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Executive Summary 
 

Why This Study? 
 

• This study is not the report of a commission. Its contractor is charged with “seeking agreement on the 
specific problems with the current tax system and distribution of revenues to determine reform goals.” 
This final report combines two previous rough drafts: an assessment report (Phase I, September 
2003), and a reforms report (Phase II, January 2004). In the assessment phase, the only considerations 
required to be used in evaluating the mining taxes were the principles of good tax policy, as stated in 
this report. Within the framework of that evaluation, several tax reforms were proposed in Phase II as 
ideas for consideration. Based on feedback from those rough drafts, this report was finalized with 
only one recommendation for reform. 

 
This final report has been prepared in the hope that an outside voice speaking from the principles of 
good tax policy may be able to offer a tax reform scenario that could contribute to the long-term 
health of the mining industry and the Iron Range communities. 
 

Spending History 
 

• The reputation of local governments on the Iron Range is one of spending that far exceeds what is 
typical in other Minnesota cities, but the most recent numbers available (2001) do not support that 
contention. It is necessary to see long-term historical trends to discover the source of that reputation 
for Iron Range communities.  

 
In 1930, all Iron Range cities spent on average 378.5% more per capita than non-Range cities outside 
the Twin Cities area, or nearly 5 times as much per capita. This level of spending was supported 
primarily by the local property tax on unmined iron ore, significant amounts of which still remained 
in the ground at that time. 

 
• By the mid-1950s, the most significant mining of iron ore was in the past. Values plummeted, and the 

property tax no longer was able to provide the levels of revenues to which these communities had 
grown accustomed. Significant adjustments were made relative to other cities, so that by 1971, Iron 
Range cities spent only 7.1% more than non-Range and non-Twin Cities area cities. Cities with over 
2,500 population on the Range actually spent 7.4% less per capita on average than their non-Range 
counterparts in that year. 

 
As taconite production increased and the production tax with it, significant aid distributions were 
again available to take the place of the lost property tax revenue on unmined iron ore, but spending on 
the Range was never again to compare to the iron ore days. The modern peak was in 1981, when Iron 
Range cities spent an average 39% more per capita than non-Range cities. Cities on the Range that 
are under 2,500 population continue to spend about 50% more than their counterparts in other parts of 
the state, but by 2001, cities over 2,500 population were spending only 10.5% more than non-Range 
cities of comparable size. 
 

• The adjustments Iron Range communities have made in the past to precipitous drops in revenue show 
that they are well positioned today to adapt to changing conditions on the Range with regards to 
mining activity. 
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Tax Policy Principles 
 

• Public finance economists use a nearly-standard set of principles to evaluate the strengths and 
weaknesses of public sector taxes.  The principles normally include equity (fairness), efficiency (both 
economic and administrative), simplicity, visibility, stability and adequacy, and competitiveness.  

 
Evaluating The Taconite Production Tax 
 

• Is the Production Tax Fair? (Benefits Received)—No, businesses generally pay two or more times in 
taxes than they receive in benefits from government, according to a study by the Federal Reserve 
Bank of Chicago. 

• Is the Production Tax Fair? (Ability to Pay)—the production tax satisfies the principle of Horizontal 
Equity only within the mining industry itself. Across all industries in Minnesota, the mining industry 
pays taxes that are from three to five times higher than other industries. It does satisfy the principle of 
Vertical Equity, as applied mostly to investors, with a flat or progressive incidence. 

• Is the Production Tax Efficient?—Administratively, it is one of the easiest to administer, though the 
distribution is complex. Allocatively, it distorts investment decisions because it is so high, and 
because of the Taconite Economic Development Fund program of rebating part of the tax for specific 
types of investments in the plants and mines. 

• Is the Production Tax Visible?—like all taxes on business, it is invisible to the voters. This 
shortcoming is further compounded by the distribution of taconite aids to communities, with the 
Taconite Homestead Credit targeted especially to homeowners. 

• Is the Production Tax Simple?—it is one of the simplest types of taxes (a dollar amount per ton 
produced). 

