
NATURAL RESOURCE TAXES
42.25.1102

Sub-Chapter 11

Net Proceeds Tax on Miscellaneous Mines

42.25.1101  DEFINITIONS  (1)  The following definitions apply to terms used in this sub-chapter:

(1)  "After crushing" refers to after all crushing but before grinding.

(2)  "Improvements and repairs" are defined as buildings and improvements to the land located at the mine site.
(3)  "Mine" or "mining claim" is the location at which a mineral is produced, extracted, or quarried.  The mining claim may include one or more mines depending upon ownership (single), location, integration of mining system, and single management.

(4)  "Mineral" includes precious or semiprecious stones or gems, gold, silver, lead, coal, lime rock, granite, marble, travertine, talc, phosphate, and other minerals, rock, or stone extracted from underground mines, quarries, open pits, dumps, or tailings.

(5)  "Reduction works" shall include mills, crushing, washing, or treatment plants that prepare the product mined to a point where it has marketable value.  (History:  Sec. 15-23-108, MCA; IMP, Sec. 15-23-501, 15-23-502, and 15-23-503, MCA; NEW, Eff. 4/5/74; AMD and TRANS, from ARM 42.22.1101, 1986 MAR p. 2072, Eff. 12/27/86; AMD, 1988 MAR p. 1893, Eff. 8/26/88; AMD, 2000 MAR p. 2988, Eff. 10/27/00.)

42.25.1102  NET PROCEEDS TAX RETURN  (1)  A return and statement for the assessment of net proceeds must be on the form prescribed by the department and must contain the following detailed information:

(a)  name and address of the owner, lessee, or operator of the mining operation;

(b)  name and address of the owner of the mine if other than that of the named operator;

(c)  name and address of each royalty owner and the percentage of his royalty interest or the amount per ton, or other unit, which is to be paid under the royalty agreement and the actual amount paid to each royalty owner;

(d)  county in which the mining operation is located, and if the mining operation extends across county lines, the percentage of the ore or mineral extracted from each county;

(e)  legal description of the location of the mining operation by section, township and range, and the school district in which it is located, and if the mining operation extends into more than one school district, the percentage of ore of mineral extracted from each school district;

(f)  the total tonnage must be reported (the value of the ore in components of monetary value for each mineral must be shown):

ADMINISTRATIVE RULES OF MONTANA
12/31/00
42-2555

42.25.1103
DEPARTMENT OF REVENUE

EXAMPLE

Total tonnage mined _______________

__________ oz. gold     @$__________ per oz.     $________

__________ oz. silver   @$__________ per oz.     $________
__________ lb. lead     @$__________ per lb.     $________
__________ lb. copper   @$__________ per lb.     $________
__________ tons ____    @$__________ per ton     $________

__________ carat ___    @$__________ per carat   $________
                                       Total Value_____________

(g)  deductions taken as listed and explained in ARM 42.25.1111 through 42.25.1117, and 42.25.1119;

(h)  cost of transporting the product of the mining operation to the mill, smelter, or reduction works (depending on the specific operation);

(i)  costs of operating the reduction works;

(j)  costs of repairing and replacing the reduction works;

(k)  assessed value of the reduction works as shown on the county tax rolls;

(l)  costs of transporting the marketable product to the point of actual sale;

(m)  costs of marketing the product and converting it into money;

(n)  costs of construction, repairs, and improvements to the mine.

(2)  No miscellaneous items will be allowed as deductions. All deductions must be itemized.

(3)  Incomplete returns will not be accepted as satisfying the filing requirements.  (History:  Sec. 15-23-108, MCA; IMP, Sec. 15-23-502, MCA; NEW, Eff. 4/5/74; AMD, 1986 MAR p. 1080, Eff. 6/27/86; AMD and TRANS, from ARM 42.22.1102, 1986 MAR p. 2072, Eff. 12/27/86; AMD, 2000 MAR p. 2988, Eff. 10/27/00.)

42.25.1103  VALUATION  (1)  The department shall calculate and compute from the returns the gross product yielded from the mine and its gross value for the year covered by the return. The department shall also calculate and compute the net proceeds yielded to the mine operator.  The net proceeds shall be ascertained and determined by subtracting from the gross value the deductions that are allowed to the operator of the mine. Allowable deductions are set forth in ARM 42.25.1111 through 42.25.1117.

