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

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

This year's book, as noted on the cover, is to commemorate the centennial 
year of iron mining in Minnesota. A special note of thanks for some of 
the historical pictures go to the Iron Range Historical Society, Gilbert; 
Iron Range Research Center, Chisholm; the Hibbing Historical Society, 
Hibbing, and the booklet, Minnesota's Iron Mining Industry, published by 
the Iron Mining Industry of Minnesota. 
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Il£ IR.l4 CR AW IPCO'JIJE MININJ INlEIRY IN MIN'ESOIA 

The iron ore 
exclusively in 
cover). 

mining industry in Minnesota is 100 
the northeastern part of the state. 

years old and is found 
(See map inside front 

While J. G. Norwood noted the existence of iron formations at Gunflint Lake and 
Lake Vermillion in the early 1850's, it wasn't until 1865 that the first 
important discovery of iron ore was made by Henry H. Eames, Minnesota State 
Geologist. In 1884, after a railroad line had been built from Tower to Two 
Harbors, the first lake cargo of iron ore was shipped. The first shipments of 
ore were from the Soudan Mine in the Vermillion Range. Development of the 
Mesabi Range began in the early 1890 1 s by the Merritt Brothers. Production in 
the Cuyuna Range did not begin until 1911. 

Many of the early iron ore mining operations were underground. By 1900, 
Minnesota's mining industry had an annual production of 9,465,000 tons. The 
large deposits were soon converted to open pit mines using rail mounted steam 
shovels (cover) and rail hauls from the open pit operations. This equipment 
was later replaced by electric shovels and diesel and electric locomotives and 
trucks. 

The shift in Minnesota's mining industry from iron ore to an emphasis on 
taconite production began in the later 1940's and early 1950's. The shift in 
emphasis to taconite production is shown in the following table: 

TARE l - Il£ QiMEINJ SIR.IJU£ CF Mlrtf$JTA'S lfDI CR: MININJ IN1£JR( 

Total f erQ!2nt or TQtel 
Production 

.Ifilil: (OOO's of Tons) Iron Ore Taconite 

1950 65,235 99.9% 0. 1% 
1955 67,893 98.0 2.0 
1960 57,425 76.7 23,3 
1965 52,466 63.8 36.2 
1970 56,520 37,5 62.5 
1975 51,067 20 .1 79.9 
1980 45,280 4.9 95.1 
1981 51,033 3.3 96.7 
1982 24,234 3.3 96.7 
1983 26,024 3,3 96. 7 
1984 (est.) 36,200 2.2 97.8 

Minnesota's share of total U. S. production has been consistently greater than 
60 percent, generally falling in the 60 to 70 percent range. While Minnesota's 
share of total U. s. production has remained steady, Minnesota's share of total 
world production has been steadily declining. In 1950, Minnesota's mining 
industry produced over 25 percent of the total world production of iron ore and 
taconite. By 1960, this had dropped to just over 11 percent and, in 1975, was 
just under six percent. Since 1975, Minnesota production has been holding at 
about six percent of the world production through 1981. Beginning in 1982, 
Minnesota's share fell to just over three percent and it appears this new lower 
level may become permanent. 
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Minnesota1 
Production 

Year Tons (OOO's) 

1950 65,235 
1955 67,893 
1960 57,425 
1965 52,466 
1970 56,520 

1975 51 , 036 
1976 50,069 
1977 31,019 
1978 55,450 
1979 59,563 

1980 45,281 
1981 51'033 
1982 24,234 
1983 26,024 

'Preliminary figures 

Source of Information: 

T/6£ 2 

MIN'ESOIA'S SM a= U. S. Nil WRD 

Fm:LCT I 00 a= 11\Q\J OJ: 

u.s.2 
Minn. Production Mirin. 
%~ Tons (OOO's) %world 

66.5 98,045 26.4 
65.9 103,003 18.7 
64.7 88, 784 11 .2 
60.0 87,439 8.6 
63.0 89,760 7.5 

64.8 78,866 5.8 
62.6 79,993 5.7 
55.6 55,751 3,7 
68.0 81,583 6.6 
69.5 85,716 6.6 

65.0 69,613 5 .1 
69.7 73, 17 4 6.0 
68.4 35,433 3 .1 
68.4 38,ooo• 3.5 

1) Minnesota Occupation Tax Reports 

2) American Iron Ore Association 

DRILLING 
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World2 
Production Tons 

(000.000's) 

247 
363 
514 
611 
757 

888 
886 
828 
833 
898 

884 
843 
783 
7391 
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~ CF JU TAX LIPBILITIES Effi Tl-E Mll'ltg}f8 Ml~lf\6 IN1£1Rt' (JNmllE ANJ IRJ'J a£) 

BAsED 00 TIE f>RcnrrlOO OR CAI HVAR YEAR 

HID's> 

TAX 1975 1980 1981 1982 1983 1984 est. 

Ad Valorem - Unmined 
Natural Ore 
(Yr. assessed) $ 4,560 $ 3,689 $ 3,770 $ 3,545 $ 3,700 $ 3,600 

Occupation 23,993 14,808• 13,940• 4,066• 7,885* 10,000• 

Taconite Production 30,347 87, 179 99,078 80,305 67,341 73,805H 

Railroad Gross Earnings 3,072 2,984 4,961 1, 354 926 1, 000 

Royalty 3,655 5,333 5,822 4,712 3,266 4,000 

Unmined Taconite 
(Yr. assessed) 64 232 240 285 331 335 

Sales & Use (Tac. only) 7.214 9.982 9.799 7.828 5.'765 5.B50 

TOTAL: $ 72,905 $ 124,207 $ 137,610 $ 104,948 $ 89,214 $ 98,590 

TONS PRODUCED: 51'036 45,280 51, 033 24,234 26,024 36,200 

TOTAL TAXES PAID 
ON PER TON BASE: 1. 429 2.743 2.696 4.330 3.428 2.723 

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

••Actual amount collected estimated to be $64.16 million. A $6.93 million credit will be allowed due to 
Minnesota Supreme Court Decision on production tax court cases. Also, a $2.72 million credit will be 
given to the Erie Mining Company as a result of tonnage corrections for the 1978-1983 production years. 

~--------~--------
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lift£ !I: 
MlrtemA JA)(ES LEVIID <Ji IlmilTE Nil 91-Jl(WIJE <JLY 

BaHroad 
Production Unained Sales Gross Total Total Tona Total Taxes 

YYI:__ T!A!i:RD1Ji!I l.Dd !la!!! Produi;:Uma Q!i:m111auma• lm:lllll ki;:i1u:(ll ~g;Lrura9 IUH ll:R!IY!i:S!SI 

1960 -- -- 735,708 638,489 1,280,553 1, 7'11,820 815,952 5,212,522 13,383,000 
1965 -- -- 1,107,097 1,740,307 502, 167 1,443, 170 1,337 ,491 6,130,238 19,0011, 162 
1970 6Ji,OOO Rot Avail. 11,252,668 3, 161, 186 181, 108 1, 3116 ,6Ji2 1, 768, 702 11,380,306 35,347,8JiJi 

1975 64,000 7,214,111 30,3117,066 18,955,051 2,657,1158 193,905 3,072,1196 62,50.li,087 40,808,917 
1976 -- 7,.11116,168 30,857,046 18,269,842 2,841,120 188,325 3,338,.1!87 62,9110,988 110,574,591 
1977 -- 7,375,115 .118, 757, 124 3, 190,408 2,626, 1111 182,7115 1,509,713 63,6.111,306 26,371,588 
1978 - 8,513,833 69,221,559 19,226,372 3,279,861 177' 165 3,267,2117 103,7.116,037 119,544,671 
1979 239,748 12,590,.1182 88,1183,670 23,856,757 4,775,352 165, 726 3,6311,.1107 133, 7.116' 142 55,333,032 

1980 232,218 9,981,715 87' 178,532 13,807,599 11,619,799 138,476 2,983,819 118,942, 158 113,059,750 
1981 2.li0,064 9, 797 ,691 99,018,289 12,707,553 5,392,86.li 183,267 .li,960,605 132,300,333 49,368,518 
1982 28.li,701 7,827,0.119 80,305,.1137 3,347,835 4,093,008 176,1121 1,354, 113 97,388,624 23,445, 104 
1983 330,969 5,765,0.1!8 67,3.111,038 7,385,782 2,821,.1121 8211,083 926,207 85,394,548 25, 173,262 

(1) Special School and Villa&e Taxes 

• Sales & Use Tax, Occupation Tax and Railroad Gross Earnings Tax bave been used to reduce credits owed to tbe taconite companies as tbe 
result or the tax limitation imposed by tbe Taconite Amendment and M.S. 298 • .liO. As a result, the actual collections or these taxes was 
significantly less tban the amounts abovn on tbis schedule. 

For the exact amounts or tax not oollected, (1) due to the M.S. 298.110 lillitation and, (2) to offset credits owed to taconite companies 
as a result or M.S. 298 • .liO and tbe Taconite Amendment, refer to tbe Occupation Tax section. 

Per Ton 
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TNmllE Am.CTIOO TAX 

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

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

At the time of the passage of this Act, no taconite operations existed, and 
only one--Reserve Mining Company--appeared on the horizon. However, since the 
inception of the 1941 law, taconite production has increased substantially. 
The industry continued to grow and reached its present size of eight taconite 
companies in the mid-seventies. As production increased, major changes were 
made in the rate of the production tax and in the distribution. 

The last major change in the production 
session was made by the 1977 legislature. 
islature will take effect for taxes paid 
Details of the 1977 law are contained in last 
(dated December 1983). 

tax prior to the 1984 legislative 
The changes made by the 1984 leg-c 

and aid distributed during 1985. 
year's Minnesota Mining Tax Guide 

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

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

A) The rate of production tax applicable to concentrates produced in 
taxable years 1985 and 1986 shall not exceed the rate determined 
under existing law for 1984 production. 

