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Depletion Allowance in Coal Industry 
A B Ghosh 

Increasing costs of coal-bearing properties and the urgency of encouraging mechanisation of mines justify the 
granting of depletion allowance on cost-basis for all acquisitions of coal hearing lands after a fixed date, 

The problem of depletion allowance does not exist for properties held on payment of a periodical rent by the 
operator of the mine. Where, however, the operator has proprietory rights acquired at a cost, the urgency of the 
need for depletion allowance depends on the magnitude of the cost relative to the extracted plus unextracted quantity 
of coal. 

The older proprietors, having acquired their collieries from zamindars at prices extremely low considering 
the extent of the reserves, did not feel the burden of acquisition. But recent proprietors or even older ones attempting 
expansion through new purchases with a view to mechanisation, have a sound case for being grunted depletion allow
ance. 

Implementation of any scheme for grant of depletion allowance, however, would depend on a satisfactory solu
tion of the problem of eliminating intermediaries. 

DEPRECIABLE assets can be of 
four types, viz, (a) inherently 

wasting material assets on which lab
our and capital had been invested (e g,  
a machine), (b) inherently wasting ma
terial assets consisting of natural re
sources only (e g, a mineral area); (c) 
wasting rights to material assets which 
did not themselves waste (e g, leases 
of land); and (d) wasting rights to 'im
material' assets which might themselves 
be of limited duration (e g, patent 
rights).1 A manufacturing industry is 
interested in the first type. The pro
prietor of a coal mine is interested also 
in the second type which gives rise to 
the demand for depletion allowance. 

The case for depletion allowance can 
be broadly stated as follows: Given the 
demand schedule for a manufactured 
product, the production unit has, more 
or less, a perpetual life; for, the plant 
and equipment can be reproduced at 
the end of the appropriate period of 
time through the investment of the 
depreciation reserve built up during the 
period by the annual deductible charge 
to revenues permitted by the Tax 
Authorities. For a coal mine, however, 
recapture of the value of building and 
equipment at the end of an appropriate 
period of time through the permitted 
depreciation reserves accumulated over 
a period, does not help perpetuation of 
the production unit, with a given de
mand schedule, as the main asset, the 
mine, is a wasting asset of type (b) 
above.2 Unless, therefore, investment 
in coal mines us such is permitted as 
a deductible item for income tax pur
poses, the investor in coat mining is 

-discriminated against compared to the 
investor in a manufacturing industry. 
The claim is therefore put forward that 
the actual cost of acquiring a coal mine 
be charged to revenue over a period 
of time in the form of depletion allow
ance that would have the same rela

tion with type (b) wasting asset as exists 
between depreciation allowance and 
type (a) wasting asset.3 

The above may be elaborated. A 
depreciation reserve provides for the 
replacement of capital assets of parti
cular categories (emphasising the real 
capital aspect) when demand for the 
product is constant, and for diversion 
of productive resources when demand 
for the product changes (emphasising 
the finance capital aspect). Provision of 
depreciation allowance4 by Tax Autho
rities to arrive at the assessable income 
looks after the above aspects in the 
case of reproducible capital assets i e 
type (a) wasting asset in any economy 
whether comprising of public sector 
only (that has acquired the asset with 
or without compensation payment) or a 
mix of public and private sectors. 

Depreciation and Depletion 
In the case of irreproducible or irre

placeable assets, e g, a coal mine, de
pletion reserve provides not for the real 
capital aspect but for the finance capital 
aspect mentioned above whether the 
mines come to the possession of the 
public or the private sector with or 
without compensation payment, 

The fundamental distinction between 
depreciation and depiction allowance is 
that "the factors of expiration of time, 
natural decay, wear and tear, and obso
lescence, which are so prominent in 
considering the question of depreciation 
of industrial plant are absent" in the 
case of a mine; "for, in the case of the 
mass or source of natural raw material 
and of land intended for sale, the only 
question for consideration is the pro
portion which the annual depletion of 
the mass bears to the whole mass 
(known or estimated) which originally 
represented the capital outlay". 

