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INTRODUCTION 

I the Chainnan of the Public Accounts Committee, as autho-
.. rised by the Committee do present on their behalf this 71st Report I of the Committee on paragraph 3.26 of the Report of Comptroller 
r and Auditor General of India for the year 1982-83, Union Govern-

ment (Civil), Revenue Receipts, Vol. II. Direct Taxes relatin'g to 
working of a film circle. 

2. The Report of the Comptroller and Auditor General of India 
for the year 1982-83 Union Government (Civil), Revenue Recelptl. 
Vol II, Direct Taxes, was laid on the table of the House on 16 
April 1984. 

3. The Report deals with the efficacy of film circles established 
at Calcutta, Bombay, Madras. Bangalore and Hyderabad with a 
view to achieving greater coordination and e1!ective handliDg at 
auessment of film personalities. As the working of these circles 
has not been reviewed since their inception, the Committee have 
streued the urgent need to undertake evaluation of their pertw-
mance so that the evils of unaccounted money could be e1reetfvely 
curbed The Committee have also noted with deep concern the 
non-compliance of statutory provisions relating to the filing of 
statement by every person carrying on production of cinematograph 
fil.nua giving particulars of all payments over Rs. 5000 made by him, 
within 30 days from the end of the financial year or from the date 
of completion of production of films and have suggested specific 
entrustment of responsibility to concerned oftleers so that the,-
could be held accountable for failure to implement the provisions 
of law. . 

4. The Committee have also toUDd penal provisions lDuter Section 
272A of the Income-tax Act for failing to furnish the statement 
UDder Section 285-B, ibtd, to be totally inadequate and have suggested 
amendment of existing prOvisions of law to incorporate imposition 
of progressive rate of penalty to act as an effective deterrent, 

5. The Committee have also suggested that to obviate the piDISi-
bUity of evasions of income-tax by artistes connected with aban-
doned/incomplete films, the MInistry of Jl'inance Ihould formulate> 

(v) 



(vi) 

pr0ce4ure in CODlUltaUOIl with concerned authorites to euUl'e that 
income from such films do not ,10 unasseued and untaxed. 

6. The Committee have also suggested suitable legal enactment to 
provide uniform accountIng "syItlDil' and assessment ' year even on 
profonna buts for the assessment of tax liability. 

7. The CQllUDittee have also viewed that extention o~ the s~ 
aase&lDlent s~heme to the film tndusky would not' be in' 'ilie 'in~r~t 
of revenue and have su~d a review of cri:teria for ~~ &fore-
said scheme and critical analysis of returns filed by , the film indus-
try so as to obviate the possibility of under-statement of income. 
The Committee have accordingly recommended constitution' of 
more ben~hes of Settlement Commission to facilitate expeditious 
disposal of cases pending with the Commission. 

8. The Public A~counts Committee examined this para at their 
sittings held on 3 and 4 October, 1985. The Committee considered 
and finalised this Report at their sitting held on 30 December, 1986. 
Minutes of the sitting form Part II of the Report. 

9. A statement containing conclusions and recommendations of 
the Committee is appended to this Report (Appendix III). For 
facllity of reference these have been printed in thick type in the 
bodY' of the Report. ' , 

10. The Committee pla.ce on record their appreciation of the assis-
tance rendered to them in tht! examination of this paragraph by 
the Oftlce of the Comptroller and AuditOr General of India. 

1.1. The CQI1Wittee would also like to express their thanks to the 
ollcera of the Minisky of Finance (Department of Revenue) for 
the cooperation extended to them in giVing information to the 
Committee. 

NEW Dzuaj 
20 r.~t.&G'V, 1887 
IPhalguna, 1908 --(8aJcc). 

'. "'.,tt·> 

E. AYYAPU REDDY, 
Chaif'nicm , ~""./ 

Public A~ountl CQmml~ •. 
1 . f ". ~., ". I, 



Audit Paragraph 

REPOR'l' 

PART I 

WORKING OF A FILM CIRCI& 

1. In their 91st Report (1981-82), the Public Accounts Committee 
'(Seventh Lok Sabha), recommended ;llter alia a review of the 
method of allowing the cost Of productipn/distribution rights of 
feature films. The Committee desired that a Study Group consist-
ing, among others, of experts in taxation, accountancy and audit 
and eminent non-officials lu:ving intimate knowledge of the opera-
tions of the film industry should be set up to make an indepth study 
to devise ways and means to curb the growing tendency to funnel 
large amounts of un-accounted money into star studded films and 
to ensure that the interests of revenue are adequately protected. 

2. The Committee also recommended initiation of legislative 
measures for regulating the dderrcd annuity scheme not only In 
regard to film artistes but also in respect of other professionals so. 
that revenue is not in jeopardy. The Committee further urged a 
thorough and critical evaluotion of the usefulness and effectiveness 
of film circles with a view to streamlining their functioning. ' 

3. Some aspects of working of the Film Circle, Bombay were 
reviewed in audit in March-May 1983 The results of this review 
are given below: 

"With a view to ensuring proper co-ordination and enforce-
ment, c~es of all poducers, distributors, fUm a~ 
film editors, exhibitors, camera-men, movie-art and dance 
directors, film financiers and others connected with the 
fUm industry in Bombay were centralised in the Film 
Circle which came into existence in 1964. 

The circle is headed by a range Inspecting Assistant Com-
missioner, supervisin~ the work of 10 Income-tax OfBcers 
and other complementary staff like Inspectors. From 
1979, one Inspecting Assistant Commillsioner (Asseaa-
ment) is also asBtlCiated with the assessment 'Work. The: 
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Commt..touer of Income Tax m exercises jurisdicticllll 
over the Circle and the two Inspecting Assistant C~ 
mlssioner'. rangel. 

Calel of lOme assessees which require investigation have-
been assigned to Income-tax omcers in central circl~ 
under the jurisdiction ·of the Commissioner of Income-tax; 
(Central)." 

4. No. of films produced 

Th~ number of films certified for exhibition by the Bomba~' 
Regional OfIice of the Central Board of Film Censors during the;, 
last five ye·ars were as foUowa:-

1'78 
1979 

1910 
1911 
IHl 

----_ .... _---- -----
5. No. of aBlessees 

No. or· 
plctunF 

The numbers of assessees borne on the records of the depart-
ment cate'gory-wise, as on Mal'ch ending. from 1980 to 1983 Wen!~ 
as follows: 

_.-_0 __ ·'· 
Catepy Asoa;1 Asoa 31 Aloa 31 AI_m 

MII'dI March March Mudt 
UI80 1981 1912 . .-

.. - -
Pim PJnanders 41 S6 1M 14' ....... 310 ]71 S93 32T 

niIduton 344 299 B4 174" 

AItIIIeI ; .,.. 511 S46 J79' 

~ 5,04 5,946 So- s.~ 

---_. _._-_ .. --
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.6. No. Of GPelsmeata completed/pending 
The number at assessmentS completed during the year 1982-83 

and those pending on 1 April, 1982 and 31 March, 1983 were as. 
follows: 

-.--- - -----,----
Tax Pendinguon 

April 1,1982 
Completed 
durina 1982-83 

~uon 
31 ,198S 

Iacomo-tax 7,~ S,282 7,464 

Wealth-tax 2,465 830 2,441 
Gift __ III 44 93 

----.-

The table shows the arrears of demand of tax at the commence-
ment ot the year, the demand made during the year 1982-83, the 
tax collected and the balance· outstanding as on 31st March, 1M3 
(u furnisned by the department): 

K ..... oftu 

1 

Taal: 

DemaDd 
out-
IIaDdiq 
MOD 
I AprD 
1981 

2 

.77 
146 

7 

1,040 

DemaDd Total 
made 
durina 

1982-83 

3 

1,209 
Q 

3 

1,275 

2,096 
209 

10 

2,31S 

DemaDd 
collected 
cluriq 
1982-83 

.71 
28 

--------.-- -.-------

DemaDd 
out-
.taJldiq 
on 31 
Much 
1983 

6 

DemaDd 
out-1taDdm, 
011 31 
Marcil 
1983M 

~ 
depart-
ment 

7 

(In Jakb. of rupees) 

1,625 

181 
10 

1,18~ 

1040 

S 

·Tbe cIIft'enace of RI. 482 JakhI (RL 1,816-I,l304lath1) n:mUIs to lie recondIed. 

a The Income-tax Act provides that a 1llm producer should file 
with t1ie Income-tax Offtcer concerned a statement in Form 52 A 
1« each ftnanc1a1 year or p8rt of it un completion of production, 
Ihmrtng particulars ot all payments of over Rs. 5,000 in the -are-
.. te made by him or due from him. This statement is to be flled 
wltbin 30 day. from. the end of the financial year during which the 
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production of film is car~ on Or within 3:0 <lilY. ~~ ijJ.e, ~te 
of cODlpleUC?n of t1'!e fib:n whichever is earlier. It. is intended as a 
ciieck on the tendency on the pan of fihp produce~s to inflate the 
eost of production of pictures likely to be a grand success fetch~ 
huge profits. 

In 15 out of 16 cases test checked in audit the said annual state-
Ments Were not filed by the producers, though they had indicated 
the total cost of productlon in the retur'ns of income. In one case 
where the statutory statement was filed by a producer, it was 
noticed that the total cost of the film as returned was Hi,. 1.22 
crores and the total payments of over Rs. 5.000 in the aggregate 
made duri.n'g the financial years 1979-80 to 1!l1l1-82 were only 
Rs. 18.29 lakhs i.e. the percentage of the payments exceeding 
Rs. 5,000 in the aggregate to tola 1 cost worked out to fifteen. 

The penalty prescribed in the Act fpr 'Omission to file the 
statutory statement by the du( date may extend to· Rs. 10 for every 
day during which the failure continues. The quantum of penalty 
even over a long period of delay would he very T)ominal, compared 
to the huge cost of production 'Of a film. The folInwin~ table brings 
out the number of producers who hact not filed the statutory state-
ment and number of cases where penal action was initiated and 
the amount of penalty levied. 

Vlar 

197~77 

1977-78 

1978-79 

1979-80 

J980-81 

No. ofpr ,- No. of pro- No. of pro- Amount of 
ducers who ducers who du:ers in penalty levied 
had filed the had not filed whose ca,es and the No. 
statement , the statement penal action of cases 
belatedly was taken 

11 10 3 2..500 
(2 cases) 

51 4 11 5,620 
(5 ca.ses) 

19 10 5 1,650. 
(4 CUOI) 

24 20 6 Nil 
(ODeClUC) 

28 5 7 6,840 
(J cas:a) 

. -- ----------------, 
9. In a note furnished to the Public Accounts Committee about 

the system followed to check correctness of returns tlled by: 
fUm arti stes in October 1981. the Ministry of Finance had stat8cl 
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.. Iince all the top prodUC:w1 were· .. _ell in Filla. circ1-. iD. 
important cues, receipts shown by the artistes were crou-verlfled. 
with the producers' cases and with the statements filed by the 
p~ucers under section ~:a. 

An attempt was made in audit to reconcile the payments made 
by the producers to various artistes, etc. in respect of a few 1Ums 
with the receipts shown in the returns of the artistes. The reconci-
liation was found to be impracticable, due to the following reasons: 

.... 

<a> While the producers maintained their accounts on mer-
cantile basis, the artistes maintained their accounts on 
cash basis. The difterent. systems of accounting would 
require correlation of receipts and payments' over a num-
ber of years. No such- correlation was made ~ the 
wards. 

(b> The accounting years of producers and artistes were 
difterent. 

(c) In most cases, the prot:fu'!ers did not furnish artists-wise 
and picture-wise details indicating the· tutal amount of 
remuneration/fees payable as per agreement, the amount 
actuall~ l?aid by Cheques or through annuity, dates of 
payments and balance o~ amount payable. Similarly, the 
artistes also did not file vital details like date of contract, 
contract m~ney a,Dd d~te of release of pict~8, name of 
toe 11lm prod,ucer, pa~c~ars of ~nnuities received, etc. 
The asSessing ofIlcen ~o did not obtaJn necessary de-

'... \ I) . '. ;, 

taps from. p~~cers. an.d: arti~, ~d k~. tllem on re ... 
c~~. . 

~p1te the aforesajd llmi~tiODl. ~ foUowing cU.crepancies 
"'!~ noticed in a .t cb_ of the recorciJ of 18 pictures: 

<a> The particulars of ~un~ .. d,ue to.~ director from the-
producers in a case as per the producer's records and 
the amoUllts receiyed by the director as per his records, 
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. av.atlable· in the apessment'records thowed the. (Q~.w­
in,: 

Ju per producer', account Assess-
IDIDt Vear (pnMoua year ended) 

lt7NO • 
(30 JUDe 1m) 

1-"1 • 
(JO JaDe 1179) 

1.I.el . 
(JO ,....1980) 

Amount Balaaco Ju per Director', ale,. 
AssmDleot R.cceipta 

included ~viou. in the 

due abownu 
out-
'tanding 
u'ldcr 

.' IUDdry year ended) return 
creditors 

UC 1979-80 
aDIluitJ (31 March 
3,36,848 1f79) 

R.emuoera- 1980-81 
tion O.J-Man:h 
16,55,19J i'-, 

Over IJow 2,40.808 1981-112 
(31 March 
1981) 

Ibare 35, 
per CODt 
5,27,5101 

Do. 6)4,715 
3,95,819 

1981-83 
(31 Much 
1982) 

l,U,OOO 

J,25.ooo 

32,000 

1,50,000 

(b) A partnership firm cOlUliltine of family member. pre-
duced' a fUm at a total cost of RI. 3.03 crores and the 
fUm was released in August 1m. A private limited 
company also consisting of the family members of the 
producer as shareholders, wu appointed in Auguat 1875 
as di.atrlbutor of the fUm for the Bomba, circuit for a 
period of 11 years· As per the terms and conditions, 
the diltributors were to apend., on behalf of the firm, up 
to Ra. 3 lakhs towards pre-zeleaae and releue publicity 
of the fUm and in CODIideratiOn of the terVice, the ell-. 
tributOl'I were entitled to a commt.ion of 10 pel' cent Oil 

the D8t realiIatioll of the said fUm. 

t The total realiIatkms from the picture as Ibown by the diatl'i-
fI buto!a ill their boob for the period -dina ao September, 1"' ... 
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-.." the producers III their boob .. at di8 eM of 11 o-ber. lttr 
...... below: -

AI oa 30 September 1976 

1 October 1976 to 30 September 1m 
AI 011 30 September 1977 , 

Amoaat Period 
(~) ---_._--_. 