B) The production tax rate applicable to concentrates produced in 
1987 shall be equal to the preceding year's tax rate, escalated 
by reference to the implicit price deflater (prepared by the 
Bureau of Economic Analyses of the United States Department of 
Commerce) from the fourth quarter of the second preceding year to 
the fourth quarter of the preceding year • 
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C) Escalation of the tax rate by reference to iron content, as cur­
rently provided in M.S. 298.24p Subd. 1(b), is to be reduced as 
applied to concentrates produced in 1984 by one-half of the rate 
currently provided, and totally eliminated as to concentrates 
produced in 1985, 1986 and thereafter. 

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

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

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

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

The average 
price index 
applied. 

production tax rate for 1983 was $2.05 per taxable ton after the 
escalation of 1.5530953 and the iron content escalation were 

This is a slight drop from the $2.08 average of 1982. The rate for 
production year is forecast to be about $2.11 due to an increase in 

mill products index to 1.6394035. 
the 1984 
the steel 

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

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



The proceeds of the 1983 taconite production tax (payable 1984) are distributed 
by statute as follows (all figures are cents per taxable ton): 

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

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

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

Basic School District Total: 
c. School Fund Index: 

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

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

and Schools: 

6.0 

23.0 

(formula amount) 

15.5• 

2.5 
12.3 

29.0 

19.5• 
25.75• 

1.0 
3.0H 

0.2 

•These base year amounts were increased in 1979 and subsequent years 
by the rate of growth in the steel mill products index (base year 1977). 
For the 1983 production year, the county was 24.1-cents and road and 
bridge was 6.2-cents with escalation. The actual amount received by the 
county (35.5-cents) and other funds per taxable ton was greater due to 
M.S. 298.225 aid guarantees. 

••This base year 
(base year 1977). 
with escalation. 

amount were increased in 1981 and subsequent years 
For the 1983 production year, the IRRRB was 4.7-cents 

1. TACQBITE CITIES AID TOVIS 

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

2. TACONITE HQNICIPAL Am ACCOURT 

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

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

b. SCHOOL $.23 FUBD 

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

c. SCHOOL FOND IIDBX 

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

4a. TACONITE CQUITIES 

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

b. Rl·RCTRIC POWER PLART 

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

c. TACQRITE CQUNTIES RO.AD/BRIDGE 

Each county receives a portion of the aid in the same manner as 1 -
Taconite Cities and Towns, to be deposited in the county road and 
bridge fund. 

5a. TACONITE PROPERTY Tll RRLIEF 

A total of $.25 per ton escalated by the steel mill products index is 
allocated to the Taconite Property Tax Relief Account. The qualifica­
tions and distribution of taconite property tax relief are described 
in the following paragraphs. 

The Taconite Homestead Credit reduces the tax paid by owners of 
certain properties located on the Iron Range. The properties that 
receive this credit are owner-occupied homes and owner-occupied farms. 

-8-



The tax on all of the land compr1s1ng the farm is used in determining 
the amount of credit for a farm. Prior to 1983, the credit on farms 
was limited to 240 acres. 

If an owner-occupied home or farm is located in a city or town which 
contained at least 40 percent of its valuation as iron ore on May 1, 
1941 (but does not exceed 60 percent) or currently has a taconite mine, 
plant or electric generating facility, the taconite credit is 66 percent 
of the tax on that property. For taxes payable in 1984, the maximum 
credit is $475. Under current law, the credit increases $15 per year, 
which will make a maximum credit of $490 for taxes payable in 1985. If 
the property is not located in such a city or town, but is located in a 
school district containing such a city or town, the taconite credit is 
57 percent of the tax on the property to a maximum credit of $420 for 
taxes payable in 1984. For taxes payable in 1985, the $420 maximum for 
this property will increase by $15 to $435. 

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

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

b. ELECTRIC POWER PLANT 

For any electric power plant located in another county (as described in 
4b) .75-cents of the 25.75-cents-per-ton in the Taconite Property Tax 
Relief account shall be distributed to the county and school district in 
which the power plant is located with 25 percent going to the county and 
75 percent to the school district. This .75-cents is escalated by the 
steel mill products index. (Only Erie Mining Company and Cook County 
are affected). 

In addition to the preceding distribution, additional amounts are distributed as 
follows: 

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

Amount: $3,160,899 

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

Amount: $1,252,520 
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3. Beginning with the 1982 production year, a $240,000 payment is made by the 
Department of Revenue to School District 710 for payment of school bonds. 
An amount equal to four-cents-per-ton of Eveleth Mines production is 
subtracted from money otherwise payable to the Northeast Minnesota Economic 
Protection Fund. Any remaining amount required to equal $240,000 shall be 
paid as provided by M.S. 298.225. 

4. All proceeds from the taconite production tax remaining after the above 
distributions shall be divided between the Taconite Environmental 
Protection Fund and the Northeast Minnesota Economic Protection Fund. The 
Taconite Environmental Protection Fund will receive two-thirds, and the 
Northeast Minnesota Economic Protection Fund will receive one-third. 

5. The 1982 Legislature increased the taconite production tax credit to 
four-cents per gross ton for school district bonds. However, a credit of 
seven-cents per ton is allowed for Independent School District 703, Mt. 
Iron. The school bond credits are subtracted from the amount which would 
otherwise be distributed to the Northeastern Minnesota Economic Fund. 
These credits are for bond payments made by the companies and are not 
collected or distributed by the Department of Revenue. 

M.S. 298.225 - If aid payments provided in M.S. 298.28, Subd. 1, Clauses (1) 
to (4) and 5(b) to 8 are reduced due to a plant shutdown, the level of aid 
received fromr the last full year of production prior to shutdown is guaranteed 
for two years following the year of shutdown. This aid guarantee is funded 
equally by the Taconite Environmental Protection Fund and the Northeast 
Minnesota Economic Protection Fund. The aid payments covered by this guarantee 
are listed as follows: 

1. 2.5-cents City and Town Fund 
2. 12.3-cents Taconite Municipal Aid 
3. a) 23-cents School Fund 

b) 6-cents School District Fund 
c) School Fund Index 

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

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

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

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

6. 1-cent State for Administration 
7. 3-cents Escalated to I.R.R.R.B. 
8. .2-cents R.A.M.S. 

Note: The above formula does not apply after the 1983 production year. (See 
page 6). 
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TPd..E 5 

A\Ef?lff DI SJRI Wf 100 a= IlE FRllITI 00 TAX 

CCINTS-ffR-TOO> 

Aid Recipient 

Taconite Cities and Towns 
Taconite Municipal Aid 
School Districts 
County 
County Road and Bridge 
Taconite Property Tax Relief 
State of Minnesota 
I.R.R.R.B. 
R.A.M.S. 
Taconite Railroad Grand­

father Amount 
Taconite Environmental 

Protection Fund 
N.E. Minnesota Economic 

Protection Fund 
School Bond Credits & Payment 

Cents Per Taxable Ton 

4 .1 
20 .1 
59.3• 
35.5 
9. 1 

39.8 
1 .6 

10.3 
.3 

9.5 

18. 1 

(6.2) 
3.2 

204.7 

• 47.6 cents-per-ton will be subtracted from aids or 
levies a taconite school district would otherwise 
receive. 
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JNt F 6 - SJMRf CF JP<DJITE FKILCTICJJ TAX DISIRIEUflCJ'f 

PRODUCTION YEAR: 1975 1980 1981 1982 1983 -

City & Township $ 936,388 $ 1,353,460 $ 1,382,071 $ 1, 361, 734 $ 1, 362, 133 
Taconite Municipal Aid 3,399,588 6,810,913 6,776,025 6,701,700 6,701,700 
School District - Regular 10,396,319 3,304,789 3,383,849 3,336,407 3,336,709 
School District Fund -0- 12,735,853 12,670,617 a 12,531,638 a 12,531,638 
School District Fund Index -0- -0- 4,198,133 3,866,675 3,867,247 
County 3,771,167 10,809,240 11,891,939 11,756,167 11,814,390 
County Road & Bridge 591, 524 2,784,744 3,056,888 3,028,085 3,043,061 
Taconite Property Tax Relief 8,688,442 17,351,585 19,317,006 a 15,684,072 a 13, 261'767 
State 240,363 480,280 550,897 544,853 544,853 
I.R.R.R.B. ($.03 Indexed) 1,073,275 2,001,839 2,265,289 2,150,722 2, 161, 750 
Range Association of 

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

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

Protection Fund -0- 9.358,171 9,265.064 2.193,123 (2,076,400) 

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

*The production tax is collected and distributed in the year following production, e.g., the 1983 
production tax was collected and distributed during 1984. 

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

b) Total after school bond credits have been taken. 