This distinction while oddly pointing 
to a common problem of all wasting 

assets, viz, the problem of valuation, 
emphasises the special difficulties in the 
case of mines owing to the uncertainty 
of measuring the magnitude of the 
mineral bed inside the earth's crust. 
This is minimised where the cost of ac
quiring the mine reflects its bedded 
store of minerals. It is no doubt im
possible "to determine with accuracy 
the proportion which the annual waste 
taking place in the properly of Collie
ries, mines etc bears to the total cost 
of such property. It is, however, always 
possible to obtain sufficient data to fix 
the value of such property for selling 
purposes; and this is generally done 
by means of estimates of the total num
ber of tons of ore contained in the 
mi ties, the assay value per ton, and the 
cost per ton of raising, smelting and 
marketing, from which data a capital 
value is fixed, which is considered by 
the purchasers safe and sound enough 
to justify them in risking their capital 
in the venture".6 

Denial of depletion allowance gives 
rise to an anomaly where a colliery is 
worked on a royalty basis. The U K 
Royal Commission on Taxation of Pro
fits and Income (1955) pointed this out 
in the following : 

" I f a mineral area is worked on a 
royalty basis, so that the right of 
ownership of the minerals is acquired 
by annual "payments, the royalties 
are in effect, recognized as a charge 
against taxable profits, either by be
ing treated as a deductible expense 
or by being treated as the subject of 
tax recoupment against the recipient. 
They are taxable income of the rece-
pient. Yet, if a mineral area is ac
quired by outright purchase and then 
worked, exactly the same practical 
operations take place. The mineral 
extracted is the raw material of the 
mining venture, it is extracted and 
sold, or extracted and pro-
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duced and sold, and the proceeds 
of what is sold are in part the ope
rator's price for what he himself has 
bought. But under the present system 
(in U K)7 the gross proceeds of his 
sales have to be brought into the 
account of his profits without allow
ance for the cost of acquiring, what 
is, in effect, his stock" (Para 431). 

In both cases the colliery wil l come 
to an end, "and, therefore, each annual 
revenue account, containing revenue 
produced by the sale of that product, 
must be charged with a proportion of 
the cost of the property before there 
can be any profit for the year."8 

Although, as noted above, coal bear
ing property can claim depletion al
lowance mainly from the finance capital 
aspect, there is here a real capital as
pect also, issuing out of the problem of 
conservation of natural resources. The 
obligation to conserve resources for 
future generations introduces the inter
temporal social opportunity cost which 
necessitates a mark-up of price to re
duce present consumption. This mark
up takes care of at least the interest 
on unauthorised portion of the asset.'' 

There are three methods of calculat
ing depletion allowance viz cost method, 
percentage method and discovery me
thod. The cost method is comparable 
to the unit of production method of 
calculating depreciation allowance. The 
total cost to he written off is divided 
by the estimated number of units of 
the unextracted mineral to determine 
the charge per unit. Where, however, 
the basis is not. cost but fair market 
value on some date, the valuation pro
blem is much more complicated and 
controversial than that of a building, 
machinery or equipment. Under the 
percentage method a percentage of 
the gross income from the coal bearing 
property is deducted during the taxable 
year. Computation under the discovery 
method "is similar to the computation 
under the cost method, except that, the 
basis is the fair market value at the 
date of the discovery of the mineral by 
the taxpayer,"10 or within a specified 
number of days thereafter. (See also 
Section I I I Para 5 below). 

