amounts
against occupation tax due after December 31, 2005.

The occupation tax is paid in lieu of the corporate franchise tax;
therefore, mining companiesare exempt from corporateincometax.

Changesin Apportionment

In 2006 the legislature amended Minnesota Statutes Section
298.01, subdivision 3 to define all sales, wherever originated, as
Minnesota sales. So 100 percent (75-12.5-12.5) of net incomeis
assigned to Minnesota. The rate was changed from 9.8 percent
to 2.45 percent. This change resultsin no additional tax and is
effective for tax years beginning after December 31, 2005.

Occupation Tax Return

The starting value of the occupation tax is the mine value,
determined by the commissioner of the Minnesota Department
of Revenue and published inthe annual Occupation Tax Directive.

Generally, occupation tax is determined in the same manner as
the corporate franchise tax imposed by M.S. Section 290.02 but
there are two exceptions:

1) The tax is nonunitary because it applies only to the
Minnesota mine and plant.

2) Mining companies are allowed percentage depletion.

The occupation tax appliesto both ferrousand nonferrous minerals,
including not only taconite and iron ore, but other minerals such
asgold, silver, copper, nickel and titanium. The occupation tax due
dateisMay 1 of the following year but companies may choose a
seven-month extension to file.

Readers with questions about the occupation tax mine value or
how the return is prepared are invited to contact the Minnesota
Department of Revenue, Minerals Tax Office, Eveleth.
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MineValue

The procedure to determine any change in mine value was
developed by the Minnesota Department of Revenue and
representatives from the taconite industry. The procedure used
since December 1990 is:

1) Seventy-five percent of the change in mine value is based
on the change in the Steel Mill Products Index (SMPI) from
June of the previous year to June of the current year; and

2) Twenty-five percent of the change in mine value reflects
the actual transaction prices of taconite pellets sold in
nonequity sales.

A copy of the Final Directive and backup for 2005 are on the
following two pages. They show how the value per Fe (iron) unit
is determined.

Occupation Tax Distribution

All occupation tax revenue (per MS 298.17) is credited to the
genera fund. Of thisamount 10% isused for the general support
of the University of Minnesotaand four-ninths of 90% is used for
elementary and secondary schools. (10% to university + 40%to
schools + 50% remaining)

Region 3: An amount equal to one and one-half cents per taxable
taconiteton is appropriated from the occupation tax to the IRRR
for countiesin Region 3 not qualifying for taconite property tax
relief. Only Carlton and Koochiching counties qualify. These
funds must be used to provide economic or environmental loans
or grants. The amount distributed in 2006 was $566,476 based
on 37,765,088 taxable tons produced in 2005. Prior to 1998, the
amount distributed was based on one cent per taxableton. If the
remaining 50 percent is insufficient to equal the 1-1/2 cents per
ton after the constitional distribution to education, the remainder
to the two counties is reduced.

Region 3 County Funds
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Final Directive - 2005 Occupation Tax

Basic data for preparing 2005 occupation tax reports

Taconite

The starting point for occupation tax is the mine value, such as
the value of taconite pellets after beneficiation or processing,
but prior to any stockpiling, transportation, marketing and marine
insurance, loading or unloading costs.

Dry basis reporting. The production tonnage for both
occupation tax and production tax must be reported on a dry
basis. The reported weights and analysis must correspond. For
example, the weighing and sampling must take place at or near
the same location. No moisture addition or drying should occur
between the points of sampling and weighing. Weighing at a
location removed from the point of sampling may be used with
approval and verification of the Minnesota Department of
Revenue.

Non-ar ms-length transactions. When taconite pellets, chipsor
concentrate are used by the producer or disposed of or soldin a
non-ar ms-length transaction, the mine value must be determined
using the values below.

Non-arms-length transactions include, but are not limited to,
any sales or shipments to: 1) any steel producer having any
ownership interest in the selling or shipping company, or 2) any
steel producer affiliated or associated with any firm having any
ownership or other financial interest in the selling or shipping
company.

Non-equity (arms-length) transactions. When taconite (pellets
or concentrate) is sold by the producer in a non-equity or arms-
length transaction, the mine value (for occupation tax purposes)
must be either: 1) the actual sales price (f.0.b. mine); or 2) the
mine value as determined using the prices below.

The mining company may elect either option, but once it selects
an option, it must continue to use that option for all arms-length
transactions.

Taconite producers with nonequity sales since 1990 have made
their election. Only those with first-time nonequity salesin 2005
may select the actual sales price option for the first time. Any
reguest for a change in the option elected must receive approval
from the Minnesota Department of Revenue. Transactions must
meet the definition of non-equity (arms-length) transactions
previously defined.

Flux Pellets. Any company utilizing the production tax weight
reduction for flux additives must use the flux pellet value for
that production. The fluxed pellet production weight must
include the weight of the flux additive for occupation tax
purposes only.

Chips, Finesand Concentrate. A separate minevaluefor pellet
chips (fines) and concentrate is used. The value of acid pellet
chips or concentrate is 75 percent of the value of acid pellets.
Flux pellet chips or concentrate is valued at 75 percent of the
producers flux pellet value. In order to qualify for this lower
mine value, pellet chips must qualify for the Taconite Economic
Development Fund. The chips or concentrate can be stockpiled
or shipped, but the chips cannot be commingled with or shipped
with regular pellets. All production or shipments not meeting
this definition must be valued at the appropriate higher pellet
value.

Taconite Values

Pellet price per Fe (iron) unit (per dry gross ton) for the period Jan. |, 2005 through Dec. 31, 2005:

Taconite product

Minevalue

Acid pellets

Pellet chips (fines) and concentrate

Flux Pellets — partial flux (.1% — 1.99% flux)*
Flux (2.00% and higher flux) *

$0.7102 per iron unit

75% of acid or fluxed pellet price

$0.7102 + $0.0155 = $0.7257

$0.7102 + $0.0155 per iron unit for each 1% flux

Example: Pellet with 4.8% flux in finished pellet: 4.0 x $0.0155 = $0.062

Mine value: $0.7102+ $0.062 = $0.7722

* The percentage of flux in the pellets for occupation tax purposes will be as determined by the formula for the production tax flux credit.
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Backup 2005 Data to Final Directive

2005 Occupation Tax Report

Backup data

Final Directive

The 1990 agreement between the taconite producers and the
Minnesota Department of Revenue provided that any changein
mine value would be determined by two factors:

1. thechangeinthe Stedl Mill ProductsIndex (SMPI) from June
of the prior year to June of the current year (75 percent); and

2. the change in the actual selling price of non-equity sales
(25 percent).

The directive was determined using the final adjusted June 2004
SMPI (147.0) and final, adjusted June 2005 SMPI (156.3). The
nonequity sales factor was developed from completed reports
provided by the taconite producers and steel companies making
nonequity sales and/or purchases of taconite pellets.

Acid Pellets— How Valueis Deter mined

The mine value of acid pelletsis determined by the changein the
SMPI between June 2004 and June 2005 and the non-equity

sales per dry grosston Fe (iron) unit. The price of al non-equity
pellet salesis converted to an acid sales price.

Steel Mill ProductsIndex (SMPI)
June, 2004 SMPI (Final) 147.0 2004 MineVaue $0.62617
June, 2005 SMPI (Final) 156.3 2005 SMPI % of 2004 Value x 106.327%
156.3 +147.0 = 106.327% 2005 SMPI Factor $0.66579
Non-equity Sales
Weighted average Weighted average Weighted average Weighted average
all pellet all pellet salesprice all pellet sales salesprice
salesprice per long ton dry Fe(iron) analysis per Fe(iron) unit
$512,358,220
9,273,842 = $55.25 - 65.505 = $0.84345
Tons sold
Acid Pellet MineValue
SVIP $0.66579 x 75% = $0.49934 2005 acid pellet
. mine value
Nonequity sales  $0.84345 x25% = 0.21086
$0.7102 $0.7102 per Fe (iron) unit

Flux Pellets- How to DetermineValue
The value of flux pelletsis determined by the amount of flux in the finished pellet as determined for production tax purposes.

Partial flux - Pellets with 1.99 percent or less flux will be valued at $0.0155 per Fe (iron) unit higher than acid pellets:
$0.7102 + $0.0155 = $0.7257

Flux - Pellets containing two percent flux or more will be valued at $.0155 per Fe (iron) unit per each
one percent of flux in the finished pellet. Percentages are: 2% — 2.99%; 3% — 3.99%, etc.

Percent (%) flux in finished pellet (4.8%)* 4.0 x $.0155
*(From page 1 - Production Tax Report) rounded down to the closest percent, for example, 4.82% rounded to 4%.
TheMineValueof Flux Pellets (4.82% Flux)is: $0.7102 + $0.062 = $0.7722 per Fe (iron) unit.

MineValue - Chipsand Concentrates

A pellet chip and concentrate value is included for companies selling pellet chips or concentrate. Acid chips or concentrate is
valued at 75 percent of the acid pellet price. Flux chips or concentrate is valued at 75 percent of the flux pellet value. Concentrate
sold or shipped without being processed into pellets uses the same value as chips.
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Figure 23

Occupation Tax Mine Value-Taconite

(Historical Summary)

Acid péellet price LakeErie Less i
Year per Feunit Percent Fe value per ton transportation Minevalue
1965 $0.25200 X 65.00% = $16.38 $3.64 = $12.740
1970 0.26600 X 65.00% = 17.29 4.05 = 13.240
1975 0.46020 X 65.00% = 29.91 6.83 = 23.080
1980 0.72890 X 65.00% = 47.38 10.70 = 36.680
1982-1984 0.86900 X 65.00% = 56.49 12.69 = 43.800
1985-1987 0.72500 X 65.00% = 47.13 13.07 = 34.060
- Acid pellet price Flux Flux pellet price Percent Fe Minevalue
per Feunit premium per Feunit Acid Flux Acid Flux
1987-1989 Acid $0.37344 X 65 = $24.27
Flux (1%) $.38888 7 62 - $24.11
1990-1992* Acid 0.42000 X 65 = 27.30
Flux (4%) 0.42000 A .062 = .48200 X 62 = 29.884
1994 Acid 0.43900 X 65 = 28.535
Flux (4%) 0.43900 + .062 = .50100 X 62 = 31.062
1996 Acid 0.46400 X 65 = 30.16
Flux (4%) 0.46400 A .062 = .52600 X 62 = 32.612
1998 Acid 0.47400 X 65 = 30.81
Flux (4%) 0.47400 A .062 = .53600 X 62 = 33.23
1999 Acid 0.44800 X 65 = 29.12
Flux (4%) 0.44800 + .062 = .51000 X 62 = 31.62
2000 Acid 0.46600 X 65 = 30.29
Flux (4%) 0.46600 A .062 = .52800 X 62 = 32.74
2001 Acid 0.44000 X 65 = 28.60
Flux (4%) 0.44000 A .062 = .50200 X 62 = 31.12
2002 Acid 0.45735 X 65 = 29.73
Flux (4%) 0.45735 + .062 = .51935 X 62 = 32.20
2003 Acid 0.47315 X 65 = 30.75
Flux (4%) 0.47315 A .062 = .53515 X 62 = 33.18
2004 Acid 0.62617 X 65 = 40.70
Flux (4%) 0.62617 A .062 = .68817 X 62 = 42.67
2005 Acid 0.7102 X 65 = 46.16
Flux (4%) 0.7102 + 062 = 7722 X 62 = 47.88

