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Thecoa sector hashugerevenue potentia. 1t providesagood revenue baseto thecoa producing
states. The Plan document (Ninth Plan) emphasi sesthe need to examinetheimportant non-tax source,
namely, royalty on coal to augment therevenuesof the coal-rich backward states.

No research study isavailable on the above subject. However, the Commission on Centre-State
Relations(SarkariaCommittee) had rai sed important issuesrel ating to coad and other minerd royalties.
Therewere study teams appointed to look into the coal royalty by the Department of Coal. Most of
thesereportsareconfidential.

The present study attemptstofill thegap.
Objectives

Toexaminethe prevailing system of coal roydty inIndiaand therationaleof fixing andrevising
royaty rates,

Toandysetherevenueimplicationsof revison of royalty and the methods of fixing the quantum of
royalty and itsrate on state finances,

To examinetheeffect of royalty onthepricesof coal, performance of the coal companies, mgjor
coal consuming firms, exportsand importsof coal; and

To suggest policy measuresneeded to rationaisethe coal royalty policy of India

Cod belongsto the states. However the price of coal and theroyalty ratesarefixed by the central
government. Royalty isanimportant source of non-tax revenue of thecoal producing states.

Royalty Issuesin India

In chapter 1 variousissues pertaining to royalty on coal areraised both from the angle of coal
producing statesand from the angle of the central government. Royalty accruesto the states but the
central government fixestheroyalty rate, mode and frequency of itsrevision. Thestate governments
collect and appropriateroyalty. The study bringsforth that royalty isanimportant source of non-tax
revenueto the coa producing states. The categorisation of coal, ratesof royalty, periodicity of revison
of royalty rates, and basis of royalty influence the quantum of revenue accruing to the states. Thus,
revenuefrom royalty to the states depends upon the policies pursued by the central government.

Chapter 2 brings out that the coal sector contributesto the Centre and the States not only royalty
but dso revenuethrough variousother levies, freight and by contributing to thetherma power production
sector. Thereareseverd levieslikesalestax, CST, royalty-linked cess, Stowing Excise Duties; revenue
mobilisation through environment protection measures, and so on. Royalty accountsfor about 60 per



cent of revenue mobilised by various statesfrom coal. Thefinal landed price of cod isinfluenced not
only by changesintheroyalty rates but also by other levies, which account for 40 per cent of the
revenue accruing tothe statesfrom cod .

In chapter 3 policiesrelating to royaty and cessareexamined in detail. The study showsthat the
royalty rates have not changed very frequently. They wererevised only four timesduring the past 27
years. Sodsotheroyalty ratesfor lignite remained unchanged for long. It washeld that royalty rateon
lignite should belinked with royalty rates on the grades of non-coking coal of equivalent heat value.

Chapter 4, which highlightstherevenueimplicationsof cod royaty, findsthat royalty asasource
of revenueto thecod producing statesislosing itsimportance since nationalization of coa-minesinthe
year 1971. Royadty isnot linked to thepriceof coa. Sinceit remainsunrevised for long itscontribution
falsinrea termsand also asapercentage of coa price. Royalty revenueimprovesonly intheyears
whentheratesarerevised. Royalty as percentage of SDP and staterevenueisonthedecline. There
have been frequent upward changesin the basic price of coal but theroyalty ratesremained stagnant
forlong.

Non-revison of roydty ratesfor many yearsleadsto declineinthered royalty incomeof the states
mainly duetoincreaseintheinflationrate. States|ose about Rs.250 to Rs.300 croresevery year when
royalty isbased on production but theratesremain static for long. Theroyalty ratesalso differ from
onegradetotheother. Thereisnorationd basisfor fixing royaty by grade. It was observed that while
for low-grade coal royalty ishigh, for high-grade cod itisless. Stateswith higher gradecod, e.g., ‘E’
grade, get the sameroyalty asstateswithinferior ‘G’ grade coal.

In chapter 5 economicimpact of royalty on coal isassessed. The Centrearguesthat ariseinthe
price of coa duetoincreaseintheroyalty rates makesthe domestic coal industry loseits market.
However, the present study refutesthisargument. Thefina landed price of cod isinfluenced moreby
thepit head price of coa and railway freight rather than by royalty.

Thecoal producing statesrightly feel that the coa pricesarefrequently increased to benefit the
companiesand the Central Government.

Keepinginmind thedefinition of roydty, it will berationa to de-link royaty fromthe performance
of thecoal companies.

Ascod supply islessthan thedemand anditislikely that the gap will increasefurther inthecoming
decade, import of cod isnot going to adversely affect the domestic coa market.

The study bringsforth that the royalty rates are fixed on ad hoc basis without any economic
rationale. Several apprehensionsabout the adverseimpact of increasein theratesof royalty onthe
final consumer prices of coal consuming products, on domestic coal’s competitiveness, on coal
production, on exportsand importsdo not get any logical support.