When depletion allowance is permit
ted by Tax Authorities, financial posi
tion of the production unit is improv
ed through enhancement of its ability 
to increase its investible resources both 
internally and externally.11 In U S A 
depletion allowances are a major com
ponent of internal financing in mining. 
Taking mining and manufacturing com
panies together, depletion accruals have, 

in recent years, amounted to approxi
mately 29 per cent of the total amount 
of depreciation and depletion accruals 
and approximately 15 per cent of gross 
internal financing.12 

It is sometimes contended that share
holders in mining concerns often pre
fer to take their proportion of surplus 
profits in the form of dividends and 
make their own arrangement for depre
ciation. Even if this were true, it is 
not clear why this concession should 
be granted to shareholders in mining 
concerns only and leave the consump
tion of capital resources to their choice. 
In fact, the case for depletion allow
ance, as noted earlier, rests not only on 
the need to distinguish between capital 
and revenue and to avoid payment of 
tax by mining concerns on capital as 
well as income but also to prevent 
capital consumption. 

I I 
A depiction allowance is permitted 

by governments of most of the indus
trially advanced countries in their min
ing taxation structure,13 with the ex
ception of United Kingdom. Yet a fuller 
treatment of U K's case is quite relevant 
owing to the traditional influence of her 
economic thinking and practice on of
ficial thought and policy in India. The 
Colwyn Committee in 1920 had dispos
ed of the claim for depletion allowance 
as follows: " I f the proprietor of a mine 
that produces an income of £5000 a 
year is to be granted an allowance suf
ficient to enable him to replace his 
capital when the mine is exhausted, ii 
would be inequitable to refuse an ana
logous allowance in respect of the ini
tial capital invested in the education 
and training of a lawyer or surgeon or 
workman whose earning power is pos
sibly of a shorter duration than the 
life of the mine". (Para 182). The 
strength of this plea has considerably 
diminished since by the gradual accept
ance of the latter idea though not to 
the fullest extent. Kaldor says, " In some 
countries (particularly. I believe, in 
some of the Scandinavian countries), an 
attempt has been made to widen the 
range of expenses allowed for an em
ployee so as to embrace expenses in
curred for the general maintenance of 
earning capacity".14 Yet, it was only as 
late as 1949 that U K conceded a de
pletion allowance to purchases of only 
overseas mineral rights by U K citizens. 

The U K Royal Commission on the 
Taxation of Profits and Income (1955) 
recommended depletion allowance in 
respect of the acquisition of mineral 
rights or areas in future for sums paid 
only after the introduction of the 

scheme the basis of "relief being the 
actual monetary cost less any residual 
value of the land at the close of work-
ing". They rejected the suggestions 
made by some witnesses to the effect 
that, "(a) depletion allowances should 
take the form of a fixed percentage of 
gross income or profit, irrespective of 
the money actually spent on acquisition 
on the lines of various schemes which 
they cited as appearing in the tax code 
of the U S A, Canada, Southern Rho
desia and other territories; or (b) that 
a depletion allowance in respect of cost 
should be capable of free acceleration at 
the option of the mine operator", be
cause they did not consider that "the 
circumstances of a mining venture are 
sufficiently peculiar to warrant its oper
ator being granted a form of deprecia
tion allowance which is of a different 
nature from that granted to the rest of 
industry and commerce under our sys
tem" (Para 445). 