I 
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IPB..E 7 -- TPW\JIIE FRIUJIOO TM DISlRIMICJS IO CITIES & TCWfiHPS - 1~* 

Cities & Townships 

Aurora 
Babbitt 
Biwabik 
Bovey 
Buhl 
Calumet 
Chisholm 
Coleraine 
Crosby 
Ely 
Eveleth 
Franklin 
Gilbert 
Hibbing 
Hoyt Lakes 
Ironton 
Keewatin 
Kinney 
Leonidas 
Marble 
McKinley 
Mountain Iron 
Nashwauk 
Riverton 
Silver Bay 
Taconite 
Trommald 
Virginia 
Balkan Township 
Bass Brook Township 
Bassett Township 
Beaver Bay Township 
Biwabik Township 
Breitung Township 
Crystal Bay Township 
Fayal Township 
Grand Rapids Township 
Great Scott Township 
Greenway Township 
Irondale Township 
Lone Pine Township 
McDavitt Township 
Nashwauk Township 
Rabbitt Lake Township 
Schroeder Township 
Silver Creek Township 
Stony River Township 
White Township 
Wuori Township 
Wolford Township 

TOTALS: 

Mining & 
Concentrating 

Taconite1 
Rail.road 

$ 

2 '742 $ 
111,509 166,767 

50,766 
4 9 186 

294,252 
186,080 152,153 

24,501 
6,023 
3,416 

343,297 
14,908 

107,204 152,706 

20,531 

3,948 

9,895 
18,986 

6,220 
68' 120 
17,281 

28,401 
39,867 

11,745 
12,565 

6,951 

47,700 
20,612 
19,943 

1,362,133 $ 591,142 

Taconite 
Municipal Aid 

$ 175, 195 
217, 868 
92,070 
52,418 
82,786 
30,239 

382,335 
71,954 

143,005 
310,768 
328,608 

1 , 7 41 
177 ,042 

1,392,160 
298,312 
34,623 

101,363 
28,820 
6' 125 

48,807 
14,829 

412,208 
99,569 
7,221 

246,052 
21,341 

5,416 
715,674 
60,219 

120,632 

66,667 
60' 155 

140,233 
204,965 

40,021 
82,044 
53,965 
2,820 

43,960 
60,723 
11, 863 
20,954 

174,291 
48,356 
11,283 

$ 6'701'700 

Total 

$ 177 ,937 
496' 144 
92,070 
52,418 
82 '786 
30:239 

382 ,335 
71 '954 

143,005 
310p 768 
379,374 

5,927 
177,042 

1,686,412 
636,5115 

34,623 
125,864 
34,843 

9 ,54 '! 
48,807 
14,829 

755,505 
'i14v477 

7,221 
505,962 
21,341 

5,416 
736,205 
60,219 

120,632 
11 ''7 45 
12, 565 
66,667 
60' 155 

6,951 
144,181 
204,965 

49,916 
101,030 
53 '965 

9,040 
112 '080 
78,004 
11 '86 3 
68,654 
20,612 
19,943 

202,692 
88,223 
11'283 

$8,654,975 

* All distributions in 1984 result from 1983 production year tax revenues. 

1) Taconite railroad aids are a fixed amount paid from current production tax 
revenues based on 1977 Taconite Railroad Gross Earnings Tax distributions, 



116...E 8 - T~IIE PfIDLTIOO TAX DISTRIMIOO IO WMIES -1984* 

County Road 
Regular County & Bridge Taconite 

County 15.5~cepts Escalated 4-cents Escalated Rail.road Total 

Cook $ 120,464 $ $187' 190 $ 307,654 
Itasca 622,934 160,757 783~691 
Lake 968, 918 250,043 243,034 19461, 995 
St. Louis 10, 102,074 2,632,261 354~153 13~088.488 

TOTAL: $11,814,390 $3,043,061 $784, 377 $15 I 6 41 9 82 8 

~Distribution in calendar year 1984 is based on 1983 production yea.r. 

TARE 9 - TACOOIJE EBll.CTIOO TAX DISIRIMIOO ID Slffi. DISIBICIS - 1984* 

School Districts .t..QQ. 

1 - Aitkin $ 
166 - Cook County 67 ,5861 
182 - Crosby -

Ironton 
316 - Coleraine 103,948 
318 - Grand Rapids 
319 - Nashwauk -

Keewatin2,3 169,898 
381 - Lake Superior 257,290 
691 - Aurora -

Hoyt Lakes 452,936 
692 - Babbitt4 267,856 
693 - Biwabik 68, 164 
694 - Buhl 38,203 
695 - Chisholm 
696 - Ely 
697 - Eveleth 139,513 
699 - Gilbert 
701 - Hibbing 628,912 
703 - Mt. Iron5 823, 913 
706 - Virginia 155,002 
708 - Tower -

Soudan 
710 - St. Louis 

County6 l63.4aS 
$3,336,709 

.Ll.1 

$ 818~ 834 
340,383 

671,310 
564 p 908 

2,561,279 

308,433 
738,281 

504,452 
195,520 
275,188 
155,202 
362, 787 
335,450 
328,410 
194 9 557 

1,230,247 
457, 126 
851,629 

365,261 

l9272s3~U 
$12,531,638 

Taconite 
Bail road 

427,383 

552,774 

345,802 
459,421 

$1, 785 ,380 

School Fund 
Index 

$ 140,542 
55,890 

160, 130 
256~122 
392 '064 

121,616 
378,052 

237,430 
155,132 
47,523 
70,666 

176,044 
130, 105 
200,993 

94p856 
505,990 
111,303 
256,738 

42, 114 

333~931. 
$3~867,247 

* - Distribution in calendar year 1984 is based on 1983 production year. 
1) - Erie Power Plant distribution 

Total 

$ 959,376 
891,242 

831, 440 
924,978 

2,953,343 

599,947 
1,926,397 

1,540,620 
1,()77, 929 

390,875 
264,071 
538,831 
465,555 
668,916 
289, 413 

2~365, 149 
1,392,342 
1,263,369 

407,375 

1 ~z~9saQ~ 
$21,520,974 

2) - Butler Taconite received school bond credit of $41,706 for school bond payment. 
3) - National Steel received school bond credit of $101,123 for school bond payment. 
4) - Reserve Mining received school bond credit of $135,323 for school bond payment. 
5) - U. S. Steel received school bond credit of $545 9 931 for school bond payment. 
6) - S.D. 710 received school bond payment of $240,000 from Commissioner of Revenue. 
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Tl6.E 10 - T~llE FmlITIOO JW TftX r8EN.£ - BY FIR4 

FmlIT 100 YEPR 1983 

Production Taxable Production 
Firm Tons Tonnage1 Tax Rate2 Tax Revenue3 

Butler 1,556,523 1,597,427 $2 .0612681 $ 3,251,019 
Erie 2,045,065 4, 851, 778 2.0255469 9,827,504 
Eveleth 3,265,821 4,585,647 2.0373504 9,342,570 
Hibbing 4,205,470 5,678,259 2.0637530 11,718,524 
Inland 2, 136, 155 2,136,155 2.0712079 4,424,421 
National 3,270,837 3,270,837 2.0600256 6,636,885 
Reserve 985,318 3,383,079 2.0476008 6,791,872 
U. s. Steel 7.708.073 7,799.016 2.0379717 15.348,243 

TOTAL: 25, 173,262 33,302,198 $2.0468655 $ 67,341,038 

ESTIWtJED Fffi FmlITIOO YEre 1984 

Production Taxable Production 
llrm. Tons Tonnage1 Tax Rate2 Tax Revenue4 

Butler 2,000,000 2,000,000 $2 .1122075 $ 3,935,328 
Erie5 5,000,000 5,000,000 2.1049941 6,679,741 
Eveleth 3,800,000 3,800,000 2 .1033547 7,668,587 
Hibbing 6,000,000 6,000,000 2, 1143387 12,288,725 
Inland 2,000,000 2,000,000 2.1177814 4,005,461 
National 4,500,000 4,500,000 2.1110599 8,728,540 
Reserve 3,600,000 3,600,000 2 .1025350 5,994,994 
U, S. Steel 8,500,000 8,500,000 2, 1049941 14,861,903 

TOTAL: 35,400,000 35,400,000 $2 .1081603 $ 64,163,279 

1) Taxable tonnage is the larger of the actual production year or the average 
production for the last three years (due to a 1984 court settlement, the 1984 
taxable tonnage will be the actual production tonnage for 1984). 

2) The base rate of $1.25 per ton is adjusted for any increase in the steel mill 
products index over the 1977 base. The steel mill products index escalation 
factor for the 1983 production year was 1.5530953 and is estimated to be 
1.6394035 for 1984. An additional tax is imposed on each firm based on the iron 
content of the pellets produced by the firm (this additional tax will be reduced 
by 50 percent for the 1984 production year and eliminated for 1985 and sub­
sequent production years). (This is the tax rate before any credits are 
allowed). 

3) Production tax revenue after school bond credits have been taken by the ap­
propriate firms. 

4) Production tax revenue after the school bond credits, the 1984 court settlement 
credits, and the water filtration plant credit have been taken. 1: 

5) Erie had a tonnage correction for production years 1978-1983. As a result, a 
credit of $2,716,034 will be applied to the 1984 production tax. 
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TAR F 11 

~Wfiri~)~) 
]955 - ]984 

Production Productiona Revenue Rate Taxableb Tax Rateb 
.Iw: IQD~ Iax B§!~Ulll§ f~QgygtiQD IQD IQD~ Taxable .IP.P 

1955 1 ,341 $ 78 $ .058 b) The 1977 law was the 
1956 5,069 297 .059 first to apply the pro-
1957 6,812 397 .058 duction tax rate against 
1958 8,574 500 .058 "taxable tons", the 
1959 8,414 528 .063 greater of the current 

years production or the 
1960 13,390 735 .055 three-year average of pro-
1961 13 t 187 766 .058 duction tons • Due to a 
1962 14,526 842 • 058 negotiated settlement of 
1963 16,701 972 .058 court cases, the "taxable 
1964 18,505 1 ,075 .058 tonnage" for 1984 is the 

current year only • Future 
1965 19,004 1,104 • 058 years will be a two-year 
1966 21 ,677 1 ,257 .058 average for 1985 and a 
1967 24,311 1,427 .059 three-year average for 
1968 30,269 1t782 .059 1986 and beyond. (Note: 
1969 33,410 3,778 .113 This is the calculated tax 

rate befQre any credits 
1970 35,348 4,253 .120 are applied). 
1971 33,778 5,539 .164 
1972 34,5Jt4 7,002 .203 
1973 41,829 10,159 .243 
1974 41 ,053 11,952 .291 

1975 40,809 30,347 .744 
1976 40,575 30,857 .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 87t179 2.025 50,296 1.733 
1981 49,369 99,018 2.006 51t799 1.912 
1982 23,445 80,305 3.425 38,624 2.079 
1983 25, 173 67,341 2.675 33,302 2.047 
1984 est. 35,400 73,805c 2.085 35,400 2.108 

a) Production tax revenue does not include school bond payments by some companies 
or filtration plant credits. School Bond Credits (1984) -- $759,952; Filtra­
tion Plant Credits -- $250,000. 

