No. : 3-N/890/2012          January 21, 2012.

Shri Raghavji Bhai,

Hon’ble Minister for Finance,

Government of Madhya Pradesh,

Vallabh Bhavan, Mantralaya,

Bhopal - 462 001.

Respected Sir,

Sub: PRE-BUDGET MEMORANDUM FOR 2012-2013.

Greetings in the 61st year of the Association!

As you are aware, the general slowdown in India’s economy and the Indian Industry in particular coupled with the growing inflation, rising oil prices, the tightening of monetary supply in the economy by the Reserve Bank of India in the last quarters, rising interest costs and cost cutting measures levied by the Corporate Sector on travel and hotel stays, general economic slowdown in USA and Europe has had a crippling effect on both foreign and domestic tourism.  

The flow of tourists to Madhya Pradesh is thus automatically affected from its source markets, i.e. Mumbai & New Delhi.  The economic slowdown and inflation has affected Industrial operations in Madhya Pradesh and consequently affected the flow of business and leisure visitors both foreign and domestic.  This has resulted in a substantial drop in occupancies and revenues of Hotels and Restaurants.  

Contd……

It is, therefore, essential that the demand for services of Hotel and Restaurant sector is revived, by extending fiscal relief to the Hospitality sector.  

While the Association very much appreciates the measures adopted by your State Government in the path breaking Tourism Policy, the Association would like to submit the following proposals for your kind consideration, while presenting your budget for the year 2012-2013 :

LIQUOR EXCISE LICENCE FEE :

The present fees for Permit Room / Bar has a crippling effect on Hotel / Restaurants who are complying with the law.  The present State Excise License Fees structure is as under :

	CATEGORY
	LICENCE FEES PER ANNUM

	FL-III for Hotels
	Rs.7.30 Lacs. + 25% Deposit + Additional Minimum Guarantee over and above the total liquor sale of previous year.

	FL-II for Restaurants
	Rs.4.40 Lacs + 25% Deposit + Additional Minimum Guarantee over and above the total liquor sale of previous year.



	M. P. Tourism Hotels
	Rs. 2.35 Lacs.


The imposition of Additional Minimum Guarantee over and above the total liquor sale of previous year has been a big deterrent for growth of the Hospitality industry such that it has increased the input costs of Liquor procurement resulting in higher selling price which has caused a decline in customers.       

                                                         Contd…/-

As on date the Hotels and Restaurants across Madhya Pradesh are not in a position to achieving the minimum guarantee levied by State Govt. and are receiving notices to pay penalty for not adhering to this Minimum Guarantee condition. 
This has resulted in affecting the bottom lines of Hotels and Restaurants across the state. 

The Association deeply regrets this harsh, unjust and unfair move of the State Govt. as it has burdened the hospitality industry of Madhya Pradesh with quadruple taxation i.e. High Liquor Excise licence Fees + 25% Deposit on License fees + Additional Minimum Guarantee over and above the total of  previous year’s turnover + 13% VAT on sale of liquor. Alongwith the high burden of taxes coupled with inflation it has ultimately resulted in poor sales of Liquor across Hotels & Restaurants in Madhya Pradesh.

OUR PROPOSAL :

The Association requests the Madhya Pradesh Govt. for immediate withdrawl of the Additional Minimum Guarantee over and above the total of previous year’s liquor turnover and the levy of Deposit on Liquor Excise License fees, as such taxes exists nowhere in the country. This move has plagued the growth of the Hospitality industry in Madhya Pradesh with quadruple levels of taxation. It will ultimately force some more Bars in Hotels and Restaurants across Madhya Pradesh to cease operations.
Contd………..

It is also requested that the Liquor Excise License fees be reduced by 50% or the fee is levied on the basis of population at the place of business.

	For Cities with a population of over 10 Lakh
	Rs.3.00 Lacs

	For Cities with a population between 5 lakh and 10 lakh
	Rs.2.00 Lacs.

	For Cities with a population upto 5 lakh.
	Rs.1.00 Lac.


As you know, Hotel and Restaurant is one sector that provides employment opportunity to thousands of people, mainly young men and women and has a multiplier effect in the economy.  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 closure of Hotels & Restaurants will lead to job losses.