Considering a familiar argument 
against the grant of depletion allowance 
that " i f an allowance for depletion is 
given to the mineral venture, then un
less the money received by the vendor 
is charged to tax there will be a con
traction of the tax base, and a loss of 
the tax which ought not to be allowed 
in the interests of revenue", (Para 437), 
they pointed out in reply that it will be 
an impossible rule to say that a pay
ment by one person cannot be allowed 
as a deduction unless it can be taxed as 
a receipt of another and maintained that 
the argument is based on. the assump
tion "that there is in the country a tax-
able fund of 'economic' income attribut
able to the capital represented by the 
assets of industry and commerce as a 
whole and that this fund ought not to 
be affected by allowance for any sums 
paid by individual taxpayers for the ac
quisition of natural resources upon the 
creation of which neither labour nor 
materials have been expended". (Para 
439). Stressing the impossibility of en
suring that the tax allowance permitted 
to one would be exactly equal TO the 
tax imposed upon another they rightly 
state that, "No doubt there lies behind 
the theory of the Max base a real mis
giving that, if a mining venture is allow-
ed a depletion allowance in respect of 
the cost of its mineral area inflated 
sums wil l be paid as the price of acqui
sition. But it does not seem to us that 
this danger ought to be averted by the 
process of attributing an unreal profit 
to the operator of the mine. There 
would be no difficulty in making special 
provision for collusive sales . . . . But 
this affords no valid reason for main
taining a rule that computes the tax-
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able profits of a mining venture upon 
a basis which declines to recognise an 
obvious element of cost" (Para 440). 
Characterising as dogmatic the assertion 
that the granting of a depletion allow
ance to the purchaser of a coal mine 
wi l l merely result in a higher price 
"protanto being exigible by the vendor" 
that asserted that "actual transactions 
of purchase and sale do not arrange 
themselves as neatly as this . . . . . . and 
since we do not look upon the vendor's 
receipt as being naturally taxable as in
come we are not disposed in any event 
to favour a distorted method of taxing 
the purchaser's profits in order to do 
indirectly what we do not wish to see 
done directly". (Para 444). 

lnspite of the strong support for de
pletion allowance given by the 1955 
Royal Commission in U K, the coal in
dustry there is not permitted this al
lowance. (See Section I I I Para 5 be
low). However, "an initial deduction 
of 20% is allowed with respect to the 
cost of the construction of mining facil
ities which are likely to be of little 
value at the time when the mineral de
posit is exhausted or abandoned. There 
is also an investment allowance of 20% 
for new expenditure incurred after 
April 7, 1959. The two may be claim
ed in respect of the same expenditure. 
For winning access to mineral and oil 
deposits annual allowances in the nature 
of depreciation allowance are granted 
for expenditures on exploration and 
testing". (Taxation in U K World Tax 
Series, Harvard Law School 1957. 
Pages 295-296). The similarity between 
the British and the Indian system wil l 
be evident from below. 

I l l 
Indian mining industry's case for 

special treatment regarding depreciation 
and depletion allowance was consider
ed by the Taxation Enquiry Commis
sion (1953-54). They recommended some 
concessions to minerals of the non-bed
ded variety (Vol I I , Page 93). 

Mining operations involve expendi
ture of the following types, e g (1) ex
penditure on the acquisition of the 
mineral property; (2) preliminary ex
penditure on exploration; (3) expendi
ture on development after exploration; 
and (4) expenditure on buildings, ma
chinery, plant etc other than those in
cluded in (2) and (3) above. 

The first type of expenditure consists 
of (a) dead rent and surface rent for 
the surface area used which is usually 
payable annually, (b) royalty payable 
periodically, and (c) a capital sum in 
lieu of or in addition to. royalty, in the 
form of a premium on lease or of sala
mi (TEC Vol II Page 87). In respect of 

coat, dead rent and surface rent are al
lowed as deduction from income for in
come tax purpose; royalty is treated as 
an admissible deduction where it is cal
culated on production or as a charge on 
profits, but not where it is in the nature 
of a sharing of profits;15 and salami is 
prohibited by the Mineral Concession 
Rules 1949 for all leases following that 
date. The Taxation Enquiry Commis
sion recommended that salami expendi
ture against profits for losses preceding 
1949 be allowed "as a charge against 
profits spread over a specified number 
of years" (Vol II Page 88 Sec 9). 

As regards the second type of expen
diture viz preliminary expenditure on 
exploration, neither the private sector in 
coal nor NCDC has to incur it today as 
the Geological Survey of India and the 
Bureau of Mines have been entrusted 
with the task. 