*  Beginning in 1991, the value of flux pellets was modified to $.0155 per each one percent flux in the pellets.
A lower value of 75 percent of the pellet price is alowed for chips and fines.
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Figure24

Occupation Tax Mine Value and Occupation Tax Paid

Production year

Occupation
Employment 2005 2005 P
Compan ; tax paid
Lty 2004 2005 tonsproduced mine value (prelirginary)
Taconite:
Hibbing Taconite 681 664 8,170,672 395,142,838 1,525,000
Mittal Steel 342 335 2,705,649 133,330,324 240,000
Northshore 489 500 4,818,350 226,435,852 25,000
USS-Keetac 373 386 5,223,827 238,629,994 0
USS-Minntac 1,179 1,243 14,427,550 695,465,730 4,000,000*
United Taconite 380 440 4,856,437 224,739,042 770,000
Taconitetotals 3,444 3,568 40,202,485 $1,913,743,780 $6,560,000
Natural ore: 0 0 0 $0 $0
Natural oretotals 0 0 0 $0 $0

Grand total 40,202,485 $1,913,743,780 $6,560,000

1  An automatic seven-month extension is granted if 90 percent of the tax is paid May 1. The exact tax liability for the year will not be known until
December 1.
* This amount includes both Minntac and Keewatin Taconite.

Figure 25
Occupation Tax Paid by Company
Taconite 1998 1999 2000 2001 2002 2003 2004 2005
(000') (000'S) (000,5) (000's) (000's) (000's) | (000's) (000's)
Hibbing Tac $466 $39 $309 $0 $0 $7 | $1,141 1,525
Mittal 0 30 0 0 15 35 124 240
National Steel* 0 18 0 0 26 0 0 0
Northshore 71 75 0 0 0 0 41 25
United Tac 0 0 0 0 0 0 354 770
USS- Minntac 1,612 1,144 1,032 0 1,300 1,400 3,104 4,000+
USS- Keetac 0 0 0 0 0 0 147 ’
Taconite total $2,197 | $1,183 | $1,341 $0 $1,341 $1,442 | $4,911 $6,560
Natural ore 1998 1998 2000 2001 2002 2003 2004 2005
Auburn $87 0 168 60 0 0 0 0
Natural oretotal $87 $0 $168 $60 $0 $0 $0 $0

Total tax paid $2,284 1,183

*The former National Steel is now USS-Keewatin Taconite (Keetac).
** USS-Minntac & USS-Keetac file a combined return.
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Figure 26

Reconciliation of Occupation Tax and Production Tax

Tonnages - 2005*

Acid pellets, chips, and fines

Occupation tax

Company | iraltons | moure production tons flox | produsiontons
(dry weight) P
Northshore 55,978 0.00% 55,978 0 55,978
USS-Minntac 4,328,500 2.49% 4,220,519 0 4,220,519
Subtotal 4,384,478 4,276,497 0 4,276,497
Flux pellets, chips, and fines
Hibbing 8,255,257 1.02% 8,170,672 (23,061) 8,147,611
Mittal Steel USA 2,760,867 2.00% 2,705,649 (147,452) 2,558,197
Northshore 4,762,372 0.00% 4,762,372 (18,463) 4,743,909
USS-Keetac 5,295,894 1.36% 5,223,827 (27,315) 5,196,512
USS-Minntac 10,435,718 2.19% 10,207,031 (431,138) 9,775,893
United Taconite 4,932,168 1.54% 4,856,437 (20,297) 4,836,140
Subtotal 36,442,276 35,925,988 (667,726) 35,258,262
Total production summary
Acid 4,384,478 4,276,497 0 4,276,497
Flux 36,442,276 35,925,437 (667,726) 35,258,262
Totals: 40,826,754 40,202,485 (667,726) 39,534,759

*

The taconite production tax and the occupation tax use different production tonnages. This table is a reconciliation showing the total production
for each company, including flux and moisture and excluding flux and moisture.
This was the actual production. Tons are combined total of pellets, chips and fines.

Figure 27

Crude Ore Mined

Company 2001 2002 2003 2004 2005
EVTAC 13,449,311 13,283,572 4,757,441 0 0
Hibbing 22,458,384 26,415,447 28,138,485 29,393,678 29,774,201
Mittal Steel USA 8,211,395 8,319,510 8,239,770 8,514,334 8,661,460
LTV 0 0 0 0 0
National 16,836,232 19,068,584 6,341,785 0 0
Northshore 8,603,443 12,129,604 14,124,206 13,927,252 13,784,964
USS-Keetac 0 0 9,663,022 18,943,162 18,777,399
USS-Minntac 45,303,626 50,902,144 49,423,806 51,952,504 49,842,750
United Taconite 0 0 438,980 13,397,820 14,697,390
Totals: 114,862,391 130,118,861 121,127,495 136,128,750 135,538,164
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Figure 28

Occupation Tax Collected on Iron Ore

and Taconite Production

Iron ore Taconite Totals
Tonsproduced | Occupationtax | Tonsproduced | Occupationtax | Tonsproduced | Occupation tax
Ve (000s) (000s) (000s) (000s) (000s) (000s)
1960 44,042 $20,655 13,390 $638 57,432 $21,293
1965 33,462 15,646 19,004 1,740 52,466 17,386
1967 25,480 12,646 24,311 1,611 49,791 14,257
1969 22,511 10,968 33,410 2,285 55,921 13,253
1970 21,172 9,278 35,348 3,161 56,520 12,439
1972 14,439 6,376 34,554 3,659 48,993 10,035
1973 17,941 8,836 41,829 6,824 59,770 15,660
1974 17,654 9,698 41,053 10,092 58,707 19,790
1975 10,227 5,038 40,809 18,955 51,036 23,993
1976 9,494 6,480 40,575 18,270 50,069 24,750
1977 4,647 2,641 26,372 3,190 31,019 5,831
1978 5,905 3,937 49,545 19,266 55,450 23,203
1979 4,230 2,663 55,333 23,856 59,563 26,519
1980 2,221 1,000 43,060 13,808* 45,281 14,808
1981 1,664 1,232 49,369 11,372 51,033 12,604
1982 789 719 23,445 o* 24,234 719
1983 851 499 25,173 2,386* 26,024 2,885
1984 850 442 35,689 10,606* 36,539 11,048
1985 1,465 394 33,265 4,070* 34,730 4,464
1986 1,122 343 25,451 5,866* 26,573 6,209
1987 1,403 789 32,109 5,356 33,512 6,145
1988 743 294 39,772 2,993 40,515 3,287
1989 603 160 39,882 350 40,485 510
1990 417 1 42,522+ * 2,057 43,593 2,068
1991 406 32 39,922** 2,008 40,328 2,040
1992 528 38 38,850* * 1,551 39,956 1,589
1993 145 0 40,485** 1,709 40,630 1,709
1994 318 22 42,448** 2,302 42,766 2,324
1995 349 87 45,857** 3,072 46,206 3,159
1996 441 176 44711** 2,460 45,152 2,636
1997 501 213 45,688* * 2,508 46,007 2,721
1998 392 87 45,196** 2,152 45,588 2,238
1999 235 0 42,156** 1,183 42,391 1,183
2000 400 168 45,762** 1,341 46,162 1,509
2001 150 56 32,360** 0 32,510 56
2002 161 0 38,313** 1,341 38,473 1,341
2003 0 0 34,935 1,442 34,935 1,442
2004 0 0 40,178 4911 40,178 4911
2005 0 0 40,202 6,560 40,202 6,560

*

* %

Actual tax collected as adjusted by the provisions of M.S. 298.40. For additional information, see the 1991 Minnesota Mining Tax Guide or
contact the Minnesota Department of Revenue, Minerals Tax Office, Eveleth.

Refer to Figure 26 — Beginning with 1990 production, the Minnesota Department of Revenue changed from natural weight to dry weight.

34




‘|re1ep Siyl sapinoad Jebuo| ou 1ioday xel uoirednadQ
*(110day xel uoiednadO 066T-94d Byl UO paseq) 1iodsy UOoeW IO | Arewwns 1S0D UOoI119NPoId 8yl WOoJ) SBWO0D d|gel dA00e 3yl U0 uoifewlojul syl ‘o] pue 066T 104

siseg uoj lad e uo

sabelany 110day xe] uoledndao Alsnpuj alluoode]
6z 8nbi4

‘0€ 94nB14 ‘uoire1oaidep pue saiddns Buluiw ‘ioge| Buuiw 101 Byl SI Buluiw Jo 100 ¥

‘0€ 9.nbi4 ‘snosue|IsIW pue ‘ISaseiul ‘uoireidaldap ‘saljddns ‘ioge| uoirIDIBUSY SBPN[OUl UOIRIDIWBUSY JO 1S0D ‘S

/86T ‘0 1udy ybnouyl SaAa4Ip Xe) uoiFednado ay) Woly aoueInsul aulew pue Buieyfew pue aduemo|fe uolkelodsuel) axe| pue k4 a8yl Jo SISISUod uoleuodsuel] g