LUXURY TAX  ON HOTEL SERVICES :  

PRESENT STATUS :

	Currently being levied on Banquet Hall Rentals, Telephone & Laundry 


OUR PROPOSAL :

	Abolition of Luxury Tax on Rentals and a single uniform rate of tax on Rooms only 



Contd……..

Justification :

As on today a customer is paying 5% VAT on Food and Luxury Tax levied by your State Govt. on Hall Rentals in Hotels coupled with Service Tax levied by Central Govt. leading to Triple Taxation to the customer for the consumption of the same commodity. This will lead to a drastic fall in Banquet Sales in Hotels as customers will approach the unorganized sector in order to save on taxes leading to a lose – lose situation for both the Govt. and the Hotel/Restaurant owners of the organised sector. Telephone and Laundry are essential guest services in a Hotel and must not be equated as Luxury services for the purpose of levying Luxury Tax. Moreover Luxury Tax on guest services such as Telephones and Laundry exists nowhere in the country.
LUXURY TAX  ON HOTEL ROOMS :  

PRESENT STATUS.
	Actual Room Tariff
	Rate

	Upto Rs. 2000/- 
	NIL

	Rs.2001/- & above
	10%


OUR PROPOSAL :

	Actual Room Tariff
	Rate

	Upto Rs.3000/-
	NIL

	Over Rs.3001/-
	5%


Contd……..

JUSTIFICATION :

Madhya Pradesh is visited by millions of tourists, both foreign and domestic.  This number has severely taken a hit, and as per the opinion expressed by experts, the number is 

likely to go down by 20% to 30% in the coming year.  As against this demand for Hotel and Restaurant services, Madhya Pradesh has about 20000 Rooms.  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, essential that necessary 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 Madhya Pradesh, which apart from a centre for businessmen, is a State having a variety of tourist destinations, be it the  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 demand for products of both agricultural and industrial sectors.  The Association firmly believes that the reduced rate of Luxury Tax will also enable Madhya Pradesh to stand up to competition from other destinations including the neighboring countries in Asia, to which most of the tourist traffic is now getting diverted.       

The Association also 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 may go up, due to the improved demand generated by such fiscal measure.

Contd./-
ELECTRICITY DUTY: 

At present the electricity Duty charged on Hotels and Restaurants is at the Commercial rate of Rs.7/- per unit as 

against the rate levied on industrial units.  Till date, however, the State Government has not brought about parity in Electricity Duty and Hotels and Restaurants are being treated as commercial entities.

It is, therefore, essential that this parity is brought about forthwith and the rate of electricity duty is brought down.

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 MPSEB has raised its tariff by obtaining favourable orders from MPERC inspite of representations made to MPERC against such steep increases. The heavy burden 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.                       

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.
INCREASE OF FSI :

The Association would also like to request you to extend infrastructural support to the setting up of more Hotels in 

Contd………

Madhya Pradesh by prevailing upon the Urban Development Department to grant additional FSI to Hotel projects.  The present FSI structure is as under :

	CATEGORY
	PRESENT FSI
	OUR

    PROPOSAL

	
	Star Category
	FSI

	For Bhopal – City Centre
	2.5
	
	

	Sub-city Centre
	2.0
	4 & 5
	4

	Community Centre
	1.75
	1-2-3
	3

	Local shopping Centre
	1.50
	Others
	2

	For rest of M.P.
	1.00
	
	


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 Madhya Pradesh such as Bhopal, Indore, Jabalpur and Gwalior.
INTEREST AND CAPITAL SUBSIDY :

To encourage expansion in capacity, the State should introduce an Interest-cum-Capital Subsidy Scheme, as has been done by the Union Government.  This can be implemented by MPSTDC Ltd.
Contd……….

TOURISM PROMOTION BUDGET :

The State Government must continue with its commendable 

efforts in tourism promotion of Madhya Pradesh.  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.

As you are aware, recently, Khajuraho, one of the prime tourist attraction has been brought on the Indian Railway Map.  It is requested that the State Government may consider for persuading the Railway Ministry for introducing a Shatabdi like Train service between Delhi and Khajuraho or between Khajuraho and Bhopal, Indore to enable Khajuraho to be an all year round destination opening it to domestic tourists in a bigger way.

With warm regards,

Yours sincerely,

SUNIT KOTHARI

CHAIRMAN

MADHYA PRADESH COMMITTEE.