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

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

DETERHIIATIOR (p JJLUE Cl" ORE FOR PURPOSE OF Til 

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

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

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

1. Mining costs 
2. Amortized development costs 
3. A portion of the ad valorem taxes 

applicable to tonnage mined (for 
taconite producers, a portion of the 
production tax) 

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

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

-17-
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Minnesota's occupation tax is somewhat more restrictive than a corporate income 
tax. Examples of non-allowable expenses are: contributions, depletion 
allowances, royalty taxes, loss carryovers, and a portion of out-of-state 
administrative expense. A percentage of certain expense, however, is 
allowable. Included are: legal fees, out-of-state administrative expense 
related to Minnesota operationsj and other miscellaneous expenses. 

The occupation tax rate has been increased and decreased over the years from 
its initial rate of six percent in 1921, but generally the trend has been 
toward increases to its present rate of 15.5 percent for natural ore and 15 
percent for taconite. The net effective rate actually paid for taconite is 
6.75 percent of the taxable value (see below). 

OCCQPATION 'l'il CREDITS 

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

Presently 9 taconite producers benefit from the labor credit with ALL 
produc~rs reducing their net effective occupation tax rate from 15 percent to 
6.75 percent. The 1984 legislature permitted the same taconite labor credit 
benefits to extend to natural ore. Effective with 1985 production, the tax 
rate is reduced to 15 percent. With the same labor credit treatment, the 
occupation tax paid by natural ore producers could be reduced to 6.75 percent, 
just as it is for taconite. In addition, all ore producers are eligible for 
credits for investment in pollution control equipment and costs incurred for 
exploration and research on Minnesota ores. 

Natural ore producers are also allowed a credit for mining costs exceeding the 
value of ore (loss Dine credit). Small independent i:ron ore producers are 
allowed a credit for selling ore below the quoted Lake Erie value of the ore 
(discount credit). The discount credit was extended to ore stockpiled from 
previous years by the 1984 legislature. 

QCCQ:PATIQN TA.I .ALLQCATIQB 

The proceeds from the occupation tax are deposited in the state general fund. 
Distribution is constitutionally mandated with 40 percent to elementary and 
secondary schools, 10 percent for the University of Minnesota, and 50 percent 
remaining in the general fund. 

Some of the present production tax distributions are "grandfathered" amounts 
which, in the past~ were distributed from the occupation tax or based upon 
occupation tax collections. 

The exact amounts distributed to various city/townships, school districts, and 
the I.R.R.R.B. are detailed in the December 1983 Mining Tax Guide (green 
covered book) • 
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TAB E 12 

IOO'J (J{ ND Ilal\JIJE fHDmJ IN Mlrtf..soTA OlllfANJS Cf JCJ\£) 

ANJ ax:tP8IICl\I JAX WI ECil(ff) ~THlfANJS Cf 00 I ~l 

1955 - J983A) 

Iron Ore Taconite Tota.ls ______ 

Tons Occup'tn. Tons Occup'tn. Tons Occup 1 tn. 
~ Produced Tax Produced Tax Produced Tax 

1955 66,545 $31, 501 1, 341 $ 0 67,886 $31 ~501 
1956 57,529 279480 5,069 0 62~598 27,480 
1957 61,304 33, 106 6,812 154 68, 116 33,260 
1958 33,247 16,353 8,574 161 41,821 16,514 
1959 27 ,578 11p942 8,414 93 35,992 12,035 

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

1965 33,462 15 ,646 19,004 1, 740 52,466 17, 386 
1966 32,601 15,545 21,677 1,898 54,278 17 9 443 
1967 25,480 12 ,646 24, 311 1, 611 49,791 14,257 
1968 21, 893 10,802 30,269 1, 807 52, 162 12,609 
1969 22 ,511 10, 968 33' 410 2,285 55,921 13 ,253 

1970 21, 172 9,278 35,348 3' 161 56,520 12,439 
1971 17,530 7,301 33,778 5,379 51 ,308 12,680 
1972 14,439 6,376 34,554 3,659 48,993 10 p 035 
1973 17, 941 8,836 41, 829 6,824 59,770 15,660 
1974 17,654 9,698 41,053 10,092 58B707 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, soa• 45,281 14,808 
1981 1,664 1,232 49,369 12p708• 51,033 13,940 
1982 789 719 23,445 3,348ff 24,234 4,067 
1983 851 499 25, 173 7, 386• 26,024 7,885 

* Adjusted by provisions of M.S. 298.40 

a) The years are production years, tax was assessed in the following year and 
collected on June 15. 
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1971 
1972 
1973 
1974 

1975 
1976 
1977 
1978 
1979 

1980 
1981 
1982 
1983 

~~ 

Jlft...E 13 

CIDP~t1Rr5 
Tt<mllE I NlEJRf C1lY 

(1) 
Tons Cost or (2) (3) Depreciation: Taxable 

Produced Lake Erie Benefi- Transpor- Develop- Cost or Std. Plant • Adain. Va1ue or 
(QQO Tons) Jalue ciation lit.1ml .BEi!. Jli.a.1llg Motor EagiD • Rmen3e .ll1B...._ RoTilltT Production 

33,778 17.408 6.922 11.421 .579 1.578 .289 .133 .221 .655 2.609 
34,554 17 .437 7.398 4.420 .665 2.019 .300 .148 .250 .657 1.569 
41' 829 18.034 7.018 4.719 .600 1.961 .267 .140 .220 .679 2.419 
41. 053 22. 122 8. 188 5.790 .737 2. 142 .270 .150 .300 .818 3.648 

40,809 28.846 9.720 6.835 .890 2.715 .330 .186 .435 .976 6.746 
40,575 32.200 11.560 7.557 1.219 3.030 .470 .208 .570 1.017 6.496 
26,372 34.827 17.816 '8.075 1.415 4., 16 .900 .440 .928 1 .110 ( .031) 
49,545 37.080 lli.950 8.710 1.497 3.827 .519 .310 .766 1.259 5.234 
55,333 41. 306 16.440 9.789 1. 760 4.000 .516 .417 .880 1.320 6 .166 

43,060 46 .365 21.181 10.627 2.006 11.556 ,722 .587 .932 1.11411 11.308 
49,369 51.106 21.171 13.254 2.155 5. 135 .646 1 .202 1.003 1.704 4.835 
23,4115 53-946 31.339 12.600 2.212 5.290 1.357 3.002 1.438 2.078 (5.372) 
25, 173 56. 178 26.862 12.982 1.485 4.088 1.229 3.097 1.721 1.831 2.883 

(1) Cost of Beneficiation includes labor, supplies, depreciation and interest, miscellaneous, sales and use tax expense, 
marketing and marine insurance. 

(2) Tran..sportation includes the rail and lake transportation allowances-in accordance with the occupation tax directives for 
eacb year. 

(3) Cost of Mining includes mining labor and supplies, plus the production tax deduction allowance for each 1ear. 

Occupation 
Tax Paid 

.159 

.106 
• 163 
.246 

.464 
I 

0 
.450 C\J 

I 
.121 
.388 
.435 

.321 

.257 

.140 

.453 



Tons Beneficiation 
Produced _Labor ____ P.er_l'Dn 

1981 49,369 $243,487 $4.932 

I 1982 
I\) 

23,445 $166,685 $7 .109 
....a 
I 1983 25, 173 $158,209 $6.285 

Occ. Tax Report Line 3A 

Tons Mining 
Produced LaboL Per Ton 

1981 49,369 $111,659 $2.262 

1982 23,445 $ 59,228 $2.526 

1983 25, 173 $ 49,284 $1.958 

Occ. Tax Report Line 9A 

TARE 14 

CIDPATICJi TAX tmRT Fm TCtJ ems 
Eftff ICIATICJi /WJ MININJ 

(OOO's Tons and Dollars) 

Beneficiation 
Beneficiation Depreciation & 
__ SUDDJ.ie.S ___ P.er TDn _ _ In.ter.est _ ~J'..Qn 

$572,089 $11.588 $197,216 $3.995 

$353,426 $15.074 $188.876 $8.056 

$331,375 $13.164 $184,617 $7.334 

Line 3B, 6 & 7 Lines 3C & 3D 

Mining 
Mining Cost of Depreciation 

Sunplies Per Ton Mining Per Ton 

$141, 864 $2.873 $5 .135 .646 

$ 64,798 $2.764 $5.290 1.357 

$ 53,616 $2.130 $4.088 1.229 

Lines 9B & 13 Line 9C 

..........,_ 

Benef./ Total 
Misc. Benef. 