(2)  Each operator shall be notified of the assessment for each mine.  The taxpayer shall be notified of any changes made by the department when auditing the net proceeds return. (History:  Sec. 15-23-108, MCA; IMP, Sec. 15-23-102 and 15-23-503, MCA; NEW, Eff. 4/5/74; AMD and TRANS, from ARM 42.22.1103, 1986 MAR p. 2072, Eff. 12/27/86; AMD, 2000 MAR p. 2988, Eff. 10/27/00.)
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42.25.1104  MINING VERSUS NON-MINING PROCESSES  (1)  The gross value of minerals subject to tax will be determined at the point where mining processes end and manufacturing or non-mining processes begin.  In general, mining includes overburden removal, blasting, loading, transportation between mining processes, sorting, reduction and drying.  Processes which will be considered non-mining are fine grinding, burning or calcining, blending with other materials, and treatment effecting a chemical change and packaging.

(a)  The points at which mining processes end for specific minerals are listed below:

Mineral





Valuation Point
Bentonite




after crushing and drying

Gypsum




after crushing

Limestone




after crushing

Talc





after crushing and sorting

Vermiculite



after screening

(b)  No deductions will be allowed for processing costs incurred beyond the valuation point.  (History:  Sec. 15-23-108, MCA; IMP, Sec. 15-23-502 and 15-23-503, MCA; NEW, 1988 MAR p. 1983, Eff. 9/9/88; AMD, 2000 MAR p. 2988, Eff. 10/27/00.)

42.25.1105  COMPUTATION OF GROSS VALUE  (1)  Gross value for purposes of the mines net proceeds will be determined at the point where mining processes end and manufacturing or non-mining processes begin as discussed in ARM 42.25.1104.

(2)  Listed in the order in which they are to be considered, gross value at the point of valuation will be determined using one of the following methods:

(a)  The producer's actual sales prices for mineral products sold at the point of valuation will be considered the best evidence of value provided the sales are arm's length and represent approximately 30% of total mineral production.  Sales of less than 30% of total production may be acceptable indicators of value if the sales price per unit is corroborated with other representative market data for minerals of like kind and grade.  Upon request, the producer must provide documentation for this method to the department.
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(b)  If the producer does not have the sales information discussed in (2)(a) above, a market survey of other producers' sales of like kind and grade mineral products may be done.  If this method is used, the producer must obtain market data for three or more other producers.  This data must represent the results of competitive transactions in markets with a substantial number of unrelated buyers and sellers.  The producer must document that all values used are for minerals of comparable quality sold in quantities approximating the producer's level of production.  It may also be necessary to consider the geographic area served by the markets used for comparison.  Upon request, the producer must provide all information obtained that supports this method to the department.

(c)  If the information required by (2)(a) and (b) above is not available, the proportionate profits method may be used to compute a value in the absence of adequate market data.  The general formula for this computation is:

Direct costs through

valuation point

Taxable value/unit =                     x Sales price/unit

 Total direct costs

(i)  Direct costs through the valuation point will include overburden removal, drilling, blasting, loading, hauling, crushing, sorting, drying, mine reclamation, production taxes and royalties and any other direct costs incurred through the valuation point.

(ii)  Total direct costs will include, in addition to those noted above, all direct costs applied to the mineral products up to the point of production of the first marketable product or group of products that have not been manufactured or fabricated. These costs will typically include grinding, burning or calcining, blending with other materials and treatment effecting a chemical change.

(iii)  The sales price per unit will be the weighted average price of the first marketable product or group of substantially similar products sold in significant quantities by the producer. 

(iv)  Only direct costs may be used in computing the cost ratio for the formula.  No costs that benefit the operation as a whole or are not directly related to a specific phrase of the mining or processing of the mineral product will be included in the ratio.

(d)  If warranted by an unusual situation, the department may use an alternative valuation method.  (History:  Sec. 15-23-108, MCA; IMP, Sec. 15-23-502 and 15-23-503, MCA; NEW, 1988 MAR p. 2507, Eff. 11/24/88; AMD, 2000 MAR p. 2988, Eff. 10/27/00.)

42-2558
12/31/00
ADMINISTRATIVE RULES OF MONTANA


NATURAL RESOURCE TAXES
42.25.1112

Rules 42.25.1106 through 42.25.1110 reserved

42.25.1111  TREATMENT OF ROYALTIES  (1)  All royalties (in-cluding those considered to be nontaxable) may be deducted in computing net proceeds as provided under ARM 42.25.1102 and 42.25.1103.

