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ABOUT THIS PUBLICATION

The purpose of this publication is to provide the reader with the
basics for understanding the Nevada Net Proceeds of Minerals Tax.
It includes:

˜  A general overview;

˜  Answers to frequently asked questions; and 

˜  The governing Constitutional and legal provisions.

It has been prepared in cooperation with the Taxation Committee of
the Nevada Mining Association in the hope you will find this a
valuable tool for understanding the Net Proceeds of Minerals Tax.
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GLOSSARY

BAR OR BUTTON - Mine processed metallic ores which have been reduced to
these shapes before shipment to a refinery.

CENTRALLY  ASSESSED  - Property which is assessed by the Department of
Taxation instead of the local county assessor.

CUT-OFF GRADE - The lowest grade of ore that can be economically mined,
processed and sold considering all applicable costs.    

DEPRECIATION - The estimate of decrease in value of a wasting asset (not land)
due to such factors as use and obsolescence.

EXTRACTION - The process of removing minerals from the earth.

FISCAL  YEAR  - In Nevada it is that period of time from July 1 of one calendar
year to June 30 of the following calendar year.

GROSS PROCEEDS - The amount the mineral actually sold for or what the
mineral would have sold for in an arms-length transaction, if the mineral is
transferred out of state for refining or used in manufacturing.

LOCAL LY ASSESSED - Property which is assessed by the local county
assessor. 

MINERALS -  Classes of substances occurring in nature, usually inorganic.  Oil,
gas and geothermal resources extracted in Nevada are included in the definition
of “minerals” for net proceeds of minerals tax purposes. 

NET PROCEEDS - Gross proceeds minus allowable deductions for tax purposes.

NET PROCEEDS OF MINERALS TAX - An ad valorem property tax assessed
on minerals when they are sold or removed from Nevada.  The tax is levied on
100% of the value of the net proceeds. 

ORE GRADE - A measurement of the quantity of a mineral contained in the ore,
i.e., ounces per ton of ore.

PROCESSING - After excavating, all of the actions required to prepare the
mineral for sale. 

REFINING - The process of separating metals contained in a button or bar.

ROYAL TIES - Compensation paid to the owner(s) of mineral rights. 
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OVERVIEW OF
MINING IN NEVADA

Mining is part of Nevada’s history, past and present.  Article 10 of the Nevada
Constitution, ratified in 1865, provides that only the net proceeds  from mines
and mining claims will be taxed.  From 1865 until 1989 the net proceeds of
minerals tax rate was the same rate as the property tax in each county.  In
1989 voters statewide amended the Nevada Constitution to set the maximum
net proceeds of minerals tax rate at 5%, separate from the local property tax
rate.

The net proceeds from the sale of all minerals mined or produced in Nevada
are subject to the net proceeds of minerals tax with the exception of sand and
gravel products, which are subject to the sales and use tax.
  
The total amount of the net proceeds of minerals tax collected statewide
fluctuates from year to year, dependant upon the amount of material sold and
the price received.  For most commodities such as copper, silver, gold, oil,
gypsum and other industrial minerals, the price is influenced by worldwide
market conditions.

MINERALS MINED IN NEVADA

Minerals mined in Nevada include gold, silver, barite, copper, diatomite,
dolomite, gypsum, limestone, lime, lithium, magnesium, manganese,
mercury, perlite, precious opal, salt, silica sand, specialty clays, and turquoise.
Oil, gas and geothermal resources produced in Nevada are also included in
the definition of “minerals” for net proceeds of minerals tax purposes. 

NEVADA COUNTIES WITH MAJOR MINERAL RESOURCES

Every county in Nevada with the exception of Douglas County and Carson
City have mined mineral resources.  While most of the major gold and silver
mines are located in northern Nevada, Clark County has the lion’s share of
industrial minerals such as gypsum.  The major oil fields are located in east
central Nevada and the geothermal resources are mainly located in west
central Nevada. 
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WHERE DO MINED MINERALS GO?

Minerals mined or produced in Nevada go to many different uses and places.
Gold and silver are usually mined together.  After processing at the mine the
bars or buttons of unrefined metals contain varying proportions of gold,
silver, copper and possibly other metals.  Each bar is assayed to determine its
contents, stamped for identification purposes, and shipped to a refinery.  Most
of the bars are shipped to refineries in Switzerland, but some go to refineries
in the U.S. and other places.  After refining, most of the metal is delivered to
markets in major financial centers like New York, London and Tokyo for
sale.

Other minerals have very different paths to the market.  Geothermal energy
is used to generate electricity and heat that are used by Nevada homes and
businesses.  Industrial minerals like gypsum and diatomite are manufactured
into finished products in Nevada like wall board and filters and then shipped
out of state.  Barite is primarily shipped to oil producers out of state where it
is used in drilling.  Oil produced in Nevada is shipped to refineries out of
state.  Much of the lime produced in Nevada is used to manufacture cement
for in state use and by precious metal mining companies that use it when
processing ore.