!Il,M.341 ~ 0031 December 1976 

24,72.868 llulW)' 1977 to 31 
December 1977 

l7B,37,209 ~ oa 31 DoceIabor 1977 
--------------- --------- ---

A.180Ilat 
~) 

55,11,496 

16,05,517 

71,17,063 

The producers' account- in the books of the _ distributor for the 
year ending 30 September 1976 showed a credit balance at Ba. 0.61 
lakh i.e. amount payable to the producer. However. the opeDIDg 
balance on 1 October, 19'16 W88 shown 88 debit of &. 14.96 lakh8, 
i.e. amount receivable from the producer. In the boob of tile 
producer, the total amount of collections in respect of the picture 
from varioWi diatributors tor the previous year relevant to the 
a.eBlIllent year '19'18-79 was indicated 88 Ra. 14.43 lakhI again8t the 
distributing company for the Bombay circuit. However. . in tbe 
ledger account at the distributing company responsible for collec-
tions in tIie territory for the same period, am~unt collected was 
indicated as Rs. 16.06 1akha, 

The discrepancies in the figures at realiaatiODS in respect at the 
same fUm II recQI"ded in the proc:lucen' books and diat.rfbuton' 
books and the amountll due to the producer and "ice Nf'IG were 
not reconeJ.led. 

10. In para usa of their 91.t Report (Seventh Lok &abba), the 
Public Accountl Committee called for a review of the scheme of 
amortisation laid down in Rules 9A and 9B of the Income-tax 
Rules. Rule 9A prescribes procedure for amortisation of expendi-
ture on production of feature fUm.. When a film producer ..n. the 
rights of exhibition of a feature ft1m for aU territorie8 apecI4ed in 
sub rule 11 of Rule 9A along with table in It, he II al10wecI to 
deduct the entire cost of production while computing the prom. 
and rams of ~ buJtneu of production of th~ feature ftlm. The 
ale of exhibition rlgbtl does not always conform to the clMlfftca-
tIoD of terrftories and the Income-tax offtcers have been given 
cBlcretlon In the mBttef of allowin, reduced de4uetIGD In IUCh 
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.... The ~tu. C>fIlcta., ho.we.ver,~( .. ~\VM. ~ cledQe-
tion even when Ale ~ ~ibition right. ~ only '~'9i lth,~_ 
tGrIee wu made by the producei'll to the distriDU~rS. A '1w 
instanCeS are given below: 

0) As per Income-tax Rules, amortisation of cost ·of pro· 
duction is allowed· at 17 per cent if the exhibition rights 
are sold for the territory comprising the whole of the 
States of Assam, .Bihar, Manipur, Meghalaya, Nagaland, 
Orissa, Trlpura, Sikkim, West Bengal, the whole of the 
Union Territories of Andaman and Nicobar Islands, 
Arunacbal Pradesh and Mizoram. 

Similarly, amorti~ation is allowed at the rate of 8 per cent if 
the exhibition rights ~e sold for the territory comprising the whole 
M the States of; Hary.ana, Himachal Pradesh, Jammu and Kashmir; 
-~njab and' the 'Union Territ~ry of Chandigarh. Amortisation . is 
Iillowed at 17 per. cent if the. e~hibition rights are sold for the- terri-
tory comprising districts of Ahmedoagar, Greater Bombay, Collaba, 
·kolhapur, Nasik, Pune etc., the whole of the State of Gujarat, some 
districts in ·Karnataka and the Union Territories of Dadra, Nagar 
Haveli, etc. 

(it) In the case of a fUm,t1ft! cost of production of which 
'RBi·Ri. 1.28 crores and the date of release was 24 August 
1979 amortisation was allowed at 17 per cent and 8 Per 
cent even though, the exhibition rights were sold only 
for a part of the ~ritory, namely Bengal and East 
Punjab, respectively. 

(It) In the cue of another fUm, the cost of production of 
which was Rs. 60.21 lakhs, the exhibition rights were 
sold only for part of the territory, namely. Bombay. 
However, full a'!nOTtiiation at 17 per cent was allowed_ 
The same mistake as in (Ii) was committed in this case 
also. 

The grant of amortisation in full, though trut d~tribution rights 
were IOld only for a part of the territory ~ulted In excess amorti-
sation allowance leading to short-levy of lax. 

(ll) One of the methods of tr~~fe~g th~distPbution 
rights of the films is to sell them tor a ~ period of 
yean· The p,roducer h.as·-no~g . to do,,~th. the p'~fits 
or J~ on .. the film ~cept tMt , the dl~u~oQ dPts 
Win revert t:o the prOdit~ .riir the ~~ti;"- 01 "the Illpu-



• lH!a ~ .. ~Sl1tiOh rijbti of 'lIiafWY -ut.the·bWdY 
'~t~'ftliItsha\te gtiijd···resate ftJne. To q..a·en 
wl!eilyold . pl~ fike "Ph~l '.ur Prlthn", ·'Bk 1'hool 
Do Mati", ''Rot! Kapada .,....urMakiat;t" .. "Tilash" alid 
"GUlnnain" rele8sed7'"r~tlY thBotttbay were domg 
bUmPer business. The r>epaiirilentltas DO itystemto 
Watch whether incOme from side of cUstiibution rights of 
such old iUms Via!! retu'rnM and chffrged to tax. The 
valUe of rights bf such old pictureS is alSo neither re-
turned by theproduc~iS nor assessed by the department 
for the purposes of levy of wealth tax. 

11. The Direct Taxes Enquiry Committee (December 1971) ob-
served that one of the devices which tax dodgers often ad'Opt to 
escape proper liability to tax and penal consequence!> is to take 
shelter behind the plea that no accounts have been maintained and 
recommended insertion of a statutory provision in the Income-tax 
Act requiring maintenance of acC'Ounts by all persons in professions 
,and by businessmen having income above a certain monetary level. 
An enabling provision was incorporated in the Act through the 
Taxation Laws Amendment Act,. 1975 effeC!tive from 1 April 1976 
providing therein that the books of accounts and other documents 
required to be maintained would be prescribed by rules. In Para 
1.78 of their 9Ist Report (Seventh Lok Sabha), the Public Accounts 
Committee noted that the books of €he accounts required to be 
maintained from 1 September 1982 were specified as late as in 
December 1981 i.e. only after the matter was raised by the Com-
mittee, though the enabling provision had been inserted in the 
Act from 1 April 1976. The InC'Ome-tax Rufes have thereafter been 
amended in 1983 requiring tbe assessees to maintain the prescribed 
books of acCounts with effect from 1 March 1983. 

12. In ,his Report "Indian Reform Rep,.,rt of a Survey" Professor 
Nicholas Kaldor (1956) expressed the view that maJpractices like 
the presentation of false and miscellaneous .3cC'Ounts could be 
checked to a great extent if it were made complIhlOry for tax 
payers to present audited accounts in al1 cssec; in which income or 

. property exceeded certain Hmits. The Direct Taxes Enquiry Com. 
mittee (December 1971) aLoro considered that It wouJrl facilitate the 
administration of tax laws tr. a considerable extent if simultaneously 
with a compulsory maintenance ot accounts. there is a statutory 
provision for their mandatory audit, at least in bigger cues. 

Nee'esSary enabUng provfldon w.. brou'gbt into tlie statute 
through the Finance Act 1975 e1fectfve tram 1 April 19'16 providing 
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iUt the Income-. OfIlcer caD, with the prior approval of the 
Commiglon8l' of Income-tax, direct the asse88ee to get the aeeounta 
audited by an &eeOWltant to be nominatea by the Commissioner. 
The compuJaory audit of accounts has not, however. been made 
mandatory. In Para 1.65 of their 91st Report (Seventh Lok Sabha), 
the Public A~~tI Committee desired to kDow how frequently 
the power to get the accounts audited has been exercised in each 
Of the Commissioner's charges during the last three years in the 
cases of aaessments of fllma artistes, producer etc. and with what 
results. The Ministry stated in reply in March 1983 that no eaie 
wu referred. to a nominated Chartered Accountant under tbfs 
enabling provUlon. 

13. The income and wealth returned ancI assessed in resPect of 
some of the leading film artistes are as below: 
- ... ~. ------- ---'" .---
Name Afte!SlMl't • Income Wealth -_ .. _. . __ .-

-' 

Returned AtSOIIOCll Returned ASIOIIed ----_ .. __ ._-- _ .. _ .. _ .... -.... - .. __ . -.- .. ---------
(In Iakhs of rupees) 

H 1974-75 3'30 3.71 (-)5-72 10'''' 
197!;-7fi 10.76 12.18 (-) 5'78 46'53 
1976-77 9.81 18.85 26·52 37'88 
1977-78 1328 18.46 29·53 48·54 
1978-79 766 10.98 29·97 45'" 
1979-80 5.30 8 43 7·97 
1980-81 599 9.23 (-)10'43 
1981-82 6.44 .. (-) 10·07 

R. 1974-75 6.40 6 97 1.80 6'62 
1975-76 7 57 10.67 (-)3.10 1256 
1976-77 743 7.31 0.99 22'52 
1977-78 ~-rl 21 • (-) 2.59 39 74 
1978-79 -)0.04 • (-) 1.19 35·76 
1979-80 (-)259 • (-) 549 
1980-81 (-) 1.1S 2.65 
1981-82 6.26 :: (-) 12.46 

S 1974-75 0·72 0.16 1.20 1. 71 
1975-76 1.94 2.14 4 83 1.45 
1976-77 387 4 05 8.81 6.22 
1977 78 8'51 9·04 11.19 750 
1978-79 5·97 7.33 980 22.65 
1979-80 11'22 33.41 10 39 
1980-81 (-)468 (-)0.79 12.20 
1981-82 6.02 10.34 

K. 1974-75 2.19 2·24 1.12 6'16 
1975-76 2 38 254 0.71 6«1 
1976-77 1.61 1 71 2.59 719 
1977-78 3.66 5·74 4.47 10 J] 
1978-79 392 6 83 7.63 13·24 
]979-80 3.35 7 88 8.27 
]980-81 7.37 722 884 
1981-82 11.16 12.07 ------.- --_ .. -_ .•. _---._---

(-) dIIloteI ...-meDII pondiua. 
.• d8DoteI _meal! caaoellod 
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14. Some of the cases of artistes in which the .~ demand 
exceeded RI. 25 lakhs are lilted below toiether with the aile rlllleDt 
years to which they relate:' 

Name ofthD film artilte 

H 
J 

R. 

(In Iakha ofru.-) 
26'04 
34·89 
31·80 

1973-74 to 191JO.81 

1!m-80 ADCl 15J1O.81 
197$076 aacl 19'78019 

(I) The 88&esHe 'J' filed return of income for the assessment 
year 1979-80 on 28 July 1979 for Rs. 14.710. He filed 3 
revised return on 15 September 1980 showing income of 
Rs. 10,180. On 24 November 1982, he 1lled another revised 
return showing income of as. 5,00,678. He had neither 
paid advance tax nor self-assessment tax. The asaeas-
ment was completed. on 25 March 1982 determining the 
income at Rs. 37,80,020. The assessee preferred an appeal 
and the Commissioner of Income-tax (Appeals) partly 
allowed it in AprU 1983. The assessment awaited recti-
fication. Meanwhile, the assessee made a' settlement peti-
tion for addition of Rs. 24,85,000 to the returned income. 
The Department had issued a show cause notice for levy 
of penalty for concealment of income. 

The same assessee 1lled return of income for the assessment 
year 1980-81 on 14 July 1982 showing income of Rs. ·1,23.1)94. 
On 24 December 1982, he flIed a revised return with 
income of Rs. 9,66,094. For this year also, he neither paid 
advance tax nor self-assel!lSment tax. The Income-tax 
()ftlcer fixed the income as Rs. 20,17,760 on 21 March 1983 
and raised a tax demand of Rs. 22,27,396 including inte-
rest for belated ftling of return and non payment of 
advance tax. The demand is pending recovery. 

(ii) The asaesaee 'R' filed return of inCOD1e for the uaeament 
year 19'75-78 on 3 March, 19'78 showlng the income u nfL 
He had not paid any advance tax or 1I81f-aa8llm.'ent tax. 
In the UllellIDent made on 18 Karch 1181, after obtaining 
the approval of the IDJpeCting Aalistant CommlatoDer. 

1019 LS-2 
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the Income-ta~ Q1Ilcer determined. the income at 
RB. ~,98~d75 With 30000' 88 ~~'c&t1:iral income:Ii:t. . A ... ,.n 
1981~ tile assessee p~~~'~":iJl ":.i to'th8 . eo= 
sioner of Income-tax (Appeals): ~\appealis still pena-
mg. The Department has issued a notice for levy of 
:pe~ty f~r be~te~ 1Ui.J:lg q~ tJte return. j 

(W) In the case Of assell. 'It' referred to in sub-para 13 
above, a ~ was conducted in 1980-81 and cash of 
Rs. 12,12,274 and jewellery of Rs. 72,275 were seized. The 
assessme~t for the assessment year 1980-81 was made 
adding an income of Rs. 4,98,000 and raising a demand 
for payment of tax of Rs. 3,52,800. The assessment for 
the assessment years 1979-80 and 1981-82 remained to be 
completed. However, a settlement was arrived at in'" the 
cue for an addition of RB. ·16,22,270 towards concealed 
income. 

10. :1'0 sum up-

(I) Despite the formation ()f separate film circles there is no 
proper co-ordination in the assessments of producers, 
cU.!JtIib~tots, fUm artistes, etc. Apart from ~ereDt dif1l-
~lties due to different acco~ting years. different systems ot ~C~9~tlrig etc., vi~ data, nece88Bry for proper co-
o~cUnatiori, are not collected br the Depar;tment and kept 
on rec;or~ . 

(ti) Amortisation of cost of production of films is not regu-
lated as laid down in the rules. The Public Accounts 
Committee had suggested a review of the system by a 
study Group consisting among others, of experts in taxa\, 
tlon, accountancy and au~t and e~lnerit non-oftlclala 
having intimate knowledge of the operations of the !\lm 
indus~ry. 'l'!le Ministry of Finance have stated (July 
1983) that a d.epartmental Study Group had been fonned 
for the purpose in July 198'3 and their report is awaited 
within th~e months from the date of fonnation. 

(iii) Deferred. annuity schemes through which current income 
get. distributed to a number of years in the future and 
bemme . chargeable to tax only in the spread-ovet: years, 
ie very popular in the film world. No date of policies 
purclulaed and the beneflciarles thereof are coneeted and 
corfe1ated with assestftnents. The Public Accounts Com-
mittee in para 1.'7'2 of their 91st Report (Seventh Lok 



.18 

~a~ha). reco,~~~ J~;~~~v~ .. ~~).~ f~~.JI ~ 
S\i~h s~esr;.es-"'so 'thllli'. reVenlUfijhidt·~~ 1FiiW11 • 
.Action is et to be 18ken "iii ',this· c1. ':' Y,,' . ,,,,,.," ~, 

llv) Provisions made in the lAw to NC1Ife better aheok on-the 
.. essments .in the fUm wards tale not 8JdcaId: 

(a) No 'watch is kept on the receipt of statements pres-
cribed to serve. a check 011 the, tendency :to tdate 
the coat of production' of succeSlSfUl cfUms; In moat 'of 
'the cases, DO·penaJ. action is initiated for' fatlure to 
render the statemata arfar readerIDgthem.· balatadIy. 

