 November 24, 2011

Hon’ble Finance Minister

Government of Maharashtra

Mantralaya

Mumbai – 400 032

    Kind Attn.  Shri Ajit Pawar

Respected Sir,

PRE- BUDGET MEMORANDUM FOR  F.Y. 2012- 2013

Our Association represents more than 1300 Hotels and Restaurants members in the States of Maharashtra, Gujarat, Madhya Pradesh, Goa and Daman & Diu. In Maharashtra alone HRAWI represents over 900 members 

We are pleased to submit for your kind consideration the Pre-Budget Memorandum for 
F.Y. 2012- 2013.

BACKGROUND

The State of Maharashtra is known for its Industrialization and the City of Mumbai considered the Financial Capital of India.  However, the inflow of Tourism needs to be actively increased as Maharashtra lags behind the States of Goa, Kerala and Rajasthan as far as visitor stays is considered.  

The Tourism Industry caters to about 9% of the employment generated and is one of the highest earners of foreign exchange.  The Hospitality Industry looks forward to you, Sir, for certain incentives/ concessions which would increase the flow of tourism by three to four folds in the State of Maharashtra, by extending fiscal reliefs,  so that the basic infrastructure of accommodation and restaurants are augmented.

The Minister for Tourism, Government of India, Shri Subodh Kant Sahay and the Dy. Chairman, Planning Commission, Shri Montek Singh Ahluwalia, gave a Presentation to the Hon’ble Prime Minster on 23rd June 2011, in which the potential for the Tourism sector to increase the Foreign Tourist Arrivals (F.T.A.) from the present 5.8 Million to 10 Million by 2017 in the 12th Five Year Plan (2012- 2017) was spelt out.
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The infrastructure required to be created to cater to the increased F.T.A. consisted mainly of the accommodation sector which required an addition of 1,43,440 guest-rooms  to be made operational across various segments of Hotels. At present the whole country has only 1,25,000 classified guest-rooms. For this an estimated investment of about Rs. 72,000 crores is required 
to be made which is a very huge amount and for which incentives/ concessions like the inclusion of Hotels in R.B.I.’s  Infrastructure Lending List was vital.  Inclusion of Hotels would enable it to get financial assistance from Infrastructure Financial Institutions like the Infrastructure Development Finance Corporation (I.D.F.C.) and the Infrastructure Finance Corporation Limited 
(I.F.C.L.) apart from Commercial Banks, at longer tenure of loans and at lower rates of interest, etc.

The additional inflow of foreign tourists to 10 Million would in turn generate employment from the present 53 Million to 80 Million across the country.

The Association would like to submit the following fiscal proposals for your kind consideration, while presenting the Budget for the year 2012- 2013 to achieve the above objectives of enhancement in tourist infrastructure in terms of accommodation and consequent increase in both foreign and domestic visitors in Maharashtra.

1.         LUXURY TAX - PRESENT STATUS.

	On Actual Room Tariff
	Rate

	Upto Rs.750/-
	Nil

	Rs.750/- to Rs.1199/-
	4%

	Rs.1200/- and above
	10%


OUR PROPOSAL:-
The following structure is adopted:
	On Actual Room Tariff
	Rate

	Upto Rs.2,000/-
	Nil

	Rs. 2,000/- to  Rs.3,000/-
	4%

	Rs. 3,000/-   and  above
	6%
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OUR PROPOSAL:-
JUSTIFICATION;
Reduction in Luxury Tax rates would lead to increased compliance and reduced evasion of taxes.

Also, the threshold limit needs to be increased to Rs. 2,000/- and Rs. 3,000/- respectively for a slab of 4% and 6% respectively.  The present threshold limits are too low and cannot be defined as ‘Luxury’ in these days.

The Tourism Package of Incentives of the State of Madhya Pradesh is one of the most 
pro-active in India and the aforesaid rates of Luxury tax of 4% and 6% respectively are in line with that of the Hotel Industry’s request.

Maharashtra is visited by 15 Million tourists, both foreign and domestic.  There is thus a yawning gap between demand and supply, which needs to be bridged at the earliest.  To improve the supply position, it is, therefore, necessary that due encouragement is given to existing hoteliers as well as new entrepreneurs to set up Hotels and Restaurants.  The aforesaid exemption/ reduction in Luxury Tax rates will achieve that purpose and the Association is confident that it will mark a beginning of improving tourist arrivals in Maharashtra, is a State having a variety of tourist destinations, be it the beaches or hill stations or pilgrimage centers or destinations for Health tourism.

The reduction will help in revival of services rendered by Hotels and through its great multiplier effect, there will be a spurt in employment generation apart from demand for products of both agricultural and industrial sectors.  The reduced rate, will also enable Maharashtra to stand up to competition from other destinations including the neighboring countries in Asia, specially if the necessary fillip is given to development of resort on the beaches of Sindhudurg due to the commissioning of the new Airport at Oros near the Goa-Maharashtra border.

The Association firmly believes that the reduced rate of Luxury Tax will not only improve compliance of the law, but in terms of absolute terms, the Luxury Tax collection will go up, due to the improved demand generated by such fiscal measure.