*(@renuou0d ‘sdiydo ‘xn|y ‘pioe) paonpoud a1uodel [ jo abesone Ue Si SIYl asnedsq ‘7z 84nbi4 uo sanfeA ayl ydlew 1ou ||Im anfeA afelere siyl T
91’0 68'6 LT¢C L9V 170 16T A 899 76°0C - 09'Ly 20z'oy G00¢C
vT'0 S6'8 ¢s'T SEv 700 00¢ 60 909 0e'8T ST¢y 8.T 0V 7002
¥0°0 (2e0) vZ'T €Le 800 LT G0'T A TT9T LEEE GE6'VE €002
700 8T¢ 7T A /00 *C6'T LCT 9T'S VL9t 89'1€ €TE'8E 200¢
000 (601) GZ'T 88y 600 Gee GT'T 88'G GZ'6T GL0E 162'CE 1002
€00 (98°0) A GS'€ 2ro €12 291 867 vT'6T €02 29L'sy 0002
€00 (287T) 61T 96°¢C 800 11°¢ 29T r's LT'8T ¢0'1e Getr'ey 666T
S00 ST 61T 06'€ €00 €0¢ 79T 150% 85°LT 69'¢CE 96T'GY 8661
900 680 8T'T T6°¢C [4A 70¢ e8'T S6'7 0S'LT 05'¢ce 659Gl 1661
900 (e80) LCT a0 120 70¢ 89T 8¢'S TO'8T SLTE 8T9' Y 9661
.00 €9¢ [44" TLe G20 G8'T 98T oLy 2991 €G'¢e /G8'Sy G661
S00 8€0 60T 9L'¢ 120 v6'T 85T Ly €Vt v10E 8hy'cy 66T
700 (tz'0) 80T Sov 120 v6'T 91 67 60'9T 86'8¢ g8v'ov €661
700 (66'1T) 6C'T 8y 120 (04 et 6y 00°LT 98'8¢ 821’6 2661
S00 (TT) 9T'T €9°¢ 120 (o) 4 9eET L9V 89T G.'8¢ 6T9'0v T66T
S00 (920) €T T0€ 920 €6'T 80T 87 69T vwlc 9LT'EY 066T
T00 (26'2) 9T'T [A0 €20 €8T 80T 9T'v 06°ST crve 288'6E 6861
800 (T90) 8T'T €LC 610 ¢ST 980 9G'e 06T eeve 98.'6E 8861
LT0 9.0 8C'T 8e'e 810 89T 950 8¢'¢ 09'GT S00 11'9¢ 60T'2E /86T
920 69°¢ 0S'T 8r'v [AA0) ce0 060 [45874 L7'8T CO€T 4AWA% LT0'YC 9861
0€0 e 99T or'v 6T°0 620 /ST 1A% 6261 90°€T (0) A% G9z'ee GB6T
780 €9°0T 69T €SV 0co 120 00¢ €y G8'6T 80°€T 81'99 689'GE 7861
S0 88'¢ €8T a8v 6T°0 LE0 6T S6'v 29'9¢ €0°€eT 61'99 €.T'qe €861
10 (2€79) 80°¢ 14A% yXA] o Tc¢ €29 T0'TE 99T S6'€S Sv'ee 2861
920 81 LT ST°¢ 6T°0 L0 9T°¢ ¢s's 66'0C TEET TT'19 69¢ 6V 1861
ce0 €Y 'l ¢S'T 120 0g0 T0¢C €0's 18'0C 89°0T LE9Y 090°cy 0861
1240 .19 ceT 0ET €20 G20 9L'T 9«KCY 609T €6'6 ey €€€'eG 6,61
6€0 €2'S 9T 80T LT0 G20 0S'T oT'v ELVT L.'8 80°LE SYS'6Y 8/6T
[A%¢) €00 7T LET 820 €0 A" a8 LE/T €18 €8've zle'9e L/6T

uononpo.d asuadxe red red xe SUo
i | o | o | S | i | o | woudopen | B | RS e | 5| e | e
: a|gexeL ‘ulwpy | puessfes| waliuode] suo|

35



‘(11oday xe| uoirednaoO 066T-0.d 8yl wody) 1odsy uoiewou| Arewwns 1500 UOIONPOId 8Y) UO paseq Si a|del SIYl Uo uoilewloul ayl ‘jake| pue 066T 104

899 650 609 ey 262'0LT 98'T GeL'vl zoz'oy G002

09 90 09S ase 0SSl q0¢ e %) 8/T0v 700C

v.'G S0 8¢'S S'€ Zr9'eeT GLT 800‘T9 GE6VE €00¢

9T's o 1774 96°¢ 095°€TT 8L'T ZrT'89 €1e'8e 200¢

88'G ero 1A ¢S'e 2EL'ETT e6'T 966'T9 T62'2e T00C

8617 €€0 99 0°€ 86T ‘0T 83T 809°C/ 29/'Sy 000¢

[A74°] cro 10'S qTe 029°CeT 98T Tee'8.L qeT'ey 666T

v6'v 1€0 €9V €8¢ 659°/CT 18T €0.18 96T 'Sl 866T

8¢S 9’0 181V 6°C GOE‘TIET /8T Tr'e8 8191y 966T

LV 8€0 €€V ov'e ¥/6T0T €6'T 8//‘18 8v'cy 66T

6 9€0 el T¢¢ 182'/8 16T €9g'S.L 8z'ee 2661

187 ero 80Y e 0€€'S0T 9T 0,20 9/T'ey 0661

9G'e L0 80°€ 0LT T6v'/29 6E'T 8€2'SS 98/'6E 8861

CEV 880 EV'E 08T 062'€y €971 29T'6E L1072 986T

(uoy ed) (S000) g (S000)
Mm_uchmm _MMMM uo|re[ds Jdep Buiuw uol Jod saljddns uo} »od m%mm_v paonpo.d TeoA
o Buui N 101500 BuuIn BuIN suoy
Bulurin
16'0Z RKCT 85T G9G‘€9 9v'ST €S'129 G9°¢ 02S'90T 20z'or G00¢
0e'8T 1.0 65T 7€8°€9 6v'ET 286'T1S 18°¢ 6TOTOT 8.T 0OV 00¢
1T9T 2s’0 89T 129'8G VETT 620'96E YA 16868 GE6'VE €00¢
.91 20 06'T 6€9°CL €6'TT T60'/SY 89¢C 16¥'20T €Te'8e 200¢
GC'6T 0€0 Ve Shy'SL I'ET 6SY'veY 9T'€e T2020T T62°CE T00C
16T 8T 0 SL'T 9586/ VLET 925'829 8v'e 990'6ST 29.'Sy 000¢
/18T oT'o 1T°¢ 97,88 €97¢CT €T0°2eS ve€ 181011 Getr'ey 666T
89°'/T oT'o 98T 05,18 2cct 6.¥'29S 8€'€ ev.2ST 96T 'SP 866T
T0'8T 0c0 8T'¢ TGV'.6 1A v.6'GS ove GEGTST 8191 9661
eroT ST0 €e¢ 256.'86 SO'TT 90T ‘69 16¢C v5e'ecT 8hy'cy 66T
00'LT /70 JANA Z6€'T0T 90T (YA ZANZ 0s'€e 0S8°/€T 8zv'6e 2661
6297 oTo 9G¢ T¥9'0TT €6'0T TE6'TLY 69°¢C G0E9TT 9/T'EV 066T
06 7T oTo 9L¢ Z€1'60T 8.6 0,0'68¢€ 9¢¢ /¥0'06 98/'6€ 886T
Lv'8T 600 98V 1€9'9TT Z8'0T 826'65¢ 1.¢C 06619 LT0YC 9861
uoy Jed uoy sed (S000) (s000) (soo00) (suo1 000)
uoITRIDIBLS] Ssnosaue|R3sIW uo} »od “Jul pue “idep uo} »od sal|ddns uo} »d loqe| paonpo.d Tea\
el /uolrenipueg uolrenipueg uolrenipueg uolenlpueg suol

uollenIpuUag

uoJ J1ad 1S0) abriany 110day xe] uolrednodQ Ansnpuj alluooe]

oganbi4

36



Income Tax Withholding on Mining and Exploration Royalty

(Minnesota Statute 290.923)

Incometax withholding isa6.25-percent tax assessed on explora
tion and/or mining royalty income. This section definesroyalty,
identifies who must pay the tax, and outlines the statutory
requirements of both the royalty payer and the royalty recipient.
Also included is the royalty cost by company per ton of pellets
produced (Figure 32) and the industry-wide cumulative total
royalty paid and incometax withholding (Figure 31).

Royalty isdefined asany 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 Minnesota for permission to explore, mine,
take out or remove ore. Ores subject to withholding are iron,
taconite, and other minerals (copper, nickel, gold, etc.) subject to
the net proceeds tax. Royalties may include rents, bonus
payments, and non-recoverable lease payments.

Withholding Income Tax on Royalties

All payersof mining or exploration royalties are required towith-
hold and remit anincometax of 6.25 percent on royaltiespaid for
use of Minnesota lands (effective Jan. 1, 2001). Note: This does
not include royalties paid to partnerships, S corporations and C
corporations. Royalties paid to these entities should not have
incometax withheld. See below for information on royaltiespaid
to trusts.

Royalty payers have the option of reporting royalty withholding
with their regular wage/salary withholding, or reporting it under a
separate Minnesota tax |D number used for royalty withholding
only. If you choose to report royalty withholding separately, you
must first register for aseparate | D number. Go to the department’s
website at www.taxes.state.mn.us and register for an 1D number
onlineor call 651-282-5225. Then, file your royalty withholding
returns separately from your wage/salary withholding. All with-
holding returns must be filed electronically through the
department’s e-File Minnesota system. Go to the department’s
websitefor moreinformation.

Federal Form W-4. Royalty payersmust haveall new employees
complete federal Form W-4 to determine their federal and
Minnesota withholding allowances. For Minnesota, employees
may claim up to, but not more than, the number of federal
allowancesthey claim.

Keep all W-4 formsin your records.

If they choose the same number of federal and Minnesota with-
holding allowances, only oneW-4 formisnecessary. If they claim
fewer Minnesotawithholding allowancesthan federal allowances,
they must complete a second W-4 form listing the Minnesota
allowances (write “Minnesota Only” across the top of the
Minnesota allowances form). If the employee does not provide a
completed W-4 before the first wage payment, withhold tax asif
he or sheis single with no withholding allowances.

You are not required to verify the number of withholding
allowances claimed by each employee. You should honor each
W-4 form unless we notify you that it is not valid.

You must, however, send the department a copy of any W-4 form
onwhich:

o an employee claims morethan 10 withholding allowances;

¢ an employee claimsto be exempt from Minnesotawithhold
ing and you reasonably expect the wages to exceed $200 per
week, unlesshe or she has completed Form MWR,
Reciprocity Exemption/Affidavit of Residency; or

¢ you believe an employeeis not entitled to the number of
exemptionsheor sheclaimed.

Send required W-4 copiesto: MinnesotaRevenue, 612 Pierce &t.,
Eveleth, MN 55734-1611.

If you don’t send us a copy of Form W-4 when required, you are
subject to a $50 penalty for each required certificate you do not
send. An employee who knowingly files an incorrect W-4 form
will be subject to a$500 penalty for eachincorrect certificatefiled.

Federal Form 1099 MISC. Royalty payers must also provide
each royalty recipient with afederal Form 1099 M1SC by January
31 for royalties paid during the previous year. Follow the federal
reguirements to issue 1099s to persons to whom you made pay-
ments. Enter MN in the “ State” space, and fill in the amount of
Minnesota income tax withheld for that royalty recipient during
theyear.

