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Service Tax (Settlement of Cases) Rules, 
2012: Rules, Procedures and Penalties under 
Service Tax Laws

2012[16/2012-Service Tax dated 29-05-12] was 
passed by the Finance Act,1994 to settle service tax 
cases through application under Section 32E (1) 
of the Central Excise Act,1944 made applicable to 
service tax vide Section 83 of the Finance Act, 1994 
(32 of 1994) w.e.f. 28th May, 2012.

The Settlement Commission-Indirect Tax 
(Settlement Commission) has been formed by the 
Revenue Department to settle tax disputes after 
prolonged litigations as a forum for mediation 
or arbitration providing the assessee to pay taxes 
as per the settlement order and judgment given 
by the Chairman of the Bench of the Settlement 
Commission as per Service Tax (Settlement of Cases) 
Rules, 2012 [16/2012- Service Tax dated 29-05-2012] 
as settled in the affirmation of the assessee and the  
revenue with recommendation of the Indirect Tax 
Enquiry Commission. The judgment/orders of 
the Settlement Commission may allow partial/full  

The Settlement Commission is a boon for the tax assessees in agreeing to pay the taxes seeking and 
settling the tax disputes with the waiver of penalties, interest and other prosecutions, giving the 
assessees an opportunity to ‘come clean’ for the past years' assessments. The Settlement Commission 
acts like a God in forgiving the past misdeeds of the assessees, not paying the taxes by waiving the 
penalties, Interests and other prosecutions and not be a repeat offender.
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(The author is member of the 
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choudhury.rakesh@icai.org)

1702

Background and Procedure
In exercise of the powers conferred by clause(j) of 
sub-Section (2) of Section 94 of the Finance Act,  
1994 (32 of 1994) (hereinafter referred to as “the 
Act”) read with Sections 31,32 and 32A to 32P 
of the Central Excise Act, 1944 (1 of 1944) made 
applicable to service tax vide Section 83 of the 
Act, 1994, the Central Government framed the 
Service Tax (Settlement of Cases ) Rules, 2012 
vide Notification No. 16/2012-ST dated 29th May,  
2012. Service Tax(Settlement of Cases) Rules, 

“The sword of the law should never fall but on those whose guilt is so apparent as to be pronounced by their 
friends as well as foes.” - Jefferson
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waiver of the penalties, interest and other penal 
prosecutions.

The aforementioned judgment/orders of the 
Settlement Commission benefits the assessee as well 
as the Revenue Department towards early tax dispute 
settlement, revenue, clean records, challenged by the 
High Court and the Supreme Court only with a true 
and fair decision eliminating prolonged litigations, 
cost and time. 

The Settlement Commission judgment/orders 
consider the merits, full disclosures, transparencies, 
responsibilities and accountability of the case of 
the assessee and reducing the chances of continued 
tax evasion. It provides an alternative tax dispute 
resolution for the assesses seeking to come clean by 
making tax payments with the waiver of penalties, 
interest and other prosecutions.

Any restriction by the Act is borne out of the 
interpretation of the provisions of the statutes 
invariably leading to the interpretations of the 
wordings thereof and eventually to litigations. 
The law evolves out of such interpretations of the 
provisions of the laws, being in its development 
stages, the settlement commission has the ominous 
task of interpreting and judging the issues to be 
settled. 

The Settlement Commission has admitted cases 
where it does not have jurisdictions to settle issues 
concerning officers' default in the settlement of tax 
disputes, interest, penalties and other prosecutions 
with the assessee. It can admit cases even after 
the assessee deposits tax, interest and penalties. 
The settlement commission invites and admits 
cases even if the assessee has not filed returns in 
the prescribed manner by filing a ‘Declaration’, 
being entitled to file application for settlement of 
tax dispute. The judgment/orders of Settlement 
Commission are generally conclusive and cannot be 
reopened in any legal proceedings, except for and by 
the High Courts and the Supreme Court who can  
initiate legal proceedings anew if the order is  
against the prevailing Act or Rules of the laws. 
The Settlement Commission has jurisdiction in 
admitting all kinds of applications other than that 

The Settlement Commission has been formed by 
the revenue department to settle tax disputes after 

prolonged litigations as a forum for mediation or 
arbitration providing the assessee to pay taxes as 

per settlement order and judgment given.

of the applications of short levy on account of 
misclassifications of services or otherwise. The 
settlement process with divergent opinions with 
regards to its interpretations where applications for 
settlement is not barred for notified services under 
the Act other than for negative lists and mega-
exemptions as notified by the Act.

The settlement commission in the spirit of the 
settlement can settle tax disputes by expanding its 
purview of operations even after revenue department 
opposes the settlement for revenue. Despite much 
opposition, the judgment/orders of the Settlement 
Commission are conclusive without diluting the 
orders or scope of the oppositions by the revenue 
and/or the final settlement of tax disputes. 