WHAT IS THE NET PROCEEDS OF MINERALS TAX? 

The Nevada Net Proceeds of Minerals Tax is an ad valorem property tax
assessed on minerals mined or produced in Nevada when they are sold or
removed from the state.  With the exception of sand and gravel, the tax
applies to all minerals including:

h Metals (gold, silver, copper, etc.)

h Industrial Minerals (clay, barite, gypsum, lime, etc)

h Gemstones

h Oil and Natural Gas

h Geothermal Energy

This tax is separate from, and in addition to, any property tax paid on land,
equipment and other assets.
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HOW IS THE TAXABLE VALUE OF 
NET PROCEEDS DETERMINED? 

The gross proceeds from the sale of the minerals minus the allowable
deductions determine the taxable net proceeds.  In Nevada, the allowable
deductions include the actual cost of:

h  Extraction

h  Transportation of the mineral from the mine or point of extraction to

the point of processing and sale

h  Processing

h  Marketing and delivery

h  Repair and maintenance of equipment

h  Fire insurance on plant and equipment

h  Depreciation of the cost of machinery and equipment

h  Contributions or payments for unemployment insurance, social         

 security, fringe benefits for employees, etc.

h  Royalties paid to claim holders, which are taxable to the recipient

h  Development in or about the mine or group of mines that are           

operated as a unit

Included in these costs are the cost of labor, supplies, and materials required
to perform these activities.  Only costs incurred in the process of performing
these tasks in the current tax year may be deducted.  Costs cannot be carried
forward to future tax years or carried back to previous tax years.  

Costs that are unrelated to the direct production of minerals, such as property
and income taxes, charitable contributions, liability insurance, or lobbying
expenses are not deductible.
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HOW IS THE TAX CALCULATED?

Royalties paid by the mining company to property owners or claim holders
are taxed at 5% with no deductions.  The tax must be paid by the owner or
claim holder in the same year in which the royalty is received.

If the net proceeds of the mine in the taxable year totals $4 million or more
the tax rate is 5%.  If less than $4 million, the following applies:

NET PROCEEDS AS % 
OF GROSS PROCEEDS 

NET PROCEEDS
 RATE OF TAX %

Less than 10 2.0

10 or more but less than 18 2.5

18 or more but less than 26 3.0

26 or more but less than 34 3.5

34 or more but less than 42 4.0

42 or more but less than 50 4.5

50 or more 5.0

It should be noted that if the property tax rate of the county in which the mine
is located is greater than 2% that tax rate is the minimum.   

Geothermal proceeds are always taxed at the same rate as the local property
tax rate of the county in which the plant is located.

WHERE DOES THE TAX GO?

Because the net proceeds of minerals tax is an ad valorem property tax, the
amount of the net proceeds times the property tax rate goes to the county
where the mineral was extracted. Any additional amount of tax paid up to the
5% goes to the State.  The tax is distributed in the same manner as the
property tax in the county (i.e., schools, local government services, special
districts, etc.)

FOR A MULTI-COUNTY MINE OPERATION, 
WHO GETS THE REVENUE?

Sometimes minerals are extracted from one county and processed in another
county.  Mine operators must carefully account for the ore and the net
proceeds revenues so that the Net Proceeds Statements for each county reflect
the correct production, and the proper amount of tax to be distributed to the
county that was the source of the ore.
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WHAT ARE THE REPORTING DATES FOR NET PROCEEDS?

As opposed to most other taxes, which are due during the fiscal year, the Net
Proceeds of Minerals Tax is based on the calendar year.  On February16th

following the close of the previous calendar year, the “Statement of Gross
Yield and Claimed Net Proceeds” for the production of each operation must
be filed with the Nevada Department of Taxation, Division of Assessment
Standards (DOAS).  DOAS reviews the Statement and certifies the Net
Proceeds and the amount of tax due by April 20.  The operator then has until
May 10 to pay the certified amount.

If the mine operator disagrees with the amount certified, the operator can
appeal the certification to the State Board of Equalization.  However, the
amount certified must be paid on the date due while the appeal is pending.

By March 1 of each year, the mine operator is also required to provide a set
of projections related to production for the current year to DOAS.  The
projection must include the amount of each mineral to be produced, the
anticipated price of each mineral, projected deductions and resulting net
proceeds for each operation, and any royalties the operator expects to pay.
The purpose of these projections is to provide local governments with budget
and planning tools.

HOW ARE NET PROCEEDS STATEMENTS AUDITED?

