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CHAPTER VIII

TAXES ON MINES AND MINERALS

8.1 Although taxes on mines and minerals are covered under Entry 50 of the State
list of the Indian Constitution, revenue from the levy is accounted for under non-tax
revenue in the State budget. Previous Commissions appointed to study the State’s fiscal
structure in 1981 and 1991 have not examined this item as a source of tax revenue.
Royalties on mineral exploitation are, however, considered as taxation in public finance
discourse; in resource-rich countries, they often account for the major share of public
revenues. In the light of the existing Constitutional and academic position, therefore, the
Commission has in this chapter studied existing mechanisms of levying royalties on
minerals and made appropriate recommendations.

Principles underlying taxes on natural resource exploitation

8.2 The fiscal regime for exploitation of natural resources, principally minerals and
mineral oils like petroleum, is treated as a distinct entity in public finance discourse,
because of issues related to public responsibility for conservation and proper extraction.
Exploitation of mineral resources tends to be an “enclave activity”(1) with few direct
links to the domestic economy. In this area, therefore, in most countries, the public
sector tends to perform not only a sovereign fiscal role but also functions as owner of
natural resources with responsibility for translating the benefits accruing from resource
exploitation into wider economic benefits for the country’s population. This means that
attention has to be paid to the timing and pricing of resource extraction and the
distribution of benefits with an eye on both the needs of current economic growth as also
those of conservation for future generations. A stable fiscal environment and efficient
resource development will be advantageous for both the government and resource
extracting companies; the problem is that each of these parties may try to shift
prospecting and other risks to the other. Long term agreements are the norm in this area
because negotiating strength shifts between the players in the course of discovery and
extraction of the natural resource. The advantage enjoyed by the resource company in
the exploration phase passes on to government when profits are generated but it moves
back to the company when the resource is getting exhausted. To protect both parties,
product-based fiscal instruments (which guarantee a minimum payment for natural
resource exploitation to the government) have to be supplemented with profit-based
instruments (which give government some share in returns from projects that are more
profitable than expected).

8.3 8.3 Governments often resort to sharing ownership through equity
participation in the extracting company to get a fair share in profits and to control the
pace and manner of extraction. This has its own drawbacks, mostly linked to the
responsibilities and pains of direct involvement in production decisions. From the purely
fiscal viewpoint,

government as the owner of mineral rights is entitled to receive an additional payment




(1)Nellor, David C.L.“Taxation of Mineral and Petroleum Resources” in “Tax Policy
Handbook” edited by Parthasarathi Shome, International Monetary Fund 1995. This
section is based on the cited article.

over and above the normal tax on corporate income. The instrument chosen for the
purpose must satisfy the usual public finance requirement of minimal distortion of
investment and production decisions. It must also, however, be geared to what the
investor is willing to pay and the minimum return that government is willing to accept.
One-time auctions or lease bonuses, although economically efficient and easy to
administer (the investor bears the risk and government gets a fixed return), may not yield
the expected revenue, as investors are likely to peg their offers at a low level for fear of
future changes in policies. Government, on its part, may have to independently assess the
opportunity cost of current resource extraction vis a vis conservation and future
exploitation.

8.4 For this reason, a royalty, levied on the volume or value of resources extracted,
tends to be the most preferred tax tool for raising revenues from natural resources.
Royalties effectively arbitrate between the investor’s expectations of current profit from
resource extraction and government’s opportunity cost (since a resource once exploited is
lost). They yield revenues as soon as production starts, ensure a minimum return to the
exchequer and are easy to administer. However, they increase the marginal cost of
resource extraction and discourage development of marginal projects or poor quality
resources within viable projects. Royalties should be based on transparent price formulae-
the minehead price is generally used; sometimes it is replaced by the export f.0.b. price.
The maximum amount of royalty that can be imposed is the difference between the price
adopted and the extraction cost. Royalty rates should be readily and predictably
adjustable to reflect relevant costs. They should be income tax deductible as a
component of production cost. They could also vary across projects depending on
profitability perceptions and market prices.

8.5 Taxation of natural resource exploitation in our country is also based on the
royalty mechanism. A distinctive feature of the Indian situation is the elaborate structure
that has been put in place through Constitutional and statutory measures to regulate and
manage royalties for different minerals and metals within the federal framework.

Constitutional position

8.6 As indicated earlier, State governments have been empowered under Entry 50
of List II (the State list) of the Seventh Schedule of the Constitution to levy taxes on
mineral rights but this is subject to limitations imposed by Central laws relating to
mineral development, since Entry 53 of List I (the Central list) gives the Centre the right
to regulate and develop oilfields and mineral oil resources and Entry 54 the right to
regulate mining and mineral development. Entry 54 invests the Central Parliament itself
with power to legislate the extent to which regulation of mining and mineral development
is expedient in the public interest. The Mines and Minerals (Development and
Regulation) Act of 1957 was enacted by the Centre in exercise of these powers.