(2)  Each royalty interest shall be assessed at its full cash value in the same manner as net proceeds regardless of the net proceeds of the operator or whether the operator deducted the royalty to arrive at the net proceeds.

(3)  The department shall transmit royalty lists to the respective local department field office in the county where the mine is located.

(4)  Each royalty owner shall be notified of the royalty assessment amount as reported by the mine operator.

(5)  Certain royalties are considered nontaxable and shall not be assessed.  With certain exceptions as defined below, all royalties are subject to taxation.

(a)  Royalties paid to the United States government, state of Montana, county, city, school district, or other political subdivision of the state are considered nontaxable.

(b)  Royalties paid to Indian tribes from production on tribal land are taxable, but royalties paid to the United States government from production on allotted Indian land are nontaxable.  (History:  Sec. 15-23-108, MCA; IMP, Sec. 15-23-505 and 15-23-507, MCA; NEW, Eff. 4/5/74; AMD and TRANS, from ARM 42.22.1111, 1986 MAR p. 2072, Eff. 12/27/86; AMD, 2000 MAR p. 2988, Eff. 10/27/00.)

42.25.1112  EXPENSES RELATED TO MACHINERY  (1)  All expen-ditures for machinery may be deducted in computing net proceeds as provided under ARM 42.25.1102 and 42.25.1103.

(2)  Machinery shall include all that is used in:

(a)  the construction;

(b)  sinking, or running of shafts, tunnels, drifts; or

(c)  other works in the extracting or mining of the ore deposit.

(3)  In open pit and quarry mining operations, heavy equipment, including shovels, draglines, dozers, graders, loaders, trucks, railroad cars, locomotives, drilling, and pumping equipment used in the actual mining area (extracting ore to point of reduction) are to be considered as costs of machinery used in extracting and mining of the mineral.

(4)  Expenditures for machinery or equipment rental used in the mining operations are deductible.

(5)  No expenditures for machinery including leased and rented machinery shall be allowed as a deduction unless all machinery is reported to the local department field office in which the mine is located for assessment purposes.
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(6)  Deductions for mining equipment shared by otherwise separate mining operations must be pro-rated to each operation. Tonnage removed, man-hours expended, or other appropriate criteria may be used to allocate the expenses.


(7)  Only the actual cost to acquire machinery and the subsequent direct operating, maintenance, and insurance costs are deductible.  Personal property taxes paid on machinery are not deductible.  Acquisition costs may include the cost of freight and delivery, assembly, installation, testing, and startup.  (History:  Sec. 15-23-108, MCA; IMP, Sec. 15-23-503, MCA; NEW, Eff. 4/5/74; AMD and TRANS, from ARM 42.22.1112, 1986 MAR p. 2072, Eff. 12/27/86; AMD, 1988 MAR p. 1986, Eff. 9/9/88; AMD, 2000 MAR p. 2988, Eff. 10/27/00.)

42.25.1113  LABOR COSTS  (1)  Labor expenses will include amounts paid to employees, up to and including, mine and mill foremen and superintendents.  No deduction will be allowed for any person or officer not actually engaged in the mining or milling operations.  Labor expenses will be deductible to the extent they relate specifically to the mining and processing operations up to the point of mineral valuation for the following functions:

(a)  overburden removal;

(b)  drilling and blasting;

(c)  loading;

(d)  hauling;

(e)  crushing;

(f)  washing, sorting, and screening;

(g)  drying;

(h)  testing to satisfy federal and state health and safety laws;

(i)  plant security;

(j)  assaying and sampling;

(k)  reclamation;

(l)  engineering and geological services performed in Montana for existing operations; and

(m)  equipment maintenance.

(2)  Labor expenses are not deductible for the following functions:

(a)  accounting and bookkeeping;

(b)  legal;

(c)  management above the superintendent level;

(d) engineering and geological services performed out of Montana or related to exploration;

(e)  janitorial;

(f)  laboratory work except as allowed in (h) and (j) above; and

(g)  any other labor expenses incurred beyond the point of mineral valuation.
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(3)  The following items may be included in the amounts deducted for the functions listed in (1):

(a)  wages and salaries;

(b)  overtime;

(c)  holiday and vacation pay;

(d)  shift differentials;

(e)  payroll taxes;

(f)  health and welfare benefits;

(g)  safety clothing;

(h)  locker and shower facilities;

(i)  meal expenses;

(j)  bonuses;

(k)  safety training;

(l)  transportation to the mine provided by employer;

(m)  workers' compensation insurance; and

(n)  retirement fund contributions provided for in labor contracts.