(b) Provisions for compulsory maintenance of accounts wo 
made in the Act in 1976. Rules to give effect to thil 
proyj'Sion have been framed only in 1983. 

(<;) Provisions for having the. accounts a~ted wu alIo 
ma4e ill H~76. The power has not ·been uaed in any 
c:ase. 

(v) The assesaeea falUng ill high income groups "tum dJ.-
proportionately low incomes. avoid ...,..... of advance 
and self-assessment taxes and when after strenuous deU· 
berations, real filcomes are aetermtnet!andbeavy de. 
mands of tax are railed. they' colne 'tip 'with aett1emeDt 
petJUt.lJ;lS. In the proce. recov,e~ of flnal WE demand 
.. poa.t.poned. Th.e 8Z1ftr ~d ~ was RI, lCMO 
l.khs on 31 of ~ ~ l'OI8 up ~ Be. 1~ 1akba OD 81 
of March lB88. .. 

16. The 'paragraph was sen.t to the 1IBId.,. of J'lance In ~p­
tem'ber 1_; tbMr reply is awaltecl <»-abel" !I_~ 

W.ara 3.26 of tb, Jleport ,of the Comp'~l1 ... 4~d1tor 0eDe-
raI 'of lJId1a mr the year 1~4 UDiQJl ~t (etvll) Reve· 
nue Eeceipts, VoI~ rr Direct '1'~es.] . 

17. The following film circeles are functiQ$g from ~e ct.- Indi· 
csted against each: . , 

(1) Film Circle, Bombay-Since 1_ 
(U) Film Circle, Calcutta-Since 2-12-1_ 

(ill) FUm Circle, Madra&-S1nce 1-'-1_ 
(Iv) Film Circle, Ban,aIore SiDca 11+1_ 
(\r) Film Circle, Hyderabad-Since 1-'1-1982 

18. Separate film circles ,.. 8IMIII1I8nt of 8Jm ~es have 
been c:reetecl with a -new to centrallaing the ... OCQIDected witH 
fUm iadAItry lib the proc:lUC8l'll, artiI_. dfnIctca, clmera-1IlIII. 
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ftnan~etc., for ... ter coordiDaticlll and decUve handJin .. Accard-
. iug to thtt Ministry of Finance (Department of Revenue) coordina-

tion becomes comparatively euy ;when the producers aDd artiste. 
are asaeaed in the same Circle. For example, verification of pay-
ments claimed to have been made/received by the Prodw:ers/ 
Artistes. When there is proper coordination in the assessment of 
these personalities, the fUm circles as a consequence, become more 
effective. The Central Board of Direct Taxes monitors the p8rform-
ance of film circles through annual inspections of the concerned 
Income Tax Oftloers by the concerned Inspecting Assistant Commis-
sioners, which are reviewed by the concerned Commissioners of 
Income Tax and Directorate of Inspection (Income Tax) 'working 
under the Board. BeSides, it is always open to the Inspe~ting 

Assistant Commissioner to call for individual files and give such 
directions for the purpose of assessment as are necessary under I8C-
tion 144A of the Income Tax Act, 1961. The Intelligence Wing of 
the Department working under the respective Commissioner of 
Income Tax may also take necessary action as and when called for 
in individual cases. 

119. The Committee in their B1st Report {7th Lok Sabha) ha4 
recommended in Para 1.79 as under:. , 

"The Committee strongly urge that a thorough and critical 
evaluation of the usefulness and effectiveness of the 
various film circles and other Circles dealing exclusively 
with professionals" should be carried out immediately 
with a view to· streamlining their functioning. The Com-
mittee need hardy stress that multipronged and well co-
ordinated plan of action needs to be drawn up and imple-
mented in conjunction with the Departments concerned 
for tackling this evil which is eating into the vitals of the 
socio-economic system of the country." 

20. The Ministry of Finance who were asked to intimate whether 
any review had been collducted on the working of the film cireles, 
ove replied in the negative. 

21. During evidence,. the COmmittee enquired about the reason 
for not conducting the review of the working of the fUm circles. 
The representative of the Ministry of Finance (Depat'f:ment of 
Revenue) stated: 

"Our fUm circles have been reeularly inspected under normal 
procedure. One Inspection was' done in 1983-84 and the 
other, the Bombay Inspection, was done in 1984-8S." 
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22. The Chairman, Central Board of Direct Taxes, added: 

"We have not undertaken a review, apart from theiD&pectloD, 
to see whether the oftlcen are dom, their work properl,. 
and whether the film circle is worthwhile or not." 

28. Asked to state the ·total demand of all the fUm cireles, the 
witnesS stated that it was Rs. 32 crores. 

24. On an enquiry whether the expenditure on the rum circles 
'was more than the incom, the witness replied in the .aftlrmatlve. 

25. As regards the revenue from the fUm c:lrcles, the wtm.· 
iltated~ 

"I think that the revenue from all the circles is approximately 
Rs. 15 crores per annum." 

26. Asked whether the Ministry WIIS satisfted with the demand 
:raised and revenue realised from the film circles, the represents .. 
tive of the Central Board of Direct Taxes repUed as follows: 

"Certainly, 32 crores appears to be low. But I would 88,. the 
same thing about other industries also. ConsideriDg thlt 
growth ot mdustry, the total income tax collection i.1f . 
should go up and Vie are trying to do it by better imple-
mentation." 

27. The Committee were also informed that during 1984-85 the' 
:total· collection from the Bombay FUm Circle was as fbllows:: 

Income Tax-Rs. 12.4 crores 

Wealth Tax-Rs. 80 lakhS 
Gift Tax-Rs. 3.9.8 lakhs 

" 

28.'The Committee then enquired as to whether by cO~tUting 
the film Circles, the Ministry-have achieved 'greater 'COordination .o" 
;andeffP.ctiveness. The' witness itateci:' '... . ... . "'~. : 

"All the persons involved in the film making are being 
~sseased toge*her even· though they ~.be -living i~ 
differetl~ lo.cal.iti.es. One of the points made is- Cl'09S- . 
referencing,!" -, '. _ .... 

• • • • 
"One of' the points made by \he AuiHt is 'that tb:e 'lofiDg- s'fiOulc:J 

be checked both from the borrower and from the l@.der. .,. ."~.. ... •. "'.. .. ~ ":."""1 ". ~. . 

, ,,~ 
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'W!ien a' jJrb4~ sly. tli&t lie. took Rs. 16 crores .hom X. 
!'~ D.lUB~:.~,~m..t.b.e ~~wbo is suppc)Hd \O.ht\ve 
&t~ whether aDY entry eziats there. . The ITO checks 
that.', 

• f 

29 • .A.IMd, tQ e~ the problem faced by the Department,. t~ 
witness staU!d uunder: . 

". "I, will. teD. trOD' the, ,real problem. We do not lny the tax on 
fiIIDs,. we!do i.,t work out the cost of the film and assess 
it. We tax the income of the people who have taxable 
inl'O!ne lihd '*110 are inVoltred' in film making induStry .. 
One of the points relating to this: how many films were 
D;lade. That· is the k:iru,l..of data that is collected. Income 
tax is a tax on the income of the individuals. It is not 
a tax on the income of a film. You may amend the Act 
tomorrow. But today, it is not a group of people who 
an inwlved in a particular industry called th~ film mak~ 
iDS' ':lDdustry.'" 

30. Apart fromfihn circles there are also Central Circles which 
areineaJit for carrying out COQrdinated and, sustained investigation 
In cdriiputiated cases 'of tax evasion with high revenue potential. 
Accor'di.ng to· the Ministry of Finance (Deptl of Revenlle) the sta-
tutory fUl'lctions of an Income Tax Officer in a Central Circle are 
the·, aame -aI' these of.,. other I~ome Tax, Offtcer dea~ng with 
assessment 'wOitiS 1ft a, DOn..eera.tral clrele. The assessing' oftIeers in 
the Central Circle are expected to handle complicated- cases with 
higher degree of efBciency and concentration as comPared 1.0 the 
otBcers in other circles. Their work' is- cloa81y superifseCl 'by' the' 
Inspecting Assistant Commissioner and the Commissioner of lDcqme 
I'~ Centralisation of cases in Central Circle also ensures a' greater 
measure, of,. coordiDation: with the nault tb.at a 1 ..... nlllDlWr of 
....,n,.:afDcera. do,DOt have to dJaaipate· their "tfDie aDd ef!oriB in" 
GQrreSpOJldenee,' etc. witla the other .. ~ o!lcers who line-
fartsdictlon over other cases in the same group. 

81. Aikad, .. to h- may ~es frOm film ~et8s have been' 
refefiel' to,·the central' Clrete,th'e representa'tlv'e of ttie Mimstry 
of Finance ,Department of Revenue) stated "AbOut 38 cUes have 
been referred." 

u.' The OIaJ .. ", CeD.tral Boat4 of DI!eet Taxes' 'aa&ta: 
'1I!'he fUm circle deals with everybody cmmeeted with the ftlm 
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i~d~try. ,~q:e ~eJ"',~,li~t.1~ limited. We u.~ made a 
seu:~h:. and ,.~~ ~ ~ for. invesijgatiQn ud 

. PfObed at ~Jigth ~re. The Central Circle com. into 
play' not oDIy for fiim. perso~es but for others. ~. 
Tht" Central Circles deal in a number of cases and usually 
senior ITO. are posted there. They have mote time m 
examine and. deal witl). these cues." 

33. In a note., the C~ttee wer~ informed by the Ministry of 
Finilnce (Department of Revenue) that no special training was 
given to tho staff worklng in' the Film Circles. 

34. During evidence, when the. Committee enquired about the 
training of the stair, the representative of the Ministry of Finance 
(Department of Revenue) stated: . 

"The Government feels that ITOs must be experienced. They 
must have at least five to ten years experience. They 
must .have high integrity rate also. Shri Narayanan has 
suggested some new courses for training them. We ~:,·,e 
issued elabora:te instructions about how a fUm account 
should be analysed and assessed. If a maD who hi ex-
perienced . goes throttih these thlDgs, he ean work dl-
ciently. To supplemeDt it, frOm thD year Vir'" have a 
special course also in films accounts." I . . 

Cerlijf.eatiOfl. of FiltnB 
35. Audit para has pointed out that the Dumber of films certi1lact 

for ezhibition at Bit'J1bI.~ haS' heeD steamJy' ~ln, ~ee ~ 
year 1975 onwards 8I)d the total number of a~ssees on the recorda-
of.. ~~ rl.e~tttn~( ~ g~ne' dofl#.s~pir ... The positi~ ~~gai'dillg 
penct~cy of' ~ments has' ~afJled mate or less ataUe. 

36. The number of films cerWled in Bombay d1lJ'ing the yean-
1978-82 is as follows: 

Year No. of Pictures 

1978 • 172 

1979 118 

1980 ~l 

1981 -1982 • 210 
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37. The Ministry of Finance (J>eptt. of Revenue) in a note have 
atated that during the financial years 1981-82, 1982-83 and 1983-84 
the number of Indian feature films certifted by the Bombay region 
was 195, 201 and 205 respectively. 

38. The number of films certified in other film circles during the 
years 1978-84 is as under:. 
---

Year Cllcutta NacirilS B1ft1alore TrivaQ4rwn Total 
---

1978 57 390 447 
1979 61 475 53' 
1980 61 479 541 
1981 61 470 5:Jt 
1982 " 417 553 
1983 71 468 539 

1914 61 si5 24 16 616 

39. The Ministry of. Fin8llC8 who were asked to indicate the 
number of abandoned/Incomplete ftlms with name of producers in-
cluding the cost of production, stated aJ under: 

''The production of films in India is mainly in private sector. 
The Ministry of Information and Broadcasting do not 

I have the information." 

A"esaees OR ,.ecord, Assesamen", Tu Dem4nd 

40. The number of assessees on record of the Department cate-
gory-wise as on end of March each year from 1980 to 1885 in respect 
of Bombay Film Circle was as under: 

C&teIOrY As Oil As 011 A. OIl As OIl Alotl AlOD 
31 31 31 '31 31 51 

March, March, Marob. March, March, March, . 
1980 1981 1982 1913 1984 1985 

.---------
, Fdm FinaDc.iers 41 65 105 14 14 29 

, Producers 310 311 393 321 'J!11 210 

Distributors 244 299 394 114 165 199 

ArtI.tcs 4S4 Sll 546 519 . 245 lO5 

Otbers . 5.624 5,946 5,169 .5.ar6 5,131 ',3Of 



19 
oM. The number of assesaees on record, of the Department cate-

gory-wise as on end of March each year from 1980 to 1985 in respect 
of Film Circles other than Bombay was as follows: 

QateJory AlOD AI on AlOD AI on Alou AI 08 
31 31 31 3. 3. :n r M~ Marob. MarcIl. Muda. ~ 1911 1912 1983 .-

PD. Piaa1lOiers I I 6% 110, 34 42 

Proli1lC01's %9 40 456 391 523 542 

Di.trillotors 148 201 199 181 804 04 

Artistes • 221 1.41 S62 191 IS03- IDI-

, .()tbers IS61 IS]] 2169 2654 2580 2549 
--.----~-...-.-

.' 

~-------------'-,- -
• TbeIo fi&uas include pOI'SOD8 uncSOr the c:atoIOrY 'others' abow in respect orTamil Naclu 
~oaty. . 

'N Gte:" Film Ciicloa in Tamil Nadu. ICarDItab and Anclhra Pradesh WC~ created only 
- In or .fIIer May. 1982. ' 
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46. Asked to state the steps taken to r"educe the pendency of the 
;assessment.c;, the Ministry of Finance (Deptt. of Revenue) have 
~iDtimated: 

"With the extension of Summary Assessment scheme tc cases 
with returned income upto RI. 1 lath, the pendency in 
film circle is expected to be aigDi1lcantly reduced in sub-
sequent years." 

.7. Seetion 285B of the Income Tax Ad, 1981 provides as fellows: 

"Any person carrying on the production of a cinematograph 
film during the whole or any part of any financial Yedr 
Ihall, in respect of .the period during which such produc-
tion is carried. ·on by him in such ftnancial year. prepare 
and deliver or cause to be delivered to the Income-tax 
OfIleer within thirty days from the end- of·· such ftnancinl 
year or within thirty da,._ frqm the date of the comple-
tion of the production of the fUm, whichever is earlier, a 
statement in the prescribed form cOntaining particulars 
of aU payments of over five theusand Rupees in the aggre-
gate made by him or due .frOJD lUm to _ eac:h such pe!'BOI1 

as is engaged by him in such production as employee or 
otherwise." 