Mail the 1099s by March 1 to: Minnesota Revenue, Mail Station
1173, St. Paul, MN 55146-1173. Also mail a copy to: Minnesota
Revenue, 612 Pierce St., Eveleth, MN 55734-1611.

M agnetic M edia Reporting. Royalty payerswho arerequired to
send federal W-2 wage detail and 1099 information on magnetic
media are required to submit that information to Minnesota on
magnetic mediaaswell. Use Socia Security Administration (SSA)
Publication (MMREF-1), IRS Publication 1220, and the
department’s Fact Sheet 2 to prepare your magnetic media for
Minnesota. Minnesotaacceptsreturnson magnetic mediaallowed
by thefederal government, except redl-to-reel tapesand cartridges.

RoyaltiesPaidto Trusts

Simpletrusts (i.e., truststhat distribute all royalty incometo their
beneficiaries) are exempt from withholding on royalties unless
they elect to have tax withheld by the royalty payer. If the trust
electsto have tax withheld, it must notify the royalty payer of its
decision by providing the payer with a federal W-4 form. If the
trust chooses tax-exempt status, the trust becomes the “royalty
payer” and is responsible for withholding tax from its
beneficiaries as well as complying with all withholding tax
requirements, including:
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¢ Informing beneficiaries of the requirementsto withhold tax
and providing them with W-4 forms;

¢ Providing beneficiarieswith 1099 M1SC formseach year by
January 31 for royalties received the previous year; and

¢ Filing all required withholding returnselectronically with the
State of Minnesota.

Royalty Recipients

Individuals who had no Minnesota income tax liability in the
preceding year and reasonably expect to have no liahility for the
current year are exempt from the withholding tax. Nonresident
individuals will not incur a Minnesota income tax liability for
2006 and are not required to file aMinnesotaindividual income
tax return if their Minnesota assignable grossincomeislessthan
$8,450. A W-4 exemption certificate must be filed with the
royalty payer so that Minnesotaincome tax will not be withheld
from the royalties received.

If tax is incorrectly withheld by the royalty payer, the royalty
recipient must file a Minnesota income tax return, M-1NR, to
obtain a refund. Royalty recipients are not eligible to use
percentage depletion on their individual income tax returns.

Questions
Questions should be directed to the Minnesota Department of
Revenue, Minerals Tax Office, Eveleth.

An instruction booklet, Minnesota Income Tax Withholding, is
available on the department’s website. Although the booklet is
designed for withholding on Minnesotawages, the general filing
requirements al so pertain to royalty withholding.

Royalty Tables

The royalty costs per ton beginning in 1975 to the present are
shown in Figure 33.

Figure 31

Royalty Paid and Income Tax Withheld

(Taconite, natural ore and others)

Year Royalty paid ! r\;\ﬁ?rr‘r;]eeltdax
1996 $53,751,312 $452,575
1997 $53,902,838 $582,936
1998 $52,945,700 $446,258
1999 $49,904,447 $493,350
2000 $54,225,938 $414,658
2001 $45,448,947 $265,587
2002 $37,903,733 $142,422
2003 $45,173,508 $216,629
2004 $56,726,329 $214,962
2005 $77,298,269 $332,015

Royalties paid to the state on state-managed mineral lands are
not subject to withholding tax. However, these revenues are
allocated by law primarily for educational purposes.

The Minnesota Department of Natural Resources manages state-
owned mineral rights for the permanent school fund, permanent
university fund, and taxing districtsthroughout the state. Interest
and dividends from the permanent school fund are distributed to
school districtsthroughout the state. Interest and dividends from
the permanent university fund are split between a scholarship
account for students at the University of Minnesota and for
minerals research conducted by the Natural Resources Research
Institute.

Revenue from mining on tax forfeited lands is split between the
state’s general fund (20 percent) and local taxing districts (80
percent). From the 80 percent distributed to local taxing districts,
3/9 of the revenue goes to the county, 4/9 to the school district
and 2/9 to the township or city where the mining occurs.

For more information, contact the Transactions Section, Lands
and Minerals Division, DNR, in St. Paul (see address and phone
information before the table of contents).
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Average Royalty Cost Per Ton of Pellets Produced

Figure 32

1980 | 1985 | 1990 [ 1995 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005
Industry Production
(millions of tons) 42.9 333 | 432 | 459 | 413 44.9 32.2 38.3 34.9 39.4 40.2
Eveleth/EVTAC*** 3578 | 2621 (1.644 |1.416 | 1.742 (1.986 | 1.733 | 1.287 NA NA NA
Hibbing*** 0.398 [ 0.772 | 0.805 | 1.495 | 1.608 | 1.561 | 1.867 | 1.338 | 1.492 | 1.631 | 2.045
Minorca (I spat) 1.212 | 1.801 | 1.396 | 0.810 | 0.920 | 0.997 | 1.055 [ 1.056 | 1.097 | 1.298 | 1.819
National 1525 | 2.001 | 2.041 | 1.606 [ 0.985 [ 0.943 | 1.064 | 0.943 | 1.114 0 0
Reserve/Northshore** | 2.82 | 3.087 | 1.35 |1.472 | 1.611 | 1.690 | 1.459 [ 1.614 | 1.716 | 2.659 [ 5.481
United Taconite - - - - - - - - - 1.333 | 1.724
USS - Minntac 0.288 [ 0.334 [ 0.239 | 0.397 | 0.754 | 0.948 | 0.840 | 0.844 | 0.990 | 1.180 | 1.498
USS—Keewatin - - - - - - - - 1.217 | 1.463 | 1.740
Industry Average —
Weighted 1.383 [ 1.509 | 1.006 | 1.144 | 1.212 | 1.327 | 1.253 | 1.100 | 1.244 | 1.516 | 2.169
Arithmetic 1.673 | 1.857 | 1.252 [ 1.249 | 1.287 | 1.394 | 1.336 | 1.180 | 1.271 | 1.594 | 2.384
**  Reserve's/Northshore’s royalty costs per ton are based primarily on shipments, not production.
*** Royalty stated on a calendar year (cash) basis with overrides to partners subtracted since 1980.
Tonnages used are a dry basis, which began in 1990.
Figure 33
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Sales and Use Tax

Taconite and Iron Ore

(Minnesota Statute 297A)

The general Minnesota sales and use tax is a broad-based tax on
consumer expenditures. Thetax isimposed on the sale of tangible
personal property or servicesto thefinal 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 salestax rateis 6.5 percent.

Sales and use taxes are essentially identical taxation of tangible
personal property. Salestax is assessed by the seller at the time
of thesale. Usetax ispaid by the purchaser or user when no sales
tax ispaid at the time of the sale.

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 used
becomes an ingredient or constituent part of the property
produced. Itemsincluded in the exemption are chemicals, fuels,
petroleum products, lubricants, packaging materials, electricity,
gas, and steam. Explosives, amajor item for the mining industry,
are exempt under the chemical classification. Note: A fact sheet,
Taconite and Iron Mining, number 147, is available on the
department’swebsite.

The 1971 Minnesotalegidature approved the production materials
exemption (M.S. 297A.25, Subd. 15) exclusively for the taconite
mining industry. This statute allows an exemption from sales tax
on grinding rods, grinding balls, and mill liners that are
substantially consumed in the production of taconite. During the
process, thismaterial isadded to, and becomesapart of, the product
processed. For the purpose of the exemption, theterm mill includes
all facilities used to reduce and process 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. Thelegidature, 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
adirect effect on the product; and 3) it must have auseful life of
fewer than twelve months. In mining, shovel dipper teeth, shovel
bucket lip and lower wing shrouds, cat and grader blade cutting
edges, drill bits and reamers qualify for this exemption.

The 1994 legislature expanded the law to exempt materials,
including chemicals, fuels and eectricity purchased by persons
engaged inindustrial productiontotreat production processwaste.
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Beginning July 1, 2001, all sales and use tax
information must be filed electronically over the Internet
(www.taxes.state.mn.us) or by phone (1-800-570-3329).

Capital Equipment Refund

If you buy or lease qualifying capital equipment or replacement
capital equipment for use in Minnesota, you are eligible for a
refund of al, or a part of, the Minnesota and any local sales or
use tax paid.

Capital equipment means machinery and equipment used by
the purchaser or lessee primarily for manufacturing, fabricating,
mining, or refining aproduct to be sold ultimately at retail. Both
purchasers and | essees of capital equipment areeligiblefor afull
refund of the sales or use tax.

Replacement capital equipment means machinery and
equipment to replace qualifying capital equipment; repair and
replacement parts, accessories and upgrades to qualifying
equipment; foundations for qualifying equipment; and special
purpose buildings. Beginning July 1, 1998, purchases or |eases
of replacement capital equipment areeligiblefor afull refund of
the sales and use tax paid.

You must pay sales tax when you buy or lease capital or
replacement capital equipment. If the seller doesnot chargeyou
salestax, you must report and pay use tax on the equipment. To
get a refund of sales or use tax paid, you must file a capital
equipment refund claim, Form ST-11. You may file no morethan
two capital equipment refund claimsin a calendar year.

A claim must be filed within three and one-half years from the
due date of the return, or within one year of the date of an order
assessing liability (if theliability hasbeen paidinfull), whichever
islonger.

Capital equipment is not the same as capitalized assets. Items
capitalized for accounting purposes do not automatically qualify
as capital equipment. Items that you expense for accounting
purposes, such as leased equipment, may be considered capital
equipment for refund purposes.

Capital equipment does not include:
e Agriculture, aguaculture, and logging equipment; or

e Motor vehicles taxed under Minnesota Statutes, section 297B
(vehiclesfor road use).



Electronic Funds Transfer

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
eectronicfundstransfer (EFT). Theduedatefor remittingthetax 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:

* 100 percent of the previous month’s sales and use tax;

* 100 percent of the tax paid in the same month of the
previous year; or

* 95 percent of the actual amount.

The balance is due on the 25 of the month. You must also make
this payment electronically. If there is an overpayment of tax,
the Department of Revenuewill issuearefund. Do not take credit
on any other return for an overpayment.

Voluntary EFT payers are companies not required to file
eectronically but elect to do so. Thereturns and payments are due
on the 20 of the month following the filing month. If you are
required to pay any businesstax to the Department of Revenue by
EFT, you must pay al business taxes by EFT.

Effective for returns due after 1994, the June estimated payment
will only berequired from those who are required to pay by EFT.
Filers who are not required to pay electronically are no longer
required to file an estimated Junereturn. All filersrequired to pay
electronically must make an estimated payment for their June
tax liabilities. The estimate must be 75 percent of the June
liability and must be made two business days before June 30.