8.7 The fundamental principle underlying the intermeshing of State and Central
powers 1is the distinction between major and minor minerals. The tax and regulatory
structure for the latter category (defined under Section 3e of the Central Act) are
determined by State Rules. All other minerals are treated as major minerals and royalty
rates specified in the Second Schedule of the Central Act itself. Revenue from all
royalties, however, is realised and utilised by State governments. The manner in which
federal supervision is coordinated with State administration is discussed in detail further
on in the chapter.

8.8 Karnataka is estimated to have more than 40000 sq. kms.of green stone belt
containing vast mineral deposits. It is also well known for iron ore, chromite and
manganese deposits. About 20 varieties of major minerals and 5 varieties of minor
minerals are being exploited today, but there is considerable scope to step up mining and
promote the growth of mineral based industries.

Revenue significance

8.9 Revenues realised from royalties and fees on minerals in Karnataka are
presented in Table I, indicating separately revenues from major and minor minerals and,
within minor minerals, revenues from granite alone. Realisations were insignificant up to
1992-93; the subsequent spurt, particularly in 1994-95 and 1995-96-was attributable both
to growth in revenue from minor minerals like granite as to growth in revenue from
major minerals like limestone. This was due to enhancement of royalty and dead rent
rates for granite (increases were between 21/2 to 3 times), judgment of the High Court in
1993-94 making royalty applicable to leases on private lands in old Mysore area in
respect of some minerals including granite and a judgment of the Supreme Court in 1994-
95 which enforced increases in the royalty for limestone already notified by the Central
government in 1992-93. Revenue has stabilised at around Rs. 100 crs. (The Rs. 10 crs.
increase in revenue from granite in 1997-98 is due to one-time royalty payment on a
disputed matter from a single company-Gem Granites). Revenues have been fairly stable
since then, perhaps because granite values have declined.

Table I
Revenue Realised from Minerals
(Rs.crs.)

Major minerals Minor minerals|Total of which granite
1990-91  [8.39 5.67 14.06 1.33
1991-92  [12.12 9.37 21.49 2.73
1992-93  [24.68 9.88 34.56 2.76
1993-94  120.54 17.58 38.12 8.00
1994-95  124.50 30.60 55.10 21.09
1995-96  62.17 41.99 104.16 26.06
1996-97 143.51 49.17 92.68 29.76
1997-98  50.58 62.55 113.13 39.28




1998-99  150.57 44.42 94.99 21.18
1999-2000 [56.77 52.65 109.42 21.79

Source: - Directorate of Mines and Minerals

8.10 8.10 On the whole, therefore, the contribution of major and minor
minerals to revenue has been practically the same in recent years. Revenue from granite,
which did not earlier account for a major share of total revenue, became increasingly
important after 1993-94. The highest contribution of revenue from granite to total
revenue was in 1994-95 when almost half the revenue was accounted for by granite. In
later years, the share has fluctuated between 20% and 35% of the total revenue from this
head. If we consider revenue generated by minor minerals alone, revenue from granite,
which accounted for 20% before 1993-94, rose to almost 2/3ds of the revenue from minor
minerals in 1997-98. In succeeding years, however, the share of granite in revenue from
minor minerals has come down below 50%.

Major statutory provisions

8.11 The Central Act differentiates between “mineral oils” (natural gas and
petroleum) and “minerals” (other minerals) and defines “minor minerals” which are
subject to regulation at the State level. Soapstone, sand and limestone figure as both
major and minor minerals. Low grade limestone, sand used for construction and
soapstone used for handicrafts are treated as minor minerals subject to royalty rates laid
down in State Rules; other varieties are considered as major minerals. The Central Act
also defines the kinds of leases and permits that can be issued, stipulates that mining and
prospecting can only be done under a lease or licence and provides for termination of
such permissions under certain conditions. In respect of minerals specified in the First
Schedule (coal and lignite, 11 atomic minerals and 10 other minerals), the prior
permission of the Central government is essential before leases are granted by States.
This enables the Centre to effectively control the manner and speed of exploitation of
critical minerals, which are important from the strategic point of view for defence or
industry.

8.12 In the case of major minerals, the Act itself lays down important lease
conditions like minimum currency periods apart from eligibility criteria for applicants.
Royalty rates for 51 major minerals are also laid down in the Second Schedule of the Act
(in its present form, the Schedule specifies rates for 49 items and validates the rates for
coal and sand for stowing laid down in a Coal Ministry notification). Section 13 of the
Act defines the powers of the Central government to make rules in respect of major
minerals and Section 15 those of the State government in respect of minor minerals.
States determine and collect royalty and dead rent on mining leases and other mineral
concessions on minor minerals under State-specific Rules.