The third and the fourth types of ex
penditure may be considered together. 
The present position is that besides the 
normal rates of depreciation tor build
ing, furniture and fittings, and ropeway 
structure allowed to industries in gen
eral, the income tax authorities provide 
for the following special depreciation 
rates for mines and quarries e g surface 
and underground machinery 15 per cent, 
boilers and head gears excluding mov
ing parts 8 per cent, shafts and inclines 
7 per cent, portable underground ma
chinery 25 per cent and tramways on 
the surface 10 per cent; renewals on 
coal tubs, winding ropes, haulage ropes, 
sand stowing pipes and safety lamps 
are allowed as revenue expenditure in 
the year concerned.16 The coal indus
try tax payer should be allowed the 
option, as recommended by the Taxa
tion Enquiry Commission for nun-bedd
ed minerals, to claim either the rates 
of depreciation mentioned above or 
"that the original cost of such plant or 
machinery and buildings, less their esti
mated residual value at the time when 
(he mine is likely to cease working may 
be amortised." (Vol II Page 92 See 
24). 

Regarding development expenditure 
the coal industry like others has been 
enjoying the normal depreciation allow
ance, extra allowance for double shift 
and development rebate. This last was 
increased from 20 per cent to 35 per 
cent in 1963-64 for a period of three 
years. 

As regards depletion allowance the 
Taxation Enquiry Commission com
mented on the three types mentioned 
earlier that the first type "served exact
ly the same purpose in respect of wast
ing assets as depreciation allowance 
does in relation to fixed assets" and the 

latter two forms "now acts more as an 
incentive than as amortisation of a 
necessary element of cost in order to 
arrive at the true profits of a business" 
(Vol II Page 95). For non-bedded 
minerals they recommended amortisa
tion of original cost and proposed to 
provide incentive through either the 
development rebate or a system of tax 
holiday because the operation of the 
discovery value method of incentive 
"wi l l be difficult as the art of estimat
ing the ore content and its value has 
not yet developed in this country; and 
hence such a concession wil l be largely 
based on guess work;" and the maxi
mum benefit of the percentage method 
will be secured by "long-lived prosper
ous concerns which are already making 
substantial profits and which, therefore, 
are least in need of any tax incentive. 
On the other hand, most marginal min
ing concerns which have to struggle 
hard for their consolidation, will derive 
little, if any, benefit from such an al
lowance" (Vol II page 96), 

Present System 
The position in India today is that 

in place of the percentage method and 
discovery value method of depletion al
lowance, that is, the incentive provider 
types of allowance prevailing in coun
tries like U S A, there has been exist
ing for some years the initial deprecia
tion allowance and development rebates 
on the U K pattern in respect of all 
minerals; and deduction in respect of 
wasting capital asset is provided is cer
tain circumstances in respect of deple
tion of mineral oil only to a person 
"carrying on the business of prospect
ing for, extracting or producing mineral 
oils in association with the Central Go
vernment". Also, "where the acquisi
tion and realisation of mining rights" is 
"in the course of a company's trade, 
the cost of acquiring mining rights" is 
allowed as a trading expense.17 

The claim for depletion allowance by 
the coal industry thus boils down to 
the request for amortisation of the cost 
of acquiring coal-bearing property. The 
problem does not exist for properties 
held on the payment of a periodical 
rent by the operator of the mine. Where, 
however, the operator has proprietory 
rights of some degree acquired at a 
cost, the urgency of the depletion al
lowance depends on the magnitude of 
the cost relative to the extracted plus 
unextracted quantity of coal. The old 
er proprietors having acquired their col
lieries from inexperienced zamindars 
in the Bengal and Bihar coalfields at 
prices very much low relative to the 
quantity of coal embedded did not 
feel the burden of acquisition.18 Even 
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as late as 1939 and 1943 consideration 
money charged by the Panchkote Raj 
for leases of coal bearing areas for 
999/99 years was betweert Rs 20 and 
Rs 24 per bigha and by the Burdwan 
Raj, between Rs 4 and Rs 10 per 
bigha.19 Recent proprietors or older 
proprietors attempting enlargement of 
the size of collieries through fresh 
purchases with a view to mechanising 
operations put forward the loudest 
claim for depletion allowance owing 
to the high prices at which coal-bear
ing properties have been changing 
hands recently. The following table 
gives consolidated figures of the sale 
of coal bearing areas in West Bengal 
between 1951-61. 