• Is the Production Tax Stable and Adequate?—it is not stable, rising and falling with production, but 
using a 3-year average production for the tax base helps stabilize it some. It provides adequate 
revenues based on current and historic spending patterns among Range communities. 

• Is the Production Tax Competitive?—as a cost by itself, it is not at all competitive with other mining 
jurisdictions outside the state, but it is currently economically competitive when all costs are taken 
into consideration. 

 
Evaluating The Occupation Tax 

 
• Is the Occupation Tax Fair? (Benefits Received)—as with the production tax, businesses generally 

pay two or more times in taxes than they receive in benefits from government, according to a study by 
the Federal Reserve Bank of Chicago. 

• Is the Occupation Tax Fair? (Ability to Pay)—the tax generally satisfies the principles of Horizontal 
and Vertical Equity. 

• Is the Occupation Tax Efficient?—it is allocatively efficient, in that it does not produce incentives to 
mine or not to mine. It is so minimal that it does not likely affect decisions to invest in additional 
production. It is somewhat administratively inefficient, especially for the amount of revenue 
collected. 

• Is the Occupation Tax Visible?—like all taxes on business, it is invisible to the voters. 
• Is the Occupation Tax Simple?—it is simpler than the corporate income tax, but not nearly as simple 

as the production tax, and again, for the amount of revenue collected, overly complex. 
• Is the Occupation Tax Stable and Adequate?—it is especially unstable, rising and falling with net 

incomes. Its adequacy seems moot because of the small amount collected. 
• Is the Occupation Tax Competitive?—it is not especially uncompetitive. 
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A Reform Proposal 
 
Based on an evaluation of mining taxes using the tax policy principles above, recommended 
elements of a mining tax reform proposal for consideration to be enacted by the Legislature at the 
earliest possible time are shown in the table below. Each element shows an estimated per ton 
reduction and corresponding estimated reductions in total taxes collected.  

Elements of a Mining Tax Reform Proposal 

 
 

Reform Element 

 
 

Cents Per 
Ton 

Reduction 

Annual 
Estimated 
Reduction 

In Revenue* 
(millions) 

1. Eliminate the 30.1 cents per ton Taconite Economic 
Development Fund rebate program and lower the statutory 
rate accordingly, from $2.103 per ton to $1.802 per ton 

 
30.1 

 
None** 

2. Further reduce the remaining taconite production tax 
statutory rate to $1.50 per ton (5¢/ton was refunded as 
producer grants through 2003, so that has not been 
available to the IRR) 

30.2 
(25.2 in 2003) 

$11.2 
(9.3 in 2003) 

3. Exempt all purchases by Minnesota mining companies 
from Minnesota’s sales and use tax*** 

10.3        3.8** 

4. Repeal the occupation tax on mining companies***  2.4        0.9** 
5. Further reduce the taconite production tax to $1 per ton for 

tons produced over 32 million tons per year total
 

   6.76** 
 

   2.5
6. Eliminate the inflator for the taconite production tax -- -- 

Summary of Tax Cuts 
Taconite Economic Development Fund rebates

Taconite Production Tax Reduction
Other Tax Reduction

Total Reduction
(see parenthetical comment in second bullet above) 

     
     30.1** 
   36.96 

 12.7 
       79.76** 

 
      $0.0** 

  13.7 
    4.7 
$18.4 

($16.5 in 2003) 
Exhibits:  Net PRODUCTION TAX per ton after reductions**

         Estimated total reduction in prod. tax revenues 
               (see parenthetical comment in second bullet above) 

$1.4324  
$13.7 

($11.8 in 2003) 
    *Assuming 37 million tons of taconite produced. The $1 per ton tax is applied to the 5 mil. tons above 32 mil., resulting in a 

total production tax paid of  $1.4324 per ton over all 37 million tons of production. 
**“None” is listed for the 30.1 cent reduction because this amount is currently being rebated to mining companies and would not 

result in a loss of revenue (other than nominal investment earnings) to the IRR. The $3.8 and $ 0.9 million revenue losses 
shown for the sales and use tax exemption and occupation tax repeal respectively would be a loss to the state’s general fund. 
Estimates are based on the average of such taxes paid from 2000-2002 

***These are the per ton reductions for 2002. It will vary from year to year depending on the number of tons produced, amount 
of purchases made (for sales and use tax), and profitability (for the occupation  tax). 