Figure 34

Use Tax Paid

Year Usetax Refund claims* Net usetax

1990 $13,127,042 $104,173 $13,022,869
1991 11,860,378 475,098 11,385,280
1992 11,702,398 447,370 11,255,028
1993 11,991,300 328,139 11,663,161
1994 14,200,022 1,063,242 13,136,780
1995 15,929,989 1,435,835 14,494,154
1996 16,821,715 4,841,228 11,980,487
1997 18,535,506 6,615,055 11,920,451
1998 17,361,851 9,175,324 8,186,527
1999 16,806,784 12,394,610 4,412,174
2000 18,829,904 12,698,510 6,131,394
2001 14,123,142 15,775,844 (1,652,702)
2002 13,694,774 12,850,487 844,287
2003 12,435,693 11,238,116 1,197,577
2004 17,139,316 8,624,502 8,514,814
2005 20,219,218 12,393,334 7,825,884

* These are capital equipment refund claims allowed, not including interest, for new or expanding businesses and for repair and replacement parts.
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Capital Equipment Exemptions and Refunds

, Company Refund
Title L
responsibility procedure
Industrial Production Exemption File Exemption Certificate (ST-3) or
M.S. 297A.25, Subd. 9 Direct Pay Permit with vendor No tax collected
Taconite Production Material Exemption* File Exemption Certificate (ST-3) or
M.S. 297A.25, Subd. 15 Direct Pay Permit with vendor Notax collected

Capital Equipment Exemption (refund)
M.S. 297A.01, Subd. 16 (definition)
M.S. 297A.25, Subd. 42

Must pay the salestax or assess use tax

Filefor 6.5% refund
on Form ST-11

Replacement Capital Equipment (refund)
(Taconite mining company only )*
M.S. 297A.01, Subd. 16F

Must pay the salestax or assess use tax

Filefor 6.5% refund
on Form ST-11

Replacement Equipment (refund)
M.S. 297A.01, Subd. 20 (definition)
M.S. 297A.02, Subd. 5 (imposition of tax)

Must pay the salestax or assess use tax

Filefor 6.5% refund
on Form ST-11

Minerals Production Facilities Exemption
M.S. 297A.2573 (refund)

Must pay the salestax or assess use tax

Filefor 6.5% refund
on Form ST-11

What isthe Mineral Production
FacilitiesExemption?

The Mineral Production Facilities exemption was enacted
by the 1994 |egislature and says that the purchase of materialsto
construct any of the following types of facilitiesis exempt. This
includes material s to construct buildings to house the equi pment
even though the buildings, when completed, become real

property.

1. A vaue-added iron products plant that may be either a new
plant or facilities incorporated into an existing facility that
produces iron upgraded to a minimum of 75 percent iron
content or any iron alloy with a minimum metallic content
of 90 percent.
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2. Afacility used for the manufacture of fluxed taconite pellets.

3. A new capital project that has a total cost of more than
$40,000,000 that is directly related to production, cost or
quality at an existing taconite facility that does not qualify
under 1 or 2, above.

4. A new mine or mineral processing plant for any mineral
subject to the net proceeds tax.

* The sections above apply only to taconite mines and plants,
not to any other mine or plant.



Aggregate Material

Sales and Use Tax

(Minnesota Statute 297A)

Aggregate material is nonmetallic natural mineral aggregate
including, but not limited to, sand; silica sand; gravel; stone;
boulders; and crushed and uncrushed rock, including landscape
rock, rip-rap, crushed granite and crushed limestone.

Industrial Production Exemption

Aggregate producersare allowed to make purchases exempt from
sales or use tax if the purchases are used or consumed in the
production of personal property intended to be sold ultimately
at retail. This includes chemicals, fuels, petroleum products,
lubricants, gas and el ectricity.

Capital Equipment Refund

New or used original or replacement capital equipment, repair,
replacement and spare parts, accessories, special purpose
buildings and foundations for capital equipment qualify for the
capital equipment refund of the 6.5 percent sales tax paid.

Aggregate Materials Sales

Salesto Contractors

Taxable: Generally, purchases of aggregate by a contractor are
taxable since it will be used as an improvement to real property.
Thisrequiresthat the contractor deliver and spread the aggregate
insuch away that no further leveling isrequired by the purchaser.
Thisincludes situationswhereit isleveled while being unloaded
from the back of a moving truck without the use of any other
equipment. Delivery charges are also taxable.

Nontaxable: The purchase of aggregate by a contractor from
apit owner for resale is exempt from sales tax if the contractor
provides the pit owner with a completed exemption certificate,
Form ST3. A retail sale by acontractor involvesonly the dumping
of aggregate; no leveling, spreading, or further action by the
contractor is provided. The contractor must charge sales tax to
theend user of the aggregate. EffectiveJan. 1, 2002, all delivery
chargesaresubject to salestax.

Salesto Townships

Purchases by townships of aggregate,machinery, equipment and
accessoriesused exclusively for road and bridge maintenance
areexempt from salestax. Chargesto deliver gravel to atownship
are also exempt. Purchases of aggregate, machinery, equipment
and accessories used for parking lots, playgrounds, trails, etc.,
are subject to sales tax. Also, al culverts, bridge decking or
railing, structural steel and any road surfaces, such as asphalt,
concrete or chloride are subject to sales tax.

Salesto Cities, Countiesor Special Taxing Districts

All salesof aggregateto cities, counties or special taxing districts
are subject to sales tax when they are used by these entities,
unless they will be resold in the same form. No exemption is

allowed for purchases used for road and bridge maintenance.

Aggr egate Pit Owned by a Gover nment Unit

If a pit is owned or leased by a government unit, aggregate
removed for itsown useis not subject to salestax. However, all
aggregate sold to othersis subject to salestax, unlessthe purchaser
provides an exemption certificate.

Aggregate Crushing and Screening

Screening and crushing of aggregate is fabrication |abor subject
to salestax. Fabrication labor isthe making or creating of anew
product or altering an existing product into a new or changed
product, even when the customer provides the materials to be
screened or crushed.

Sales Tax on Purchases: Ready-Mix
ConcreteProducers

Nontaxable Purchases: The purchase of aggregate by a ready-
mix concrete producer to be used in making the product isexempt
from sales tax if the producer provides a completed exemption
certificate (ST3) to the aggregate seller. Ready-mix concrete
producers are not classified as contractors.

Nontaxable Purchases: If a ready-mix producer makes retail
sales of aggregate, the aggregate may be purchased exempt from
salestax if they provide acompleted exemption certificate (ST3)
to the aggregate seller.

Sales Tax on Purchases: Bituminous Producers

Taxable Purchases: All purchases of aggregate aretaxableif the
bituminous producer is primarily acontractor (makesand installs
the product).*

Exempt Purchases: If abituminousproducer isprimarily aretailer
and makes retail sales of bituminous product (does not include
installation), the purchase of the aggregate is exempt from sales
tax provided the retailer provides a completed resale exemption
certificate (ST 3) to the aggregate seller.

Note: If the bituminous producer is a contractor-retailer, it must
decide which function constitutes at least 50 percent of the
business. If the producer is primarily a contractor, it must pay
salestax on all purchases. If the producer isprimarily aretailer,
it may purchase aggregate exempt from salestax if acompleted
exemption certificate (ST3) is provided to the aggregate seller.

* Purchases by a contractor while acting as a purchasing agent
for exempt entities may be purchased without paying sales tax
only if the contractor has awritten agreement with the exempt
entity. Thiswritten agreement must contain certain criteria.
For moreinformation regarding purchasing agreement criteria,
contact the Department of Revenue.
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Ad Valorem Tax on Auxiliary Mining Lands for Taconite

Operations

(Minnesota Statute 272.01)

Lands and structures actively used for taconite production are
exempt from the ad val orem tax and are subject to the production
tax in lieu of property tax. 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. Exemptionsare granted on a parcel
basis to the nearest five acres. It is important to note that this
exemption applies only to the ad valorem tax on the land and
buildings and not to the unmined taconite tax described on the
following page. Lands adjacent to these facilities, commonly
referred to asauxiliary mining lands, are subject to assessment of
ad valorem tax administered by the county.

The county assessor isresponsiblefor estimating the market value
of auxiliary mining landsand classifying them into one of several
property classifications established by Minnesota law. The two
most common property classifications used on auxiliary mining
lands are industrial and timber. In general, lands in close
proximity to activetaconite operations are assigned theindustrial
classification while those further away are classified as timber.
The classification of property is covered in M.S. 273.13.

Each property classification has a legislatively set percentage
called theclassratethat ismultiplied by the assessor’s estimated
market value (EMV) to calculate tax capacity. For payable 2006

taxes, the class rate for timber is 1.00 percent of the estimated
market value. For the industrial classification, there are two
classrates: 1.50 percent for the first $150,000 of the EMV and
2.0 percent for the value over $150,000.

Property taxes are calculated by multiplying a property’s tax
capacity timesthe tax extension rate for the jurisdiction whereit
islocated. Tax extension rates are determined by county, local
government and school district spending. In St. Louis County
within the mining area for taxes payable in 2006, they range
fromalow of approximately 83 percent to ahigh of approximately
235 percent. In addition, the market value times the referendum
rate must be added to the tax determined above if there is a
referendum in the taxing district. For industrial class property,
the state general tax rate of 50.827 percent appliesin addition to
the local tax rate.

The following schedule provides for adjustments in both the
valuations and classifications of auxiliary mining lands located
ontheiron formation versusoff-formation lands aswell asfurther
refinements based on the proximity of theselandsto activemining
operations. It outlines valuation adjustments to be made on
excess lands where they are located as market conditions and/or
Minnesota statutes dictate (see below). This schedule was
updated based on market conditions for the 2006 assessment.

St. Louis County Mining Land Assessment Schedule

1. Iron formation land

Value ($/acre)

Classification

A. Land within ¥amile of active pit

B. Excessland (more than ¥amile
from mining activity or outside
15-year pit limit).

1. Undisturbed
2. Disturbed
a. Stockpiles
b. Abandoned Pits

$1000

same as other private land

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

Industrial

Timber or current use

Timber or current use
Timber or current use

2. Off-formation land

A. Land within ¥ mile of mining
activity

B. ExcessLand
1. Undistrurbed
2. Tailings Ponds

a. Stockpiles
b. Tailings Ponds

$700

Same as other private land

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

Industrial

Timber or current use

Timber or current use
Timber or current use
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Ad Valorem Tax on Unmined Taconite

(Minnesota Statute 298.26)

A tax not exceeding $15 per acre may be assessed on the taconite
or iron sulfides in any 40-acre tract from which the production
of iron ore concentrate is less than 1,000 tons.