The second column gives only the 
recorded consideration money. The 
tendency for collieries to change 
hands is also indicated by the transfer 
of 158 collieries in West Bengal alone 
since 1946 through sale, change of 
managing contract or opening of new 
areas.20 It may be mentioned that W 
Bengal has about 350 collieries. 

Rapid industrial development of 
India within the accepted pattern of 
ever growing public and private sec
tors justifies the adoption of all rea
sonable measures to encourage the 
hitter. Increasing costs of coal-bear-
ing properties and the urgency of en
couraging mechanisation of mines sug
gest the granting of depletion allow
ance on the cost basis for all acquisi
tions of coalbearing lands after a fix
ed date on the U K pattern recom
mended by the 1955 Royal Commis
sion. Implementation would of course 
depend on a satisfactory solution of 
the problem of eliminating interme
diaries.21 

Notes 
1 "Report of the Royal Commts-

on Taxation of Profits and In
come" (1955, U K) para 317. 

2 of "Report of the Royal Commis
sion on the Coal Industry" (1925, 
U K). 

"A factory, a farm, a railway, a 
dock, may exist indefinitely. 
Particular parts may be changed; 

buildings may be altered; equip-
ment renewed; but the enterprise 
itself may continue in the same 
place as long as there is a need 
for its product or service. A 
mine is different. It is sunk, it is 
developed, it is worked out and 
it is closed. This obsolescence 
and closing of mines is a normal 
feature of the industry, and in
deed essential to its nature." 
(page 46). 

3 The claim for depletion allowance 
was lately put forward by the 
Chairman of the Indian Mining 
Association at its annual general 
meeting held in Calcutta on 
March 7, 1964 when he said that 
"Together with the higher deve
lopment rebate given earlier the 
Government has indeed come a 
long way to meeting the indus
try's viewpoint, but I am disup-
pointcd that the need for a deple
tion allowance is still to receive 
recognition." The claim is how
ever not of recent origin. It was 
placed before the Taxation En
quiry Commission as far back as 
1953-54 by the spokesmen of the 
mining industry. That the dem
and existed as early as 1943 is 
evident from the following ob-
servation of Lord Wright in the 
case Kamakshya Narain Singh Vs 
C I T (1943). "There is under 
the Indian Act no provision for 
allowance for amortisation in re
spect of the minerals being ex
hausted", though the Act does 
allow for diminution in the value 
of buildings, machinery, plant, 
furniture and animals. [Kanga 
and Palkhivala: "Income Tax"  
Vol I (5th Edition) page 3301. 

4 This provides against capital con
sumption and correctly distin
guishes between income and cost 
categories, of " A l l capital outlay 
on wasting assets consists merely 
of payment made in advance on 
revenue account, all of which are 
constantly expiring in the service 
of the revenue account, and 
therefore, the value of the capital 
investment cannot be upheld ex
cept by regular and adequate con
tributions, which must be retain
ed out of revenue receipts by be
ing charged to revenue account"  
[Leake, P D "Depreciation and 
Wasting Assets" (1917) Page 131. 

5 Ibid, page 117. 
6 Ibid, page 119-120. 
7 As also in India. 
8 Ibid, page 120. 

9 In fact, the mark-up device is 
used by the U S S R to provide 
for depletion reserves. "Capital 
formation by state enterprises, 
which constitute the bulk of So
viet investment, is financed pri
marily by interest free grants 
from the budget. The cost of 
capital is therefore not included 
in the explicit cost price structure 
of state enterprises, but is reflect
ed implicitly in the mark-up over 
cost. The same is true of deple
tion cost". (Holzman, F D, "So
viet Taxation" 1955, Harvard. 
Page 88) It may be noted that. 
typical commercial costs of a So
viet enterprise include wages, 
raw materials and intermediate 
products, depreciation and short 
term interest but not returns for 
exceptional entrepreneurial abil-
lity, costs of capital, depletion 
costs and rent "all of which are 
explicit cost categories in capita-
alist enterprises". (Ibid page 87). 