 
Rationale for the Elements of the Reform Proposal 

 
1. Eliminate the 30.1 cents per ton Taconite Economic Development Fund rebate program and lower 

the statutory rate accordingly, from $2.103 per ton to $1.802 per ton. 
 
Requiring companies first to pay 30.1 cents per ton to the IRR, then allowing them to receive it 
back as a rebate, with certain conditions attached for its investment in improving plant operations 
is not an efficient way to encourage investment.  
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2. Further reduce the remaining taconite production tax statutory rate to $1.50 per ton.  
 
This 30.2 cents per ton reduction contributes to making the taconite production tax more 
competitive with other jurisdictions, and helps mitigate the horizontal inequity of the mining 
industry’s 15.52% effective tax rate. 
 

3. Exempt all purchases by Minnesota mining companies from Minnesota’s sales and use tax. 
 
This element of the recommended reform helps improve competitiveness and horizontal equity, 
but does so by reducing a tax that flows to the state’s general fund.  
 
It is also recommended that the rebate program for capital equipment purchases be turned into a 
direct exemption for the mining industry, reducing the wait for the refunded tax and reducing 
administrative burden.  
 

4. Repeal the occupation tax on mining companies. 
 
Like element number 3 above, the elimination of the occupation tax affects the state’s general 
fund, but only nominally. It modestly improves the competitiveness of the industry. 
 

5. Further reduce the taconite production tax to $1 per ton for tons produced over 32 million tons 
per year total. 
 
A similar idea has been proposed by Range legislators in previous legislative sessions. It provides 
an incentive for the owners of Minnesota taconite mines to shift production to Minnesota rather 
than other mines they might own elsewhere, because taxes would be reduced on all production 
above 32 million tons. This element improves the competitiveness of Minnesota’s taconite while 
protecting property tax relief aid and the IRR budget.  
 

6. Eliminate the inflator for the taconite production tax. 
 
An accountable tax system does not include automatic tax rate inflators. Elected officials should 
always be required to perform their representative duties by having to vote on tax increases.  
 

7. Eliminate distributions to non-mining school districts (not shown on the table above). 
 
In order to limit taconite property tax relief to school districts in which mining actually occurs, it 
is recommended to eliminate the distribution of taconite production tax dollars for four school 
districts on the edge of the mining area. These four districts are Aitkin, Cook County, Crosby-
Ironton, and Grand Rapids. The estimated distribution for 2004 is about $1.1 million. 
 

Shortcomings of the Proposal 
 

• Horizontal Inequity and Competitiveness Problems are only mitigated, not solved 
• The Stability of Revenues is not markedly improved. 
• The dependency of the Iron Range communities on aid is not lessened. 
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Conclusion 
 
The tax policy problems of mining taxes are not easily solved. A quote from Dr. Walter 
Hellerstein states clearly the problem of reforming them, with the solution likely requiring one 
“to amalgamate a variety of competing objectives that are served by a variety of discrete levies.”1 
The competing objectives of improving horizontal equity (among Minnesota businesses) and 
competitiveness (among other jurisdictions) versus maintaining stability and adequacy of 
revenues for communities dependent on taconite aid are not easily resolved. Adequacy of aid 
revenues itself competes against the desired outcome of less dependence by Iron Range 
communities on such aid. 
 
It was felt by the author that the stability of the aid system weighed more heavily than improving 
the competitiveness of the mining industry in deciding on a final recommendation at this time. 
Minnesota taconite pellets should be competitive in the North American market for the next 
several years, given the huge demand for pellets coming from China.  At the same time, the 
lowered expectations of aid for Range communities, given the rather precipitous drop in the last 
few years, makes it a good time to reduce the production tax, because aid payments have already 
been reduced, and it is less costly to keep them at the most recent levels. Adjustments by the 
communities have already been made to cut spending. With the combination of the tax 
adjustments recommended in this report and a very competitive market that seems to presage 
increased production for the next few years, it seems like a good time to provide as much relief as 
possible without further cutting taconite aid to Range communities.  
 
