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FACTS

Entry 50 of List II of the Seventh Schedule of the Constitution deals with taxes on mineral
rights, whereas Regulation of mines and mineral development is mentioned in both the Union

List (Entry 54 of list I) and the State List (Entry 23 of list II).

Based on Entry 54 of list I, Parliament enacted the Mines and Minerals (Development and
Regulation) Act, 1957. Section 9 of the Act mentions that the holder of a mining lease shall pay
royalty for the minerals removed or consumed. In the case of India Cement Ltd. v. State of
Tamil Nadu, the Hon’ble Court held that royalty is a tax, and the state legislatur y

§gRyngal V.

‘of§

taxes on minerals under Entry 49 of list II. But later, in the case of St

Kesoram Industries Ltd., it was held that the case of India cement aphic error and

royalty is not a tax. State legislatures then started to impose taxes th mineral value,

royalty, environmental and health cess, and fees for tran@f coal and coal dust

collected from mines.

°
The tax was challenged before the Patna High Court, W@Etition was allowed by relying

on the case of India cement. The said order was cha@g

referred it to the nine-judge bench.

efore the three-judge bench, who

Q Q ISSUE
1. Whether royalty is in thql’)%g ftax under section 9 read with section 15(1) of the MMDR

4. Can the State Legislature levy tax based on the value of the produce of land?
5. Is Entry 50 of List II a specific entry related to Entry 49 of List I1? If so, would it subtract
mining land from the scope of Entry 49 of List I1?



Statute:
List I — Union List

RULE

54. Regulation of mines and mineral development to the extent to which such regulation and

development under the control of the Union is declared by Parliament by law to be

in the public interest.

List II — State List

23. Regulation of mines and mineral development subject to the p

o

List I with

respect to regulation and development under the control of the Uni

50. Taxes on mineral rights subject to any limitation impose

mineral development.

d& ent by law relating to

Cases:
Vi Py
Cases Principle CNY
India Cement Ltd v. State of | Seven-ju

Tamil Nadu’

Q

WM& royalty under the MMDR Act is a tax;
once Pasliament occupies the field via Entry 54 List I, State
legisl e competence to tax mineral rights, and royalty

%?t be: used to measure tax on mineral-bearing land under
gt 49.

Orissa Cement Ltd.)@
of Orissa’

dhree-judge Bench, applying India Cement, struck down a
cess under the Orissa Cess Act 1962 where “annual value” of
mineral land was defined by reference to royalty, held to be, in

substance, a tax on royalty (Entry 50), not on land (Entry 49).

Federatio yof Mining

Associations of Rajasthan

v. State of Rajasthan’

Relying on /ndia Cement and Orissa Cement, held the State
legislature lacked competence to tax mineral-bearing land

measured by reference to royalty.

Saurashtra Cement &
Chemical Industries Ltd v.
Union of India*

Following Mahalaxmi Fabric Mills, held Parliament lacked
competence under Entry 54 List I to enact S.9(3) MMDR Act

so as to denude the States' Entry 50 taxing power.
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2(1991) Supp 1 SCC 430
31992 Supp (2) SCC 239
4(2001) 1 SCC 91




State  of  Orissa  v. | Held the MMDR Act exhaustively covers “all kinds of taxation
Mahanadi Coalfields Ltd.> | on minerals and mineral rights,” and struck down a cess on “all
lands” (including mineral land) as an impermissible tax on
minerals under Entry 50.

P Kannadasan v. State of | Held Parliament's declaration under S.2 MMDR Act denudes

Tamil Nadu® the States of power to levy any tax or cess on minerals so long

as that declaration stands.

\
NG
SUBMISSIONS }\\)

)

Petitioners

Section 9 of the MMDR Act, which determines the price co
Y
meet the criteria of a tax or impost on minerals or its rig&n
t

aid as royalty, does not
Article 366(28) of the

Constitution. It limits contractual royalty collection but it state taxing power under

Entry 50 of List II.
In Entry 49 of list II “land” includes land containin Qerals until they are extracted, so to tax

the land, the value of the mineral can b&used"§gurce of imposing tax is not provided in general

entries like Entry 54 of List I and 23 of
impose limitations “by law” on the s

ist II. Entry 50 of List II gives power to Parliament to
the imposition of tax, but Parliament cannot itself

tax mineral rights. Since roy
not applicable. %
Respondents Q
Any levy in refatioftzto fhinerals will be included in the limitation mentioned in Entry 50 of List
II. @ I cannot be used to impose levies unrelated to mineral development or for
otheg purp like education cess. It can only impose tax in case the mineral rights vest in a
priv

ate person, but in India all minerals vest with the state; therefore, tax on mineral-bearing

ot a tax, the limitation imposed by Entry 50 of List II is

land cannot be imposed based on the value of subsoil minerals. Entry 49 of List II cannot be
included in matter related to mineral rights, as the word “land” only means “surface of land”
and does not include minerals, as they are covered in Entry 54 of List I and Entries 23 and 50

of List II.

51995 Supp (2) SCC 686
6(1996) 5 SCC 670



Royalty meets the criteria of tax under Article 366(28) of the Constitution as it is imposed
compulsorily by the MMDR act.

ANALYSIS

Whether rovalty is tax

A thorough analysis of loyalty was done where it was traced how the concept evolved from
originally being payment made to crown (landowners) for the privilege of extractingdwlls

from land to modern contractual and statutory arrangements.