10 Grant, E I and Norton P T "Dep
reciation" (1949) page 240. 

11 cf "Depreciation and Replacement 
Policy" Ed by Meij, I L (1961) 
pages 162-166. 

12 cf Creamer, Dobrovolosky and 
Borenstcim "Capital in Manufac
turing and Mining" (NBER 1960) 
page 132. 

13 Consalves, T and Banerjee, B: 
"Mineral and Mining Laws of 
India", Government of India 
(1955) page 51. 

14 Nicholas Kaldor: "Indian Tax Re
form" (1956) page 65. 

15 "Rates of royalty in respect of 
mining leases for coal have been 
specified under the Mines and 
Minerals (Regulation and Deve
lopment) Act 1957. From the 
second schedule to the Act, it 
will be noted that the rate of roy
alty for coal and coke is shown 
as 5 p e of the f o r statutory 
price subject to a minimum of 50 
nPs per ton. This rule is appli
cable to all mining leases granted 
after the 25th October 1949. The 
rales of royalty in respect of pre-
1949 leases varied considerably 
but on and from the 29th Decem
ber 1961, lessees who obtained 
mining leases prior to 25th Octo
ber, 1949, are required to pay 
royalty at the rate specified in the 
deed lease or at 2½% of the f o r 
price, whichever is higher. In 
the case of outlying coal fields, 
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the rates of royalty have been 
traditionally higher and there are 
cases where lessees have and con
tinue to pay royalty at rates rang
ing from 10 to 25% of the statu 
tory f o r price of coal". (Replies 
to the Questionnaire issued by 
the Central Wage Board for the 
Coal Mining Industry submitted 
by the Joint: Working Committee 
of the four mining association:; 
July 1963, page 21), 

Also cf Kanga and Palkhivala: 
"Income Tax" Vol I. "Mining roy-
alities or rent, taxable as income, 
may be (i) a lump sum or (ii) a 
fixed annual sum, or (iii) a roy
alty on the amount of minerals 
extracted, called tonnage royalty, 
or (iv) such a royalty but not less 
in the aggregate than a fixed 
amount each year, called mini
mum royalty. The minimum roy
alty is a species of annual guar
antee; it does not correspond to 
any coal in fact extracted and 
taken away; it is simply income 
flowing from the covenants in the 
lease, contingent on the lessee's 
failure to take the minimum 
quantity of coal. It would be 
payable if in any year the lessee 
took no coal at all, or if the coal 
in the mine was completely ex
hausted before the termination of 
the lease. A lump sum received 
on assignment of a contractual 
right to realise rents or royalties 
from coal fields for a certain num
ber of years" has been held by 
some courts "to be mere advance 
payment of royalty and assessable 
as income" (page 151). As for 
salami " i t is for the income tax 
authorities to show that there do 
exist facts which would make the 
salami income." Where the lease 
Is in perpetuity or for a very lung 
term such as 999 years or of an 
indefinite duration on terms winch 
imply an element of stability and 
permanency the salami has been 
regarded by the courts "as a 
capital payment for the transfer 
of a capital asset. The presump
tion would be that it is the pur 
chase price, not based upon the 
estimated out-turn but paid in 
exchange for the long term trans
fer. The distinction seems one 
of degree rather than of kind, re
curring payment at short periods 
being treated as income and a 
single payment of a similar kind 
covering a long period being 
treated as capital, but after all 
the income tax Acts are not cast 

upon absolutely logical lines". 
(Page 150). 