8.13 The major set of Central Rules issued under the Act are the Mineral
Concession Rules of 1960 and the Mineral Conservation and Development Rules 1988.
The latter pertain principally to the establishment and functions of the Indian Bureau of
Mines for regulating the development of mining. The former set of rules prescribe in



detail the procedure for the grant of permits and licences for reconnaissance and
prospecting as well as for operating mining leases on government and private land; thus,
they apply wholly to the exploitation of major minerals (except coal and atomic
minerals).

8.14 Rules have also been issued by the State relating to minor minerals in exercise
of powers granted under the Central Act. The Karnataka Minor Mineral Concession
Rules of 1994, which replaced the Karnataka Minor Minerals Concession Rules of 1969,
cover the entire gamut of regulatory and revenue-raising issues for minor minerals. The
revised Karnataka Rules, drafted on the basis of the recommendations made by a Joint
Legislative Committee in 1993, came into effect from 28/5/1994. These Rules relate to
the grant of leases and licences for minor minerals and cover rates of royalty and dead
rent, security deposits and fees, transport permits and penalties (including confiscation)
for statutory violations.

8.15 To handle the divergent granite exploitation policies adopted by States to
respond to the revenue earning possibilities opening up in this area in the eighties and
nineties, the Central government formulated the Granite Conservation and Development
Rules in 1999 by exercising powers under Section 18 of the Mines and Minerals
(Development and Regulation) Act of 1957 for “conservation and systematic
development” of minerals and “protection of the environment by controlling pollution
caused by prospecting or mining operations”. These rules prescribe mechanisms for
prospecting and mining granite within the ambit of formal scientifically formulated
schemes implemented by qualified personnel.

8.16 The cumulative effect of the present legislation is that it is the Central
government which has the right to define “minor” minerals and fix the royalty rates for
major minerals. Leases for critical minerals specified in the Act can only be given with
Central approval-gold, iron ore, manganese and copper are the minerals in this list that
are important from the point of view of Karnataka. Detailed procedural mechanisms
have also been laid down in Central rules relating to minimum lease periods, eligibility
and lease conditions and the like for major minerals to ensure substantial administrative
uniformity across the country. In respect of minor minerals, however, State governments
are authorised to fix royalty and dead rent rates and determine procedures for
exploitation. Revenues from mineral exploitation accrue to States alone. Central royalty
and other ceilings are therefore used to keep the prices of minerals, which are vital inputs
into industry, at competitive and affordable levels. Central control is also exercised on
the number of leases granted for strategic minerals to regulate the manner and speed of
resource exploitation.

General conditions for leases, licences and permits

8.17 Leases, licences and permits can be issued under the Central Act: mining
leases for undertaking mining operations, prospecting licences for exploring, locating or
proving the existence of mineral deposits and reconnaissance permits for preliminary
prospecting through surveys or mapping. The State government is competent to grant



these permissions and extend and rescind them, but in the case of minerals specified in
the First Schedule it has to consult the Centre or take its permission. The minor minerals,
which fall within State control, are mentioned in the Act-they are building stones, gravel,
ordinary clay and sand. The list can be increased by notification by the Central
government, but no notification has been issued so far. Granite, which comes under the
category of building stones, is now a significant revenue earner for many States. There
have been moves to transfer it to the category of major minerals but these have been
stoutly resisted by States. The Granite Conservation and Development Rules of 1999
only stipulate the measures required for environmental protection when granite quarrying
is undertaken. It must also be noted that exploitation of major minerals is described as
mining and that of minor minerals as quarrying. Reconnaissance and prospecting are
done only in respect of major minerals. Leases are given for quarrying on public lands
and licences for operations on private lands.

8.18 The Central Act prescribes, in general, long term lease contracts. Prospecting
and reconnaissance permits can be given only for three years and mining leases for
between 20 to 30 years. State Rules relating to minor minerals prescribe 20 years as the
maximum term for quarrying leases for specified minor minerals with two renewals of 20
years each. For non-specified minor minerals the tenure is 5 years with two renewals of
5 years each. In the case of an industry based on a non-specified minor mineral,
however, the lease could be for 10 years and each renewal for a period of 10 years.
Quarrying leases granted by tender-cum-auction are also limited to 10 years, with two
renewals possible, each of which is limited to the period of the original lease. For
quarrying licences on private land, the maximum tenure is again 10 years, except in the
case of granite, for which it is 20 years.

8.19 To prevent pre-emption of permits without actual exploitation, limits have
been placed on the period within which resource exploitation should be done after a lease
or permit is obtained. The Central Act specifies that leases should not be kept idle for a
period more than 2 years; when this happens, unless specific extensions are sought within
six months, they will be considered to have lapsed. States are also prohibited from
reviving lapsed leases more than twice during the lease period. The Central Rules detail
the reasons which should be taken into account by States for considering extensions and
the time limits and manner in which requests for extensions should be processed. There
are no such restriction in the case of prospecting licences. Under State Rules, more than
a year’s delay in commencement of quarrying after grant of the lease or a year’s break in
quarrying can render the lease liable to cancellation, but there are again provisions for
two relaxations of this requirement. When leases for specified minor minerals are taken
for setting up an industry, the industry must be established within 2 years and there is
provision for a year’s extension.