Theroyalty oncoa should not belinked with the competitivenessof thecoa industry. Royalty is
fixed through an agreement between thelessor and thelessee. Asper the agreement, whether thecoal



producing company hasprofit or lossor isinaposition to competewith imported coal, royalty hasto
bepaidtothelessor. It will berationa to de-link royalty from the performance of the coal companies.

The study supportsthe claims of the coal producing states. Coal producing states have been
Inggting ontwo generd issues, (i) frequency intherevisonof roydty ratesand (i) fixing theratesonad
valorembasis. Similarly thereisacasefor shifting specific royalty on coa to ad valoremroyalty to
avoid erosion of the coa resource base of the statesinreal terms. Thereare severa gradesand types
of cod andtheroyalty ratesdiffer from one category tothe other. Ligniteratesare different from coal
rates. SCCL ratesdiffer from CIL rates. Royalty ratesdiffer from Stateto Statelikein Meghalayaand
West Bengdl. Thereisneedto reform the system and to smplify and rationaise coa royalty inIndia

Hence, it may be concluded that thereisaneed to reform theroyaty system and deriverational
rates of royalty, which can provide a stable source of incometo the coal producing stateswithout
distorting the consumer preferences, domestic coal market and exportsand imports.

Policy Recommendations

Inorder toarriveat arationa royaty system, itisimportant to choosetheroyalty base properly. It
isalsoimportant to determinethelevel of royaty revenuethat can be mobilised without atering the
economic decisions of the consumersand producersof coal. Theroyalty needsto be based onthe
vaueof cod produced rather than onthe quantum of production. Thisnecessitates changing over from
theexigtingroydty system, which fixestherateof royalty on per ton basistotheval ueof coa production.

Reformswithin the Existing L egislation

If theexisting system of royalty, whereinroyalty rateisbased onthe quantity i.e. on per ton basis
andisreviewed not beforethree years, thefoll owing questions should be answered whiletaking steps
torationdisetheroyaty system:

How much revenue should be mobilised through roya ty? Different states have suggested different
percentages of royalty ranging from20 per cent to 20 per cent. Some States supported royalty to beon
aper ton basisand suggested rates varying between Rs.6 per ton and Rs.20 per ton. However while
fixing therate of royaty the burden of other levieson coal, the pit head price and thefreight charges
need to be bornein mind.

Increaseintherate of royalty and increasein therevenuefromroyalty should belinked with the
growth rate of GDP coming fromthefuel and mineral sector (Gwy) and withtherateof inflation (Pr).
The benefit from the value added by thefuel and mineral sector to the GDP should also benefit the
coal-producing sector. Hence, whilefixing thetarget for revenue mohilisation, the expected growth of
GDPthroughthecoal (fuel) sector should be considered. Thefuturerevenueto be mobilised should
asotakeinto account theinflationary rate.



Ad Valorem Ratesof Royalty on Coal and Lignite

Thesecond dternativeisto smplify thecoa royalty system by makingit ad valorem. Theroyaty
rateson cod al over theworld except in Indiaand the Australian State of New South Walesareon ad
vaorembasis.

If ad valorem basisisadopted, therewould not be any need to keep six groupsof cod, asin
the present arrangement. Oneoption wasto have two groups, coking and non-coking coas. However,
it may benoted that at present, A & B gradesof non-coking coa areincludedin Group Il ong with
coking coalsof Washery Grades || and |11 and semi-coking coalsof Grades| and 1. Similarly, C
grade of non-cokingisincluded in-group I aong with coking coal Washery GradelV. Keepingin
view these existing arrangements, there can betwo ratesof cod royalty 20 per cent royalty rate on ad
valorem basison Group | coalsand 15 per cent on ad valorem basison Group |1 coals.

Switching over to ad valorem system has severa advantages, especialy now whenthe country is
contemplating adopting Value Added Tax system. All indirect commodity taxeswill bebased onthe
concept of Valued Added. Hence, if royalty isa so based on the concept of ad vaoremit will strengthen
theeconomy.

Ad vaorem based royaty hasthe advantage of smplifying theroyalty system. Therewill be, a the
most, two rates, one for coking and the other for non-coking coal. Thiswill stop the practice of
recording thesaleof high-grade cod under the category of low-grade cod . Eventheestimation procedure
becomesvery simple. Thereisno need for the statesto keep requesting the Centreto revisethe
roydty rates. Thead valorem based royalty hasbuilt inflexibility and asand when the price of coa
increasestherevenuefromroyalty alsoincreases. The Centre canreview thead valoremrateoncein
fiveyearsand can re-fix the share of the states.

Cong dering theadvantages of theroyalty system based on ad valorem principle, itishightimethat
the Centretook adefinite measureto switchover tothissystem. However, thereisneed to examine
therationa ebehind fixing theroyaty amount and rate of royalty in ascientific manner. Therate should
beneutrd to thedecisonsof theeconomic agents. A systemthat issmpleand transparent and facilitates
estimation of thequantum of roydty isdesirablefor the country.