P.e.r_ l'.0n Per Ton 

$ .656 $21.171 

$1.100 $31.339 

$ .079 $26 .862 

Line 3E 

Total 
Mining Costs 

Per Ton 

$5.781 

$6.647 

$5.317 



~""" *'' 

TJHE 15 - LflKE ERIE YPLL£ U:JISIORICAL SMMRy) 

f'AllFA.. CR: TJW\JIIE 

TRANSfOHTAIION QOSIS (iLTONl TRANSfORTATION COSTS (iLTON) 
Mine Boat LAKE ERIE iALUE LAKE ERIE Mine Boat 

LAKE ERIE VALUELTON to to Total Cents Per VALJ.rn; to to Total 
Tusr Mesabi Non-Bessemer llQ.at. LI.fort Transportation Natural Iron Unit ($Ltonla ~ LLPort 1ransDo_rt_ation 

1910 4.00 N/A N/A N/A 
1920 6.55 N/A N/A N/A 
1930 4.50 N/A N/A N/A 
1940 4.45 N/A N/A N/A 
1950 7.75 1.08b 1.52b 2.6ob 
1955 10.07 1.22b 1.92b. 3.14b 
1960 11.45 1.47 . 2.27c 3.74 
1965 10.55 1.47 2 .17c 3.64 25.20 16.38 1.47 2.17c 3.64 
1966 10.55 1.47 2.17c 3.64 25.20 16.38 1.47 2.17c 3.64 
1967 10.55 1.47 2.17d 3.64 25.20 16.38 1.47 2.17d 3.64 
1968 10.55 1.59 2.16d 3.75 25.20 16.38 1.59 2.16d 3.75 
1969 10.55 1.66 2 .16d 3.82 25.20 16.38 1.66 2.16d 3.82 I 

C\J 

1970 10.80 1.74 2.31d 4.05 26.60 17.29 1.74 2.31d 4.05 C\J 
I 

1971 11 • 17 2.00 2.42d 4.42 28.00 18.20 2.00 2.42d 4.42 
1972 11 • 17 2.00 2.42d 4.42 28.00 18.20 2.00 2.42d 4.42 
1973 11. 71 2.18 2.54d 4.72 29 .10 18.92 2.18 2.54d 4.72 
1974 13.97 2.56 3.24c 5.80 35.41 23.02 2.56 3.24c 5.80 
1975 17.88 2.92 3.91e 6.83 46.02 29.91 2.92 3.91e 6.83 
1976 19.61 3.25 4.29e 7.54 51.34 33.37 3.25 4.29e 7.54 
1977 21.11 3.52 4.56 8.08 55.53 36.09 3.52 4.56 8.08 
1978 22.02 3.66 4.95 8.61 58.51 38.03 3.70 4.97 8.67 
1979 23.76 4.07 5.45 9.52 65.24 42.41 4.17 5.64 9.81 
1980 26.87 4.82 6.42 11.24 72.89 47.38 4.86 5.84 10.70 
1981 29.93 5.88 7.47 13.35 77.88 50.62 6.11 6.75 12.86 
1982 32.53 7 .13 8.06 15 .19 86.9of 56.49 4.61g 8.08 12.69 
1983 31.80 6.96 8.09 15.05 86.9of 56.49 4.94g 8.09 13.03 

I 

a) Based on a p"ellet .containing 65%' Natural Iron. e) Less 1/4 percent shrinkage 
The actual Lake Erie Value varies by pellet quality. f) Industry prices used for occupation taxes. 

b) Less 1/2 percent shrinkage plus three percent tax. One company (P.M.) quoted a lower price 
c) Less 1/2 percent shrinkage. (80.50) not used by the State. 
d) Less one percent shrinkage. g) Includes four months winter storage at docks. 

N/A = Not Available 



M. S. 298.40 lW TI-E I~IIE NJENl\e[ 

Minnesota Statute 298.40 and the Taconite Amendment to the Minnesota 
Constitution were passed by the voters in 1963 and 1964. These provisions 
limited the taxes imposed upon the two existing taconite producers (Reserve 
Mining Company and Erie Mining Company) and any new taconite producers through 
1989. 

Beginning with the 1974 Occupation Tax, the State and the mining companies have 
had differing interpretations of the taconite amendment~ which were in litiga­
tion for several years. 

In May 1983, the Minnesota Supreme Court held that in computing the hypothet­
ical income tax limitation, 100 percent of the hypothetical income is allocated 
to Minnesota. They also ruled that all "production" taxes, i.e., M.S. 298.24, 
M.S. 298.241, or M.S. 298.243, were allowable deductions in the occupation tax 
report. As a result, approximately $13.7 million in occupation tax~ sales tax 
and railroad gross earnings tax have not been collected to repay prior year 
overpayments of tax. 

The Taconite Amendment and M.S. 298.40 state that "the combined occupationp 
royalty, and excise taxes" of any taconite producing company for any of the 
next 25 years "shall not be increased so as to exceed the greater of" (a) the 
amount of these same taxes computed under the laws of 1963, or (b) the 
hypothetical amount of taxes (income and excise) which would be payable if the 
taconite company was a manufacturing corporation~ with certain modifications. 

The greater of (a) or (b) becomes the limitation or maximum amount of these 
taxes for which the taconite company is liable. Any amounts collected in 
excess of this limitation must be repaid to the taconite company. Since 
refunds are statutorily prohibited, the overpayments are returned by 
recognizing credits and by: 

1. Not collecting current Occupation Taxes due. 
2. Not collecting current Use Tax due. 
3. Not collecting current Railroad Gross Earnings Tax due. 

These comparisons must continue to be made through 1989, the expiration of the 
Taconite Amendment. 

Even though the State generally prevailed in the limitation litigation, for 
some years specific taconite companies paid taxes in excess of the limitation. 
At the end of F.Y. 1984, (June 30, 1984), approximately $13o4 million exceeded 
the M.S. 298.40 limitation and was not collected. We estimate additional 
credits for the period 1977 - 1982 may amount to $20 million, in addition to 
the $13 million currently in the accounts payable. Exact figures will be 
determined by audit. The M.S. 298.40 credit summary provides more details on 
the taxes applied to "offsettt such credits. 
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1980 
1981 
1982 
1983 

1982 
1983 

TAR E 16 - M.S. 298.40 CROil ru+mf 

OCCUPATION TAX 

(1) Tax in Excess of (2) Tax Applied to Prior Year 
Tax Due Without M.S. 298.40 Limitation Net Occupation M.S. 298.40 Credits Actual Tax 

M.S. 298.40 Limit (Not Collected) Tax Due (Not Collected) Collected 

15,910,944 
17, 175,966 
6,200,496 

11, 401, 855 

Tax Due 

(2,103,345) 
(4,468,413) 
(2,852,661) 
(4,016,073) 

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

SALES AND USE TAX 

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

-0-
( 1, 335, 265) 
(3,347,835) 
(4,999,484) 

13,807,599 
11,372,288 

-o-
2, 386, 298 

Actual Tax Collected 

1984 est. 

7,246,363 
5,765,048 
5,850,000 

( 750,261) 
(2,613,605} 
(3,200,000) 

6,496,102 
3, 151,443 
2,650,000 

Tax Due 

1983 

RAILROAD GROSS EARNINGS TAX 

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

1984 est. 
926,207 

1,687 ,ooo 
( 640,512) 
( 1,687 ,000) 

(1) 1980-1983 Occupation Tax exceeding M.S. 298.40 limitation (not collected) 
(2) 1981-1983 Occupation Tax applied to M.S. 298.40 credits (not collected) 
(3) 1982-1983 Sales Tax applied to M.S. 298.40 credits (not collected) 
(4) 1983 Railroad Tax applied to M.S. 298.40 credits (not collected) 

Actual Tax Collected 

285,695 
-0-

$13,440,492 
$ 9,682,584 
$ 3,363,866 
$ 640,512 

I 
~ 
N 
I 



Since 1909, 
assessed by 
levy is set 
municipal! ty. 

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

A Minnesota Supreme Court decision in 1936 established the present worth of 
future profits method for valuing the iron ore reserves. This is accomplished 
through the use of a complex formula known as the Hoskold Formula. The Formula 
takes into account ore prices and all the various cost factors in determining 
the value of the unmined ore. Uneconomic ores which cannot be valued by the 
Hoskold Formula are valued according to a nclass rate" system. The Department 
maintains a schedule of minimum rates for this purpose. 

The schedule currently in use was adopted in 1974 and is listed as follows: 

CLASSif'ICATION UNIT RICE RATIO 

Open Pit - Merch Ore 
Wash Ore 
Heavy Media Ore 
Paint Rock Ore 

Undergrounci - Merch Ore 
Wash Ore 
Heavy Media Ore 
Paint Rock Ore 

$.009276 
.004992 
.003865 
.002495 

$.001546 
.000832 
.000644 
.000416 

The rice ratio is the ratio of the dry iron to the sum of the dry silica plus 
the dry alumina. 

The assessed rate per ton is determined by multiplying the rice ratio of a 
particular ore, times the unit rice ratio for the appropriate classification. 
This rate per ton is then multiplied by three to determine the value of the 
unmined ore as per M.S. 273.1104. 

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

YEAR PAYABI.E COUNH LOCAL TOTAL 

1971 3,448,777 6,773,671 10,222,448 
1972 3,250,105 4,391,721 7,641,826 
1973 2,921,888 4,011,868 6,933,756 
1974 2,692,412 3,820,836 6,513,248 
1975 2,364,788 3,264,638 5,629,426 

. -25-
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YEAB PAYABJ.E COUBTI LOCAL TOTAL (Cont'd.) 

1976 1, 860, 429 2,599,476 4,459,905 
1977 1, 7 41, 437 2,298, 178 4,039,615 
1978 1,838,862 2,401,434 4,240,296 
1979 1,920,313 2,483,562 4,403,875 
1980 2, 193, 940 2, 149 ,087 4,343,027 

1981 1, 783,461 1,905,607 3,689,068 
1982 1,713,271 2,057,006 3,770,277 
1983 1, 561, 778 1,982,895 3,544,673 
1984 1,591,852 2, 107 '723 3,699,575 

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

Early shovels were 
mounted an rails and 
powered by steam. 
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Every company owning or operating a taconite railroad shall pay annually into 
the state treasury a sum of money equal to five percent of the gross earnings 
derived from the operation of such taconite railway within the state. The 
gross earnings shall be the sum of money equal to the amount which would be 
charged under established tariffs of common carriers for the transportation of 
iron ore from the Mesabi Range to ports at the head of Lake Superior. If coal 
or other commodities are transported, the gross earnings shall include an 
amount equal to the established tariffs of common carriers for the same 
quantities of similar commodities. 