48. Section 285B was introduced by the. Taxation ,La'WS Amend-
-ment Act, 1975 with effect from 1 April, 1976. The Central Board 
.of Direct Taxes circulated instructions (No.' 99d) on 10 August, 1976 
.directing a11 the Commissione1'8 of Income Tax that widest publicity_ 
--should be given to the provisions of SectJon .~B ~f th,.e Income TaX 
Act, 1961 and that the officers working in the fUm cireles might be 
alerted t~ this: The instructions further deiireQ that'the eoncerned 
..oftieera might write to the known -:fUm producers ~divtdually' 

making them aware of the pro9isions. 
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5~. ~~ ~vi~ce, on ~ -mq¢.ry WAY Ule ])epartlnent was not 
~is~g o~ ~ .0.£ ~~ sta,P.J.~;l'Y s~~~t;s, ~ Chairman" Cen-
lJ;al ~~d of Direct Taxes ~p~: 

"This (Section 285B) is a new provision and enough publicity 
has not been giv~.N~w :we have given bwWctions to 
,i~~ f,l1bu,city and ~~nUy out of ten films produced in 
,~~~llay, statements have been received ~m6 cases and 
in the other ,four cases we have uutiated penal action. 
As pointed oui earlier -by the a~~t, the penalty of Rs. 10 
per ~y is not enough to induce these people to submit 
the form. They recommenqed. to increase it to Rs. 100 
and we have done so." 

52. On a suggestion being made as to whether the progressive 
rate of penalty for failure to furnish statutory s~tement, would be 
more effective, the w;itness repl~ed: 

"The progressive rate is a glOd suggestion which would make 
. them t,*e it seriously." 

53. The Committee then invited attention of the witness to ~e 
instructions issued by the Board for giving wide publiCity to the 
provisions of Section 285B of' the Income' tra~ 1961. T\le . w.ttn~ . 
admitted: ' . 

oj 
"The number of films shows that nothing much has been 
'~done."'·-'" . 

~ ';l'o afur.ther question about the usefulness of the statement 
in the ~ ,~2A, ~e representative of the Ministry of Finance (De-
partment of Revenue) replied: 

"Yes it is useful in checking of the producer's payment 
against the Income-tax statement of the actors or others, 
so that the story given by the producer about the pay-
nlent to' the actors or others are cross-checked by the story 
about the payment received by them." 

56. The Ministry of Finance (Dell~rtment of R.eve~ue) in a sub-
sequent note have stated: 

"The books of accounts being primary source of 'information, 
ev~n information given in form 52-A is based on the 
books. Therefore, correctness of the income declared can 
be judged with reference to the books of accounts and 
supporting documents such as bills and vouchers. In 
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cases where a sta~t in form No. 52A is not avallable, 
the correctneu of the lDcome returned by prOducers can 
be checked. by the LT.O. with reference to the books of 
accounts maintained by them. 

Film Artists also maintain accounts in respect of their income 
and expenditure. 1TOs can check the correctness of the 
income declared by Film Artistes with reference to theae 
books of accounts. In cases where statements in form 
No. 52-A are not available, the ITO can verify the correct-
ness of the income declared by the fUm artistes by mak-
ing reference to the film producer regarding the payment 
made by him to the particular artist, who would then 
look into his books of accounts and give the particulars 
as recorded therein. It will, therefore, be observed that 
the absence of statements in form 52A does not preclude 
proper examination orveriftcation of the income declare~ 
by film producers or film. artistes." 

56. Audit Para has quoted a case in which the statutory statement 
ftled by a producer indicated that the total cost of the film as return-
ed was Ra. 1.22 crores and the total payment of over Rs. 5000 in 
the aggregate made l!1.J,ring the financial year 1979-80 to 1981-82 were 
only Ra .. 18.29 lakhs. The percentage of the 'payments exceeding 
Rs. 5000 in the aggregate to total cost was workt!d out to 15. 

. ~ ~ 

57. During eVidence, inviting the attention of the representatives 
of the Ministry of Finance to the above mentioned case the Commit-
tee enquired ~ to why only 15 percent of the cost of production ot 
the fUm got reftected in the form 52-A and why no attempt wn 
made to verity the facts. The witness stated: 

"In this particular case why they could not do so was because 
the period of accounting was difterent." 

58. In a subsequent note, the M...nistry of Finance (Departmellt of 
Revenue) have stated as follows: 

"The reference appears to be to the fUm 'Kala Pathar' produced 
by. Yas Rat'Chopra. The aggregate amount shown in the 
statement in Form No. 52-A, no doubt forms a small per-
centage of the total cost of production of the fi?n. It is 
however relevant to note that under Section 285B of the 
Act, the producer is required to give particulars of pay-
ment over Ra. 5,000/- OJlly in case where the persons to 
whom the payment has been made is "engaged" by him 
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as an employee or otherwise. This provision appears to 
have been construed by the fUm producers in a very re~ 
trlctive manner with the result that only payment made 
to employees or others engaged to render professional 
services are shown in the statement." 

Reconciliation of Accounts 

59. The audit para brings out the difficulties experienced m recon· 
oeiliation of accounts on account of different systems of accounts 
followed, adoption of different accounting years and other reasons .. 
III a note, the Ministry of Finance (Deptt. of Revenue) have intimat-
ed as follows: 

"In suspected cases of evasio~, Income-tax Officers verify the 
transactions as re::or,ied in the books of account of the 
assessee with corpesponding entries as recorded in the 
books of accounts of the other party to the transactions. 
This .procedure is' not confined to assessments of film pro-
ducers, Film Artistes etc. but is used by Departmental 
Officers in the case of all assessees. 

It is, no doubt true that variations in the accounting years or 
method of accounting followed by different tax payers 
may cause some difficulties in, verifying the transactions, 
But the difficulty is not insurmountable and Income-tax. 
Officers can detect, through a pains-taking and thorough 
examination, discrepancies in entries in the books of ac-
counts maintained by 'two parties to a transaction. More-
over, the question of adopting a uniform previous year is 
also under consideration, in connection with the exercise 
of simplification of Income-tax Laws." 

60. The Committee desired 1* know the number of cases where 
reconciliation could not be effected alongwith the reasons therefor 
and, also the number of cases where the reconciliation had actually 
been effected with result of such reconciliation in respect of Bombay 
Film Circle. The Ministry of Finance (Deptt. of Revenue) intimat-
'f!d, in a note, as follows: 

"When an Income-tax Officer comes across a cash credit or a 
loan, he makes an enquiry about its genuineness. Hence 
loans shown by the producers are investigated as to their 

:genuineness 'in the course of assessment proceedings. The 
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res1U,ts ,.~hi~Ved during such enquiries in tbe, ~ of Bom-
'1>ay ,~,'¢ircle' are the fQllowing: " , 

(i) In the case of one film producer, a loan was shown from, 
a film financier. On information received by the assE'S!I'-

ing authorities assessing' the ftnanCer that' loans ad-
vanced in the years 1974 to 1981 to the tune of Rs. 1~ 
lakhs are bogus in nature, the assessment in the cue of 
the producer for the assessment year 1976-77 has bE-en' 
re-~pened The case is under process for re-opening 
assessments for the other years. • 

(ii) In the case of ano1her film producer, the following' 
additions have been made: 