(4)  Accounting records for labor expenses must be maintained by the taxpayer.  These records must include contemporaneous man-hour logs for employees who do not work 100% of their time in one of the functions listed in (1) or who are involved in processing minerals both up to and beyond the point of mineral valuation.  (History:  Sec. 15-23-108, MCA; IMP, Sec. 15-23-503, MCA; NEW, Eff. 4/5/74; AMD and TRANS, from ARM 42.22.1113, 1986 MAR p. 2072, Eff. 12/27/86; AMD, 1988 MAR p. 2507, Eff. 11/24/88; AMD, 2000 MAR p. 2988, Eff. 10/27/00.)

42.25.1114  COSTS OF IMPROVEMENTS AND REPAIRS  (1)  All monies expended for improvements and repairs necessary in and about the working of the mine shall be allowed as a deduction at the rate of 10% per annum for a period of 10 consecutive years. The period shall begin with the year of expenditure in computing net proceeds as provided under ARM 42.25.1102 and 42.25.1103.  (History:  Sec. 15-23-108, MCA; IMP, Sec. 15-23-503, MCA; NEW, Eff. 4/5/74; AMD and TRANS, from ARM 42.22.1114, 1986 MAR p. 2072, Eff. 12/27/86; AMD, 2000 MAR p. 2988, Eff. 10/27/00.)

42.25.1115  COSTS OF MILLING, SMELTER, AND REDUCTION WORKS
(1)  All monies expended for costs of repairs and replacements of the milling and reduction works used in connection with the mine may be deducted in computing net proceeds as provided under ARM 42.25.1102 and 42.25.1103.  There must not be included in this schedule any amount expended for the construction of new buildings or the purchase or installing of new machinery or apparatus that are in the nature of additions or improvements to plant or equipment.  Deductions are allowable when the buildings constructed or repaired, or machinery purchased and installed, are for the sole purpose of replacing old, worn out, or obsolete buildings or machinery.
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(2)  If the person working the mine or deposit also operates the mill or reduction works and mills, or treats the ore or deposit, 6% of the assessed valuation for the calendar year the return represents may be deducted.  However, if the mill or reduction works is used to mill or treat the ore or deposit from any other mine or mines, then the amount of the 6% assessed valuation must be apportioned so that only the proper proportionate part thereof will be included in this return.

(3)  Milling and reduction expenses are either:

(a)  repairs or replacements; or

(b)  additions or improvements to the plant.

(4)  Costs for repairs and replacements which are fully deductible when incurred may not be added to the 6% assessed valuation base.  (History:  Sec. 15-23-108, MCA; IMP, Sec. 15-23-503, MCA; NEW, Eff. 4/5/74; AMD and TRANS, from ARM 42.22.1115, 1986 MAR p. 2072, Eff. 12/27/86; AMD, 1988 MAR p. 1894, Eff. 8/26/88; AMD, 2000 MAR p. 2988, Eff. 10/27/00.)

42.25.1116  TRANSPORTATION EXPENSES  (1)  Cost of transporting crude ore or deposit to mills or reduction works may be deducted in computing net proceeds as provided under ARM 42.25.1102 and 42.25.1103.  Included in these amounts shall be costs actually expended for hauling, freight charges, and other expenses related directly to transporting the ore or deposit from the mine to the mill or reduction works.  Transportation expenses incurred beyond the point of mineral valuation for net proceeds purposes are not deductible.  (History:  Sec. 15-23-108, MCA; IMP, Sec. 15-23-503, MCA; NEW, Eff. 4/5/74; AMD and TRANS, from ARM 42.22.1116, 1986 MAR p. 2072, Eff. 12/27/86; AMD, 1988 MAR p. 1988, Eff. 9/9/88.)

42.25.1117  MARKETING, ADMINISTRATIVE, AND OTHER OPERATIONAL COSTS  (1)  All expenses for supplies may be deducted in computing net proceeds as provided under ARM 42.25.1102 and 42.25.1103.