At the present time, the tax applies only to Reserve Mining Company and Erie 
Mining Company railroads. 

The tax is due twice a year in six month increments: 

PERIOD COVERED 

January 1 - June 30 
July 1 - December 1 

On or before September 1 
On or before March 1 

The companies submit a report with their payment containing such information as 
number of tons shipped, freight and handling rates, taxable earnings, transpor­
tation of other commodities, track mileage in each taxing district, and a 
summary of taxable earnings. 

Prior to 1978, the revenue from the gross earnings tax on taconite railroads 
was deposited in the State's general fund and distributed to the various taxing 
districts in which such railroad operations were conducted as follows: 

City, Village or Town 
School District 
County 
State 

22% 
50% 
22% 

_il 
100% 

The first three accounts were distributed to individual taxing districts based 
on the location of terminal facilities and trackage. 

Beginning in 1978, the amount of the 1977 distribution to the first three 
accounts was frozen and the distribution made from the taconite produ()~~'~i;l: 
tax. The revenue collected from the gross earning tax on taaoni te railroa~~~,~·~; 
now allocated 100 percent to the state general fund. 

Calendar Year 

1977 
1978 
1979 
1980 
1981 
1982 
1983 

.IM 

$1,509,773 
$3,267,250 
$3,634,407 
$2,983,819 
$4,960,605 
$1,354, 173 

926,207 

. -27-
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RJYPlJY TAXES 

In 1923, the Minnesota legislature passed a royalty tax law providing for a six 
percent tax on any royalties received. Since that time, the gross tax rate has 
exactly followed the occupation tax rates. Prior to 1959, no labor credits 
were allowed. The 1923 law assessed the tax against the royalty recipient, but 
because of the terms of mining leases, the courts have ruled that the lessee 
was responsible for payment of the tax. This was affirmed by both the 
Minnesota and United States Supreme Courts in a series of rulings beginning in 
1926. Presently, all royalty taxes are collected from the lessee. Royalties 
can include rents, bonus payments, option to purchase payments, non-recoverable 
lease payments, etc. 

Who is 'liable for the royalty tax -- lessor or lessee -- is determined by the 
language written in the lease. If the lessor is liable, M.S. 299.08 requires 
the lessee to withhold the amount of the tax from payments made to the lessor. 
If the lessee is liable according to the terms of the lease, the tax is in 
addition to the royalty paid to the lessor. Regardless of who is liable, all 
royalty tax will be remitted to the Commissioner of Revenue by the lessee. 
Royalty tax payments are due when royalty payments are made to the recipients. 
However, it is possible to remit an annual royalty tax payment. This method 
has proven to be more convenient for exploration companies. 

The present tax on royalties received in connection with the exploration and 
mining of taconite and semi-taconite is 15 percent. A credit which reduces the 
15 percent tax rate to the net "~ffective tax rate for occupation taxes is 
allowed for taconite and semi-taconite royalty taxes on land that is being 
actively mined. This credit also applies in cases where the minimum royalty 
is, in fact, a prepaid royalty specified in the terms of the mining lease. In 
most cases, the net effective occupation tax rate for taconite is 6.75 percent. 

The tax on the royalties received in connection with the exploration and mining 
of iron ore is 15.5 percent. A less generous labor credit applies to the min­
ing of natural iron ore which, in most cases, reduces the effective occupation 
tax rate for an active open pit mine to approximately 14 percent.• 

As with the occupation tax, beginning with 1985 production, the royalty tax 
rate on the exploration and mining of iron ore is reduced to 15 percent. More 
significantly, the same labor credits apply to mining iron ore as to mining 
taconite. This means the net effective rate may be reduced to a minimum of 
6.75 percent if the cost of labor meets or exceeds the necessary amount. 

The tax rate or labor credit provisions applicable to the mining of base or 
precious metals has not been changed. The royalty tax rate which would apply 
to the mining or production of all other ores, including base or precious 
metals, is 15.5 percent. A special labor credit is available which would 
probably reduce the rate for an active open pit mine to about 14 percent. 
(This estimate is based on the experience of the natural iron ore industry with 
the same rate and credit available.) A more generous labor credit formula is 
available to underground mines. For an operating underground base or precious 
metal mine, labor credits would probably reduce the net effective rate to about 
7.25 percent. A lower royalty tax rate (one percent) may apply during the 
exploration phase and is explained in the section on Copper-Nickel mining. 

*However, labor credits for an underground mine would probably reduce the net 
effective rate to approximately 7.25 percent. 
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1. Special tax provisions apply to royalty on copper-nickel. The tax 
on royalties received in connection with the exploration and mining 
of copper-nickel ores is one percent plus an additional one percent 
of the amount of royalty paid on gold, silverv platinum, and other 
precious metals recovered as by~products. 

2. There are also special tax provisions that govern a mine where the 
cost of production exceeds the value of the ore produced, or a 
"loss mine". In this instance~ the rate for a natural ore mine is 
8.9 percent; the rate for a taconite mine is 6.75 percent; the rate 
for copper-nickel mines remains at one percent; the rate for min­
erals other than the aforementioned is also 8.9 percent unless the 
mine is underground where the rate of 7.25 percent would then 
apply. For natural ore mined after December 31, 1984, the rate is 
the same as taconite. 

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

The royalty tax is not in lieu of personal income tax on royalties. Resident 
and non-resident recipients of royalties are subject to state income tax in the 
same manner as if the royalty income were from rents or other business 
activities in the State of Minnesota. 

TAB E 17 

llDJ CEE, IJ(lJJIJE & QllfR CfE*., IUfPLTY TAK 

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

~ (OQCP s) (OOO's) (QQO's) (OOO's) 

1970 $ 966 $ 781 3 $1,756 
1971 705 1,323 3 2,031 
1972 904 1,402 2 29308 
1973 1,289 1,886 2 3, 177 
1974 1,351 1,994 2 3~347 

1975 998 2,657 2 3,657 
1976 686 2,841 2 3~529 
1977 748 2~626 2 3,376 
1978 894 39280 21 4, 195 
1979 807 4,775 34 5,616 

1980 713 4,619 22 59355 
1981 429 5~392 44 5,866 
1982 619 4,093 13 4,725 
1983 445 2,821 13 39219 

5 0ther Ore may include Copper-Nickel, Base or Precious Metals, or any other 
mineral on which royalty tax is paid • 
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StlfS NfJ lfE TAX 

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

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

All sales and use tax revenue is deposited in the general fund and is not 
earmarked for any specific distribution. 

The current rate of tax is six percent, having been increased from five percent 
on January 1, 1983. The same manufacturing exemptions available to other 
Minnesota businesses are utilized by the mining companies. The industrial 
production exemption allows for "chemicals, fuels, petroleum products, 
lubricants, electricity, gas and steam used or consumed in agricultural or 
industrial production.• Explosives, a major item for the mining industry, are 
exempt under the •chemical" classification. 

The •accessory tool" exemption is also available to all •manufacturing-type• 
businesses. This provision, M.S. 297A.25, Subd. 1(h), as amended January 1, 
1974, defines exempt accessory tools as separate detachable units used in 
producing a direct effect on the product, having a useful life of less than 12 
months. Shovel dipper teeth, •cat• ripper teeth, cutting edges, crusher bowls, 
drill bits, and reamers are examples of this type of exemption. 

Currently, there is just one exemption unique to the taconite industry not 
available to the natural ore facilities or other Minnesota concerns. Under 
H.S. 297A.25(o), mill liners, grinding rods, and grinding balls which are 
substantially consumed in the production of taconite, the material of which 
primarily is added to and becomes a part of the material being processed, are 
specifically exempted from sales and use tax. These are items subjected to 
both extreme wear and high cost. 

From February 1, 1975, through July 1, 1978, the taconite industry had an 
exemption from sales and use tax exclusively for plant expansion. A minimum 
increase in production capacity of 10 percent was required to qualify (refer to 
1983 Mining Tax Guide). 

Effective July 1, 1984, the sales and use tax rate on capital equipment 
purchased for new or expanding industries was reduced from six percent to four 
percent. Purchasers who pay tax to the vendor as well as holders of direct pay 
permits must pay or assess the six percent rate and then file a claim for 
refund with sufficient documentation to the State for the two percent 
difference. Only two claims for refund can be filed per year but they can be 
for more than one purchase. The exemption does not apply to the purchase or 
lease of machinery or equipment to replace existing items, repair or 
replacement parts or machinery or equipment used to extract, receive or store 
raw materials. 
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The Minerals Tax Division has the responsibility of insuring compliance by the 
iron ore industry with the Sales and Use Tax Law. In the interest of better 
administrative control, the Revenue Department does authorize Direct Pay 
Permits to any concern which supports extensive and varied purchase inven­
tories. Every taconite company has elected this system of self-assessment of 
use tax on taxable purchases. To insure the integrity of the various systems 
of self-assessment, the Minerals Tax Division utilizes auditing and monitoring 
procedures for each company on a continuous basis. 

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

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

DAB. 

