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Dear Sir, 

Levy of VAT on Biscuits

Request for reducing Rate from 12.5% to 4%

I am writing this to draw your kind attention to the hardships and losses faced by biscuits manufacturers in Uttar Pradesh on account of levy of Value Added Tax (VAT) on Biscuits at   a very high rate of 12.5%.
In this connection I wish to draw your kind attention to the following points:-

· Biscuit is a very nutritious, hygienically made food providing a range of healthy and tasty categories at affordable prices, to all sections of consumers and as a part of food substitute especially to the weaker sections of the society.

· Children and senior citizens form a large part of the consumer base for biscuits. In fact organizations like the WHO through their WFP programme have sourced biscuits from India for supply to children in other countries due to the nutritional content in them.

· Biscuit manufacturing is a highly labour oriented process. The industry directly employs 3.25 lakh people and indirectly imparts employment to about 35 lakh people in the country. Biscuits are sold in approximately 25 lakh retail outlets, majority of which are small kirana/general shops, in rural and urban areas, while 50% (approximately) of the total consumption of biscuits comes from rural sector.

· The growth of Biscuit Production has a ripping effect on the farmers since they from a large part of the raw material base used in the manufacturer of biscuits, such as wheat flour, vegetable oil, sugar, milk etc. It is estimated that Biscuit Industry utilize more than Rs 3200 crores worth of these agriculture products.

·  The imposition of VAT on Biscuit  at the highest rate does not compare favorably with other food products like potato chips, jams and jellies etc which are either levied at 0% or 4%, which do not have any nutritional value. Other similar food products like Sweets, Namkeens, Bhujia, Bread, Atta, Maida, Besan and Suji have also been either exempted from VAT or levied at minimum rate of 4%.

· Biscuit is also subjected to other Taxes i.e.Central Excise Duty @ 8% on Biscuits with MRP above Rs.100/- per kg,, Central Sales Tax,  local levies  like Purchase Tax ,Octroi,  Entry Tax on Sugar etc.

· The manufacturers of Biscuits have been holding on to the prices for the past more then two years in spite of steep increase in the cost of production and inflationary conditions in a highly competitive marketing scenario. On the other hand, levy in VAT @12.5% has impacted the ability of the Biscuit manufacturers to sustain the current level of prices which will be a blow to the industry growth and the consumption pattern of the masses. 

We are enclosing a statement showing adverse impact of increase in prices of major Raw Materials Inputs during January to June 2008. In Annexure A for your kind consideration.
Though prices of various categories of Biscuits have not been increased for many years, even as the cost of production and marketing has increased manifold. However, in case the imposition of VAT continues at the high rate of 12.5%, biscuit prices will go up, which will also adversely affect the consumers, particularly because Biscuit is a high volume-low margin food product, predominantly consumed by the lower strata of the society with a highly competitive marketing system.

ON THE OTHER HAND REDUCTION IN VAT TO 4%  WOULD RESULT IN GROWTH PRODUCTION /SALES    AT LEAST TO THE EXTENT OF 25% THUS COMPENSATING REVENUE TO THE STATE GOVERNMENTS.

ON BEHALF OF THE BISCUIT MANUFACTURERS IN THE COUNTRY WHO ARE PREDOMINANTLY IN SMALL SCALE & MEDUM SECTOR(SMEs), THE ASSOCIATION  WOULD LIKE TO ASSURE THAT  THE BENEFIT OF REDUCTION IN VALUE ADDED TAX(VAT )TO 4% WOULD BE PASSED ON TO THE CONSUMERS.

The Association has already submitted representations to the Chief Ministers and Finance Ministers and officials of all the State Government as well as to Shri Asim Dasgupta, Chairman of the Empowered Committee on VAT. However the representations of IBMA on behalf of the Biscuit industry have not so far been considered.

On behalf of the biscuit manufacturers, I  would therefore  seek your kind support  and  intervention to ensure reduction  of the high rate of VAT on Biscuits bring it down from 12.5% to 4%  providing relief to the manufacturers  as well the consumers.
We shall be grateful for your early action on our appeal.

Thanking you,

Yours faithfully

(B P Agarwal)

Encl: - Annexure A