1978-19 

1980-81 

1,.1-82, 

1982-83 

Iuelligence Wing 

RI. 
27,ooP 
60,000 

10,000 

30,000 
-------

61i A 1Um entitled '~y' was cer~fted for release i,n Augu$t, 
191p. Th:e ~ 01. FiJ)8Dce,Deptt. of Reven~) have intimated 
tlult tpe sta~ment j,n rorm 52A was not necessary in the ,case as the 
~ Jl8d been complete4 prior to 1-4-7.6 (i.e. befw,e the coming into· 
f9r~ of ~pon'~). The expenditure c~d to have been in· 
cUrie<! by ijw pr04uC,er Was ~t: checked with ret~enc.e to the Vouch- . 
ers. Out of the total cost, of p~eductiqJl of tp.~ film of ~. 3.03 crores 
payments made to !ilenior artistes amounted to Rs. 14.44 lakhs and 
~~~~~ made t,o individ~,l arti.stes f~nged froQ:) R$. 10~OQ, t~ 
Rs, 5 l~s, The Committee desired to know whether the Int~Ul­
g~~Wulg of the ~P8.~e~t h~d ever investigate4~he to~l' PIJY, 
~~~: '~~' to the Ulalp ~rt.st~ ei~h~r directly or indir~t1y, ~~' 
~~~~ of n~anc~ (Dep~rtD)ent of Rev~nue) ~ve i¢o~d: 

''Intelligence Wing of the Income Tax Departmetlt has not con-
ducted any investigation e*ther alJout th~ total p~ymeDt. 
maae ·to 'tile 'main artiste. Or films or about the play back 
SingerS, jUnior artilites ~d muSic director Of ,the fUm, '$holaY·, , .. ',' , .".. ," ,," ' , 
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However, the .sses~ng ofticers look into these aspect!! in the 
COUl"8e of assessment proceedings in individual cases." 

62. In a further note, the Ministry of Finance (Department ot 
Revenue) while explaining the functioning of the Intelligence Wing, 
stated as follows: . 

"The Investigation Wing of the Department also ·functions as 
. an intelligence gathering agency for detecting eases of 
tax evasion. The objective and function of the Directo-
rate of Inspection (Inv.) is to collect information about tax 
evasion, make investigation into it on its own BfJiJ./or to 
communicate the information to the asseSSing authorities 
in the field for investigation and to guide and monitor the' 
progress of such investigations by the field officers. It 
also conducts search and seizures oper&tions in suitable 
cases. It has four units, each headed by a Director of 
Inspection (Inv.). The four units have their headquarters 
at Delhi, Bombay, Madras and Calcutta. 

The Government have alSo created a post of Director General 
(Inv.) ·in the Income-tax Department with .. view to ftlak~ 
ing it more effective in tIM: talk of checkiilg t~ "" .... 
The Director General (Inv.) supervises, controls and C~ 
ordinates the working of' the Directorate of Inspection 
(Int.), Directorate of Inspection (~urvey) and the four 
units of the Directorate of Inspection (Inv.} which are 
engaged in the working of combaUng tax evasion. He 
also plays a vital role in search and seizure matters and 
supervises investigation wherever necessary. 

The Directorate of Inspection (Int.' was set up in the In('ome~ 
tax Department in 1981. It is headed by the Director of 
.Inspeetion (Int.) wfthheadquarters in New Delhi. This 
also has some zonal offtcer. 'l'his agency "is mainly res~ 
pOhsible for. collection, ebllation and diSsemination of in-
'fermalton eoncerning bldustrla1 and COMmercial trends 
leading to the proliferation of black money, economic 
mill-practices and tax evasion techniques. It is also res~ 
ponSible for gathetfilg oflntelHgenee regarding specific 
cases of large scaleenllion of. 811 India remiftcation. 
Search and seizUre operations 'arenorinaHy taken by the 
Direc!tor of In'SpeCtion (Inv.) and. ·the Commissioners of 
Income-tax. . . 

The commissioners of Income-tak ad th~ Ol'pni.ation wmir-
ing under them .also p)ay a Wial .roJ4,in ;gatiwri:ng of i111.eJ~ 
lisance 4lnd .iIl ~mDatiDg..tax evuloD. 
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Information regarding tax evasion' is collected from varlous 
sources, . including, in.ter alia, from informants who fumish 
information in expectation of monetary rewards. There is 
a scheme for payment of rewards to such informants. In-
formation is also gathered thro1:lgh <a) suo motu enquiries, 

(b) follow-up of the leadsavallable from the Departmental 
records, petitions, press reports and other .publications 
and(c) liaison with enforcement agencies of other apart-
ments, for example, Enforcement Directorate, Revenue 
Intelligence etc. 

Whenever any useful information is gathered by the Directo-
rate of. Inspection (Inv.), or the Directorate of 
Inspection (Int.) , it makes investigation into it on 
its own. Wherever necessary the information is com-
municated to the assessing authorities in the field for in-
vestigation. Information collected by a Commissioner of 
Income-taxI Assessing Ofticer which could be of usc of 
another Commissioners/Assessing Officers is passed nn to 
such officers for proper utilisation." 

63. Asked about the follow up action taken in respect of searches 
and seizures, the witness stated: 

"We have considered this matter in detail, we are in the pro-
cess' of reorganising the whole of this Directorate of Ins-
pection. When we' carry out a raid, we get the heJp of 
100 ITOs from the Cireles. At the end of the raids we 
get three truckloads of books. The munshi has to come 
and explain all this. Otherwise it is very difficult to go 

through all of them. 
• • • • 

For instance, there will be seven truckloads of books of Surat. 
We will take six months or so even to understand 
them. After a ,raid on a group, the amount of paper 
that comes is unwidely. Unless the man concerned is 
ready to help us out, we have no other way. Sq we have 
to accept the position that regular inspection 'and investi- . 

. . gation staff will have to be sufficient so that they CAn do 
all this follow-up by themselves. The Government has 
proposals for reorganisation of all the Intelligence agen-
cies and inspection. wings of Income-tax which are under 
consideration." - -

Cost of Production an.d Amot"tisation. 
84. 1'he cost of production of films 4Sholay', 'Kala Pathar' and 

'DoosraAdmi' was -stated to be Of the order of Rs. 3.03 crores, 
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Rs. 1.28 crores arid Rs. 60.21 lakhs, respectively. Explaining the 
vast difference in the cost of production, the Ministry of Finance 
(Department of Revenue) have in a note stated as follows: 

"The cost of a film depends upon various variable factors, 
such as the number of top art~ and artistes in a fUm the 
remunerations charged by them, the nature of the sets, 
whether the film has been produced in cinemascope or 
otherwise, quality of film used and the numbet: of prints 
taken etc. Top stars charge high remuneration for their 
roles in a film. Cost of bigger sets is bound to be higher 
than smaller sets, for example, in the case of 'Sholay', the 
film was entirely shot in a remote village in Karnataka. 
There was no facility available in the said village and 
the producer had to incur expenditure for the construction 
. of Kacha roads and transportation of men and equip-. 
ment. The producer had to construct sets for Haveli. 
Bridges, Temples etc. in that village. This factor is also 
responsible for the high cost of this film. Department also 
look into the cost of film show and varifies the same at the 
time of assessment of producer. No fiXed norms can be, 
prescribed to judge the reasonableness of the cost oI a 
film because the number of variables on which the cost 
d~pends is very large." 

65. In the case of the film 'Sholay' interest of Rs. 31.49 lakhs 
was paid, according to the information furnished to the Committee. 
In respom~e to a question, it was stated by the Government that the 
tax was duly deducted at source by the producer' while making pay-
ment of interest to the financiers but the producer did not furnish 
a statement to the Department showing the particulars of interest 
paid. 

66. TIle expenses stated to have been incurred by the Film Pro-
ducers on the films 'Sholay', 'Kala Pathar' and 'Doosra Admi' are 
shoWn at Appendices I and II. 

67. In reply to another ,question it was stated by the Ministry of 
Finance that the Wealth-tax returns of the artistes were always 
verified to ensure that the total annuity incomes had been returned 
bv them and assessed for Wealth-tax. .. '. . 

68. In reply to a question by the Committee regarding non-
furnishing of picture-wise details of income .received, it was stated 
by the Government that Assessing Officers are expected to call 
for details of remuneration received by film artistes in respect of 
each film for which they received remuneration during the relevant 
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year. It was further .tated that in cue. of IU5lM'Ctecl evasion the 
ITO would 8110 cross-check the information given by the tUm 
artiste with reference to the particulars given in the atatemeat ill 
form No. 52--A Ql' where such statement was not filed by making 
a reference 011 this point to the film prociueer. 

61. In regard to another question relating to scrutiny by the 
In.Wnal Audit or by the IMpecting Assistant COmmissioner in his 
administrative inspections, it was stated by the Government that 
the Internal Audit does .not look into this aspect of work by the 
aBlessing oftlcers and that the lAC would comment on this upect 
of the work, particularly in cases of suspected evasion. Govern-
ment also observed that no case of any se,dous lapse on this 
account has .. been noticed or commented upon 'by the lAC Film 
Bange. Bombay. 

70. In regard to unexplained investments, unexplained money, 
• unexplained expenditure and amount borrowed or repaid on hundies, 
the law lays down that the amount involved should be treated 
as income and brought. to tax as relating to the financial year in 
which the detection is made. In reply to a question by the Com· 
mittee as to whetbe.r the Ministry have considered insertion of a 
si,milar provision in regard to the concealed income arising out of 
searches and .seizures operations so that the revenue defaulted 
could be taken to the exchequer. quickly and also the assessing 
officers and the assessees spared of the labour involved in reopen· 
:Bg the past completed assessments, the Ministry stated that the 
pro.mons contained in Sections 69A, 69B, 69C and 69D of the Income-
tax: Act, 1961 already took care of such eventuality because the con-
cealed income detected out of searches and seizures could not take 
any form other than the form described in the aforesaid Sec:.tions. 

71. The Study Group appointed by the Board at the instance 01 
the Committee made the following observations: 

"In the matter of unearthing of black money in the case of 
film artistes, the Department has to work against heavy 
odds and the degree of proof required of the .department 
by appellate authorities is almost impossible of achieve-
ment. Raids in the case of film stars have also not succeed .. 
ed in unearthing sizeable quantum of unaccounted cash. 
or assets." 

72. In reply to a question as to how the Ministry propose to 
surmount the difficulties expressed by the Study Group. in bringing 
out the black money, the Ministry stated asunder: . 

"One of the impor~t and essential functions of the Incom~ 
tax Department i$ to check tax evasion effectively. In 
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the Inc:omeatax J)epa11meiIt- Itbe 1Iu'k: of ~~i1ng tax 
evaaion is b1mdled by seVeral agencies·' wliie11 function 
under senior and experienced offtcers of the Depa.rtmen.t. 
'1'he Directorate of Inspect;~d (Inv.). the. Directorate ot 
Inspection (Int.) and the Commissioners Of Income-tax 
and the organisation working under them playa: vltal ; 
role in this direction. The (Jovernment have also created 
a post of the Director General (Investigation) in.the 
Income-tax Department with a view to making it more 
eftective in the task of checking tax evasion. The c ... 
of persons connected with the Film Industry are treated 
at par with the cases of other persons who are suspected 
of evading taxes. However. in bigger charges .1Um 
circles have been constituted for dealing with the assess-
ment work in cases of film personalities." 

73. Askl."d about the basis on which the amortisation was allowed 
em the 'cost Of produetion of film 'Shc;1ay'; tilt!: Mi~try of ~~ 
(Deptt. of Revenue) stated: 

"Amortisation was allowed 'on the basis of the recovery' of 
the first three years after the .release of the film." 

Asstt. Year • Collection Percentqe Amortisatloa 

1916·17 1,54,36.369 460.2% 1.31.34.218 

'l917·78 1,07,60,838 32.08% 91,55,109 

1978·19 13,41,315 .21.90% 62,50,31i 

Total 3,35,44,522 100.00% 2,85,40,239 

The Ministry fUrther stated: 

"The cost of the film amount to Rs. 3.03 crores includes' 
Rs. 59.20 lakhs being the cost of the prints and. Rs. 12.92 
Iakhs being the cost of publicity. Since these expensee 
were incurred .before the re~ease of the picture, they were 
not ine1uded in the cost of ,production for the purpose 
-of allowing amortisation in respect of the film. It may 



be added tha~ the amortisation was allowed on an amount 
of Rs. 2,85,40,239/- w.hi,h was worked out as U!lder: 

Cost IboWQ • 

Lu& : 

R~. 3,02,92,771 

taterest relating to cost realisation period ibCIudod 
in the above cost • R.. 15,52,531 

BllP8Dditure dl!lSllow~ • R ;. 2,OO,OJO 

R,. 17,52;531 

R.. 2;85,40,240' 

74 .. Asked to ofter their comments on the observations made by 
the Audit in respect of two films whose cost of production was 
Rs. 1.28 crores and Rs. 60.21 lakhs, respectively, the Ministty of 
FinRIlce (Deptt. of Revenue) intimated as follows: 

''Regarding the picture whose cost of production was Rs. 1.28 
e,rores,. the same (Kala Pathar) was released in assess-
ment year 1980-81. The entire cost was allowed (except 
for some minor disallowanceS) in the same assessment 
year, since as per assessment order the picture was re-
leased in all the territories. According to C&AG's Report 
amortisation was allowed at 17 per cent and 8 per cent 
even though the ex.hibition rights were sold only for a 
part Of the territory namely, Bengal and East Punjab. 
These two territories figure under the categories of terri-
tories C&n of Rule 9A. From the relevant agreement, it 
is seen the picture was sold to distributors for exhibition 
in the Bengal Territory as known in film trade compriSing 
of West Bengal., Bihar, Assam, Orissa, Nepal, Bhutan, 
Sikkim, Burma, Andaman and Nicobar Islands and Bangla-
desh. AU these will cover up all the places mentioned 
in the territory C of Rule 9A. From another agreement, 
it is seen that the pictu.re was distributed for exhibition 
in territory of East Punjab Circuit as mown in the .Film 
Trade. The assessee has subsequently clarified in a letter 
that Bengal territory as per film Trade corresponds to 
all the territories 'C' as per table attached to Rule 9A and 
comprlses of the States of Assam, Nicobar Islands, Silddm. 
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Bihar, Manipur, Meghalaya,Nagalancf, Tripura, West'· 
Bengal and similarly East Punjab terr;itory as per film 
trade corresponds to Writory 'D' of 11ble to Rule 9A. 
and comprises of States of Haryana, II imachal Pradesn" 
J&K, Punjab and Chandigarh. In view Of this amortisa~ 
tion of 17 per cent and 8 per cent was correctly allowed 
in respect of these two territories in the· assessment. 

Regarding the picture whose cost of production was Rs 60.21' 
lakhs, the same (Doosra Admi) was released in assess~ 
ment year 197~80. The entire cost has been allowed in·· 
the same year sinCe as per assessment order. the picture 
. was sold on M.G. outright and commission basis in all the 
territories and more than 6 territories. in overseas territory. 
Acco~ng to C&AG's Report, the picture was .released in 
part of the territory namely Bombay, yet full amorti~ 
sation at 17 per cent was allowed. From the rel~ 
vant agreement in the ~sessment records, it is seen that 
the picture was sold to distributors for the entire territory 
of Bombay as known in the film trade which as pel' agree-
ment would. include Maharashtra, Gujarat, fOUr districts 
of Kamataka, Goa, Diu, Daman and Bombay City and 
suburbs. The places mentioned correspo~d . to all the 
places mentioned under territory A of Rule 9A. Assessee 
has also subsequently clarified that Bombay Circuit as per 
film trade would include all the areas mentioned in 
tarritory 'N of Table to 9A. Hence full amortisation' at 
the.rate of 17 per cent was rightly allowed in the assess-
ment in respect of the said territory." 

75. The Audit para points out that the Department has no system 
to watch whether income from sale of distribution right of old films 
like 'Phool Aur Patha.r', 'Ek Phool Do Mali', 'Roti Kapada Aur 
Makaan' 'Talash' and Gumnam' was returned and charged. to tax 
and that the valUe of rights' of such old pictures is also neither 
returnerl by the producers nor assessed by the Department for the 
purposes of levy of Wealth tax. The Ministry of Finance (Depart-
ment of Revenue) on .being asked to offer their comments on the 
audit observation, have intimated: 