2.    APPLICABILITY OF ELECTRICITY DUTY  AND LEVY OF INDUSTRIAL RATE OF ELECTRICITY. 

At present the Electricity Duty charged on Hotels and Restaurants is at the Commercial Rate of 13% as against the rate of 6% levied on industrial units.  Hotels and Tourism related industries  was accorded the status of an Industry by the Government vide  Resolution No. MTC-0199/C.R. 201/Tourism dated 7th April 1999, (copies enclosed herewith).  Till date, however, the State Government has not implemented the above G.O. (Government Resolution), and not 
reduced the Electricity Duty from 13% per unit, as applicable now for Commercial establishment to 6% per unit, applicable to Industry.
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It is, therefore, requested that the G.O. be implemented and the rate of Electricity Duty brought down to 6%.

Also, Industrial Rate of Electricity at Rs. 6 per unit should be levied and not Commercial rate of power at Rs. 13 per unit.

Sir, 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 :  MSEDCL, BEST, Reliance Energy and Tata Power have all raised their tariffs by obtaining favourable orders from MERC inspite of representations made to MERC against such steep increases.  The tariff shock of nearly 200 to 300% increase in power tariffs, would indeed be the last straw on a camel’s back.  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.

Water like Electricity constitutes a major portion of the Energy Bill of Hotels and Restaurants.  However, they are levied rates of Water as levied on Commercial Establishments and not on Industry.

We request that as in the case of the Government of Goa, which has granted Industry Status to Hotels and levies Industrial Rates of Electricity and Water to Hotel, that the Government of Maharashtra, also grants the same benefit to Hotels and Restaurants.  A copy of the Gazette Notification of the Government of Goa in this regard is enclosed.

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.

3.    STATE- VAT
VAT Credit Rules are not properly clarified.  The current rules supporting it may lead to different interpretations.  

Wine and Beer is charged at 20%, while VAT on Liquor needs to be rationalized, as there are different slabs for upto 3 stars, & above 3 star hotels.

Pursuant to Notification no. 1511/CR 57 dated 30.4.2011, no set-off of VAT paid on purchase of liquor after 30.4.2011 would be allowed.  The objective of the VAT is to tax the end customer.  If the set off is not allowed then the objective of the act is not served.
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Hence, the rates should be rationalized across the states.   For Liquor the rate should be at revenue neutral rate ( RNR ) of 12.5% since for 5-star hotels liquor sale should not be regarded as luxury items.  Thus a request for the Notification No. 1511/CR 57 dt. 30.4.2011,  to be withdrawn.  

4. LATEST AMENDMENTS TO THE BOMBAY ENTERTAINMENT DUTY ACT, 1923.

By way of the amendment to the existing Bombay Entertainment Duty Act 1923, the State Government has now sought to charge entertainment duty on live performances/ live orchestra conducted in the Permit Rooms, Beer Bars, Pubs and all such places where liquor is served.  Shockingly, the charges /duty are ranging from –

i) Rs. 50,000/-  per month for Permit Rooms, Beer Bars with live Orchestra;

ii) Rs. 1.00 Lac per month for Pubs situated at a place other than the 5-star Hotels;
iii) Rs. 2.00 Lacs per month for Pubs in 5-star Hotels.
We have to bring to your notice that till date no charges and or duty were imposed on live performance/ orchestra conducted in any of the premises of the Hotel except specifically Discotheques with dance floors were being charged duty of Rs. 2 Lacs per month.  As such entertainment duty was charged only on occasions when such live performance/ orchestra were commercially exploited and accordingly when tickets were sold.

Presently, the Permit Rooms, Beer Bars, Pubs etc. are paying the following charges to :

a) BMC – Rs. 15,000/- per year.

b) Police Department – Rs. 7,500/- per year as licence charges; and Rs. 180,000/- per year for performance.

c) Excise Fees – Rs. 3, 55,000/- per year.
However, Entertainment Duty as per the new amendments will now be minimum Rs. 6.00 Lacs per Permit Room, Rs. 12.00 Lacs per year for Pubs and Rs. 30.00 Lacs per year for Pubs situated inside 5-star Hotels.

In the circumstances, we have to humbly submit that imposition of the Entertainment Duty as amended is highly prohibitive, arbitrary, unreasonable and capable of totally discouraging live performances / orchestra for general public.

Our Suggestion:-.

The Entertainment Duty as per the latest amendment are exorbitant, unreasonable and prohibitive and hence, should be done away with.    
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5.    TOURISM PROMOTION BUDGET
The State Government has been ear-marking meager funds for Tourism promotion in Maharashtra.  Tourism as you know, with its great multiplier effect will bring in better economic revival to the State.  It is the right kind of Industry, as per the Planning Commission to give a boost to employment promotion.  The Tourism Promotion Budget in F.Y. 2011-12  has been only 
Rs. 90 crores.  We request that it be doubled to Rs. 200 crores which is in tune with other Tourism Industry states like Rajasthan, Goa, Kerala etc.

The Association would, therefore, urge you to allocate substantial funds for promotion of Tourism, for building up an appropriate Tourism Infrastructure as well as attract the flow of tourists once again to Maharashtra, in a grand scale manner, so as to substantially increase the employment generation in the State.

Thanking you

Yours faithfully,

For Hotel & Restaurant Association (Western India)

Kamlesh Barot

President
Encl : a/a

1. Shri Subodh Kant Sahay making a Presentation to the Prime Minister 

      on 23rd June 2011 and seeks Rs. 22,000 crores for the Tourism 

       sector, in the 12th Five Year Plan ( 2012 to 2017 ).

2. Government Resolution dated 7th April 1999, of the Government of 

       Maharashtra conferring Status of Industry on Hotels and Tourism 

       related Industries.

3. Gazette Notification from Government of Goa, with regard to 

       Industry Status to Hotels for rates of Power and Water.