8.20 There are also provisions to prevent large monopoly operations which do not
apply to government undertakings. The Central Act itself prescribes that a single person
cannot acquire a mining lease for more than ten sq. kms., a prospecting licence for more
than 25 sq. kms and a reconnaissance permit for more than 10000 sq. kms. (5000 sq.
kms.per permit). For specified minor minerals, the State Rules prescribe a maximum
area of 50 acres for established export-oriented granite cutting and polishing units, 40



acres for established or proposed small units and proposed EOUs for cutting and
polishing granite and cooperatives of Scheduled Castes and Tribes or stoneworking
weaker sections and 10 acres for others. For non-specified minor minerals, the limit is 25
acres. The area covered by reconnaissance permits is also progressively reduced with the
passage of time so that there is a distinct incentive to quickly complete reconnaissance
work.

Determination of royalty and fee rates

8.21 Revenue is realised through two sets of fees: royalties and dead rent. Royalties
for major minerals are specified in the Second Schedule of the Central Act and dead rent
(payable when production is not done and royalty not paid) areawise in the Third
Schedule. Present rates of royalties and dead rent for major minerals are given in
Annexure I. There is a progressive move from specific rates to ad valorem royalty rates.
The latter are generally pegged to sale prices of ore at the pithead. For some widely
traded minerals, the royalty rate is tied to international indices like London Metal
Exchange or Bullion Market prices of the final metal; actual royalty payable is based on
the metal content of the ore. Ad valorem rates range from below 1% to 20% (for
gypsum). To enable government to obtain a fair share of the rent derived by the mining
firm from the exploitation of each mineral, the Central Ministry estimates the exploitation
cost using the services of agencies like the Indian Bureau of Mines and determines the
appropriate rate as a percentage of the pithead sale price. Existing procedures which
divide the responsibility for levy of royalty and utilisation of proceeds between the
Centre and the States may not be conducive to effective resource-raising. However, there
may be no better alternative within the federal fiscal structure. It is desirable if
information relating to exploitation costs for different minerals is regularly shared with
States so that the royalty determination logic becomes transparent and scientific. The Act
itself prohibits increase of rates of royalty and dead rent within a period of three years of
their fixation. The present rates apply from 12/9/2000.

8.22 As in the case of motor vehicles regulation, a permanent institutional
mechanism is in place for continuing policy coordination between the Centre and the
States, which also provides for consultation with other interested parties. This is the
Mineral Advisory Council chaired by the Central Minister for Mines, which holds half-
yearly formal meetings. Informal meetings are also convened frequently at the official
level particularly when rates are to be revised every 3 years. Such increases are rarely
postponed although the consultation process takes around 18 months. There is persistent
demand from States for automatic adjustment of royalty rates to inflation, but rate
increases are generally looked at in the context of import prices. The Federation of
Indian Mineral Industries, which is also a member of the Mineral Development Council,
lobbies through this body to keep royalty rates within manageable limits.

8.23 Given the existing statutory position, it would be useful to consider whether
Karnataka is affected from the revenue point of view by the Central ceilings on major
minerals. Although the State is rich in major minerals and stones like gold, silver,
diamond, corundum, garnet, iron ore, limestone and dolomite, asbestos, bauxite, China
clay, chromite, copper ore, manganese, quartz and silica sand, vanadium, talc, clay,
kyanite and magnesite, it was indicated by the Directorate of Mines and Geology that the



principal areas of concern are with regard to iron ore and limestone. Karnataka produces
12 million tones of the former and 10 million of the latter. The royalty for iron ore has
been fixed separately for lumps, fines and concentrates with specific rates graded on iron
content. It was indicated that existing royalty rates are in line with international prices.
Since 75% of the iron ore mined in Karnataka is exported, there are adjustment problems
when international prices fluctuate as the present statute does not provide for changes in
royalty rates within a 3 year period. This can lead to both unintended windfall profits or
erosion of margins for mining companies, neither of which is desirable. A solution which
could be explored to ensure equity as well as stability might be to shift to royalty on ad
valorem basis. This presupposes a reliable international price index to which royalty
rates could be pegged and there is no such index today. A large quantity of the iron ore
mined in Karnataka is by the Central PSU-Kudremukh Iron Ore Company. Ore mined in
the private sector is also canalised through two public sector companies, M.M.T.C. and
N.M.D.C. Administratively, therefore, it should be possible to move to an ad valorem
rate. Exploitation costs could, however, be somewhat inelastic even if the rate of
exploitation can be slowed down and variable costs reduced when prices decline.
Government may, therefore, make an indepth examination of the matter of fixing an ad
valorem royalty rate for iron ore and take up the issue if necessary with the Centre after
building up support from Orissa (the other major State concerned with this issue).