A final recommendation of this proposal, not part of the formal description, is that production tax 
revenue not used for aid payments or agency budgets should be set aside and allowed to 
accumulate in the two trust funds provided for in current law. Since collections could exceed 
those predicted in this report, it is very important that the temptation to increase aid distributions 
be resisted so that the trust funds can continue to grow, in anticipation of the day when production 
will again fall, and cost efficient mining of Minnesota’s reserves draws to an end. 
 

                                                      
1 State and Local Taxation of Natural Resources in the Federal System, Walter Hellerstein, American Bar 
Association, 1986, pp. 121. 
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I. Introduction 

 
Why Another Mining Tax Study? 
 

With at least two reports on mining taxes issued in the last dozen years, one could easily justify 
the question of why there is any need for yet another study on how mining operations are taxed in 
Minnesota. The very comprehensive Governor’s Blue Ribbon Commission on Mining, Final 
Report and Recommendations, was commissioned by former Governor Perpich toward the end of 
his administration. The work was finished and the report published in January of 1991, written 
primarily by then Commissioner of Revenue John James.  He reported that the commission’s 
charge was “to deal with tax laws and their impact on mining in Minnesota.” A change of 
administration and economic recession resulted in few of the commission’s recommendations 
being carried out. 
 
Only five years later, in January of 1996, the Iron Range Resources and Rehabilitation Agency, or 
IRRRA (now known as IRR for Iron Range Resources, which is how this report references it), 
submitted a set of less comprehensive recommendations from its Taconite Production Tax 
Committee to then Governor Arne Carlson and the Minnesota Legislature. 
 
Neither of these reports resulted in any comprehensive reform of mining taxes in the state. The 
continued decline of the mining industry in Minnesota has led many to reconsider the industry’s 
claims that they are subject to a non-competitive level of tax. The precipitous nature of the 
decline, to the point that there are now essentially only five taxpayers of the taconite production 
tax, has resulted in a new concern that the distribution of the proceeds of the taconite production 
tax to local communities on the Iron Range may actually be in jeopardy from a cessation of all 
mining activity in the area.  
 
In the face of this decline, the outgoing IRR commissioner decided to authorize another study 
with several objectives: 1) to assess the current mining tax situation as it relates to good tax 
policy and the relationship of the mining tax proceeds to local governments on the range; 2) to 
identify reforms in taxation and local government aids that are in accord with good tax policy; 
and 3) to recommend a specific set of policy changes and analyze their impacts on key 
stakeholders. 
 
This study is not the report of a commission. Its contractor is charged with “seeking agreement on 
the specific problems with the current tax system and distribution of revenues to determine 
reform goals.” This final report combines two previous rough drafts: an assessment report (Phase 
I), and a reforms report (Phase II). In the assessment phase, the only considerations required to be 
used in evaluating the mining taxes were the principles of good tax policy, as stated in this report. 
Within the framework of that evaluation, several tax reforms were proposed in Phase II as ideas 
for consideration. Based on feedback from those rough drafts, this report was finalized with only 
one recommendation for reform. 
 
This final report has been prepared in the hope that an outside voice speaking from the principles 
of good tax policy may be able to offer a tax reform scenario that could contribute to the long-
term health of the mining industry and the Iron Range communities. 
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II. An Overview of Current Mining Taxes 
 

Mining Taxes versus Taxes on Mining Companies 
 
In describing the current mining taxes in Minnesota, there are two broad categories of taxes to 
consider: general taxes on businesses in Minnesota that mining companies pay as part of doing 
business but that are not unique to mining, and taxes that are specific to mining activity, 
 
Under the general tax category, the primary taxes paid by mining companies are the sales tax on 
non-exempt purchases and the ad valorem property tax on property not specifically exempted 
from such taxes, namely, taconite railroads, unmined taconite ore, auxiliary mining lands, 
unmined natural ore, and severed mineral interests. 
 
Taxes paid only by companies engaged in mining activity are the taconite production tax, the 
occupation tax (similar to the corporate franchise tax paid by other businesses), the net proceeds 
tax on non-ferrous minerals (thus far never collected in Minnesota), and the aggregate material 
production tax. 
 