1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 estimated 

SALES TAX 
M.S. 298.40 OCCUPATION TAX 
OFFSET (TAX NOT COLLECTED) 

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

12,590,481 
9,231,156 

10,535,427 
7,338,653 
5,808,237 
5,850,000 

Sales Tax Rate History 

August 1, 1967 3% 
July 1, 1974 4% 
July 1, 1981 5% 
January 1, 1983 6% 

GRINDING 
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750,261 
2,613,605 
3,200,000 



~298.26 TAX 00 ll+11~ JJ(IJ.jllE 

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

The heading on M.S. 298.26 is somewhat misleading in that it refers to a TAX ON 
UNMINED IRON ORE OR IRON SULFIDES. The tax clearly applies to unmined taconite 
and has been administered in that manner. The wording •iron ore• does not refer 
to high-grade natural ore in this instance. 

The tax, as presently administered, applies to all iron formation lands on the 
Mesabi Range. The statutory exemption administered by the county assessor 
provides that in any year in which at least 1,000 tons of iron ore concentrates 
are produced from a 40-acre tract or governmental lot, said tract or lot are 
exempt from the unmined taconite tax. The county assessors have also exempted 
actual platted townsites that are occupied. 

The iron formation lands on the Mesabi Range are divided into two categories by 
the engineering section of the Minerals Tax Division. This is done through the 
evaluation of exploration and mine planning data submitted by the mining 
companies. 

the categories are listed as follows: 

1. Those lands which are underlain by magnetic taconite of sufficient quantity 
and grade to be currently economic. 

2. Lands either not believed or not known to be underlain by magnetic taconite 
of currently economic quantity and grade. 

Lands in the first category have been appraised by the Minerals Tax Division as 
having a value of at least $500.00 per acre. An assessment rate of 43 percent 
applies to unmined taconite. Therefore, through application of the above rates, 
all lands in Category 1 would yield $10.00 per acre in tax at a $500,00 market 
value using currently existing mill rates in St. Louis and Itasca Counties. 

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

LOADING 
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YEAR ASSESSED* 

County 1979 1980 1981 1982 1983 

Itasca 30,832 28,263 30,946 32,690 34,741 
St. Louis 208,916 203,955 209.118 252.011 296,228 

Totals 239,748 232,218 240,064 284,701 330,969 

• Taxes are payable in the year following the assessment. 

TAX 00 !:E\EFID Ml rtRti. I NIEIESTS 

Severed mineral interests are subject to local property taxation and constitute 
Class 1B. Severed mineral interests are taxed at a rate of $.25 per acre with 
an undivided interest tax calculated at 25-cents-per-acre times the fractional 
interest owned. The minimum tax on any mineral interest (usually 40-acre tracts 
or government lots) regardless of the fractional interest owned, is $2.00 per 
tract. No tax is due on mineral interests taxed under other laws (unmined 
taconite or iron ore) or mineral interests which are exempt from taxation 
pursuant to constitutional or statutory provisions. 

The taxes received are apportioned to the taxing districts in the same propor­
tion as the surface interest mill rate of the taxing district is to the total 
surface interest mill rates in the area taxed. Twenty percent of the revenues 
from this tax are remitted to the state treasurer and deposited in the general 
fund in two special accounts: Reservation Residents Loan Accounts and Non­
reservation Residents Account. Loans may be made for the purpose of starting a 
business or expanding an existing business. The amount to be credited to each 
reservations loan account shall be the same percentage as the number of Indians 
living on each reservation is to all Indians living in Minnesota. 

Both the registration and the tax were contested in the courts in the case of 
Contos vs. Herbst. In its decision, the Minnesota Supreme Court held that the 
tax is valid and that an ad valorem tax need not be related directly to value 
and that forfeiture for unpaid tax is valid. The court, however, held invalid 
the forfeiture for failure to register. 

This issue was addressed by the Minnesota Legislature in 1979, Chapter 303, 
Article I. However, the question as to whether the 1979 amendment satisfies the 
Supreme Court's due process requirement has not been answered in the courts. 
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Significant exploration activity with regard to copper and nickel minerals in 
northern Minnesota began in the early 1950's. This activity centered primarily 
around the geologic formation known as the Duluth Gabbro. Although there has 
been no commercial production to date, several interesting mineralized areas 
have been discovered. 

Discussion of what would be an appropriate tax policy toward copper-nickel 
development continues in the legislature and among several state agencies and 
interested private organizations. Currently, interest is centered on a deposit 
previously controlled by Amax Company near Babbitt~ Minnesota. Environmental 
and economic feasibility studies have been conducted. However, it appears that 
development is at least several years away • 

.DIF!BITION (11' COPPER-HICKEi. ORE 

M.S. 298.67 defines the term "copper-nickel ore" as: "any ore in which copper 
or nickel, or both, constitute the major element or elements of value thereof.n 
Administratively, we have interpreted this to mean that copper and/or nickel 
must be the largest constituent of value in the ore. 

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

Type of Tax 

Corporate Income Tax 

Occupation Tax 

Production Tax 

Property Tax 

Royalty Tax 

Sales Tax 

Descriotion 

Same as other corporations, less credit 
for occupation tax paid 

Based on one percent of net value of ore 

Based on crude ore production 

Applies to smelter and surface interests 
of reserve lands 

One percent of royalty paid 

Same as other corporations 

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

PRODUCTION Til 

The base production tax is 2.5~cents per gross ton of crude ore plus 10 percent 
for each one-tenth ot one percent that the average copper=nickel content exceeds 
one percent when dried at 212°F. This total is then subject to an increase 
proportional to the monthly average wholesale price index for all commodities 
for the taxable year in which the concentrate is produced compared with the 1967 
index. 
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It should be emphasized that the production tax on copper-nickel ore applies 
per short ton (2,000 lbs.) of 9ryde ore, while the taconite production tax 
applies per long ton (2,240 lbs.) of pell~t~. The copper-nickel would be 
applied against a much larger base than taconite because of this difference. 
Revenue from this tax is to be distributed in the same manner as specified for 
the taconite production tax in the laws of 1965. 

QCCQpATION TAX 

The current rate of occupation tax is one percent of the value of the ore. 
This value is obtained in a similar manner to values used for taconite 
occupation tax. Two special credits are allowable. One if for converting the 
copper-nickel ore into a refined or semi-refined metal within the State of 
Minnesota. This credit is in the amount of two-thirds of one percent. 

The second credit, which is less significant, is for research, experimentation, 
and exploration. The total occupation tax is allowable as a credit against the 
corporate income tax. 

The proceeds of the occupation tax are to be distributed 50 percent to the 
general fund; 40 percent for the support of elementary and secondary schools, 
and 10 percent for the general support of the University. 

ROYALTY TJJ, 

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

royalty tax is one percent of the royalties paid on copper-nickel 
an additional one percent of the amount paid on gold, silver, 
other precious metals. The question has been raised as to when 
tax rates {one percent) apply and when the •other ore• rates 
apply. 

Our current policy is as follows: 

1. During the exploration phase, royalty on leases for copper-nickel and 
associated minerals will be taxed at one percent. Royalty on leases 
specifically for iron ore, taconite, and uranium will be taxed at 15 
percent or 15.5 percent. 

2. After completion of 
minerals discovered 
paid will then be 
justed retroactively. 

the exploration phase, if it is apparent that the 
are something other than copper-nickel, royalties 
taxed at 15.5 percent. This rate will not be ad-

CRUSHING 

. -35-



I.AXES 00 OilER MININJ murn EXR.CFATIOO 

Base Metals, Precious Metals, and Energy Minerals 

(Copper, Lead, 
Zinc, Etc.) 

(Gold, Silver, Platinum 
Group, Etc.) 

(Coal, Oil, Gas, 
and Uranium) 

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

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

4) Ad Valorem 
(Property Tax) 

5) Tax on Severed 
Mineral Interests 

The Occupation Tax rate which would apply to base metal mines, precious metal 
mines, and energy minerals is 15.5 percent. This tax is normally paid in lieu 
of corporate income tax. However, a special labor credit is available which 
would reduce the rate for an active open pit mine to about 14 percent. (This 
estimate is based on the experience of the natural iron ore industry with the 
same rate and credit available). For an operating underground mine, a more 
generous labor credit is available which would probably reduce the net effective 
rate to about 7.25 percent. The net effective occupation tax rate also applies 
to royalty taxes for operating mines. 

Mining companies who are exploring for various metals or minerals in Minnesota 
for themselves would not incur any occupation tax liability until production had 
been started and would not be subject to income tax. 

During the drilling and exploration phase, a mining company would be subject to 
property taxes on the property (land and buildings). Severed mineral rights 
would be subject to the $.25 per acre severed mineral interest tax. This does 
not apply to mineral interests held by the state or federal government. 

The Sales and Use Tax rate is six percent. The exemptions given industry are 
described in the Sales and Use Tax section of this book. The exemptions unique 
to taconite would not extend to other mining without special legislation. 
However, the exemptions which apply to all manufacturing would also be 
applicable to mining. 

Exemptions given for industrial production DO NOT APPLY to exploration. No tax 
exempt certificates should be used. All purchases by companies doing 
exploration are taxable. 

As of July 1, 1984, capital equipment purchased or leased for 1lfili. or expanding 
industries is subject to a four percent tax rate. The buyer initially pays the 
six percent tax and then files a claim for refund with the Sales and Use Tax 
Division for the two percent overpayment. For a more detailed explanation, 
contact the Minerals Tax Division • 
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The Royalty Tax is a tax placed on all royalties paid to mineral right owners, 
regardless of whether any actual mining is taking place or not. Royalties can 
include rents, bonus payments, non-recoverable lease payments, etc. The royalty 
tax rate is the same as the occupation tax rate after labor credits (net 
effective rate) for an active mine. The rate for inactive mines would be 15.5 
percent, the same as occupation tax. Royalty paid to the State of Minnesota on 
state owned leases is not subject to Royalty Tax. Historically, privately 
negotiated leases in Minnesota have assigned the responsibility for payment of 
royalty taxes to the mining company. The terms and responsibility for payment 
of the royalty tax is a matter of negotiation between the parties involved, 
depending on the terms of the lease. However, it is the responsibility of the 
lessee to withhold the amount of the tax even if the terms of the lease state 
that the lessor is responsible for the tax (M.S. 299.08). 