The Settlement Commission cannot entertain 
cases which are pending with the Appellate Tribunal 
or in a Court. The matters relating to the classification 
cannot be raised before the Commission. It is also 
specified that no application can be made unless the 
appellant has filed a bill or unless the appellant has 
received a show cause notice issued by the Officer 
concerned for the additional amount of duty accepted 
as payable by the applicant in his application. 

Settlement Commissions power to grant 
immunity from prosecution and penalty
The Settlement Commission may, if it is satisfied  
that any person who made the application for 
settlement under the Act, has co-operated with the 
Settlement Commission in the proceedings before 
it and has made a full and true disclosure of his 
duty liability, grant to such person, subject to such 
conditions as it may think fit to impose, immunity 
from prosecution for any offence under this Act or 
under the Indian Penal Code (45 of 1860) or under 
any other Central Act for the time being in force and 
also either wholly or in part from the imposition of 
any penalty, interest and other penal prosecutions 
under this Act, with respect to the case covered by 
the settlement 

The Settlement Commission has been following 
a practice of allowing immunity when the applicant 
comes clean with a full and true disclosure of its 
duty liability, which also sets the trend as far as co-
operation with the Commission is concerned. 

In the spirit of Settlement and also the language 
of the relevant section, such a view has been a cause 
of heartburn for the enforcement wings given that 
in most cases hardcore offenders and smugglers,  
backed by the power of money, hoarded after 
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indulging in such activities get away with penal 
prosecutions and/or leave any scope to consider 
a repeat offender or for that matter the nature of 
offence/modus operandi and cartel involved.

Constitutional Jurisprudence of Levy of 
Service Tax 
Article 265 of the Constitution lays down that no tax 
shall be levied or collected except by the authority 
of law. Schedule VII divides this subject into three 
categories:
a) Union list (only the Central Government has 

power of legislation).
b) State list (only the State Government has power 

of legislation).
c) Concurrent list (both the Central and the State 

Government can pass legislation).
To enable the Parliament to formulate by law 

principles for determining the modalities of levying 
the Service Tax by the Central Government and 
collection of the proceeds thereof by the Central 
Government and the State, the amendment vide 
Constitution (92nd Amendment) Act, 2003 has 
been made. Consequently, the new Article 268A 
has been inserted for Service Tax levy by the Union 
Government, collected and appropriated by the 
Union Government, and amendment of Seventh 
Schedule to the Constitution, in list I-Union list after 
entry 92B, entry 92C has been inserted for taxes on 
services as well as in Article 270 of the Constitution 
the clause (1) Article 268A has been included.

Penalties under the Service Tax Laws
The Service Tax Laws have introduced penal 
provisions which make liable the offences as 
cognisable and non-bailable under various penal 
provisions of the Act.

Under the Service Tax law any service provider 
and service receiver who collects and/or is liable to 
pay service tax does not deposit or pay the service tax 
to the exchequer of the Government of India within 
a period of 6 months and the amount exceeds R50.00 
lakh, the person shall be liable to imprisonment upto 
7 years. 

The penalty provisions w.e.f 28th May, 2012 are as 
follows:
1. Penalty for non-registration is being restricted 

to R10,000. Currently quantum of penalty may 
extend to higher of:-
a. R10,000,

b. R200 per day of failure
2. A new Section 78A is also being introduced 

to impose penalty on the directors, managers, 
secretary and other officers of the company for 
specified offences e.g., evasion of service tax, in 
cases of willful actions.

A. Section 78A
Where a company has committed any of the 
following contraventions, namely: 
(a) evasion of service tax; or 
(b) issuance of invoice, bill or, as the case may be, 

a challan without provision of taxable service in 
violation of the rules made under the provisions 
of this Chapter; or 

(c) availment and utilisation of credit of taxes or 
duty without actual receipt of taxable service 
or excisable goods either fully or partially in 
violation of the rules made under the provisions 
of this Chapter; or 

(d) failure to pay any amount collected as service tax 
to the credit of the Central Government beyond 
a period of six months from the date on which 
such payment becomes due, 

then any director, manager, secretary or other 
officer of such company, who at the time of such 
contravention was in charge of, and was responsible 
to, the company for the conduct of business of such 
company and was knowingly concerned with such 
contravention, shall be liable to a penalty which may 
extend to R 1 lakh.