This report focuses on the two mining specific taxes on companies involved in mining taconite: 
the taconite production tax and the occupation tax. 
 

Taconite Production Tax 
 

History and Description 
 
Enacted in 1941, the taconite production tax is a severance tax on each ton of taconite produced. 
Taconite, a product derived from poorer quality iron ore, was developed in Minnesota as the 
richer iron ore of the original mines in Minnesota began to be exhausted. The first taconite was 
produced in 1949, and its production peaked in 1979 at 54.4 million tons. 
 
This tax is paid in lieu of ad valorem property taxes on taconite, lands containing taconite, and 
structures used in the production of taconite. The exemption includes electric generating plants 
owned by the company that produce power used exclusively for production of taconite. If 
electricity generated by these plants is used elsewhere, only the portion used in taconite 
production is exempt from the property tax.  
 
The tax base of the taconite production tax is the average dry weight in tons of taconite produced 
in the current year and the previous two years. The rate is calculated by multiplying the prior 
year’s rate by the percentage change in the Gross Domestic Product Implicit Price Deflator from 
the fourth quarter of the second preceding year to the fourth quarter of the immediately preceding 
year. The tax is due by electronic fund transfer on February 24 and August 24 each year, or the 
next working day. The Legislature has routinely suspended the indexing provision in the last 
several years, to keep the rate frozen at its current level. 
 
Historically, the tax base was simply the weight in tons produced per year. In 1977, a method was 
enacted calling for the greater of the current year’s production or a three-year average. A 
negotiated settlement of court cases resulted in the use of the current year’s production for 1984, 
the 1984-85 average production for 1985, and the three-year average for 1984-86 for 1986. The 
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three-year average has been used ever since. The dry-weight basis for measuring tonnage has 
been used since 1990. 
 

Rate and Collections 
 
The current $2.103 rate per ton of taconite produced can be reduced through a refund to 
companies paying the tax at a rate of 30.1 cents per ton, for certain reinvestment expenditures 
made by the mining companies in plant and equipment.  In addition to this refund, companies 
were eligible for a 5 cent per taxable ton grant from the Environmental Fund for environmentally 
unique reclamation projects, or pit or plant expansions or modernizations that extended the life of 
the plant. Production must not fall below 30 million tons for these grants to be awarded, and 
companies are usually required to show a real estate transfer or other asset or service valued at 
15% of the grant to qualify.  The 5 cent producer grant program expired after the payable 2003 
year. 
 
The 30.1 cents per ton refund program made from the Taconite Economic Development Fund is 
generally awarded to companies, routinely reducing their tax per ton to $1.802. If they also 
qualified for a producer grant from the Environmental Fund (also fairly routine), their tax per ton 
was further reduced to $1.752, but in both cases, refunded money had to be reinvested in plant 
and equipment or environmental clean-up or modernization. To the extent that these expenditures 
would be made with or without the refund, then they can be considered actual reductions in tax 
burden. Table 1 shows the amounts of taconite production tax collected over the years. 

Table 1.  Minnesota Production Tax Collected by Year 
 

Production 
Year 

 
Tax Collected 

Production 
Year 

 
Tax Collected 

Before 1981 $409,595,489 1992 $82,035,382 
1981 99,018,289 1993 80,195,972 
1982 80,305,437 1994 81,500,355 
1983 67,341,038 1995 85,704,654 
1984 64,514,255 1996 90,512,836 
1985 65,091,787 1997 94,704,666 
1986 48,657,782 1998 94,268,103 
1987 51,184,126 1999 93,063,942 
1988 57,402,070 2000 79,773,313 
1989 72,149,188 2001 62,288,000 
1990 78,929,646 2002 64,404,747 
1991 82,411,317 Grand Total $2,095,607,202 