16 Ibid vol I I , 5th Edn. 
17 Ibid, vol I Page 330. 
18 "The Zamindars who since the 

permanent settlement of 1793 
held all rights over the coal-bear
ing lands had little idea of the 
value of minerals underground. 
Entrepreneurs succeeded in getting, 
for the payment of a small salami 
and a recurring royalty, perman
ent leases of large tracts of land 
from the Rajas of Jharia, Panch-
kote, Burdwan and other estates. 
When the values of the proper
ties became known the salamies 
increased, the lease periods be
came shorter and leased areas 
smaller. Lessees of the properties 
started parcelling out their rights 
to sub-lessees. There were fur
ther under-leases by sub-lessees 
and the process went: on, there 
being no regard to the shape or 
minimum dimensions of proper
ties. During the first boom years 
of 1907 and 1908 and the War 
years 1914 to 1918 and 1939 to 
1945 there was demand for more 
and more coal and small cipital-
ists must have entered the trade, 
acquired small properties on the 
fringes where seams of inferior 
quality outcropped which could 
be worked without much capital 
and at low cost and the number 
of small collieries grew" (Report 
of the Committee on Amalgama
tion of Collieries, 1956. Part 1 
Page 13). The interested reader 
may refer to "Amalgamation of 
Small Collieries" by A B Ghosh 
in The Economic Weekly. May 7, 

1960. 

Also cf Report, of the Indian 
Coalfields" Committee. 1946, 
Chapters 12 and 14 for a detailed 
treatment of history and problems 
of mining leases in permanently 
settled and other areas before 
zamindari abolition measures after-
independence, e g. the question 
of salami, sub-infeudation of 
coal-bearing lands, ownership of 
mineral rights, royalty rates etc. 

19 Report of the Indian Coalfields' 
Committee (1946) Appendix XIV. 

20 It will be an interesting exercise 
to reconcile these tendencies and 
the unending dissatisfaction of 
the coal industry with the con
tinuously revised controlled prices 
of coal. 

21 In the permanently settled areas 
the zamindar was the accepted 

owner of the underground rights 
before the new legislation vested 
them with the government which 
made it the owner of underground 
wealth subject to leases given by 
the zamindar. The position upto 
1960 has been briefly given in 
"Amalgamation of Small Collieri
es" by A B Ghosh, The rights of 
intermediaries to collect rents 
and royalties from the lessees and 
sub-lessees, however, still remains 
unsettled owing to the cases 
pending in the law courts. (In
dian Mining Federation, Report 
of the Committee for 1962 Page 
182). 

Road Transport i n F o u r t h P l a n 

T H E Transport Development Coun-
cil has endorsed the recommen

dations of the working group set up 
by the Ministry of Transport at the 
instance of Planning Commission that 
the allocation for road development in 
the Fourth Five-Year Plan should be 
about Rs 1,1.50 crores. The Council 
has also indicated the lines on which 
State plans for the next five-year Plan 
should be formulated. 

The Council stressed the need to 
have an integrated road plan, both 
for the Centre and State Governments, 
to meet the requirements of various 
sectors of the National economy. It 
has recommended that a phased pro
gramme based on certain priorities 
should be drawn up. It was decided 
that there should be an economic jus
tification for the scheme to be under
taken and large projects should be 
backed by cost-benefit studies. In view 
of the increasing number of heavy 
vehicles, the Council recommended the 
adoption of higher specifications for 
roads. 

A road plan should be framed, keep
ing in view the requirements of the 
region as a whole, special attention 
being given to less developed areas, 
such as Nagaland, Manipur and Assam, 
which were also border areas. 

The Council recommended priorities 
for various categories of road and 
emphasised that the National Highway 
system should be adequately expanded 
to meet the requirements of a develop
ing economy. 

In regard to roads of inter-State 
importance, the Council has recom
mended that the Centre should help 
financially in the construction of 
bridges near boundaries of the States, 
while the State Governments should 
build the required connecting road 
links to these bridges. 
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