''The old films when they revert back to the proc:Jucer after 
the expiry of the initially stipulated period of agreement 
are either sold for a further fixed period of the distri-
butors or they are exhibited by the producers themselves. 
Either way the receipts constitute income to the hands of 
the producers concerned e.g. Shri O. P. Ralhan, P;rop. of 
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VIs. Ralhu.; Preducaon.. had' deallifedl • tIlef following 
realisatioDe in zwpect o~ -Fhool Mr Pdldrf. aDd 'TalaSh' 
and Sbri N~ N. Sippy~, Prep. ofPrtthVi Plet1l!ie~ in respect 
of "Guumam! as· uader: 

~Year. Talaah GUIDIIIUft 

191"'" 
1911-78 

1"..19 

·1919-80 

'1980-81 

1981-82 

4,32;102 

6,22,539 

Assesst. completed' 
u/' 144 Details . 
DOt fiIecL. Re0pe-
ned u/s 146 

10.9'7,190 

3.95,371 

Q,813 

67,530 

19;595 

3.~"12 

2,32,198 

1,ll.034 

3,05,401 

2,40,884 

1,46,283 

1,25,290 

N()t' OD reCord. 

As regards value of re-vemonary rights of the' 'old picture 
being taxed as ,an asset under the W.T. Act in the hands 
of producers, an attempt has been' made to assess the 
same in the case' of Deluxe Pictures Group and Gulahan 
Rat but the Deparlmertt's stand has not been upheld by 
the. Appellate AuthOrities. 

There is an in-built mechanism in the asseasment procedure 
itself through which it can be asc:ertained whether receipts 
from old films have been shown by the producers or distri-
butors. Once a producer or a distributor, shows income 
from a movie; in subsequent years enquiries are invaria-
bly made to ascertain if there are any receipts from that 
movie. Since the .prints or the movie form stock-in-trade 
of the producers/distributors, the ITO makes enquiries' 

'regarding utilisation of the prints during the year. In 
addition to this, varioUs Trade Journals are suppUed to 
the ITOs in Film Circles like ''Trade Guide" and "FUm 
Information" to enable them to be aware of the ftlmsre-' 
leased including reissue of old p.rints. Moreover, ITOs 
in these circles are also supplied popular film magazines 
to supplement the information." 

76. The Public Accounts Committee (Seventh Lok Babhs) recom-
'mended in para 1.63 of their Ninety-first Report as follows: 

liThe Committee find that the growin~ tendency to funnel 
~arge amounts, of unaccounted money into star . studded 
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films; many, of which .contiJlue to bit uploiMdto.r several 
year" not only in Inclia. but abr~.,a1so,.caUfor'a review 
of the schelJ)e of alJ}ortwtion laid· out :in; Rules 9A and 
9B of the iricome-ta¥ RW.es so U 14 ~ tevile ways and 
means to curb this evil and to enuretWlt the interests of 
revenue are adequa~ protected', The Commi-"ee there-
fo.re desire that a Study Group consiatiDg: among others, 
of exp*ts in taxation, accountancy and audit and eminent 
non-officials havmg intimate knowl~ of the o~1iona.o( 
the ftlm indu.stry, may be set up to m.lke an in~pf!b ~\ld.J 
of the whole question and its findings reported to the 
Committee. " 

7'7. The Ministry of ~ (Deptt. o£ Bev.enue) informed the 
-ComDrl,ttee that "it has been, d~~ ~~ the study may be entrust-
.ed to a Group of Senipr Oftlci~ Of the. DepartmeBt only and this 
group may invite @d. h.ear, the view. of some of the professionals, 
.associated with the film· industry·." 

. 78. During evidence, on an enquiry as to why a. d~p¢~re from 
'the recommendation was In!lde by appointing a m:'oup Of officials of 
the Department to make a study, t~e representative of the Ministry 
.of Finance (Department ~f' Revenue) stated: 

"If you go into the !pU~ose of the Committee, it was not a 
Commission Of Inquiry. It WQ.S nqt h~ving various wide 
type of terms of reference. It was to ju~ge the rule of 
amortisation under Rule 9A or B. The second idea 
was whether th~ new methods have been found for tun-
nelling black money into t~e film industry and the rela-
tionship between tli'e two. The whole purpose of this 
Committee is distinct from the Commissions of Inquirv." 

'79. Subsequently, in a note, the Ministry of Finance' (Depart-
'.ment of Reven~e) explained the difficulties faced by them in 
8ppointing the Study Group as recommended by the Committee as 
.under: 

''This was not done on account of administrative constraints 
and difficulties which the Department could have come 
aeross in the payments of fees and reimbursement in the 
expenses of non-oftlcial members. The Department also 
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coDSid.m the problem which it could face in the arrange •. 
~ent and ~nduct of meetings and discussions as well as, 
In the provisions of secretarial assistance fOr the StUdy. 
Group. It may be emphasised that the views of the con-
~ persons, namely, that of tax experts and repre-
sentatives Of industry were invited and duly considered' 
by the Study Group." 

80. '1l1e Study Group set up by the Central Board of Direct Taxes, 
has mlll.le the following main recommendations:-

(i) Since the amortisation Rules were framed in 1976, the 
pattern of exhibition of Feature Film as also the condi-
UODS in the country have changed considerably and the-
market potential of various territories have also altered. 
with the result that the Rules do not cater to the changed 
conditions, After considering the changes in the pattern 
of exploitation, with a view to ensure uniformity as al~ 
by way of laying down a formula that will not reqUire 
frequent alterations, the rules of amortisation should be· 
changed sO as to prescribe that in respect of both regio-' 
nal and non-regional films, full amortisation of the cost 
should be allowed if the picture is released atleast 100· 
days before the end of the accounting year and in case, 
the picture is released at any time within. 180 days before 
the end of the accounting year, amo:rtisation should be-
allowed upto the actual realisation during the year and 
the balance cost should be allowed to be amortised in 
thp.next following year. 

(li) The Rule 9B should be suitably amended and more parti-
cularly the definition of "cost of acquisition" so as to 
inclUde sub-distributors also along with distributors. 

(iii) The provision of section 285 and section 272A (2) of the 
Income Tax Act 1961 should be strictly enforced. ~e 
penalty] for iDon-flling ;qf the &tatem~t required under 
the above provision of the Act should be increaSed to. 
Rs. 100 per day of default. The words "as employee 01'" 
otherwise" appearing at the end of section 285B should be 
deleted . 

. (iv) There should be a provision compelling the producers to 
" . file an abstract of cost Of producttonbefore the . film '18-
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allowed to be taken up before the Board of Film Certi. 
fi.cation. 

(v) The producers of feature films should also, over and above 
the regular books of accounts maintained by them, main· 
tam the follOwing registers! documents: 

(a) stock register of raw fUm 

• (~ script book . 
(c) time-table or shooting scheciule 

(d) film editors report 

(e) laboratory register 

(f) call sheets 

(g) statement, if any, given by the controller of production 

(h) daily, weekly and monthly collection statements'receiv-
ed f.rom exhibitors and distributors. 

(vi) There should be an arrangement-for compulsory regis-' 
tration 'of all agreements, arrangements, contracts etc,' 
between the film producers and artistes, film producers and 
distributors, distributors and sub-distributors etc. with 
the Department within 30 days of their being entered into. 
The present section 285A should be extended so as to 
provide for _ this registration of agreement with the 
Department. ; •. 

81. The Ministry of Finance (Department of Revenue) have accept-
.ed all the recommendations except that at (vi) above. A Notifica-
tion was issued on 31 Marchi 1986 giving effect to the recommenda-
tions of the Study Group appearing at (i) and (ii) above, amend-
ing rule 9A and 9B of the Income Tax Rules, 1962. Asked to explain 
the reasons why the Ministry have not accepted. that recommenda-
-tton at (vi) above, the representative of the Ministry of Finance 
~stated: 

C'Th-ere will be no reason why this provision should apply only 
to film -circle. Whenever there is a big industry which 
involved a number of arrangements, then we will have 
to ask for copies 'of documents of aU of them." 
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83. As regards the demand pending recovery from Shri Jitendra, 
;the COmmissioner of Income Tax, Bombay City III 'stated duriDg 
.evidence as follows:-

"The arrear position till date in the case of Shri Jitendra is 
like this. For the aSsessment year 1977-78 only a sum 
of about Rs. 82,000 is pending recovery which. represents 
penal interest. He has applied to the Inspecting Assist-
ant Commissioner for waiver of the interest .. For 1979-80, 
a demand of about Rs. 98,000 has been pending which. again 
is for penal interest. He says that his case is covered by 
settlement and therefore, he should not be charged for 
any levy of penal interest. The matter is pending with 
the Board. For 1981-82, there is a demand of about 
Rs. 17.36 lakhs which is in dispute before the Tribunal. 
For 1982-83, the amount due from him is RI. 6,70,000 
which is in dispute in the first appeal. The Inspecting 
Assistant Commissioner has granted him time for payment 
till December 1985 or till the appeal comes U'p before the 
Comm\ssioner (Appeals), whichever is earlier. There Is 
no arrear of wealth tax and no ar.rear of gift tax." 

84. Asked about the penal provision of, the Income Tax Act, 1961 
:applicable to the cases of submission of false returns, the Secretary 
·(Revenue) state{i: 

"There is a provision for penalty. In respect of Jitendra the 
.penalty for concealment under Section 271 (1) (c) . is 
Rs. 3,43,867 and penalty for statement under Section 
273 (1) (b) is Rs. 54,409 for the year 1979-80." 

85. In the case of Shri Jitendra Kapoor, the Ministry of Finance 
(Deptt. of Revenue) have intimated as under: 

"In this case no search operation was conducted by the 
Income-tax Dep8X'tment. There was, however, a search 
by the Enforcement Directorate. A diary seized by the 
Enforcement Directorate was requisitioned by the Income-
tax Department unde.r Section 132A of the Income-tax 
Act, 1961 on the 8th September, 1980. On the 1st May, 
1982, the assessee submitted an application under Section 
273A of the Income-tax and offered an amount of Rs. 10 
lakhs for taxation in one Or more than one year. After 
a careful consideration of the facts and the circumstances of the case the amount of addition was determined at 
Rs. 20 lakhs to which the assessee agreed It was decided 
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to assess the extra income in the following years .. 
follows:-

1970-71 

1971-n 

1978-79 

1979-80 

198().81 

Amount or addition 
.- .. _. __ ._------------------_. 

B.s. 

3.40.000 

2,19.000 

4.02,000 

4,96.000 
5.43.000 

20.00.000 

The information regarding tax effect and tax paid is giveri 
below: 

Asses~m('nt Year Tax e1ICct Tax paid 

J97().71 . 2,~055 2,4l,OSS 

1971·n 1,62,965 1,6'Z.965 
1978-79 2,53.460 Presb AlsemDt1lt I'OMiDl 
1979-80 3,39.867 3,26,2Oa 

1980-81 . 3.10,9(1) 3.00.000" .----- ---_ ... -
86. During evidl"nce, the Committee invited the attention ot tbe 

'representative of the MInistry to the variation in the figures givm 
.in the audit para and those given by the Ministry in their note. 
'The audit para showed that the assessee made addition of 
Rs. 24,85,000 to the returned income for the assessment year 1979-80 
whereas the information furnished by the Ministry indicated that 
only Rs. 4,96,000 was added. The Committee desired the witness 
to clarify the position. 

87. The Commissioner of Income Tax, Bombay City In inform-
·1!d the COmmittee as follows: 

"t find from the papers that have been shown to me here that 
the Commissioner had wrongly reported the figures an:1 

:am.9 I~S-4. 



" 
~~ye~ue ~~dit ,b,~ ~o~ qpseI:~at!~s',on that Re-
port." 

• • • • 
''The Commiss~ had said that his figures are not correc~ 

Rs. 28,85,000 was the amount of an addition made by 
;the Income Tax Officer which was set aside in appeal." 

ass. He further added that the Board (CBDT) had given 3 clari-
fication to the Revenue Audit in their letter dated 24-4-1984. The 
clarifications given by the Central Board of Direct T'axes to the 
Audit is as follows: 

, "AJJ per para No. 3.26.14(1) of C&AG's Report for 1982-83, it 
was mentioned that Shri Jitendra Kapoor offered 
Rs. 24,85,000/- to be taxed in Assessment year 1979-80. 
This statement is incorrect. In fact, the assessing offirer 
had added Rs. 24.85 lakhs to the returned income of the' 
assessee on the basis of inferences drawn by him .from 
the entries in the diary seized by the enforcement Direc-
torate. In first appeal, the CIT (Appeal) set aside the-

. addition and restored the matter to asselsing officer. 
However, in the appeal for A.Y. 1978-79 whfle setting 
&aide the assessment the CIT (A) had held that the infer-
ence drawn and the conclusions reached by the assessing 
officer from the. en~es of the diary were not reasonable· 
or legal. Meanwhile, the assessee flIed an application' 
under section 273A on 1-5-1982 offering 'aggregate 
amounts of Rs. 10,00,000/- in one more year. ' The amount 
finally determined by CIT was Rs. 20,00,0001- to be taxed 
in 5 assessment years. However, this settlement has been 
rejected by the CIT who was holding city Charge-III, in' 
March 1985. The total income finally assessed &s per 
order giving ~1feet to CIT (A) 's order is Rs, ~,6(),3611-
This includes the sum of Rs. 4,96,0001- as per original 
settlement under Section 273A. 

Assessment for assessment year 1980-81 has been set aside' 
by the CIT, Bombay City-nI, Bombay in March, 1985."" 

89. In the case of Miss Rekha Ganelihan, the Ministry of Finance' 
'(Deptt. of Revenue) have stated: 

I'Miss Rekha Ganeshan, a film artist had filed an application-
for settlement on the 8th July, 1983 in respect Qf, the. 
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Income-tax cases for the assessment years 1980.tU, 
1981-82, 1982-83 and 1983-84 and the wealth·tax caSeli lor 
the' assessment years 1978-79, 1979-80, 1980-81, 1981-82. 
1982-83 and 1989-84. Settlement petitions in respect of 
Income-tax cases for the assessm~nt years 1976-79 and 
1979-80 were filed on the 24th September, 1964. The 
amounts offered are as follows: 

.--- .. _-- ._-----------------_._--
Assessment :year Amount offOled 

in Income-tax 
assosllDODts 

Amount offered 
in Wealth-tax 
assessments 

(Rs.) (R,s.) 

------_._------
1978-79 2,55,000 4,65,000 

1979-80 1,85,000 6,15,000 

7,70,000 

10,50,000 
1980-81 1,65,000 

1981-82 3,05,000 

1982-83 7,15,000 

1983-84 5,05,000 

17,50,000 

22,55,000 

. Applications in respect of the Income-tax assessments for 
the assessment years 1980-81 and 1982-83 have been re-
jected by the Settlement Commission. The Settlement 
Commission has also rejected the application in respect 
of Wealth~tU' assessments for the assessment years 
1978-79 and 1982-83." 

90. The Ministry of Finance (Deptt. of Revenue) have furnished 
further information in respect of Miss Rekha Ganeshan as follows: 

"Assess~ent years relevant to the search are 1980-81, 1981.p·2, 
1982-83 and 1983-84. lh respect of \ assessment years 

1981-82 and 1983-84, the Settlement Commission had ad-
mitted assessee's applications for settlement. In respect 
of assessment year 1980-81, assessment was completed on 
16-3-1983 but the same has been set aside by CIT (Appeal) 
on 19-1-1984. Shri T. S. Ganeshan Ex-Secrefary of Miss 
Rekha Ganeshan has to be cross examined in respect of 
two diaries, who unfortunately has gone completely 
·blind. Assessment for assessment year 1982-83 has been 
('omp~eted on 26-3-1985 and the assessee has filed appeal 
before CIT (Appeal), Bombay." 
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91. The Ministry have also furnished inform~tion about some 
other persons connected with the Film Indu!"',ry who had also 
filen settlement petitions before Settlement Commission. 'nle in-
formation is as follows: 

(1) PRAKASH MBHRA GR.OUP OF CASES 

1. S/Shri S.P. Cbudb.uy r~ Wealth-tax 1 1974-7S to 1983-84 
Income-tax 1974-75 to 1983-84 

2. Prakash Mehra Wealth-tax . 1979·80 to 1983·84 
Inco~tax 1975·76 to 1983·84 

3. N~ra Mehra Income-tax 1976-77 to 1983·84 
Wealth·tax 1977·78 to 1983·84 

4. SumitFilms Income.tax 1979·80 to 1983·84 

5. Prakash Mehra C.,ml)illCs Incom"·tax 1975·76 to 1978·79 
1981-82 to 1983·84 

6. Pratap Mehra Income-tax 1976-77, 1979·80, 
1981·82 to 1983·84 

Wealth-tax 1979·80 to 1983-84 

According to the Ministry, assessments have been completed 
except in the' case of Shri S. P. Chaudhary for assessment year 
1983-84 for which application has been admitted by the Settlement 
Comm's!Jlon . 
. r:lIitr:~ . 

(2) SImI O. P. RALHAN 

(1) Dato of BUns of settlement petition before the 
Settlement ColDIDission • • • • October. 1980 