Source: MN Mining Tax Guide, 2003 
  

 
Occupation Tax 

 
History and Description 

 
Enacted in 1921 subsequent to a constitutional amendment (Article X, section 3) and first 
imposed in 1922, the occupation tax is a tax on the value of the ore removed from the ground. It 
now more closely conforms to the corporate income tax, but with important differences. The tax 
is paid in lieu of the corporate income, or franchise, tax, and thus mining companies are exempt 
from paying that tax. 
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The starting point of the occupation tax is the mine value of ore transferred or sold, which is 
determined by the Department of Revenue. Because much ore is not sold, but used in vertically 
integrated mining companies with their own steel mills, determining the value of the mine has not 
been without its difficulties. Historically, the price of the ore at steel mills on Lake Erie, called 
the Lake Erie value, was used. Since December of 1990, though, an agreement between the 
Department and taconite producers provided that any change in mine value would be determined 
by two factors:  
 

1. the change in the Steel Mill Products Index from June of the prior year to June of the 
current year (this factor is weighted 75%) and  

2. the change in the actual selling price of non-equity sales (this factor is weighted 25%).  
 
This mine value, used as an indicator of sales proceeds, is further distinguished from the 
corporate income tax in two ways:   
 

1. the tax is “non-unitary” because it applies only to the Minnesota mine and plant, and not 
the entire U.S. operations of the company, and  

2. percentage depletion allowances are deductible as a tax preference item for the alternative 
minimum tax calculation. 

 
Rate and Collections 

 
The rate of the occupation tax is 9.8% and applies to both ferrous and nonferrous mining.  The 
rate is 9.8% of taxable income. The same sales-weighted three-factor apportionment (12.5% 
property, 12.5% payroll, and 75% sales) that applies to the corporate franchise tax also applies to 
the occupation tax.  All transfers to out-of-state steel plants are considered non-Minnesota sales.  
That results in an effective tax rate on net income of 2.45%, rather than the 9.8% statutory rate. 
There has been some recent natural ore mining, but more than 99% of the tonnage in recent years 
is attributable to taconite. Table 2 shows the amounts of occupation tax collected over the years, 
from both iron ore and taconite. 
 

Table 2.  Minnesota Occupation Tax Collected by Year 
Production 

Year 
Tax Collected

(000’s) 
Production 

Year 
Tax Collected 

(000’s) 
1960-1981 $268,506 1992 1,589 

1981 12,604 1993 1,709 
1982 719 1994 2,324 
1983 2,885 1995 3,159 
1984 11,048 1996 2,636 
1985 4,464 1997 2,721 
1986 6,209 1998 2,238 
1987 6,145 1999 2,280 
1988 3,287 2000 2,183 
1989 510 2001 60 
1990 2,068 2002 1,341 
1991 2,040 Grand Total $342,725 

Source: MN Mining Tax Guide, 2003 
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How Does Minnesota Mining Compare to Other Industries in Minnesota? 
 
The Department of Revenue routinely conducts a tax incidence study every other year. Its most 
recent study was released in March of 2003 for taxes paid in 2000. In that report,  taxes for each 
industry sector are presented as a percent of the gross state product each industry contributes to 
the state. Table 3 reproduces that information. 
 

Table 3.  Taxes as a Percent of Contribution to Gross State Product (Effective Tax Rates) 
 by Industry Sector for Calendar Year 2000 

Industrial Sector in Minnesota Effective Tax Rate 
Agriculture     3.56% 
Mining 15.52 
Construction  4.74 
Durable Manufacturing   2.81 
Nondurable Manufacturing   3.95 
Transportation, C, Public Utilities   5.05 
Finance, Insurance, Real Estate   2.11 
Services   4.37 
Retail Trade   2.76 
Wholesale Trade   9.29 
Source:  2003 Minnesota Tax Incidence Study, Minnesota Department 
of Revenue, March 2003, page 22. 

 
The only industry remotely close to mining in terms of its effective tax rate is the wholesale trade, 
and as Department of Revenue officials stated at a legislative hearing to explain their report last 
year, this is primarily because tobacco excise taxes were counted as a tax on businesses for this 
year’s study at the wholesale level, because wholesalers are the ones who remit the taxes. Absent 
tobacco taxes, the mining industry shows a tax burden that is from three to five times higher than 
other industries in Minnesota. (Minnesota’s mining industry competitiveness to other states and 
countries is discussed under the evaluation of tax and economic competitiveness in part IV 
below.) 
 