8.24 In the case of limestone, which is principally used in the domestic cement
industry, Karnataka has the second largest deposits after Madhya Pradesh. Local
exploitation is, however, inadequate and the State is a net importer of cement. For
cement grade limestone also, the present royalty rate is specific; Rs. 40 has to be paid for
every tonne that is quarried. The State government could consider conversion of this rate
also to an ad valorem rate and take it up with the Centre after obtaining the support of
other affected States.

8.25 As for minor minerals, existing royalty rates have been laid down in Schedule
2 of the Karnataka Minor Minerals Concession Rules. The present rates date from
28/5/1994. Although they can also be revised every 3 years, there has been no increase
for 7 years. Annexure II gives the current picture and the rate structure in Tamilnadu and
Andhra Pradesh. Rates in these States date from June 1999 and June 2000 respectively.
Rate structure, slabs and incidence vary in respect of both royalty and dead rent among
States.

8.26 In the case of granite, a Granite Development Council was constituted on
15/6/1995 and reconstituted on 24/4/1998. An official subcommittee of this council had
suggested harmonisation of the policies of different States relating to granite and this was
accepted by a conference of State ministers. An official expert committee had then
formulated ceilings for royalty and dead rent, which were accepted by the Council on
18/8/1999. These have now been suggested for implementation for three years with
effect from 2000. The ceilings recommended for royalty on granite are as below:



Rs./cum.

Premium variety (over 70 cms.) 2000
Premium variety (between 30 & 70 cms.) 1000
Premium variety (below 30 cms.) 500
Good variety (over 70 cms.) 1500
Good variety (between 30 & 70 cms.) 750
Good variety (below 30 cms.) 300
Average (over 70 cms.) 1000
Average (between 30 and 70 cms.) 500
Average (below 30 cms.) 200
Waste 25/tonne
8.27 For dead rent, the annual ceiling per hectare for premium varieties is Rs.

40000, for good wvarieties Rs. 30000 and for average varieties Rs. 20000.  These
recommendations are not statutorily binding on the State, since granite continues to be a
minor mineral under the Central Act.

8.28 Dead rent is generally levied on area basis. For major minerals rates/hectare
are low since such minerals are generally mined on extensive basis over large leaseholds.
In the case of minor minerals, the Karnataka schedule is much more differentiated than
that of compared States. Considering current rates in some neighbouring States and
keeping in mind the fact that royalty and dead rent have not been revised in respect of
minor minerals in Karnataka for some time, increases have been proposed at Annexure II.

8.29 Apart from royalties, revenue is also realised from fees and penalties. Since
disaggregated data regarding various components of revenue is not maintained by the
department, it is not possible to readily ascertain revenue realised from these items. The
Mineral Concession Rules of 1960 issued by the Central government prescribe maximum
and minimum fee rates for reconnaissance permits and application fees and security
deposits for reconnaissance permits and mining leases for major minerals. Fees in the
Central Rules date from January 2000. In the case of minor minerals, fees are laid down
in the State Rules. The existing fee structure can be seen at Annexure III. Fees for minor
minerals date from 1994 except in the case of those for survey and demarcation and
transfer of quarrying licences which were revised last year. Keeping this in mind,
further revisions have been proposed for certain items at Annexure III. It is also
recommended that the proposal already made in the Karnataka Mineral Policy to amend
Rule 19(a) of the Rules to permit transfer of leases for minor minerals on payment of
20% of the annual dead rent as premium may be implemented early.

8.30 The present method of reviewing royalty rates for minor minerals is ad hoc
and unstructured, a sea change from the regularity and predictability of the system
operating with regard to major minerals within the Central government. The
Commission believes that it is necessary to streamline the existing mechanism. A
statutory body consisting of officials and experts should be set up to regularly study
quarrying costs and methods in respect of minor minerals. It should suggest appropriate
royalty rates as well as procedural and administrative changes. This will enable the State
to generate revenue in a scientific and environmentally sound manner.



8.31 The Central Act enables Central and State governments to reserve unleased
areas for undertaking mining or prospecting operations through Central and State
government bodies and agencies. After 20/12/1999, however, as per an amendment to
the Act, such operations are liable to the same level of fees prescribed for private persons.
While reserving areas for public sector exploitation, the Central government is required
to consult the State concerned; State governments which go in for such reservation are
required to obtain prior Central approval. In the wake of economic liberalisation, the
Central Act and Rules were amended in 1999-2000 to permit the entry of private
entrepreneurs for reconnaissance and prospecting as well as for exploitation. Earlier,
certain precious metals like gold had been notified for exclusive public sector prospecting
and exploitation. After the Act was amended in December 1999, however, these have
been opened to private entrepreneurs; since they continue in the list of minerals specified
in the First Schedule of the Act, Central government approval of such leases is required.
The major minerals for which there has been substantial public sector exploitation in
Karnataka in the past are gold, silver and iron ore (through Bharat Gold Mines Ltd., Hutti
Gold Mines Ltd., Kudremukh Iron Ore Company and Mysore Minerals). Private
participation is now being encouraged and 4 reconnaissance permits for gold, silver and
diamond were granted last year for an area of 14000 sq. kms. to firms like de Beers.