(2)  Actual marketing costs directly related to the sale of mineral products processed up to the point of valuation for net proceeds purposes may be deducted.  These expenses may include the applicable salesperson's salary and/or commission, technical assistance, and advertising, but only to the extent these expenses pertain specifically to the mineral product processed up to the point of valuation.  Marketing expenses related to mineral products processed beyond that point may not be allocated back to mineral products that are not sold until further processing has occurred.  Technical and scientific testing costs will not be considered marketing, but may be deductible if they meet the requirements of 15-23-503(1)(h), MCA.
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(3)  All expenses for fire insurance, boiler and machinery insurance, and public liability insurance paid for the mine, reduction works or beneficiation process are deductible.

(4)  No payments for taxes on production, license taxes, corporation, income, sales, real estate, personal property, and excise taxes may be used as a deduction.

(5)  No expenses for land lease rental or for land lease holdings may be used as a deduction.  (History:  Sec. 15-23-108, MCA; IMP, Sec. 15-23-503, MCA; NEW, Eff. 4/5/74; AMD, 1982 MAR p. 2105, Eff. 11/25/82; AMD and TRANS, from ARM 42.22.1117, 1986 MAR p. 2072, Eff. 12/27/86; AMD, 1988 MAR p. 2507, Eff. 11/24/88.)

42.25.1118  GENERAL TREATMENT OF DEDUCTIONS  (1)  Mines Net Proceeds, Title 15, chapter 23, part 5, MCA, as amended, provides for the ad valorem taxation of minerals as they are extracted from the ground and is intended to provide a tax in lieu of a property tax on such minerals.  To determine the assessed value of the mineral, certain specific expenses are permitted as deductions from the gross value of the mineral.

(2)  The purpose of the regulations is to set forth the intent of the law and its interpretation by the courts and to provide firm, unambiguous guidelines for valuing the product of 

a mining operation.  The method followed determines the actual value of the extracted mineral and allows the deduction of just and equitable costs incurred in the actual mining, reduction, and marketing of the product.

(3)  The Mines Net Proceeds law provides for limited deductions incurred at the mine location in Montana and not the broad spectrum of deductions allowed by income tax laws.  These deductions are specific and should not be construed to include items not listed.  The deductions may vary depending on the point of valuation of the mineral, but will never be greater than those provided by statute.  (History:  Sec. 15-23-108, MCA; IMP, Sec. 15-23-503, MCA; NEW, Eff. 4/5/74; AMD and TRANS, from ARM 42.22.1118, 1986 MAR p. 2072, Eff. 12/27/86; AMD, 2000 MAR p. 2988, Eff. 10/27/00.)

42.25.1119  SPECIAL DEDUCTIONS  (1)  Fire, boiler, machinery, and public liability insurance will be allowed as a deduction to the extent that it is insurance for equipment and buildings in the mine, and equipment and buildings in the reduction works, to the extent the insurance for the reduction works is not beyond the point of valuation.  No insurance costs will be allowed for offices or other administrative buildings. Where buildings are used both for administrative purposes and for the mining operation, the department will allocate, on a case-by-case basis, the costs between administration and mining. 
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The department will allow only the insurance expenses attributable to the mining operation.

(2)  The cost of welfare and retirement fund payments provided for in wage contracts shall be deductible only for those employees actually involved in the mining or reduction work up to the point of valuation.

(3)  The cost of testing minerals extracted, in satisfaction of federal or state health and safety laws or regulations, will be allowed for the mines and reduction works up through the beneficiation process to the extent that the costs are incurred for testing the product to the point of valuation.

(4)  The cost of security, in and around the mine and including the cost of security around the mill or reduction works in Montana, shall be deductible provided these costs are not incurred beyond the point of valuation.

(5)  The cost of assaying and sampling for extracted minerals will be allowed to the extent that they are a part of processes that bring the mineral to the point of valuation.

(6)  Engineering and geological services will be allowed as described in 15-23-503, MCA.

(7)  The cost of labor, supplies, and equipment used to reclaim the mine site are deductible.  If during the process of reclamation, other costs are incurred that result in an improvement in and about the working of the mine, those costs will be amortized over a ten-year period.  The deductions provided in this section are allowable beginning in the 1985 production year.  (History:  Sec. 15-23-108, MCA; IMP, Sec. 15-23-502 and 15-23-503, MCA; NEW, 1983 MAR p. 1835, Eff. 12/16/83; AMD, 1986 MAR p. 1080, Eff. 6/27/86; AMD and TRANS, from ARM 42.22.1119, 1986 MAR p. 2072, Eff. 12/27/86; AMD, 2000 MAR p. 2988, Eff. 10/27/00.)
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