Theheading in the statute is somewhat misleading sinceit refers
to aTax on Unmined Iron Ore or Iron Sulfides. The tax clearly
applies to unmined taconite and has been administered in that
manner. Theterm “iron ore” does not refer to high-grade natural
ore in this instance.

Thetax, as presently administered, appliesto all iron formation
lands on the Mesabi Range. The statutory exemption
administered by the county assessor providesthat in any year in
which at least 1,000 tons of iron ore concentrates are produced
fromad0-acretract or government lot, thetract or lot are exempt
from the unmined taconite tax. The county assessors have also
exempted actual platted townsites that are occupied.

Theiron formation lands on the Mesabi Range are divided into
two categories by the Minnesota Department of Revenue. This
is done through the evaluation of exploration drill hole data
submitted by the mining companies.

The categories are:

1) Landsthat are underlain by magnetic taconite of sufficient
guantity and grade to be currently economic: They are
considered to be economic taconite and are given a market
value of $500 per acre.

2) Landseither not believed or not known to be underlain
by magnetic taconite of current economic quantity, quality
and grade: They are considered to be un-
economic taconite and are given a market value of $25 per
acre.

To be classified as economic taconite, category 1, the taconite
must pass the following criteria:

— contain more than 16 percent magnetic iron with the Davis
tube test;

— contain less than 10 percent concentrate silica (SiO,) with
the Davis tube test;

— have a 15- to 25-foot minimum mining thickness; and

— have 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.) x 2.25= Equiv. Ft.
Waste

C) Ore(ft)x2.5 = Equiv. Ft.

3 Concentrate
Stripping Ratio =A+B
C

If thematerial failsany of the above criteria, thenitisconsidered
to be uneconomic taconite and classified as category 2. Some
lands may also be considered as uneconomic due to
environmental restrictions.

For taxes payable in 2006, the tax is calculated by multiplying
the market value for the parcel of land by the 2.00 percent class
rate to obtain the tax capacity. The specia rate on the first
$150,000 of market value that applies to class 3 commercial/
industrial property does not apply to to class 5 unmined taconite.
Thisisthen multiplied by thelocal tax rate plus the state general
property tax rate of 50.827 percent for taxes payable in 2006. In
addition, if a referendum is present, the referendum rate is
multiplied by the full market value (not tax capacity). Note: call
your county auditor for more information.

Figure 35

Unmined Taconite Tax Paid

(Year payable)

County 1999 2000 2001 2002 2003 2004 2005 2006

Itasca $ 0 $ 0| % 0 $ 0 $ 0 $ 0 $ 0| $ 0
St. Louis 402,543 401,764 397,428 316,140 317,033 300,173 273,601 261,687
Totals $402,543 $401,764 $397,428| $316,140 | $317,033 | $300,173 $273,601 | $261,687
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Ad Valorem Tax on Unmined Natural Iron Ore

(Minnesota Statutes 272.03, 273.02, 273.12, 273.13, 273.165, 273.1104)

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 county
auditor collects the tax levy.

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
formulaknown asthe Hoskold Formula. The formulatakesinto
account ore prices and all the various cost factorsin determining
the value of the unmined ore.

Each year, the Minnesota Department of Revenue uses a five-
year average for alowable costs taken from the occupation tax
report. A five-year average of the Lake Erieiron ore market value
isalso used. These averages are used to help reduce fluctuation
of value due to sudden cost/price changes.

Thefollowing expensesare allowed as deductionsfrom the Lake
Erie market value on the computation of present worth, whichis
known as the Hoskold Formula:

la. Mining, normal costs 6. Freight and marine

1b. Mining, special costs insurance
Marketing expense
Social Security tax*

Ad valorem tax
(by formula)

Beneficiation

Miscellaneous (property
tax, medical ins., etc.

© o N

Development (future)

5. Plant and equipment 10.  Occupation tax
(future) 11.
Plant

Federal income tax
12. Interest on development
and working capital
* Since 1987, Social Security tax has been included under miscellaneous.

Thesetwelve allowable expenseitems are deducted from the L ake
Erie market value to give the estimated future income (per ton).
Note that although royalty is allowable as an occupation tax
deduction, it isnot allowable on Minnesota sad 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 6 percent
safe rate that yields the .33971 Hoskold factor when used with a
20-year life. A 20-year life has been used since 1968 as
representative of the remaining life of Minnesota’'s natural iron
orereserves. Theresulting valueis considered the market value
by the Minnesota Department of Revenue.

Theterm “class rate” was introduced for taxes payablein 1990.
For 2002 and theresfter, thisrateis reduced to 2.0 percent.
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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 thelocal tax rate plusthe state general property
tax rate to determine the tax. In addition, the market valuetimes
thereferendum rate must be added if thereisareferenduminthe
taxing district.

Local tax rates are a function of county, local government, and
school district spending. Inaddition, astatewide general property
tax levy applies to most types of property with the exception of
agricultural and homestead properties. For example, for taxes
payable in 2006, tax rates ranged from alow of approximately
83 percent to ahigh of approximately 235 percent (not including
the state general property tax rate of 50.827 percent) in St. Louis
County. The follwing class rates were in effect through 2006:

CLASSRATES
Payable 1995  4.60%
Payable 1996  4.60%
Payable 1997 4.60%
Payable 1998  4.00%
Payable 1999 3.50%
Payable 2000 3.40%
Payable 2001 3.40%
Payable 2002 2.00%
Payable 2003 2.00%
Payable 2004 2.00%
Payable 2005 2.00%
Payable 2006 2.00%
Payable 2007 2.00%

The specia rate on thefirst $150,000 of market value that applies
to class 3 commercial/industrial property does not apply to
unmined iron ore that are class 5 properties.

The Minnesota Department of Revenue has tried to maintain all
ores on the tax ralls, including the uneconomic, underground
and unavailable classifications. A schedule of minimum rates
was established in 1963 and revised in 1974, 1986, 1988, 1992
and 1999. The market values for iron ores that do not show a
valuewith the Hoskold Formulaare determined from the schedule
of minimumrates. Thetableonthefollowing pageliststhecurrent
schedule of minimum rates. Most of theiron ore value remaining
today was determined using the schedule of minimum rates.



Figure 36

Minimum Rates

Ore classification Market value/ton (cents)
Itascaand St. L ouisCounties Crow Wing County
Wash Ore Concentrate (OPC) 12.0 6.0
Heavy Media Concentrate (HMC) 9.0 45
Low Grade (OPPRC) 3.0 15
Under ground uneconomic (Stripping ratio greater than 5to 1)
Underground Concentrate > 60% Fe (UGC) 24 1.2
Underground Concentrate < 60% Fe (UGC) 1.8 0.9
Underground Heavy Media (UGHM) 15 0.75
Low grade (UGPRC) 0.9 0.45
Low grade (UGR) 0.9 0.45

Open pit ores with too high of a 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 underground uneconomic classification.

Beginning with the 1999 assessment, the minimum rates for
determining market values in Crow Wing County were reduced
by 50 percent. This simply recognizes that the potential for
mining iron ore is substantially less in Crow Wing County than
on the Mesabi Rangein St. Louis or Itasca counties.

Figure 37

Iron Ore Ad Valorem Tax Payable

Year M ar ket Year estimated tax payable
Payable - , Total
assessed value Crow Wing ltasca St. Louis

1991 3,401,700 1992 18,966 45,019 429,850 493,835
1992 5,785,900 1993 19,600 46,000 276,300 341,900
1993 5,476,900 1994 20,900 47,400 254,600 322,900
1994 5,071,600 1995 14,000 34,800 262,400 311,200
1995 4,823,000 1996 12,100 32,600 237,600 282,300
1996 4,448,800 1997 10,900 34,900 226,200 272,000
1997 4,175,400 1998 10,400 23,500 244,900 278,800
1998 4,020,900 1999 8,200 18,900 188,100 215,200
1999 3,781,800 2000 4,200 20,200 181,800 206,200
2000 3,765,800 2001 3,900 18,600 159,400 181,900
2001 3,637,400 2002 3,500 17,600 147,200 168,300
2002 2,720,400 2003 3,500 16,900 107,200 127,600
2003 2,734,200 2004 3,300 15,400 101,600 120,300
2004 2,529,200 2005 2,700 14,100 87,300 104,100
2005 2,355,700 2006 2,700 13,300 77,400 93,400
2006 2,350,100 2007

A notice of the market value of unmined ore shall be sent to each
person subject to the tax and to each taxing district affected on
or before May 1st (M.S. 273.1104).

According to the provisions of M.S. 273.1104, a public hearing
to review the valuations of unmined iron ore must be held on the
first secular day following May 20. This hearing provides an
opportunity for mining company and taxing district
representativestoformaly protest any of theoreestimatesor vauation
proceduresthey believeto beincorrect.

In addition, current conditions and future trendsin theiron ore
industry are discussed. Iron ore ad valorem taxes are expected
to continue their long decline as remaining economic deposits
aremined or allowedto gotax forfeit. Reservesin old flooded pits
converted to recreational use areclassified asunderground, low-
graderecreationa (UGR).
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Ad Valorem Tax on Taconite Railroads

(Minnesota Statute 270.80 - 270.88)

Beginning with the Jan. 2, 1989 assessment, taconite railroads
have beenincludedin thedefinitionsof common carrier railroads
and were assessed and taxed on an ad valorem basis according to
Minnesota law. LTV and Northshore were the only railroads
classified as taconite railroads. Since the 2003 assessment
Northshore Mining is the only operating railroad.

The Minnesota Department of Revenue developed rules
governing the valuation of railroad operating property. Therules
have been in effect since 1979 when common carrier railroads
went off the gross earningstax. Each railroad isrequired to file
an annual report containing the necessary information.

Thevaluation process utilizesthe unit value concept of appraisal.
For taconite railroads, this involves calculating a weighted cost
indicator of value allowing for depreciation and obsolescence.

Personal property is then deducted from the net cost indicator to
yield a Minnesota taxable value.

Thisvalueisthen apportioned to the varioustaxing districtswhere
the taconite railroad owns property. The amount of value each
taxing district receives is based on an apportionment formula
involving threefactors: land, milesof track and the cost of buildings
over $10,000.

After the market value is 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 salesratio. A commercial and industrial
ratio is developed for each county and applied to that county’s
taconite railroad market values.