The Nevada Department of Taxation, Audit Division, has auditors
specifically trained to audit Net Proceeds of Minerals Statements.  A mine
operator’s books and records must remain open for audit for four years.  The
Audit Division can assess additional taxes for a period up to three years.  A
Net Proceeds audit is usually performed in conjunction with a Sales & Use
Tax audit.

          
The Audit Division contacts the mine operator in writing to give notification
that an audit will be scheduled.  The amount of time needed for the audit
varies by company depending on the complexity of the mine operations and
the amount of information needed by the auditor.  Once the audit is
completed, the Audit Division will provide the results to the mine operator.
The mine operator can then accept the results or can appeal any deficiency
to the Nevada Department of Taxation.  The amount of any deficiency must
be paid at the time the appeal is filed.  Appeals are heard by a neutral
Hearing Officer.  The mine operation can then accept the decision of the
Hearing Officer, or may appeal for a hearing before the Nevada Tax
Commission. 
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HOW DO CHANGING MINERAL PRICES AFFECT
 NET PROCEEDS?

Mineral prices have an obvious impact on Net Proceeds but the effects are
very different in the long run as opposed to the short run.  In the short run,
operators do not have time to adjust their mine plans to respond to price
changes, so the change in Net Proceeds is closely linked to the changes in
mineral prices.  However, in the long run, operators have time to adjust their
mine plan.  They may change it by raising or lowering cut-off grades;
increasing or decreasing exploration and development expenditures; or by
pursuing more or less royalty-burdened ore.  When time permits these factors
to be changed, Net Proceeds and prices are less closely related.  

When prices rise, precious metals producers tend to process lower grade ore
which increases their costs.  At lower prices such low grade ore may not be
mined at all.  Operators also tend to increase exploration and mine
development expenditures which are deductible if they are part of an ongoing
operation, and they are likely to purchase new equipment and invest in
facilities.  When prices fall, the opposite occurs: operators generally reduce
expenditures on exploration, mine development, equipment purchases and
construction.  

WHY DOES THE NET PROCEEDS TAX GO DOWN EVEN WHEN
NET INCOME FROM OPERATION IS UP?

Normally, Net Proceeds and net income are fairly closely related.  However,
the two are different. Net Proceeds are defined carefully by statute (NRS
362) and regulation (NAC 362) while “Net Income” is defined by Generally
Accepted Accounting Principles (GAAP).  It should also be noted that GAAP
rules are different for different countries.

h  Net Proceeds statutes require deductible expenses to be deducted in the
tax year in which the expense was incurred.  One exception involves
purchases of plant and equipment which may be depreciated over the
“probable life” of the assets.  GAAP rules allow for depreciation of items not
allowed under Net Proceeds statutes.  This may lead to a situation where
deductions for Net Proceeds purposes may be more or less than deductions
for calculating Net Income even though actual expenditures were identical.

Continued on page 8
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Continued from page 8

h  Reclamation expenses are also treated differently for net proceeds and
GAAP purposes.

h  For Net Proceeds purposes, the actual cost of developmental work in
or about the mine or group of mines when operated as a unit is allowable in
the year the expenditures take place.  For GAAP purposes, these costs are
capitalized and amortized over the period of time the minerals are produced.
During a period of heavy investment in near-mine development, such costs
are entirely allowable for Net Proceeds purposes, but only a small portion is
allowable for Net Income purposes.  This results in a large variance between
Net Proceeds and Net Income.

h  The “tax year” for Net Proceeds is the calendar year, while the fiscal
year for corporate reporting can end at any date, so there may be timing
differences in the way revenues and expenses are reported.

h  Mine operators may have unrelated business income such as ranching
or other property interests.  They may also have mineral interests outside of
Nevada.  This income is part of Net Income, but not reportable under Net
Proceeds. 

NOTES
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HOW TO OBTAIN INFORMATION ON THE 
NET PROCEEDS OF MINERALS TAX

(see below for contact information)

GENERAL INFORMATION . . .

Nevada Mining Association

Nevada Division of Minerals

SPECIFIC NET PROCEEDS TAX PUBLICATIONS & FORMS

Nevada Department of Taxation - Division of Assessment
Standards

CONTACT INFORMATION

Nevada Department of Taxation
Phone: 775-684-2000
Website: www.tax.state.nv.us 

Nevada Division of Minerals 
Phone: 775- 684-7040 
Website: www.minerals.state.nv.us 

Nevada Minin g Association
Phone:  775-829-2121 
Website:   www.nevadamining.org 

Nevada Taxpayers Association
Phone: 775-882-2697
E-Mail: info@nevadataxpayers.org

Please sub m it com m ent s or  sugg est ion s f or  addi t ion al
in fo rm atio n /questio ns to  in c lu de in  fu tu re  reprin ts  to . . . .

The Nevada Mining Association’s  Taxation Committee

The Nevada Taxpayers Association
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