(21 D&te on which aP1'lioation was admitted by tho 
Sottlomont Commlssion • . • . 

(3) A'1l1UQt 011',,* by the assossoe . 

(4) Tax involved with reforence to (3) ablJVe 

18-4-1981 

A.V. 1970-71 Amount 
R.I. 2.50.000/-

R.s. 1.70,000 
(Approx.) 

The Ministry have also informed as follow!I: 
"Unexplained cash credits were earUer included in the 

assessment for the assessment year 1970-71. This assess-
ment was set aside by A.A.C. Now the Settlement Com-
mission has decided the case for assessment year 1970-71 
on 31-7-1985. Assessments for the assessment' years 
1967-68 to 1969-70 have been reopened to. tax the cash 
eredits." 
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(3) SHRI SATRAM ROHRA 

Asstt. Year Date of filing Income 
of application offered 

Tax Tax 
payable (as.) paid <Rs.) 

1976·77 

1977·78 

1978·79 

-------------------------------------------
24·6-1977 R;. 8 la.k·1i 5,92,559 ; 

19-5·1978 

19·5·1978 

as. 13 laths 8,35,120 

R!I. 4 lakbs 2,52,080 

as. 2S laths 16,79,759 

6,72,000 • 

All the assessments relevant to search i.e: assessment years 
19'1·6-7'7, 1977-78 and 1978-79 are before the Settlement Commission 
for which assessee's application has been admitted. 

92. As regards the cases referred for compulsory audit, the 
Ministry of Finance informed that one case of Film Producer in 
the Film Circle, Bombay had been so referred and while the audit 
was in process, the assessee furnished a revised return decla:-ing 
an additional income of Rs. 9,00,000/-

93. Sections 276C (1) and 277 of the Income Tax: Act, 1961 read 
as follows: 

"276C (1) If a person wilfully attempts in any manner what-
soever to evade any tax, penalty or interest chargeable 
or imposable under this Act, he shall, without prejudice 
to any penalty diat may be imposable on him under any 
other provision of this Act, be punishable-

(i) in a case where the amount sought to be evaded 
exceeds one hundred thousand rupees, with rigorous 
imprisonment for a term which shall not be less than 
six months but which may extend to seven years and 
with fine; 

(ii) in any other case, with rigorous imprisonment for a 
term which shall not be less than three months but 
which may extend to three years and with fine.· 

"277. If a person makes statement in any verification under 
this Act or under any rule made thereunder, or delivers 
an account or statement which is false, and which h. 



either knows or believes to be false, or does not believe 
to be true, he shall be punishable: 

(i) in a case where the amount of tax, which would have 
been evaded if the statement of account had been. 
accepted as true, exceeds one hundred thousand rupees, 
with rigorous imprisonment for a term which shall 
not be less than six months but which may extend to 
seven years and with fine; 

{ii) in any other case, with rigorous imprisonment for a 
term which shall not be less than three montlw but 
which may extend to three years and with fine." 

M. The Committee desired to ~ow the detaU. of the prosecution 
complsints filed against the fnm stars Under Section 276C of the 
Inc ,me Tax ~u~ the last. four ye~s. The Ministry of Finanre in 
a n)te informed the Committee as under: 

"Prosec~tiori ~!?mplaints have been filed against film atars 
Shri nh8rmender Singh neot, ~~l Hema Malini and Shri 
Rajesh Khanna. The detaUS are given as under:-

SHRI DHARMENDER SINGH. DEOL.-The .fUm actor 
Shri Dharmender Singh Deol had received an amount 
of $ 5,000 from Shri Tapan Guha, a film produCer, 
during the course of the shooting. of the ftlm 'Aatank' 
iil Japan. The assessee, did not disclose this income or 
approximately Rs. 45,000/- in his return of income for 
the asstt. Year 1981-82. This fact came to light during 
the course of Search and seizure operation, carried out 
in August, 1982. For the failure on the part of the 
assessee to disclose this income, a complaint has heen 
filed against the assessee wider section 276-C (1) and 
277 (ii). 

SMT. HEMA MALINI: The film actress Smt .. Hema Malini 
had received $ 3,500 from Shri Tapan Gulis, a film pro-
ducer, during the course of the shooting of the film 
'Aatank' in Japan. The aisessee, did not disclose this 
income of Rs. 31,500/- in her return of income for assess-
ment year 1981-82. This fact came to Ught during the 
course. Q~ the search and seizure operations carried Ollt 
in August, 1982. In addition to the faUiire of the 
asseSsee had credited her btmk Ale maintained 'at 
Madras, with a sum of Rs. 19,53,000/-. During the 



course' of investigation the aSsessee CQuld not estaDiiab 
the source of the fund~ aitd' gave exPiatiat~ons' wRit:h 
were' not supported with definite and reliable evfdence. 
The assessee had just claimed that her bank accOunt 
was misused allegedly by Mr. Girdharilal Lalcnand. In 
order to find out the correctness of the assessee's state-
ment, investigations were conducted at Madtas, which 
further showed that the assessee's explanations were 
not correct. Thus, the total amount of income in res-
pect of which the assessee attempted to evade income-
tax and with reference to which the false varlftcation 
was made in the return of income came to 
Rs. 19,85,500/-. Accordingly, the Department has flIed 
complaints against the assessee under section 278-C (1) 
ahd m(i). 

SHRI RAJ'ESH KHANNA: The fUm actor Shri ~esh 
Khanna' has',been ehartftheeted· UJid~t seetlon 276C 
and 2'17 of the Ineome-tax Act for assessment yeImI 
197~77, 1977-78 and 1979-80; Simila~ proceedings U/" 
35A and 351> of the Wealth-tax Act, have been launch-
ed in the same case for assessment years 1976-77 to-
1981-8? A complaint regarding oftence under IT Act 
was' filed before the Metropolitan Magistrate, 2.'th 
Court, Bombay, on~0-3-1983 (case No. 172 to 174IS!83 
dated 3G-3~I983). The gist of the complaint was that 
Shrl Ra~esh Khanna had failed to declare the SO\U'C8 
of investment in MIs Ashirwad Mini Theatre by non-
declaration of Income and investment the~in." 

95. The audit para states that the assessees falling in high income 
groups return: disproportionately low income and avoid payament of 

:advance and self assessment taxes and when after strenuous deli-
heraticns real incomes are determined and heavy demands of tax 
are raised they come up with settlement petitiO'lls. The Ministl'1 
have intimated the !following particulars of cases lof income-tax 
and wealth-tax pending before the settlement commission' as on 

'3lst March, 1985: 
------,_._-_._-----,--------------

Income.tu Wealth tax Total 

1718 647 2365 -
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This includes applications which have already been admitted 8IlCl' 
which are pending for admission. 
---

Year wise aoalysis JT wr Total 

(i) Pond iDa 01'C1' 5 yean 287 174 461 
(ii) ttendiq for more than 3 years but less than 

5 years.. . . . . . . 289 87 .~ 376 

(iii) Pendin. for more thaD 1 year but less than 
3 years. . 768 161 1029 

(iy) PendiDJ upto 1 year . 374 125 499 

---- --
1718 647 2365 .. 

96. The statement given below gives information regarding the 
numbe.r of cases in which proper statement of facts had not been 
filed by the assessees upto the 31 March, 1985, number of cases in 
which Commissioner's report under section 245D(I) of the Income-
tax Act, 1961/22D(1) of the Wealth-tax Act, 1957 had not been 
fo.unished upto that date and the number of cases in which the 
Commissioners' report on the statement of facts had not been 
received by the Settlement Commiuion upto the 31st March, 
19850:_-

---_._-------------

(i) Cales peadiDa for O\W 5 Jean. • 
Oi) Peadiaa for more than 3 ,..,.. bat 1018 

than 5 yrl. 

(Iii) ....... for DIOIe than 
than] yrl. 

1 yr. bat lea8 

Ov) PoDdini uptO 1 Yr. 

TOfAL: 

No. of 
casea 
pcmcIiDl 
.8 on 

31-3-85 

461 

376 

1029 

1" 

--
2365 

No. of No. of No. of 
CU08 in case8 in cases in 
wbicb which which 
proper commissi- comiali-
statemcDt ooer re- ooer .c-
of facts port under port on 
haw not sec. 145D statement~ 
been &led (1) our offaeta 
by appli- Act.61/ll have not 
cant upto 0(1) 0 been 
31-3-1985 wr Act. reed. "DOt upto 

~.upto 31-3-85. 
31-3-85 

41 86 

21 I 62. 

182 3 186 
19 81 12. 

---
263 85 34-.-- ----
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97. During evidence, the C011Nllittee enquired about the working· 
of the SetUement Commission. The Settlement Commissioner ex-
plained as follows: 

"The Settlement Commission is a quasi-judicial body func-
tioning within the Department of Revenue. It conststs 
of a Chairman and two members only. This Settlement 
Commission was constituted in 1976 on the basis of 3. 
recommendation made by the Wanchoo Committee. Now, 
any income-tax payer can at any stage of his case 1i1e 
an application with the Settlement Commission to get 
his case settled. The application is filed in a prescribed 
form. In tb1! prescribed form he has to give many 
particulars. Full particulars such as the income which. 
he has concealed, the manner in which he has concealed 
that income and the tax payable on that income. If the 
additional income-tax that is payable, on the basis of the 
settlement application exceeds Rs. 50,000, then only the 
application lies with the Settlement Commission. Now, 
after this application is received, we send a copy of this 
application to the Commissioner of Income-tax. We do 
not send the particulars regarding income c::.oncealed by 
him which are in the form of Annexure. Now, the Com-
missioner of Income-tax can raise an objection that the 
Department has already established concealment of 
particulars of inco~e in a particular case or the conceal-
ment of particulars of income is likely to be establfshed. 
He can also raise objection on this ground that perpetra-
tion of fraud with a view to avoiding income-tax has· 
been established or likely to be established. Once the 
Commissioner raises that objection, then the Settlement 
Commission gives a hemng to the petitioner and if the 
Settlement Commission i" satis1ied that the objection of 
the Commissioner is not well-founded, they can admit 
the application. Otherwise the application is accepted 
by the Settlement Commission, we send to the Commis-
sioner the Annexures given by the assessee which show 
how much income he has concealed and· the manner in 
which he has concealed the same. Then, it is sent to 
the Commissioner of Income-tax and he gives lis report 
within three months. 

After the Commissioner's report is received in our ofBce, we' 
have aur regional ofBces where our Deputy Directors of: 
investigation examine that report and then alone fbei 



&2 
case becomes ripe for hearing by the Settlement Com-
misSion. Now, the Settlement Coinmissi~~, hu the 
power to determine the total income, the tax payable, 
the pe~alty leviable, the interest payable' by the assessee 
and,~~' ,C?ther ~~atters tha~may be necessary to make the 
~.~~ement ~l!ective. It has one unique power of giving 
im]Jlunity tQ the tax-payer from prosecution for any 
offence under the Income-tax Act or Wealth Tax Act or 
unde~ t~}~ or ev~ under any other Central Act, only 
~ith reference . t.o the case covered by the settlement. 
But th~,~~tf, can be granted only on three condi-
tions. '1'hese concUtlons are that· the Commission must 

> I . ~. t • • . 

be sa!j.sfted. that the assessee h8s made a complete dis-
c~os.U,re' of ~~~' il:lcom~, h,e pas cooperated with the Com-
~'~i~n during the I,)roceedJngs and he has also given the 
manner in which the concealed income was derived by 
him. 

NoW', there are' 2365 app1i~atiOris which were pending with 
the Commission as on 31-3-1985. oUt of this, we have 9'14 
applications which are pending for adutission, There are 
1391 applications wllich have beeii admitted and which 
are Pending for further consideration. The iliree mem-
bers Of the COniiniSrii'on haVe to sit tog~tber and give a 
hearing and decide the case." 

98. Asked to inf9r11l the objectives achieved by the Settlement 
-ComiQ:jssion and the time limit for dispoSal of caa pending with 
tbe. Seitiement Commission, the Ministry of Finance (Deptt. of 
Revenue) stated in a note as follows: 

"Uptil the 3~~t March, 1985, the Settlement Commission had 
settle'd 1458 cases, involving 5617 assessments. A majority 
of the caSes pertained to search and' seizure operations and 
involved complex investigations. bt the normal course, 
thes~ cases would have iiivcilved p.rotracted litigation. 
The main objective of settling complicated cases and 
avoidance of protracted litigations, in such ,cases, can 
thetefote, be said to have been achieved to a great extent. 

Th.e Income-tax Act. 1961 and Wealth-tax. Act, 1957 do not 
p.rovide for any time limit fOr making an order of 
settlement by the Settlement Commission. ConSidering 
the fact that the Sett1~ment Conuirlssion ha.s to deal with 
highly contra-rersiai aiid compUcated isSues a.nd has to 
allow reaSOnable opportunities of hearing both to the 
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Department as also to ,the assessee before making a final 
order, it is not adVisable to lay down a time limit for 
making the final settlement orders. 

It is not obligatory on the part of the assessee to pay the 
sums due on the income/wealth disclosed in the petition 
filed before seeking a settlement thereof. However, in 
cases where the settlement application is allowed to be 
proceeded with, the assessee is required to pay withi~ 35 
days of the receipt of the copy of the order under section 
245D(I) of the Income-tax Act, 1961, the additional 
amount of income-tax payable on the income disclosed in 
the application. He is also required to furnish proof of 
such payments . to the Settlement Comnllssion. The 
Wealth-tax Act, 1957 also contains similar proVisions. If 
the Settlement Commissic:Jn is satisfted on an application 
made in this· behalf by the assessee that he is unable by 
good and 8Uftlcient reaSons to pay the additional amount 
of tax within 35 days of the receipt of a copy of the order 
allowing the application to be proCeeded with, l.t may 
extend the time for payment of the amount which remains 
unpaid or allow payment thereof by instalments if the 
assessee furnishes adeq~te securities for the payment . 
thereof. In all cases where the additional amount of tax 
is not paid within 35 days of the receipt of the copy of 
the order allowing the application to be proceeded with, 
the assessee is liable to pay ~imple interest at the rate 
15 per cent per annum on the amount remaining unpaid 
from the date of the expiry of the period of 35 days 
referred to above. In cases where the additional amount 
of tax is not paid within the specified time or the extend-
ed time, as the case may be, the Settlenu!nt Commission, 
may direct that the amount of income-tax remaining un-
paid, together with any interest payable thereon be re-
covered and any penalty fo.1' default in making payment 
of such additional amount may be imposed and recovered, 
tn accordance with the prOviSions of Chapter XVII, by 
the Income-tax Officer having jurisdiction over the 
assessee. " 

98. With a view to achiev4tg greater coordination and eftedive 
'luuulling, the assessments of fUm personalities were centralised in 
1ipecial dreles created ~t CalClcltta, .Bombay, Madras, ~galore aDd 
Hyderabad. The film circles at Calcutta and Bombay have~een 
:Cunctioning from 1963 and 19M, respectively and those at Madras, 
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Banga}.tre and Hyderabad fl'om 1982. The Public Accounts Commit-
tee had in their 91st Report (Seventh Lok Sabha) hod recommended 
a critic;&) evaluation of the usefulness and effectiveness of these cir-
eles and had reiterated in their 177th Be'port (Seventh Lok Sabha) 
that the Ministry should indicate the precise action taken on their' 
recommendations. The Committee are surprised to leam that apart 
from' the routine annual inspection, the Ministry have not under-
taken any review of the working of the film circles 80 far to judge 
their efficiency and to see whether the objectives behind the creation 
of thesre circles have beell achieved, though more than 2 decades 
have, passed since their cl'catiun in the metropolitan cities of Calcutta 
and BO'lDbay. The Committee once again str£'tss the urgent need to· 
undertake the review of the film circles to evaluate their effective-
ness to achieve bettter coordination and to tackle the evils of un-
accounted money. 

100. During evidence .. the Committee were informed that the 
total levenue from all the circles was approximately as, 15 crores 
per anJlum. According to the Beport of the C & AG of India for 
1984-85 on Direct Taxes. the total revenue from direct taxes were 
nearly Rs. 4800 crores. The total collection of the fUm circles cons-
titutes nearly 0.31 per cent of the total revenue from direct taxes 
during 1984-85. The Committee ar(!1 not at all satisfied with the 
meagre revenue from the film industry wbose tum over in India is 
fairly bigh. 

101. The method of working out the amount of amortisation i.e. 
gradual writing off of expenses to be allowed in respect of tbe cost 
