No. : 23B/1705/2010
October 20, 2010.
Mr. Vajubhai Vala,

Hon’ble Finance Minister,

Government of Gujarat,

Udyog Bhavan,

Block No.16, 5th floor,

Sector ll,

GANDHINAGAR 382 011.
Respected Sir,

Sub :
PRE-BUDGET MEMORANDUM FOR 2010-2011.

As you must have observed from the newspaper reports, the terrorist attack on two of the prime Hotels of Mumbai namely The Taj Mahal Hotel and The Oberoi Trident Hotel, in Mumbai on 26th November, 2008, has resulted into a steep fall in the room occupancy at all levels throughout the Western India Region, including the State of Gujarat.  As per Industry experts, the fall is likely to continue atleast for a period of one year.  Heavy cancellations have been reported by Hotels not only for the balance period of the current financial year, but also for the next financial year namely 2009-2010.  The State of Maharashtra and Gujarat are neighbour States and their premier position as the two business States of India, is seriously affected by the fall in the number of tourists arrivals.

The Association therefore submits the following for your kind consideration.

LUXURY TAX :
At present Luxury Tax is chargeable in Gujarat as under :
	
	Rate of Tax

	Room Rate
	Normal
	Lumpsum on published rates

	Upt6o Rs.500/-
	Nil
	Nil

	Rs.501 to Rs.2000
	5%
	2.5%

	Rs.2001/- & above
	12.5%
	8%


In view of the tragedy that has struck and in orde4r to revive the demand, it is, therefore, necessary to provide fiscal reliefs to Hotels in Gujarat.  The Association, suggests that the Luxury Tax be abolished till 31st March, 2010, or alternatively, the Luxury Tax rate structure be as under :
	Room Rate
	Rate of Tax

	Upto Rs.500/-
	Nil

	Rs.501/- to Rs.2,000/-
	3%

	Over Rs.2001/-
	5%


In the current context, the published tariff has lost significance and hence this measure will help in attracting tourists to the State of Gujarat, both from overseas as well as domestic.
In the context of the downturn, Hotels are facing a severe liquidity crunch and hence, the Association, further requests that Hotels be allowed to defer the payment of Luxury Tax collected till 31st December, 2010 and pay the same from 01st January 2011, by which time normalcy in the Hotel Industry is expected to return and the global downturn as per Industry experts is expected to start an up-swing, due to the several remedial measures adopted by both the Union and the State Government and especially the “VIBRANT GUJARAT” launched by the State of Gujarat.
VAT ON F&B TURNOVER :
The present status is as under :

	Normal
	12.5%

	Composition Scheme
	4%

	Beverage & Ice Cream
	12.5%


Our Proposal :

	Normal
	4%

	Composition Scheme
	1%


JUSTIFICATION :

1]
The Department of Revenue in the Ministry of Finance, Government of India, has already requested the State Government to consider the plea of the Industry regarding reduction in the rate of VAT on F&B Turnover [copy of letter dated 29th September, 2008, is attached].  In deference to the request made by the Union Government, it would be in the fitness of things that the State Government accedes to the request, with immediate effect.

2]
F&B Turnover is generated through service of food and beverages to the common man, who depends on such service for this daily necessity of life.  F&B Service is, therefore, not a Luxury, by any stretch of imagination.  It should, therefore, be subjected to a rate of Tax, which is least under the VAT regime, and hence, the Association has suggested the rate of 1%.
3]
When VAT was introduced, the Government has emphasized that its introduction would reduce the tax rates but in the case of F&B Turnover, the rates have in fact gone up for smaller restaurants.

4]
The estimated turnover of nearly 15000 Restaurants in Gujarat is about Rs.15.00 Crores.  Of this, Turnover worth Rs.10.00 Crores is under the Composition Scheme and the balance is subject to levy of VAT at 12½% as of now.  The reduction in rate of VAT as proposed, will not only help in reviving the demand, but will also ensure better compliance as well as put breaks on the trend wherein Restaurants are on the verge of closure.

5]
As you know, Hotel and Restaurant is one sector that provides employment opportunity to thousands of people, mainly young men and women.  These employees do not belong to the highly skilled category and support their families through their earnings.  It is, therefore, essential in the interest of this employment generation that the request of the Association is considered favourably, as their retrenchment will not help the revival process.

ELECTRICITY DUTY :

At present the electricity Duty charged on Hotels and Restaurants is at the Commercial rate of 25%.

You are well aware, that power and fuel is one of the major cost of operation in Hotels and Restaurants.  Over the last couple of years, the electricity Supply Companies namely GSEB has raised its tariff by obtaining favourable orders from GERC inspite of representations made to GERC against such steep increases.  The heavy burden out of the increased electricity tariff, will have a cascading effect and many small hotels and restaurants will have to do away with facilities extended to their guests or chose the option of closing down their establishments.  It is, therefore, necessary that an element of subsidy is introduced in Energy charges levied by the State Government and the duty is reduced to 5%.

The State Government’s favourable consideration of this request will indeed be of great assistance for Hotels and Restaurants, to survive at this critical juncture.

TOURISNM PROMOTION BUDGET :

The State Government has been earmarking meager funds for tourism promotion in Gujarat.  Tourism as you know, with its great multiplier effect can ensure a beginning of economic revival, in an economy which is under strain due to the global impact.  It is the right kind of Industry, as per renowned economists, to give a boost to general economic progress in times of depression.  The Association would, therefore, urge you to allocate substantial funds for promotion of tourism, for building up an appropriate tourism infra structure as well as to attract the flow of tourists once again to Gujarat, in a substantial manner.
The Government of Maharashtra has recently proposed to grant an FSI of 3, 4 and 5 in the City of Mumbai to 3, 4 and 5-Star Hotels as against 1.33, earlier granted.  The said proposal will help in creation of additional hotel rooms in Mumbai.  Similar exercise can be initiated atleast in the major Cities of Gujarat such as Ahmedabad, Baroda, Surat, Rajkot and Gandhinagar.

The Association requests you to grant a personal hearing in the matter to discuss the above proposals in detail.

I look forward to your kind consideration as well as an appointment.

With kind regards,

Yours sincerely,

KAMLESH BAROT

PRESIDENT.