Where Do the Tax Collections Go? The Distribution of Mining Taxes 
 

History of Distributions 
 
No overview of the mining of iron ore in Minnesota would be complete without an examination 
of where the mining taxes go. Because the taconite production tax is paid in lieu of the local ad 
valorem property tax, it is distributed primarily to local jurisdictions in the mining area. If mining 
companies’ property were subject to the local property tax, local jurisdictions would have access 
to the revenues from those facilities and lands, so the fact that the proceeds from the production 
tax are distributed to local jurisdictions has not been particularly controversial. Of more 
controversy is how the taconite production tax proceeds are distributed.  
 
When the taconite production tax was first enacted in 1941 at 5 cents per ton (deliberately low to 
foster the development of taconite processing as higher quality ore began to diminish), a very 
simple method of distributing the proceeds was put in place. Jurisdictions in which the mines or 
facilities were located divided most of the proceeds, with schools receiving 25%, towns or cities 
25%, counties, 25%, and the remaining 25% going to the state. In 1955 this was changed to give 
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schools half of the proceeds, with the state’s share lowered to 6% and cities and towns to 22%, 
and this formula remained in place until 1969.2 
 
There was a significant increase in the production tax enacted in 1969, with a corresponding 
change in the distribution of the proceeds. For the first time, a sizeable amount of the proceeds 
were diverted from directly reimbursing local jurisdictions. A Property Tax Relief account was 
created to pay for a new taconite homestead credit for homeowners living in areas which had lost 
property value because of the depletion of iron ore within their borders. 
 
Perhaps determined to learn from history, the production tax was again increased in 1977 and 
besides increasing the taconite homestead credit, two new funds were created—the Taconite Area 
Environmental Protection Fund and the Northeastern Minnesota Economic Protection Fund. No 
such funds were provided for as higher quality iron ore began to be depleted. With predictions 
already being made in 1977 that taconite production would be in serious decline by 2001, these 
funds were to help clean up the environment from the result of mining activity, and to try to 
diversify the economy to ease the transition from a taconite downturn that was expected. 
 
Automatic escalators in the production tax rate meant increasingly more revenue to these funds. 
The legislature responded by extending the areas eligible for taconite aids. The 1977 changes to 
the rate and escalator included a much more complex distribution of the proceeds to 
accommodate the additional areas to be receiving the distributions. Changes since 1977 consisted 
mostly of increasing the rate through changes in the inflator used, and moving to a three-year 
average of production instead of the current year production as the tax base. 
 
Because the distribution formulas are so complex, they are not presented here. A full discussion 
of them is available in the Department of Revenue’s Mining Guide 2003, issued in September of 
2003. Table 4 shows how the taconite production tax proceeds were distributed for production 
year 2002, payable and distributed in 2003. 

Table 4. 2003 Distribution of the Taconite Production Tax, Production Year 2002 

Taconite Aid Payments for: Amount Received Cents per Taxable Ton 
Cities and townships $9,872,338 32.3 
School districts 9,578,975 31.3 
Counties 12,951,621 42.3 
Property tax relief and miscellaneous 10,928,934 35.7 
Iron Range Resources (IRR) 18,069,418 59.0 
Taconite Economic Development Fund 9,425,759 30.8 
Taconite Producer Grants 1,531,259 5.0 
Total Aid $72,358,304 236.4* 
Source: Minnesota Mining Tax Guide 2003, MN Department of Revenue, September 2003, inside cover. 
*This total is higher than the statutory 210.3 cents per ton because of state general fund money used to 
  supplement aid distributions in 2003. 

 
How Reliant on Taconite Aids Are Local Governments? 

 
Given the severe economic hardships experienced in the mining industry in recent years, it is 
important to have an overview of just how dependent local governments are on taconite aid 
distributions should the industry continue to decline. As has happened just within the last three 

                                                      
2 This history of the taconite production tax distribution is taken from “Taconite Taxation, An Overview”, 
by Alfred E. France, in the June 19, 1993, issue of Skillings Mining Review, pages 4-9. 










































































