Figure 38

Taconite Railroad Ad Valorem Tax Assessed

Year Assessed St. Louis Lake Cook Total tax
payable County County County

1990 1989 $105,167 $156,675 $5,037 $266,879
1991 1990 112,800 145,573 5,319 263,692
1992 1991 53,409 80,720 5,064 139,193
1993 1992 38,454 99,919 4,706 143,079
1994 1993 48,655 87,248 4,938 140,841
1995 1994 78,281 140,300 14,454 233,034
1996 1995 64,516 116,143 14,456 195,115
1997 1996 49,283 61,107 13,292 123,682
1998 1997 46,250 66,114 10,330 122,694
1999 1998 43,891 68,874 8,648 121,413
2000 1999 42,340 65,444 8,542 116,326
2001 2000 35,467 64,295 8,500 108,262
2002 2001 27,323 37,336 7,202 71,861
2003 2002 6,746 17,890 0 24,636
2004 2003 4,519 15,964 0 20,483
2005 2004 3,896 13,312 0 17,208
2006 2005 3,366 10,921 0 14,287
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Ad Valorem Tax on Severed Mineral Interest

(Minnesota Statutes 272.039, 272.04, 273.165)

Definition

Severed mineral interests are those separately owned from the
title to surface interestsin real estate. Severed mineral interests
aretaxed under Minnesotalaw at 40 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 $3.20 per tract. Notax isdueon
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 congtitutional or related
statutory provisions.

Ownership of a specific mineral or group of minerals, such as
energy mineralsor precious metalsrather than an actual fractional
interest of al theminerals, does not constitute afractional interest.
Thus, if oneindividual reserved all minerals except gas, oil and
hydrocarbons, and a second entity reserved the hydrocarbons,
each owner would be subject to the full 40 cents per 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 in this manner: 80
percent is returned by the county to local taxing districts where
the property is located in the same proportion that the local tax
rate of each taxing district bearsto thetotal surfacetax rateinthe
area; and 20 percent to the Indian Business Loan Account in the
state treasury for business loans made to Indians by the
Department of Employment and Economic Devel opment.

The Registration and taxation of severed mineral interests is a
county function. Severed mineral interests are registered with
the county recorder in the county where the interest is located.
The county auditor sends a tax statement similar to any other
real estateinterest. Thetax isnormally collected intwoincrements
payable in May and October. If the tax is less than $50, the
taxpayer is required to pay in full with the May payment.

Nonpayment Penalty: Forfeiture

Theeventual penalty for not paying thetax isforfeiture. Policies
vary somewhat among 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.

Tax Imposed

Thetax on severed mineral interestswas enacted in 1973 as part
of an act that required ownersto file adocument with the county
recorder where the interests were located describing the mineral
interest and asserting an ownership claim to the minerals. The
purpose of thisrequirement wasto identify and clarify the obscure
and divided ownership conditions of severed mineral interests
in this state (M.S. 93.52). Failure to record severed mineral
interests within time limits established by the law results in
forfeiture to the state (M. S. 93.55).

History of Litigation

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. Stedl, et a. v. Herbst, Commissioner
of Natural Resources, Korda, St. Louis County Auditor, Roemer,
Commissioner of Revenue, and the Minnesota Chippewa Tribe,
etal., 278 N.W. 2d 732 (1979). The U.S. Supreme Court refused
to hear an appeal requested by 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.

Figure 39

Tax Collection and Distribution

Period 80% retained by 20% payment to Indian Total collections of
ending local government Business L oan Account affected counties

Dec. 31, 1997 517,268 129,317 646,585

Dec. 31, 1998 470,472 117,618 588,090

Dec. 31, 1999 606,560 151,640 758,200

Dec. 31, 2000 468,068 117,017 585,085

Dec. 31, 2001 201,952 50,488 252,440

Dec. 31, 2002 707,716 176,929 884,645

Dec. 31, 2003 461,456 115,364 576,820

Dec. 31, 2004 342,468 85,617 428,085

Dec. 31, 2005 542,524 135,631 678,155
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In 1988, the legislature amended the law to allow the
commissioner of the Minnesota Department of Natural Resources
to lease unregistered severed mineral interests before entry of the
court order determining the forfeiture to be complete. However,
mining may not commence under such a lease until the court
determines that the forfeiture is complete.

In a1983 case, the Minnesota Supreme Court ruled 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.
The U.S. Supreme Court denied a petition by the State of
Minnesota to review the case.

DNR Lease

If someone buysaDNR mining lease of 3 or moreyearsduration,
the severed mineral interest tax of 40 cents per acre applies.
More detail is available on page 50 (5th paragraph) under Ad
Valorem Tax.

I ndian Business L oan Account

The 20 percent portion of the severed mineral interest tax that is
alocated to the Indian Loan Program is reported by the county
auditors on the Severed Mineral Interest Return. Normally, the
form is submitted twice each year to correspond with payment of
property taxes.

The money deposited in the severed mineral interest account is
distributed to the Indian Loan Program at the end of each month.

A copy of the Severed Mineral Interest Return form is below:

Figure40

County:

Contact person:

Year:

Period (Circle One): January to June

MinnesotaRelay (TTY) 711.

Severed Mineral I nterest

Send your payment with thisreturn.

MINNESOTA- REVENUE

SEVERED MINERAL INTEREST RETURN

Minnesota tax I1D:

Daytime phone:

July to December

You must filethis return each quarter to report Minnesota's share of the fee you collect. Returnsare due on or beforethe
20 day of thefollowing month. You must pay the amount you owe by check. If you have any questions, call 651-556-4721 or

. Total Severed Mineral Interest collected 1.
o Multiply line 1 by 80% (.80) 2.
. Subtract line 2 from line 1. Thisis the state's share of the tax 3.

Mail to; MinnesotaRevenue, Mail Station 3331, St. Paul, MN 55146-3331.

Department of Revenue

L oan Program

The processing and payment of the severed mineral interest tax  The Indian Business Loan Program is administered by the
is handled by the Special Taxes Division of the Minnesota De-  Department of Employment and Economic Development, 500

partment of Revenue. Phone: (651) 556-4721.

Metro Square, 121 7th Place East, St. Paul, MN 55101. Phone:
(651) 297-1170.
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Taxes on Other Mining and /or Exploration

This section will identify and explain the taxes that apply tothe Figure 41 identifies each tax by statute number and references
exploration and/or mining of materials other than iron ore. each of them in this publication.

Base Metals Precious Metals Energy Minerals
Copper, Nickel, Gold, Silver, Cod, Oil, Gas,
Lead, Zinc, Titanium Platinum Group Uranium

Figure4l

Index of Other Mining/Exploration Taxes

Tax Current laws Mining Tax Guide Page No.
Ad valorem tax (smelter and plant facilities only) M.S. 272 and 273 Page 51
Net Proceeds tax M.S. 298.015-298.018 — 2% Page 52
Occupation tax M.S. 298.01 — 9.8% Pages 28 and 53
Sales and Use tax M.S. 297A — 6.5% Pages 40 and 53
Severed Mineral Interest M.S. 272.039, 272.04, 273.165 Page 49
Withholding tax on royalty payments M.S. 290.923 — 6.25% Pages 37 and 53
Ad Valorem Tax (M.S. 272-273) A list of recent ratesfollows:
VS, 272,05, bl 1 (10, o speciically scude mine.rats CLASSRATES
tunnels, and other underground openings used to extract ores Over $150,000 First $150,000
and minerals taxed under Chapter 298. The tax on ore reserves, Payable 1998 4.00% 2.70%
other than taconite and iron ore, was specifically removed in Payable 2000 3.40% 2.40%
1987, M.S. 273.12, 1987, c. 268, art. 957. The exemption was Payable 2002 2.00% 1.50%
further clarified by 2005 legislature in M.S. 272.02, Subd. 73, Payable 2003 2.00% 1.50%
Par. (b). Companiesmining any of themineralslisted are subject Payable 2004 2.00% 1.50%
to property tax like other businesses, such as taxation of land Payable 2005 2.00% 1.50%
and building values. Payable 2006 2.00% 1.50%

Machinery such as pumps, motors, grinding mills, etc., is
considered personal property and not subject to ad valorem tax.
In 2005 the St. Louis County assessor indicated that new large
buildings were typically valued at $26 to $32 per square foot for
ad valorem tax purposes. Storage buildings could be assessed as
low as$10 or $14 per squarefoot. Tax ratesare set by the county,
local communities and school districts according to state law,
and the tax is administered and collected by the county. Thereis
also a statewide property tax levy set by the legislature which
appliesto commercia-industrial and some other types of property.

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 to obtain gross tax
capacity. See classrate chart. Thefirst $150,000 of valueis 1.5
percent whilea2 percent rate appliesover $150,000. To determine
the tax, the product of the market value and class rate must be
multiplied by the local tax rate plus the 50.287 percent state
general property tax rate for taxes payable in 2006. In St. Louis
County, where the mgjority of Minnesota’'s mining industry is
located, the local tax rates payable in 2006 varied from alow of
83 percent to ahigh of approximately 235 percent. If a referendum

tax is passed, the referendum rate times the full market value
must be added.

Special policiesissued by the Minnesota Department of Natural
Resources (DNR) apply to metallic mineral leases (Minn. Rules,
parts 6125.0100 - .0700). The Commissioner of Revenue has
advised al county auditors and assessors that |leases issued by
the DNR constitute ataxable interest in real estate (M.S. 272.01,
Subd. 2[a] and [b]). Thetaxesareto be assessed and collected as
personal property taxes and do not become alien against the real
property. The commissioner further advised that when activities
under the leases during the initial years are limited to
exploration, the tax should not exceed the severed minerals
interest tax. For all taxes levied in 1994 and thereafter, the tax
should not exceed 40 cents per acre while the lease activities
constitute exploration. Specific leases may vary, but thetax isto
be determined based on the number of acres made available to
the lessee and the fractional interest, if any, that isleased.

Contact the DNR, Minerals Division, to determine the status of
activities under any state metallic minerals lease.
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Net Proceeds Tax (M.S. 298.015-298.018)

A tax equal to 2 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, horticultural peat, soil, iron
oreand taconite. Net proceedsarethe gross proceedsfrommining
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 Minnesota
Department of Revenue, Minerals Tax Office, Eveleth.

Gross Proceeds

1) If the mineras 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 shipmentsto awholly-
owned smelter or transactions between affiliated 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 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 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 and
beneficiation, generally to the point of asaleable product. Inthe
case of some hydrometallurgical processes, the saleable product
may be arefined metal.