It should be noted that special tax laws apply to copper-nickel only and are 
covered in a separate section. During the exploration phase, royalties paid on 
leases for copper-nickel and associated minerals will be taxed at one percent as 
explained in the Copper-Nickel section. 

The Ad 
ground 
smelter 
assesses 
Division 

Valorem Tax or property tax is a matter of valuation of the ores in the 
by the state and the valuation of other property such as land, mill and 
buildings, etc., by the county. The county establishes mill rates, 

and collects this tax. The Hoskold formula is used by the Minerals Tax 
for the valuation of ores and minerals in the ground. 

The Corporate Income Tax would not be applicable to mining or mineral 
production. However, it could apply to non-mining or non-mineral income such as 
building rentals or real estate and timber investments, etc. 

TAXES 00 PEAT lfR\ESTI Nl 

As of the writing of this book, the only taxes on peat operations are the same 
as those on any other Minnesota agricultural or industrial operation. These 
taxes are the Income Tax (corporation or individual), the Sales and Use Tax, 
with the industrial production exemptions, and the Ad Valorem (property) Tax on 
the land and buildings, NOT on the value of the peat. 

PILLIT FORMING 
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NR.100 F TAXES BY lYPE CF Ml f£PJt.. 

Base Metal, 
Natural Precious Metal, 

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

Occupation Tax Yes1 Yes2 Yes3 Yes4 No 

Corp. Income Tax No No Yes No Yes 

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

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

Royalty Tax6 Yes Yes Yes Yes4 No 

Production Tax Yes No Yes No No 

Sales Tax Yes Yes Yes Yes Yes 

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

1 - Normally 6.75 percent after labor credit (nominal rate 
15 percent). 

2 - About 14 percent after labor credit (nominal rate 15.5 
percent) through 12-31-84. As of 1-1-85, the nominal 
rate is 15 percent--minimum after the labor credit of 
6.75 percent. 

3 - One percent only, credit on corporate income tax. 

4 - Approximately 14 percent for open pit mines and 7,25 
percent for underground mines (after labor credit). 
The nominal rate is 15.5 percent before labor credits. 
The royalty tax rate could be one percent during the 
exploration phase. 

5 - Could be subject to $.25 per acre severed mineral 
interest tax. 

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

January 

January - June 

May 15 

September 15 

October 

NovelDber .1 

OCCQPATIOR TAX 

March 1 

May 1 

May 15 

June 1 

June 14 

December 31 

RAp.ROAD GROSS EARRIIGS Tll 

March 1 

September 1 

ROYALTY TAX (REHTS) 

February 1 

Ad Valorem Tax Reports mailed to companies. 

Estimates submitted by companies. 

Ad Valorem Tax Reports due from mining 
companies. 

Present Worth estimates mailed to companies. 

Hearing on ad valorem mineral taxes held first 
secular day after October 10. 

Final adjustments to property equalization 
sheets to county assessors. 

(Postmark) Tax report due from companies. 

Tentative determination of tax mailed by the 
Division. 

Evidence to support disagreement due in 
Division office. 

Final determination mailed to companies. 

Full tax payment due in Division office. 

Tax forms mailed to companies. 

Report and payment due in Division office for 
July - December of previous year. 

Report and payment due in Division office for 
January - June of current year. 

Annual Royalty Paid Report by companies due 
in Division office. 

Annual Royalty Received Report from 
recipients due in Division office • 
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ROYALTY Tll (RENTS) (Cont'd.) 

February 1 

December 30 

SALES UP USE Tll 

Quarterly royalty checks and reports from 
comanies usually received in January, April, 
July and October. 

Royalty report forms mailed to companies. 

Monthly1c-reports due from companies in Division office on the 25th of the 
month following. 

TACOHITE PROOUCTIOR TU 

February 15 

February 25 

March 15 

April 15 

Mu 15 

Julv 15 

September 15 

October 10 

ORMIIED TACOHITE TAX 

April 1 

December 1 

Ninety percent of the tax based on actual 
production is due in the Division office. 

Complete distribution of tax to taxing units. 

Final 10 percent tax figure with adjustments 
mailed to companies. 

Final payment due in Division office. 

Final aid payments made to taxing districts. 

School Fund Indexed distribution made by 
Division. 

Finalize calculations for Taconite Municipal 
Aid accounts. 

Taconite Municipal Aid account funds 
distributed. 

Taconite production estimates due from 
companies. 

Owner or lessee of mineral rights submits 
specified data on drill hole logs and lab tests 
tor previous year. 

Division submits reports to county assessors. 
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HJDESOTA DEPAR"J.'MERT OF REVENUE 

Minerals Tax Diyision 

TAX AUDITOR ADMINISTRATIVE 
SUPERVISOR ENGINEER 

I l 
I I 
l l 

AUDIT MANAGEMENT COMPUTER ENGINEERING 
PROGRAMS & SERVICE & 

ADMINISTRATION ECONOMIC GEOLOGY 

Three Tax Auditors 

This report 
individuals 
Schmucker, 
Brusacoram, 
Jo Grahek. 

Division 
Secretary 

Graduate 
Engineer 

Economic Geologist 
Executive I 

is the result or the valuable contributions of these 
Minerals Tax Division: Don Walsh, Tom in the 

Sandy 
Bill 

Gorrill, Bill Betzler, John Rioux, Norma 
O'Brien, Bob Wagstrom, Judy Geiselman, and Mary 

HIIQALS Til DIJISIQR HISTORY 

Responsibility for ore estimation activity was transferred from 
the University of Minnesota to the Department of Revenue in 
1975. The Office of Ore Estimation was moved from the University 
in Minneapolis to Eveleth in November of 1975. In 1979. all 
activities dealing with mining taxes and production tax aids were 
combined into the Minerals Tax Division of the Department of 
Revenue and moved to Eveleth. 
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HIJIEULS OD MIIDG 
Governaent .Agenciea 

MIDBSOTA DKPAJITMEIT C. IBYBIVB 
Minerals Tax Division 

612 Pierce Street 
Eveleth, HM 5573'1 

(218) 744-5364 

DONALD B. WALSH, Tax Exaainer Supervisor, Administration 
JOHH B. RIOUX, Tax Exaainer - Occupation Tax 
NORMA BROSACORAM, Tax Examiner - Occupation Tax/Accounts Pa7able 
BILL O'BRIEN, Tax Examiner - Sales & Dae Tax 
MARY JO GRABBl, Secretary 

THOMAS W. SCHMUCIER, Administrative Engineer - Production Tax, Yaluatic~ 
WILLIAM F. BETZLER, Mining Economic Geologist - Minerals Intoraation Syat .. 
SAHDRA D. GORRILL, Executive I - Royalty Tax, Groaa Earnings Tax 
ROBERT A. VAGSTROM, Computer Prograas, Mining Engineer 

IUDBSOTA DEP.llnlDT ~ IATOUL IBSOUICBS 
Centennial Ottice Building 

St. Paul, MR 55155 
(612) 296-8157 

J. A. ALUANDEB, Co1111iaaioner 
E. F. RAFI, Director, Division ot Minerals 
R. B. HITCBCOCI, Director, Diviaion ot Foreatry 

Minerals Division 
1525 3rd Ave. E. 

Bibbing, Ml 55746 
(218) 262-6767 

GODFREY ZAl'.OLA, Aaaistant Cbiet Mining Engineer 
GEOBGE GLUMAC, Reaearob 
MARTY YADIS, Exploration 
ROGER JOHISON, Operations 

llDDJL IBSOUICBS IBSUICB CDTll 
Univerait7 ot Minneaota 

I. J. REID, Professor & Director 

56 Eaat River load 
Minneapolis, MR 55-55 

(612) 373-33-1 

I. IVASAl'.I, Proteaaor, Mineral Prooeaaing/87droaetallur17 
J. J. HOOBB, Associate Professor, Prooesa Hetallur17/Plaaaa Teobnolo11 

(Associate Director) · 
N. F. SCPDLZ, Research Associate, Aggloaeration 
I. A. SMITH, Assistant Proteaaor, Mineral Prooeaaing/B7droaetallurgJ 
A. M. STARFIBLD, Proteaaor, Coaputer Applicationa/Siaulation 
R. L. STBRLIIG, Assistant Professor & Director, Underground Space Center 
J. I. TYLIO, Adjunot Proteasor, Applied Plaaaa Metallur11 

M. S. VALTOI, Director 

MIDBSOTA OICLOGICJL SUIRr 
1633 Eustis Street 
St. Paul, Minneaota 

(612) 373-3372 

G. B. MOREY, Associate Director and Cbiet Geologist 
D. L. SOUTHVICI, Aaaooiate Cbiet Geologist 
V. W. CBAIDLIB, Geopb7aiciat 
B. M. OLSIM, Well Log Data Baae 
J. F. SPLBTTSTOBSSBR, Prograa Administrator 
IAIC! BA.LABO, Editor 

COOITY IUD DSPICTOIS 

D. A. SAIDSTROM, St. Louie Co. Mine Inapeotor, Court Houae Annex, Virginia, Ml (218)7-9-7121 
s. P. JBLBNCICB, Crov Wing Co. Hine Inapeotor., Star Route 1, Deerwood, Kl (218)546-5868 
ALYAR BUPILA, Itasca Co. Mine Inspector (218)245-2261 
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