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Background, San Xavier Case As set forth by Kipps, Peel

£ et Detaobr Taey Pave LIAST)

Legal issues involve deduction under Section 165 Internal Revenue Code 1954,
concerning the acquisitionf{seperate interests in the mineral rights of
separate properties. They made these points:
1% Investment in one property cannot be considered as investment
in some other property.
2. The San Xavier bonuses paid to individual indian allotments
relinquished cannot be added to those bonuses paid to owners
d;/;?atoments retained.
3. Allotments retained were not retained on the basis of data
obtai ned from exploration of the abandoned properties.
L, Statutory scheme of taxation of mineral interests would be frus-
trated if either the government or the taxpayer were allowed to
shift investments in one property to another property.

5. The bonuses paid were direct investment to acquire prospecting

and option rights on his (the indian) property.

6. Investment in one property cannot be considered as investiment

in some other property.

i Investment in properties abandoned are distinct, and no part

therg?f shall be considered an investment in properties retained.

(This/inclusive statement would not necessarily apply to all exploration
prospects.)

8. Section 1011 |.R. Code 1954 defines mineral property as follows:

(165(b) and 612), General Rule '... property means each separate

interest owned by the taxpayor in each separate sector or parcel

of Tand."
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Exploration expense is also claimed as a justifiable deduction on
1o

the basis of regulation IT, L of the IR Code. The following from this

section seem pertinant.

np-49, ',..if property is acquired or obtained on the basis of data

obtained from exploration, costs of exploration attributable to that

property should be capitalized...' Also: Each project is ussualy
begun with inexpensive-economic survey which can advantagously be

) explored as an integrated project of the entire area to locate those
areas having the best possibilities. 'Each such separable, noncorfi guous
portion of the project area, identified by ---(this work)-=-- ds

possessing sufficient mineral producing potential to merit further

exploration, is an area of interest.' '...for the purpose of

allocating and capitalizing costs of further éxploratory operations,

the original project is considered subdivided into as many smaller

projects as there are areas of interest.' Iﬂrl+ooé

The key points as | see them, under Section 165 and is that
these areas of interest, prior to or developed during a drilling project,
constitute separate areas of interest for tax purposes. Deduction of loss
is then dependent on wheather , or what part of, such cost is reasonalby
attributable to those lands retained. Thus, we acquire interest in the
mineral rights of as many individual lands as there are claims or options
of private lands, and these rights for tax purposes are best described by their
individual areas and not by combining them into a single project, even though

T, |

they may be explored for convenience as though they were combined. FF(;;§§§>/
may also affect the cost of land acquisition, since we cannot have access to

lands to drill without such costs.



112

)1)
San Xavier Tax Case.
Win or los%/proceedings furnished useful data for general procedure
which could be applied prior and during all exploration programs,
antitipating possible loss deduction of part of expense.
Bsed on Section 165 property and IT Lo0t§ regarding e*ploration
estimates. Gets gﬁi investment on property.
Land Expense - Private, State claim, Federal claim.
a. Point of view,
explore to individual
b. Oriented to mxpkmxaxkmmxxaxurdexeisped units as: each claim,
each option on private,etc.
Exploration Expense:

a. Drilling. Point of view oriented as above to explore individual

lands. Combination as a group is expedient and practical way.

b. Surveying, Mapping, and Geophysical. Same as above.

Point of View. Acquire rights to mineral in the separate lands, and
explore for mineral on the separate lands.

a. The exploration project then treats each separate land in

combined effort as expedient way to explore each individual

land.
b/ Data for accounting for above is collected routinely, and

ongneeds to be segregated.
Concerning Tax Law (IT 4006), with reference to ''areas of interest", and
their separation or combination for tax purposes, the geologic or
geophysic areas, for which a specific positive interest is generated
before or during exploration, should be understood.in the context qﬁ
é'tax law.and perhaps stated in a memorandum for file record . R@RXKAX
For tax purposes it appears these should be segregated to the most

basic individual areas, consistent with record.




(2)

51/2 The Internal Revenue Service managed to obtain numerous letters
which may, or could have been, damagihg to San Xavier Case. |
was impressed with a feeling that discretion should be }ustkRke#xkr

Apounsa

practiced in the amount ofj detail that exploration people should
place in writing, if the same is not necessary.

6. One thing is clear.
When request for review of exploration regarding a legal case, the
writer should be completely sure of what is required by Asarco
lawyers -- thus avoiding statements which méy damage the case. Direct
contact between lawyer and geologist making review is necessary for
this.

7a Lacy's geophysical review regarding San Xavier had a philosophical

statement on prospecting as introduction. Namely A) prospecting is

elimination of area as much as evaluation of mineral deposits.

B) Statements on the progress regarding buildup of geophysical -
geologic cross reference gﬁ working formula. |If this is accepted
wel 1l never deduct any exploration expense. C) Point of view is that
we prospect for ore - not for worthless areas, knowledge of barren areas
is gained during the course of, and as a by product of exploration.
8. In a future partial mrkxxafkk write off, the firmness of grounds on
which such deductions are taken could be resolved prior to negotiation
or litigation. This situation could easily arise during MN!ZZEﬂfésrﬁ//
exploration, if a body is ever found,followin;tiidespread land acquisition
a and drilling *kﬂ#'2».4ﬁ;@%& G Ao Az, E g e [7;02;«5/
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