8.32 A major concern in this area is environmental. The Central government has
the power to restrict grant of leases and reconnaissance and prospecting licences for
environmental reasons in respect of major minerals and the State government in respect
of minor minerals. The Forest Conservation Act of 1980 provides for regulating mining
in forest areas. After a Supreme Court decision of 12/12/1996, mining in forest areas has
been subject to stringent clearances from the Forest department. Rule 8(2) of the
Karnataka Rules of 1994 do not permit quarrying leases to be granted in forest lands to
private persons. This is in line with the recommendations of the Joint Legislature
Committee which considered granite quarrying before the Rules were amended. In
today’s liberalised environment there may be a case for reconsidering this decision, but
only in the context of strict regulation of quarrying operations by the forest and mines
and minerals department. The Central Granite Development Rules also provide
environmental protection by stipulating quarrying on the basis of approved mining plans
using qualified personnel. The environmental issue has again surfaced in the context of
the renewal of the mining lease given to Kudremukh Iron Ore Company in the Western
Ghats area of Chikmagalur district.

8.33 Another ticklish issue relates to the definition of mining as non-agricultural
activity. If mining is treated as non-agricultural, agricultural land used for mining would
have to be converted under the relevant provisions of the Land Revenue Act and Rules.
Unless special concessional rates are laid down, this could even become an exorbitant
levy. In addition, by a saving clause under Section 70 of the Karnataka Land Revenue
Act of 1964, pattedars in old Mysore and old Madras area are outside the purview of the
Karnataka Minor Minerals Concession Rules in respect of sub-soil minerals like granite if
mining is done without creating a lease (except for provisions relating to the transport of
granite). This has been confirmed by the High Court of Karnataka in State of Karnataka



vs. Dundamada Shetty (ILR 1993 Kar 2605). As a result, an inequitous situation has
been created and there is considerable revenue loss for government. There is a strong
case for amending the Land Revenue Act to introduce a reasonable conversion fee for
mining on agricultural land and dropping the saving clause of Section 70.

i’enalties

8.34 Apart from determining the penalty for undertaking prospecting, mining and
transport of minerals without permit and providing for compounding as well as
confiscation of vehicles and tools used for unauthorised extraction and transport and
minerals unauthorisedly extracted or transported, the Act also fixes the maximum penalty
that can be laid down under rules issued under the Act by the Centre as well as the States.
(Rs. 5000 and/or a year’s imprisonment for the first offence and an additional Rs.
500/day for offences that continue after conviction). Details of penalties prescribed
under the Central Act and Central and State Rules are given at Annexure I'V.

8.35 A proposal has already been made in the Karnataka Mineral Policy to permit a
three month extension for exploitation of a mining lease beyond the mandatory period of
45 days and charge a penalty of 9% of the annual dead rent for every month of delay or
part. This is yet to be implemented.

Administration and evasion

8.36 Under Rule 36 of the State Rules, dead rent is payable in advance every six
months. Both royalty and dead rent are expected to be collected before minerals are
removed or transported. Illegal transportation is detected through check posts and by
using a mobile squad. 90 days time is given for payment of dues after which a notice is
issued; if they remain unpaid for a further two months, the security deposit is forfeited.
Interest at 15% is also charged on amounts overdue beyond a period of 60 days. It was
indicated by the department that evasion is controlled in respect of limestone which is
used principally in cement factories by laying down a conversion ratio in cement
factories which have not installed weighing machines. However, the prescribed ratio is
now under dispute and the matter has been referred to the National Council for Cement
and Building Materials Research for a detailed spot study. This must be expedited. In
the case of iron ore, since sales are made by or through public sector undertakings it is
expected that evasion is negligible.

8.37 Several administrative improvements have been contemplated in the Karnataka
Mineral Policy brought out by the government in 2000, including single window
clearance and escort services for foreign investors and collaborators, inventorying and
mapping mineral wealth and disseminating technical and administrative information to
users, streamlining exploitation by consolidating leases, reviving idle leases, upgrading
technology etc. and generating awareness of environmental concerns.  Specific
administrative mechanisms applicable to granite include disposal of lease applications
within three months and self-assessment of granite for the issue of transport permits.
Suggestions for simplification of procedures have also been made with reference to
prospecting licences, renewal and transfer of mining leases, agreements, lease registration



and interaction between the department and industry. The department may ensure that
these recommendations are fully implemented.
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Annexure I

ROYALTY AND DEAD RENT RATES

(Rs.for specific duties)

Agate 10% of sale price

Apatite: 5% of sale price

Rock phosphate:

-over 25% P205 11% of sale price

-below 25% P205 5% of sale price

Asbestos:

-chrysotile 726/tonne

-amphibole 35/tonne

Barytes 5.5% of sale price

Bauxite .35% of London Metal Ex-

change aluminium metal
price on content in ore

[lmenite, rutile & zircon

2% of sale price

Cadmium 10 % of sale price
Calcite 15% of sale price
China clay:

-crude 21/tonne
-processed 75/tonne
Chromite 7.5% of sale price

Copper concentrate

3.2% of London Metal Exc-
hange price on content of

ore
Corundum 10% of sale price
Diamond 10% of sale price
Dolomite 40/tonne
Feldspar 10% of sale price
Fireclay 12% of sale price
Fluorspar: 5% of sale price
Garnet:

-abrasive 3% of sale price
-gem 10% of sale price

Gold:




-primary 1.5% of London Bullion
Market Association price
on gold content

-by-product 2.5% of London Bullion
Market Association price
on gold content

Graphite:

-above 80% fixed carbon [225/tonne

-40% to 80% fixed carbon|130/tonne

-below 40% fixed carbon |50/tonne

Gypsum 20% of sale price

Iron ore:

-lumps:

--above 65% iron 24.5/tonne

--62% to 65% iron 14.5/tonne

--60% to 62% iron 10/tonne

--below 60% iron 7/tonne

-fines:

--above 65% iron 17/tonne

--62% to 65% iron 10/tonne

--below 62% iron 7/tonne

-concentrates below 40%

iron 3/tonne

Kyanite 10% of sale price

Lead 5% of LME price on con-
tent of ore

Limestone:

-L.D. grade 50/tonne

-others 40/tonne

Lime kankar 40/tonne

Magnesite 3% of sale price

Manganese ore:

-ores 3% of sale price
-concentrates 1% of sale price

Mica 4% of sale price

Monazite 125/tonne

Nickel .12% of LME price charg-

on content in ore

Ochre

12/tonne




Pyrites

2% of sale price

-primary silver

Pyrophyllite 15% of sale price

Quartz, silica, moulding

sand & quartzite 15/tonne

Ruby 10% of sale price

Selenite 10% of sale price

Sillimanite 2.5% of sale price

Silver:

-byproduct 5% of LME price on
production

5% of LME price charged
on content in ore

Slate

40/tonne

Talc, steatite, soapstone:

15% of sale price

Tin

5% of LME price charged
on ore content

Tungsten

20/unit % of WO3 content
per tonne of ore on pro
rata basis

Uranium

5 for dry ore with U308
content of .05% with pro
rata increase/decrease of
1.5/mt.of ore for .01%
increase/decrease

'Vermiculite

3% of sale price

Zinc

6.6% of LME price charg-
ed on ore content

Other minerals

10% of sale price

DEAD RENT RATES (per hectare)

2nd to 5th year | 6th to 10th year|11th year and afterwards
Up to 50 hectares 70 140 200
50 to 100 hectares 100 200 280
Over 100 hectares 140 230 350
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ROYALTY AND DEAD RENT RATES FOR MINOR MINERALS

Royalty-Karnataka Proposed Tamilnadu Andhra Pradesh
(Rs.) change

Black granite: 2500/cum. 2000, 1000 & 500 for size

-in Mysore district 2000/cum. 2500/cum. above 70cms., between 30

-in other districts 1500/cum. 2000/cum. & 70 cms.& below 30 cms
respectively for Prakash,
Khammam & Warangal dts.

Other dyke rock varieties  |1000/cum. 1500/cum. 1500, 750 & 300 resp. for

Pink and red granite: 1500/cum.for other granite |blue granite in Srikakulam&

-in Hungund, Badami and red and black granite in Up-

Kushtagi taluks 2000/cum. amangalur in Prakasam dt.

-in other districts 1000/cum. 1000,500 & 200 for others

Fine grey granite 1500/cum. 33/cmt.for granite waste

Other grey granite 600/cum. 800/cum.

Quartzite & sandstone used

as ornamental stone 500/cum. 700/cum.

Marble or crystalline lime-

stone 100/cum. 1000/cum. 60/cmt.

Bentonite 85/tonne 100/tonne 60/tonne

Fuller's earth 80/tonne 100/tonne do.




Shahabad stone 30/10 sq. ms. 40/10 sq. ms

Non-cement limestone 15/tonne 6/sq.mt.or 80/mt.whichev-

Other limestone 25/tonne 40/tonne er is higher for non-black
limestone and 3 or 40 resp
for black

Ordinary building stone 10/tonne 10/tonne  |5/10 cft.for rough stone,7 |33/cmt.

for jelly, 3.5 for laterite

Limeshell 25/tonne 15 for 10 cft. cartload for |40/mt.for limeshell& as in

Lime kankar 10/tonne 15/tonne limeshell, limestone&kankar|Central Act for others

Agate, chalcedony, flint 70/tonne 70/tonne |23 for 10 cft.cartload 30/tonne for chalcedony

Sand: 6.5 for 10 cft.cartload 30/cmt.