of production of feature film in tbe bands of the fUm produeers is 
given in Rule SA and tbat in respect of the eost of distribution rights 
Acquired by the distributors is detaHed in Rule 9B of thtllncome-tax 
Rules, 1912. Witb a view to carbine the growing tendency of mn-
nelling of large amounts of unaccounted money into the star studded 
81ms and to ensuring that the interests of revenue were adequately 
protected, tbe Committee had in paragrapb 1.68 of their 91st Report 
(Seventb Lok SBbha) recommended a review of Rules 9A and 88 
by a Study Group CODsistiDg, among others, of experts in taxation 
aceountaney Rnd audit and eminent non-oftlcials baving intimate 
knowledge of operation of fUm. industry. Obviously, the Committee' 
intended to keep tbe study i.ndepencieDt of ofBdal thinking. But 
contrary to the wishes of tbe Committee the Ministry entrusted the 
matter to a study group consisting of det'artmental ofBciall oaly. 
The .,lIment of the MIDistry that tIae\ auodatioa of nOB4Ilda1s WRS 
fraqbt with administrative ditBeuities relating to paymeftt of fees 
ete. is not a~ all tenable. That apart, the Ministry did aot even in-
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form theI Committee before appomtiDg the study group, of the 
reasons wily they deviated from the recommendation. In paragraph 
1.12 of their 177th Report (7th Lok Sabha), the Committee had fur-
ther recommended inter alia that thel study group must be directed 
to consult the experts in accounting, audit, besides non-oOicials hav-
ing intimate knowledge of film indust~, before finalising the report. 
The Committee, however, do not find any evidence of the Study 
Group having consulted any experts as desired. The Committee 
cannot but regret the apathetic attitude of the Ministry to their 
recommendations and would recommend that responsibility for this 
lapse should be fixed. 

lOa Since thel Ministry of Finance have already considered and 
taken decision on the recommendations made by the Study Group, 
tile Committee would like to be apprised of the precise action taken 
on each recommendation of that Study Group. 

103. Under section 2858 introduced by the Taxation Laws 
Amendmend Act, 1975, with effect from 1-4-1976, every person carry-
ing on production of cinematograph film, is required to fumish a 
statement in form No. SZ-A giving particulars of all payments of over 
Rs. 5000, in aggregate, made by him or due to him for each financial 
year, or part of it till completion of production, within 30 dllYs from 
the end of the financial year 01' "itbin 30 days from the date of 
completion of production, whichever is earlier. The objective of this 
provision is to keep a check on inflarioll of expenditure by film pN. 
ducers. The! Central Board of Direct Taxes issued instructions in 
August. 1976 directinlJ all the Commissioners of "Income-tax to give 
widest pUblicity to the afore!laid provisions and tn alert the omcers 
-working in the fUm circles about the legislation. The Committee are 
dismayed to find that out of 3161 statutory statements required to be 
fumished by the film producers during the five years from 1979 to 
1984: only 261 statelnents were actually received in the Department. 
The default in the filing of statutory Statements was as high as 921 
1)er cent. Penal aetion was taken only in 66 cases imposing a penalty 
'of Rs. 1.47 lakhs. Apparently, no action was taken against the 
defaulting film producers in as many as 2834 cases for failurel to 
'file the estimates. This clearly shows .that the legislation was merely 
·on the Statute book without being properly implemented. Mere in-
corporation of the provisiot" 1., the Statute boo-k is of no USe unless 
and until it is enforced earnestly and objectively. The admission by 

-the Commissioner of Income-tax, Tamil Nadu. Madras that in the 
. absence of source register the corrl',:,t number of statements actually 
receiVed could not be given and that the suitable instructions had 
'been issued to the concerned Inspecti-ng Assistant Commissioners to 
>;Inaintain a register and reeord of case!l of producers in order to ini-
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nate the proeeedinp, is clearly iD"icative of the slackn_ OD th. 
part of Income ta1[ depa~.t ill' iinpiemeDting tbe 'pro\'hions of 
~8W. The Committee Deed Jwinliy point out that the entrultDleDt of 
respoDslbillty to a set of ofl.icialS must be specific so that they ~n be-
held' r~ible and aecoliDtable If a pa~icular provision 01 ",vis 
not properly . implemented. . , . ., 

104. Section 27ZA of the Income Tax Act, 1961 provides that if a 
pe"on fails to furnish the requisite statcment under section 2858, 
he shall be liable to pay by way of penalty a sum which may extend' 
to ten rupees for every day during which the failure continues. The 
Study Group set up by the Ministry of Financc fou.lld the penalty 
t~tally inadequate to act as dett4'rent and recommended that the 
penalty for default should be increased to Rs. 100 pet' day of default. 
'fhe (;ummittee are of the view that even the penalty suggested by 
the Study Group will not sE'rve' the interests of revenue and will not 
act as sufficient deterrent. The Comltliltee .. ugge~l the imposition 
of a progressive rate of penalty to act as eftective deterrent. The 
Committee hopei that the Ministry would give serious thought to the 
matter and consider suitable amendment of the existing provisions. 
of law with due promptitude. 

105. The Audit Para has reported a case of a film 'Kala Pathar' 
in which the cost of production of the film as returned was Rs. 1.28· 
CJ ores but the total payments of over as. 5000 made during the fln8n-
cial years 1979-80 to 1981·82 were only .Rs. 18.29 lakh!l. The per-
centage of the payments tlXceeding as. 5000 in the ag(p'egnte to the 
to.tal cost works out to 15. The Ministry of Finance have stated that 
the provisions of section 2858 have been construed in 'a very- restric-
tive manner by some lil"" producers to cover only employees or others 
engaged to render professional service. The Study Group had also 
observed that the scope of the sei:tion as it existed might flot cover 
most of the pyments made by the producers, and had reconlmended 
the deletion of words 'as employees 01' otherwise' appearing at the 
end of that section. The Ministry of Finance have, howflver, held 
the view that the provisions are quite de1lr and the interpretation 
thereof made in certain quarters was totally incorrect. Thc Ministry 
have, accordingly, issued clarificatory instructions to the Commis-
ldoners of Income Tax to enforce these provisions strictly. 'I'he Com-
mittee, howe\'er, agree with the views of the Study Group and feel 
that the existing provisions, as worded, are not frtle from doubts and 
ma~' lead to litigation. The Committee, therefore, recomm.,nd that. 
the intention behind the legislation should be made clear and un-
ambiguous through suitable amendments. 
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106. The Committee are amazed to fin~' that the~ is no machinery 
or lIouree with the DePartment throu.h ~hich one could .. get details:. 
in iespeet of abandoned/incomplete fthns. ~he Ministry of I~fol'JJla­

'tiOll an'd B~oadeasting who ue responsible for the administration 
'of the Cinematograph Act, are also Dot maintaining any su('!t record. 
In reply to a quehtion, the ~istry of Finance' (Department of 
Revenue) have stated: ' 

"None of the film artistes (named in the Audit Para) have been 
able to furnish infor~a1ion regarding the films featuring-
thelm which have been abandoned. In view of this, details 
of remunpratio~ receivable('reeeived in respect of sucb 

I 

incomplete/abandoned films are not available on record." 

,Apparently, this goeB to indicate that the remuneration received by 
the cine artistes, in all probability, escaped assessment. I.ack of in-
formation 'with ~he Department ledves a su1licient SCOPE' for manL 
pulation of cost of production or inflation of expenditure by the film 
producers with impunity. It is. therefore, desirable for the Ministry 
of ,Finance (Department of Revenue) to examine all the aspects of 
the matter in depth and evolve some methodology, in consultation 
with the Ministry of Information and Broadcasting and the Statet 
Governments concerned, so as to ensure that income from the in-
complete/abandoned films do not go unassessed and untaxM for lack-
of information. 

107. There arc no nOl'm5 or guidelines prescribed for the asswsing 
staff to see whether the cost of a film shown by the Film Producer' 
was reasonable or not. There was wide variatiou in the co~ts of 
pr:oduction of films 'Sholay' (Rs. 3.03 crores), 'Kala Pathar' (Rs. 1.28' 
crores) and 'Doosra Aadmi' (Rs. 60.!l lakh'S). TheMinistr~· have, ex·' 
pressed their inability to fix any norms to judge the reasonableness 
of the cost of. film because of variable factors like the numher of 
artistes, their remuneration, nature of sets, number of prints etc., on 
which the cost depends. Obviously, assessing officers havc no mcans, 
of verifying the correctness of expenditure on productioll of films 
and have' to rely on the ('xpenditure shown in film Pro-
ducer's record. For instance,' there is a vast difl'erence 
between the ~ost of prints of the film 'Sholay' (Rs. 59.20 lakhs) 011 

the one hand and of the films 'Kala pathar' (Rs. 1.4% lakhs) and 
'Doosra Aadmi' (Rs. 4.32 lakhs) on the other, which requirps very 
close scrutiny and investil{otion. The Committee fCPI that as there-
are no norms to judge the reasonableness of the cost of 81ms, the 
details of expenditure indicated by the producers should he ~ritically 
scrutinised by the! assessing officers. 
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108. According to the information furnished by the Ministry of 
Finance, the number of feature films certified for exhibition ~ the 
-Bombay region during the financial years 1181-82, 198!-83 and 1983.84 
was 195, 201 and 205, respectively. The number of film financiers 
feoding the industry which was at one time i.e. durinr the year 
ending March 1982, 105, however, dropped dQWD to incredibly low 
·figures of 14, 14 and 29 during years ending March 198.1. 1984 and 
1985, -respectively. The Committee feel that the sudden drop in the 
number of film financiers and the sources from where thl" producers 

· arranged their· finances in tbe IMer years, should be thoroughly in. 
vestigated and their findings made known to them. 

109. The Committee note that 7225 income tax assessments were 
pending completion at the end of March, 1985 in aU the film circles. 

· According to thel Ministry of Finance (Department of Reveuue) the 
Summary Assessments Schf!me has been extended in c~ involving 
returned income upto RI. 1 lakb. This measure will no doubt reduce 
the pendency of Income tax assessments. But considering the size-
abJe investment in the film industry and the considerable scope for 

· manipulation of cost of production leading to generation of unac-
counted money, the Committee apprehead that extension of this 
!!cheme to this industry would not serve the interests of revenue. It 
would, rather, help unscmpulous assc,sees who would very easily 
in the absence of detailed scmtiny by the Department, get away by 

. returning their income within the prescribed Iimil This will defeat 
-the very purpose for which HIm circles were created. The Commit-
"tee feel that there is need to review the criteria for Summary As· 
. sasment Scheme in such cases and recommend that some positive 
"IDeasures be taken to ensure that there is no understatement of 
iincCl~e. The Committee also consider it imperative thAt returns 
"filed by those connected with the film. industry are criticwUy analyrr 
ed to obviate the possibility of under-statement of incoml". 

110. Audit Para has pointed out certain difticulties faced by the 
Audi.t in reconciling tbe payments made by the film proda,c:ers to 
,'arious artistes with tbe receipts shown in the returns of the artistes. 
The reconciliation was found impracticable due to the reasons like! 
difterent accounting years of producers and artistes, different sys-
tems of accounting foUowed b~ the film producers and tbe arti.tell, 
and non-furnishing of artiste~wise and pidure-wise details about 
the amount of remuneration or fees payable as per agreelment etc. 

111. The Ministry of Finance have a proposal under tit .. ir con iii-
deration for introducing a uniform accounting year fOl' all th. 
assessees. This would no doubt help the assessing officers or the 
i.Department in cross checking the income returned by ftSsessees 
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~ suitab.., steps ,~o amend tbe Ia,w in CQl1sp,ltati,on with tl\.1:. l\J.in.is-
try of Law. Ia (lISe It II not foun,4 practicable or fea,iblc. to intro-
duce uniform a«:eoantine' systew, the assessees s·~" ~~ to 
suhmit proforma ac:c:ounts in the specified system of If.<<O~n~ for 
Jmrpos.es of ineDme tax assessments. 
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U18-79. The Committee are of ihe view that if the intoJn.enCl" 
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....,. deet 01 preventJag tax evasion iD the ftIm ____ • 

IU. Under secdoa la(ZA) of the Iacome-tas Ad, URJ. .. ITO 
-.-. with tile IIIiw .... aI of the Com,,' __ • .fII. .~_x, 
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.. tlleir t7'lth Report (Seveath Lok Salt .. ) .. d d.hed that the 
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)lowers of compulsory audit of accounts conferred UDder ser&. 
H2(2A) ibid be made use of in all cases wbere necessary. It •• 
matter of regret tbat apto tbe end of March 1985, only one Ctie .f 
film producer in Bombay was referred for compulsory audit. The 
('ommittee find from the information furnished by the Ministry of 
! :nance that while the audit was in progress in the said case, the 
a.,sessee filed revised return declaring additional income of & .• 
I tkbs. The Committee are of definite view tbat afore mentioned pro. 
visions, U invoked from time to time In the cases of estahlisbed fiJDI 
pfoducen and artistes, would go a long way in uneartbing unacccnUl-
il'd ineame. 

115. The Committee find that the Settlement Commission is bard. 
I.resseid with tbe workload of settlement cases pending with it. A. 
::1 MardI, 1985, Z365 cases were pending with the Commission and 
,Jut of tIaese 481 eases were pending for more than five years. Thill 
does ... Indicate healthy State of affairs so far as the working of 
tbe c-missioD Is concerned. Tbere should not be any reason for 
a "«Iement petition to remain pending for such a long time. While 
tbln ...,. be certain complicated cases which need tborongll. 
examination, yet five years period is too long to justify an:r sadt 
••• .... UOD. 

111. At present, the Settlement Commission is functioning with a 
ChaIrman and two members. Considering the number of cr.ses peacl-
iur before the Settlement Commission, the Committee lire of the 
'lew that more benches should be constituted for expedit0U8 ..... 

posal fIf pending cases.. 

117. The CommIttee are not satisfied with the prMef"utlon 01. 
~ flied In Courts relating to default In payment of irleome tax. 
A review as to why there is delay in prosecution and a. to why a 
lIum)Jer of cues result in aequltals, is therefore called for. 

NEW Im.m; 

20 Februa!'Y. 1987 
i-p~ft4, 1908 (SaJen) 

E. A YY APU REDDY. 

CMi,.",.,. 

PubUc Accountl CommUtee.. 



APPBNDVC-- I 
(ViM para 66 of the Report) 

:'fttlte",e"t ItfIIIetI'"" 1M Btperun I1u:rIrrtltl ", ",. """, ",..... ." ". ·S ... ,· 

--
(&u.peea ill laIdIa) 

1 ' Artistes . 14.44 

:2 Salary ." 

3 Cameraman 0'56 

-4 Art Director 0'" 

:'5 Make-up I .• ' 
'6 Musician 2.62 
'7 PIa, bacIc sinters 0'11 

8 Settinl 22'31 

9 Junior Artistes ~·Of 

10 TraveUiol 5·51 
'.1'1 Foreilll'travel 0.04 

12 Waaes 33.09 

13 Messina 19.JI 
'14 Interest • 31." 

'IS Sound recorilinl 0.05 
16 Lyrics 0.31 

'17 Music Director 0 .• 

'18 Costume 7'. 
'19 Director 100GO 
-lO Publicit, 12.91 

11 Hiree .... s 29'.1 
.:.:l2 Petrol ct Repain I'SS 
:23 MaintenalUle of seta 0'04 

:.24 ',Cost or prints 59'. 
25 Story 0.95 
~ Otbers 12'G --Total: SO'.GO -

II. 



A~ •• v·,. para 66 or .... a.,.t) 

.s'.' 0' ....,. III u,... • ......., ." .... ,.~ -I''''' .~,. ,.,11,," 
.,., • DoomI Admi' 

----. -' .-------------------

I Artistl 

1 PIIbIicity • 

3 Still JIboto 

.. Ilaw Stock. 

S Kueic 

, LodaiDI & ~ . 
, lAbour 

• Story & DIal..-
, TecJmIcie .. 

10 Drees. Cottumea.& ....... 

11 SJIootiaa fee. Properl, fee • 

11 Settiaa espeDIel for miae teqUeDCe 

13 SottiDa & decoratioD 
14 BIectriclt, 

15 Detelopiaa & PriIlt 

l' 0tbIra 

• 

Kala P8daar Dooua Mai.t 
(&upeea iD .... ) 

16 .• 10.46· 

9.'3 6.71 

l.63 O' 51 

1'0'74 11.95 

5.01 2'3S-

21.10 2,42. 

'.47 1'31' 
... ,. 0·78 ... ' 4'''' 
:;a.go' 2'15" 

5'33 0.58; 

"61 
5.96 2.14 

5.0S 
1'42 4'3% 

10'" '.71 

127.51 fO •• 
I 
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