Net proceeds are gross proceeds | ess certain deductions. Not all
expenses, however, are allowed as deductions. The following is
a comprehensive list of unallowable deductions and allowable
deductions:

Unallowable DeductionsInclude:

— sales, marketing, and interest expense;

— insurance and tax expense not specifically allowed;

— administrative expense outside Minnesota;

— research expense prior to production;

— reserve for reclamation costs after production ends; and

— royalty expense, depletion allowances, and the cost of
mining land.
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Allowable Deductions

Certain ordinary and necessary expensesactually 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 Internal Revenue Code;

— transportation of minerals, if the expenseisincluded in the
sales price;

— administrative expense inside Minnesota;

— exploration, research, or devel opment expensein Minnesota
is deductible in the year paid;

— exploration and development expensein Minnesotaincurred
prior to production must be capitalized and deducted on a
straight-line basis over the first five years of production;
and

— reclamation costs paid in ayear of production.
The carryback or carryforward of deductionsis not allowed.

Distribution

The net proceeds tax on minerals and energy resources mined or
extracted within the taconite tax relief area must be distributed
according to theformulaprovided by M.S. 298.018. Tax paid on
minerals and energy resources mined outside the taconite tax
relief areais deposited in the state general fund. A summary of
M.S. 298.018 distribution is listed:

(1) 5 percenttothecity or townwherethe mineralsaremined or
extracted

(2) 10 percent to the Municipal Aid Account

(3) 10 percent to the schooal district where mining or extraction
occurred

(4) 20 percent to the Regular School Fund (13.72 cents)
(5) 20 percent tothe county where mining or extraction occurred

(6) 20 percent to Taconite Property Tax Relief, using St. Louis
County as fiscal agent

(7) 5 percent to the IRRRB

(8) Fivepercent tothe Douglas J. Johnson Economic Protection
Trust Fund

(9) 5 percent to the Taconite Environmental Protection Fund
The proceeds must be distributed on July 15.

Economic Development | ncentives

Various grants and loans have been available in the past for
mineral development projects, although budget considerations
in 2003 and 2004 have reduced the number available. Anyone
comtemplating a new operation should consult with the IRR.



Occupation Tax-Cor porate |ncome Tax
(M.S. 298.01)

All mining companies, ferrous or non-ferrous, are subject to the
Minnesota Occupation tax. Please refer to page 28 for ageneral
overview of recent changes to the occupation tax on taconite
and iron ore.

Although gross income for tax is calculated differently for non-
ferrous minerals, the sections “ Changes in Apportionment” and
“Qccupation Tax Return” apply to all mining. Also notethat the
alternative minimum tax wasrepealed for mining after December
31, 2005.

For more information about the occupation tax, contact the
Minnesota Department of Revenue, Minerals Tax Office, Eveleth.

Withholding Tax on Royalty (M.S. 290.923)

Beginning Jan. 1, 2001, all persons or companies paying royalties
are required to withhold Minnesota income tax from royalty
payments (6.25 percent) and remit the withholding tax and
applicableinformation to the Minnesota Department of Revenue.
See the section on Income Tax Withholding on Mining and
Exploration Royalty, page 37.

Salesand Use Tax (M.S. 297A)

All firms involved in the mining or processing of minerals are
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 tangible personal property to be ultimately sold at
retail. Classification of items included in this exemption are
chemicals, fuels, petroleum products, lubricants, packing
materials, eectricity, gasand steam. Explosives, amajor expense
for mining, are exempt under the chemical classifications. Any
new mining and/or processing facility would qualify for arefund
of the 6.5 percent sales or usetax paid on capital equipment used
to manufacture, fabricate, mine or refine tangible personal
property ultimately sold at retail. For more information, see
page 40 and contact the Minnesota Department of Revenue,
Minerals Tax Office, Eveleth.

The specific exemption of mill liners appliesonly to the taconite
industry. Purchases of linersor lining materials by other mining
operationswould be subject to saleand usetax unlessthey qualify
for the industrial production exemption.

Figure 42

Mining Employment and Wages
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Information in this chart isincluded in the annual St. Louis County Mine Inspector Report. The maximum hourly wage includes
incentive pay through 1993. Starting in 1994, the maximum hourly wage does not include incentive pay. These wage rates are from one of the
taconite properties - each company has different wage rates per individual contracts.
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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).

Agglomer ation — The term describing the preparation and
heat treatment used to prepare iron ore pellets or other iron
ore products for shipment and use in a blast furnace.

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.

BOF — Basic oxygen furnace — A steel-making furnace
inventedinAustria. It began to replace open hearth furnaces
inthe 1960s. Itiscurrently the standard furnace used by the
integrated steel producers in the United States.

Beneficiation — The process of improving the grade by
removing impurities through concentrating or other
preparation for smelting, such as drying, gravity, flotation
or magnetic separation. Intaconite operations, thisincludes
the first stage of magnetic separation and converting the
concentrate into taconite pellets for use in making steel.

Concentr ate— Thefinely ground iron-bearing particles that
remain after separation from silica and other impurities.

DRI — Direct reduced iron — A relatively pure form of iron
(usually 90 percent + Fe), which isproduced by heating iron
oreinafurnace or kiln with areducing agent such as certain
gases or coal.

Dry weight — The weight of iron ore or pellets excluding
moisture. For pellets, the dry weight is normally 1 to 2
percent less than the natural weight.

EF, EAF — Electric Arc Furnace — A furnace in which an
electric current is passed through the charge. These furnaces
are much smaller than the conventional BOFs used by the
integrated steel producers.

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.

Feunit — Commonly referred to asanironunit. Anironunitis
aterm of measurement denoting oneton containing 1 percent
iron. lron ore and taconite produced in the United Statesis
measured in long tons (see definition). One long ton of
taconite containing 65 percent iron also contains 65 long
ton iron units.

Historically, thismeasurement was and isused for the selling
pricequotedin centsper iron unit. One exampleisacurrently
published price of acid pellets FOB mine at 37.344 cents per
dry grosston iron unit or $.37344 per iron unit.

Fiduciary —Anindividual or organization holding something
in trust for another. Sales tax collection, for example,
establishes a fiduciary relationship between the 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.
Flux pellets, as used in this guide, mean pellets containing 2
percent or more limestone or other flux.

Partial flux pellets — Flux pellets containing 1.99 percent
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.

Integrated steel producer — Term used to describe older
steel companies that produce steel by starting with raw iron
ore, reducing it to molten iron in a blast furnace, and
producing steel with aBOF, open hearth, or electric furnace.

L ake 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 mineto aLake
Erie port.

Thiswas the starting point for occupation tax sinceits 1921
beginning. It was the standard method of pricing domestic
iron ore and taconite for occupation tax until the mid-1980s
(see MineValue).

L ong ton — The standard unit of weighing for iron ore and
taconite in the United States. A long ton is 2,240 pounds.
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M .S. 298.225 — A Minnesota statute (law) guaranteeing the
taconite production tax aids received by municipalities,
counties, schools and the IRR. The aid levels are adjusted
according to a dliding scale based on production levels.

M etricton — 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.

Mini mill — A small sted mill using an eectric furnace that
produces steel from scrap iron.

Natural ore— Iron orethat can befed to ablast furnace with
less complicated processing than taconite requires. Natural
oretypically contains 50 percent +Fe(iron) initsnatural state.

Natural weight — The weight of iron ore or pellets
including moisture.

Net proceedstax —A tax equal to 2 percent of net proceeds
from mining. Net proceeds are determined by subtracting
certain basic deductions such as labor, equipment, supplies
and depreciation from gross proceeds or sales.

Non-equity sales— SeeArms-length transaction.

Open hearth — An obsolete steel making furnace still usedin
some Eastern European and Third World countries. No open
hearth furnaces are presently operating in the United States.

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
asindividual 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 occupation tax purposes, pellet chips are 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, thedeductionisaflat
percentage of 15 percent of income from the iron ore only
mined on a specific property. This deduction, however,
cannot exceed 50 percent of taxable income from the
property computed without the depletion deduction.

Range Association of Municipalities and Schools
(RAMS) — An association representing al Iron Range
cities, towns and schools receiving any funding from
the taconite production tax. An office is maintained in
Buhl, Minn.

Region 3— Koochiching, Itasca, Aitkin, Carlton, St. Louis,
Lake and Cook counties.

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

Short ton — Standard for weighing many commoditiesin the
United States. It equals 2,000 pounds.

Steel Mill Products Index (SMPI) — A United States
government index tracking the actual selling price of all
stedl productsin the United States. Thisindex is published
monthly by the U.S. Department of Labor. It is part of the
formula used to determine a mine value for occupation tax
purposes each year.

Taconite — Taconite is defined in Minnesota statutes as
ferruginous chert or ferruginous slatein theform of compact,
siliceous rock in which the iron oxide is so finely
disseminated that substantially all of the iron-bearing
particles are smaller than 20 mesh.

It is not merchantable in its natural state, and it cannot be
made mechantable by simple methods of beneficiation
involving only crushing, jigging, washing and drying.

Tailing — Small rock particles containing little or no iron,
which are separated during various stages of crushing,
grinding, and concentration. Most of the separation is done
with magnetic separators. Silica is the main mineral
constituent of tailings.

Taxable tons — The three-year average of the current and
prior two years production. The taconite production tax is
based on taxable tons. Theweight ison adry basiswithout
any flux additives.
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Map of Northeastern Minnesota

Taconite Company Locations
Ownership and General Information
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Effective Capacity* Effective Capacity*
—(million tons) (million tons)
1. NORTHSHORE MINING COMPANY 4.7 5. United Taconite Company LLC 4.3
Owner: Cliffs Mining Company (100%) Cliffs Mining Company, Managing Agent
Cleveland, Ohio Owners: Cliffs Minnesqta Mining Company (70%)
2. MINORCA PLANT 2.8 United M.C.'e"e(':a”d' Ohio
Owner: Mittal Steel USA (100%) C.”' ming Lo. =~
East Chicago, Indiana ity of Industry, California
’ Subsidiary of Laiwu Steel Group
3.  MINNTAC PLANT 15.0 Laiwu City, Shandong Province, China (30%)
Owner: USX Corporation (100%)
Pittsburgh, Pennsylvania 6. KEEWATIN TACONITE COMPANY 5.5
. : 0
4. HIBBING TACONITE COMPANY 85 Owner: USX Corporation (100%)

Cliffs Mining Company, Managing Agent Pittsburgh, Pennslyvania

Owners. Mittal Steel USA (62.3%)

East Chicago, Indiana

Cliffs Mining Company (23%) TOTAL EFFECTIVE CAPACITY: 40.8
Cleveland, Ohio ' '
Steel Company of Canada, Ltd. (Stelco) (14.7%)

Hamilton, Ontario

Effective capacity is the annual production capacity in natural long tons (including flux) that can be sustained under normal operating
conditions.

The ownership percentages shown are the ultimate percentages controlled by parent steel and mining companies.
In some instances, various other partnerships and subsidiaries are listed on legal corporate documents.
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