-in Bangalore, Mysore and

South Kanara districts 25/tonne 25/tonne

-in Belgaum, Dharwar and

Gulbarga districts 20/tonne 15/tonne

-in other districts 15/tonne

Brick earth or tile clay 3 for 10 cft.cartload. 3500/kiln up to 1lakh items
per year

Steatite and sandstone used 6 for 10 cft.cartload

for household utensils 3/tonne 3/tonne

Murram 2/tonne 3/tonne 13/cmt.

Other minor minerals

25% of pithead sale value

20% of pithead sale value

Waste rock from stone
quarry

100/tonne or 300/cum.

40/tonne for mosaic chips

Irregular waste rock

10/tonne

10/tonne

33/cmt.for boulders, 13 for




Waste rock from Shahabad

shingle,75/tonne for shale &

quarry 10/tonne slate, 13/tonne for Rehmati
Finished kerbstone larger

than 30 cms.on each face  |80/mt. 40/mt.

DEAD RENT Karnataka Proposed Tamilnadu Andhra Pradesh
(Rs.) change

Building stone, felsite, quar- 200/hectare for granite 20000/ha.for limestone,bui
tzite, sandstone, marble, cr- and 100 for others lding stone,marble,boulders
ystalline limestone, bentoni- shale, slate, mosaic chips,
te and Fuller's earth 15000 bentonite & Fuller's earth
Shahabad stone and non- 10000for other non-granite
cement limestone 6000 items, 40000 for premium
Lime shell, lime kankar, grade granite, 30000 for
agate and chalcedony 5000 good granite and 20000 for
Building stone in: average granite
-Bangalore, Mysore and

South Kanara districts 3500

-Belgaum, Dharwar and

Gulbarga districts 3000 3000

-in other districts 2500

Sandstone for making hou-

sehold articles 2000

Sand 1000 1500

Murram 500 700




Brick and tile clay and
steatite used for making
household articles

100

150

Other minor minerals

1000
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FEES CHARGED FOR MINERAL EXPLOITATION

Fee Statute (Proposed
changes
Application for reconnaissance permit Rs. 5/ sq. km. Central Rules
Reconnaissance permit fee Between Rs. 5& [Do.
Rs. 20/sq. km.
Security deposit for reconnaissance Rs. 20/sq. km.  |Do.
Fee payable to private person for prospecting 50 ps to Rs.5/
hectare/year
Application for prospecting licence Rs. 50 for first
sq. km. & Rs.10
per addl.sq. km.
Application for grant or renewal of mining lease for major [Rs. 500 Do.
mineral
Security deposit for mining lease for major mineral Rs. 1000 Do.
Application for grant or renewal of quarrying lease for Rs. 2000 State Rules 5000
specified minor mineral
Security deposit for grant or renewal of quarrying lease forRs. 5000/acre Do 10000
specified minor mineral
Fee for survey & demarcation of area for quarrying lease |Rs. 500/acre Do




for specified minor mineral

Processing fee for transfer of quarrying lease for specified [Rs. 1000 Do 5000
minor mineral

Application for grant or renewal of quarrying lease for Rs. 1000 Do 2000
non-specified minor mineral

Security deposit for grant or renewal of quarrying lease for[Rs. 2000/acre 5000/acre
non-specified minor mineral

Fee for survey & demarcation of area for quarrying lease |Rs. 300/acre

for non-specified minor mineral

Registration fee for tender-cum-auctions of quarrying Rs. 500

leases

Earnest money deposit for tender-cum-auctions of A year's dead rent

quarrying leases

Fee for survey & demarcation of area for quarrying licence|Rs. 500/acre

Fee for transfer of quarrying licence Rs. 5000/acre

Fee for revision application Rs. 300 500
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PENALTIES & FINES

Offence

Penalty

Statute

Mining operation & transport of minerals without permit

Rs. 25000 and/or 2 year imprisonment
seizure & confiscation of vehicle,
equipment & mineral

Act

'Violation of conditions of minor minerals rules & leases

Rs. 2000 for non-specified minerals &
Rs. 10000 for others if violation not
remedied within 30 days & determin-
ation of lease/licence

State Rules

Interest rate on overdue amounts

15% simple interest after 60 days

Renewal of transport permit

5% of royalty/day from date of expiry
to date of application for renewal

Failure to produce valid transport permit at check post

5 times royalty

Transporting minor minerals without permit

Rs. 5000 &/or 1 year imprisonment
& additional fine of Rs. 500/day for
continuing offence

Do

Quarrying without or against licence/permit

1 year imprisonment or fine of Rs.500
per day of continuance of offence

Security deposit for return of seized minerals & documents

ending enquiry

5 times royalty
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