« XD
Section 9 of MMDR act framework determines royalty as being pa¥abl l@!ﬁval or

consumption of minerals and it paid along with dead rent. Central € es rates for

major minerals while states prescribe rates for minor minerals.

Essential characteristics of tax were analysed as compuls8ry c(tb%y a public authority,
imposed under statutory power without the taxpayer’sw rceable by law, levied for

public purposes without reference to any special bene
common burden. Whereas in contrast, royalty's E.h]a tewistics were found as a consideration

paid under a mining lease, arising from e@ntractua s, as a return for the grant of the right

payer, and forming part of the

or privilege to extract minerals, and repres compensation for the value of minerals

removed.

Hence, the Court held that roy; etermined under Section 9 read with Section 15(1) of the

Mines and Minerals (Deve%
fax \Q

Scope of Entry 4
This issue

t and Regulation) Act (MMDR Act) is not in the nature of a

The Court held that the expression “any limitations imposed by Parliament by law relating to
mineral development” is wide enough to cover restrictions, conditions, or principles that
circumscribe the State’s taxing power, and can extend even to an outright prohibition on the
levy of tax. Parliament’s power under Entry 50 is therefore not confined to merely capping the

rate or quantum of the tax.



Applying this to the MMDR Act as it presently stands, however, the Court held that neither
Section 9 nor any other provision of the Act constitutes such a limitation. Section 9 merely
fixes the royalty payable by the lessee to the lessor under the mining lease; it does not restrict,
condition, or prohibit the State’s independent power to tax mineral rights under Entry 50. The
State legislatures’ taxing power under Entry 50 therefore remains unfettered by the MMDR Act

as it currently stands.

In dissent, Justice Nagarathna held that Sections 9, 9A and 25 of the MMDR Act do constitute

the ‘limitation’ contemplated by Entry 50, leaving the States no legislati‘ve coipe to
impose any other tax, impost, or fee on the exercise of mineral rights. \
Entry 50 of List II and the Sundararamier Principle on Distribution isTative Powers

This issue asks whether Entry 50 being made ‘subject to any li " imposed by Parliament

° .
pro tanto imports Entry 54 of List I, a general, non-taxing entry, 1 50, thereby departing

from the principle in M.P.V. Sundararamier & Co. V.W dhra Pradesh’, that taxing
entries are separate and exhaustive, and that a gener %c not be read to include a power

to tax. (b)

The Court held that Entry 50 does notearv an exception to the Sundararamier principle.
The power to tax mineral rights remains’squarely within Entry 50, a specific taxing entry vested
in the State legislatures. Parliament’ etence over mines and minerals flows from Entry

Article 248 to tax

54, a general entry that is no ing entry, and it cannot invoke its residuary power under
ineral ts'maerely because Entry 50 subjects the State’s taxing power to

‘limitations’ Parliamen impose. The distribution of legislative powers between the Union

In disse i¢e [Nagarathna reached the opposite conclusion, holding that Entry 50, being
made subj Entry 54, is itself an exception to Sundararamier, since that case never

consi he specific effect of Entry 54 on a taxing entry like Entry 50.

Whether the State Legislature can Levy Tax Based on the Value of Produce of Land

This issue asks whether the State Legislature can levy a tax on land under Entry 49 of List II
by reference to the value of its produce, and whether the position differs where the land in

question is mineral-bearing.

7(1958) SCR 1422



Tracing the land revenue system in India and reaffirming settled principles on the taxation of
land under Entry 49, the Court held that mineral-bearing land is ‘land’ within the meaning of
Entry 49, and that the State legislatures have legislative competence under Article 246 read
with Entry 49 to tax such land.

On the permissible measure of such tax, the Court held that a tax need not be measured by

reference to the precise subject-matter being taxed, the yield of mineral-bearing land, i.e., the

quantity of mineral raised or the royalty paid on it, can validly be adopted as the measure, for a

tax on the land itself under Entry 49. The decision in Goodricke Group Lt.d. %

Bengal®, was clarified to this extent.

est

In dissent, Justice Nagarathna held that Entry 49 covers only the taxatio nd"and buildings
generally and does not extend to mineral-bearing land at all, so tba&e measured by the

value or quantity of minerals could not be sustained under Ent )

Whether Entry S0 of List IT is a Specific Entry vis-ﬁ@@

The final issue was whether Entry 50 of List II, be be a more specific entry dealing

with mineral rights, excludes or subtracts mi ing land from the scope of Entry 49

altogether.

The Court rejected this argument. Entri and 50 were held to occupy distinct fields, Entry
49 taxes land as an asset, whilgsEnt taxes the right to extract minerals from it, and a
limitation validly imposed iament under Entry 50 does not, absent an express

P
constitutional stipulatio :%tail the States’ taxing power under Entry 49. Entry 50 was
accordingly held no act mining land from Entry 49’s scope.

In dissent, Jusfi arathna took the opposite view, holding that Entry 50, read with Entry

the MMDR Act, is a specific entry that does subtract mining land from the

CONCLUSION
The Supreme Court (9-Judge Bench) held that royalty under the MMDR Act is not a tax, and

States retain the constitutional power to levy taxes on mineral-bearing land and mineral rights,

subject to constitutional limitations.

81995 Supp (1) SCC 707