B. Section 89 
Offences and penalties — 
(1) Whoever commits any of the following offences, 

namely :— 
(a) knowingly evades the payment of service 

tax under this Chapter; or 
(b) avails and utilises credit of taxes or duty 

without actual receipt of taxable service 
or excisable goods either fully or partially 
in violation of the rules made under the 
provisions of this Chapter; or 

(c) maintains false books of account or fails 

The aforementioned judgment/orders of the 
Settlement Commission benefits the assessee as 
well as the revenue department towards early tax 

dispute settlement.
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to supply any information which he is  
required to supply under this Chapter 
or the rules made thereunder or (unless 
with a reasonable belief, the burden of 
proving which shall be upon him, that 
the information supplied by him is true) 
supplies false information; or 

(d) collects any amount as service tax but 
fails to pay the amount so collected to the 
credit of the Central Government beyond 
a period of six months from the date on 
which such payment becomes due, shall be 
punishable,— 
(i) in the case of an offence specified in 

clauses (a), (b) or (c) where the amount 
exceeds R50 lakh, with imprisonment for 
a term which may extend to three years: 

 Provided that in the absence of special 
and adequate reasons to the contrary to 
be recorded in the judgment of the court, 
such imprisonment shall not be for a 
term of less than six months; 

(ii) in the case of the offence specified in 
clause (d), where the amount exceeds 
R50 lakh, with imprisonment for a term 
which may extend to seven years: 

 Provided that in the absence of special 
and adequate reasons to the contrary to 
be recorded in the judgment of the court, 
such imprisonment shall not be for a 
term of less than six months 

(iii) in the case of any other offences, 
with imprisonment for a term, which 
may extend to one year 

(2) If any person is convicted of an offence punishable 
under— 
(a) clause (i) or clause (iii), then, he shall be 

punished for the second and for every 
subsequent offence with imprisonment for 
a term which may extend to three years; 

(b) clause (ii), then, he shall be punished for the 
second and for every subsequent offence 
with imprisonment for a term which may 
extend to seven years. 

(3) For the purposes of sub-Sections (1) and (2),the 
following shall not be considered as special and 
adequate reasons for awarding a sentence of 
imprisonment for a term of less than six months, 
namely:— 
(i) the fact that the accused has been convicted 

for the first time for an offence under this 
Chapter; 

(ii) the fact that in any proceeding under this 
Act, other than prosecution, the accused 
has been ordered to pay a penalty or any 
other action has been taken against him for 
the same act which constitutes the offence; 

(iii) the fact that the accused was not the 
principal offender and was acting merely 
as a secondary party in the commission of 
offence; 

(iv) the age of the accused. 
(4) A person shall not be prosecuted for any offence 

under this Section except with the previous 
sanction of the Chief Commissioner of Central 
Excise.

C. Cognisable and Bailable Penalty under 
Section 90 
(1) An offence under clause (ii) of sub-Section (1) of 

Section 89 shall be cognisable. 
(2) Notwithstanding anything contained in the 

Code of Criminal Procedure, 1973, all offences, 
except the offences specified in sub-Section (1), 
shall be non-cognisable and bailable. 

D. Commissioner's Authority under Section 
91
(1) If the Commissioner of Central Excise has 

reason to believe that any person has committed 
an offence specified in clause (i) or clause (ii) of 
sub-Section (1) of Section 89, he may, by general 
or special order, authorise any officer of Central 
Excise, not below the rank of Superintendent of 
Central Excise, to arrest such person. 

(2) Where a person is arrested for any cognisable 
offence, every officer authorised to arrest a 
person shall, inform such person of the grounds 
of arrest and produce him before a magistrate 
within 24 hours. 

(3) In the case of a non-cognisable and bailable 
offence, the Assistant Commissioner, or the 
Deputy Commissioner, as the case may be, shall, 
for the purpose of releasing an arrested person 
on bail or otherwise, have the same powers and 

The Settlement Commission judgment/orders 
consider the merits, full disclosures, transparencies, 
responsibilities and accountability of the case of the 
assessee and reducing the chances of continued tax 

evasion.
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be subject to the same provisions as an officer 
in charge of a police station has, and is subject 
to, under Section 436 of the Code of Criminal 
Procedure, 1973.

(4) All arrests under this section shall be carried  
out in accordance with the provisions of the 
Code of Criminal Procedure, 1973 relating to 
arrests.

Service Tax Settlement of Cases: 
Rules & Procedures
A. Form and manner of Application under Service 
Tax (Settlement of Cases) Rules, 2012 [16/2012- 
Service Tax dated 29-05-2012] [Rule 3]
1. An application under sub-Section (1) of Section 

32E of Central Excise Act,1944 made applicable 
to service tax vide Section 83 of the Act, shall be 
made in the Form SC(ST)-1.

2. The application referred to in sub-Rule (1), the 
verification contained therein and all relevant 
documents accompanying such application shall 
be signed,- 

 in the case of an individual, by the 
individual himself; or 

 where the individual is absent from 
India,by the individual concerned or by 
some person duly authorised by him in 
this behalf; and 

 where the individual is a minor or is 
mentally incapacitated from attending 
to his affairs, by his guardian or by any 
other person competent to act on his 
behalf; 

(a) in the case of a Hindu undivided family, 
by the Karta of such family and, where the 
Karta is absent from India or is mentally 
incapacitated from attending to his affairs, 
by the senior most adult member of the 
family available; 

(b) in the case of a company or local authority, 
by the principal officer thereof; 

(c) in the case of a firm, by any partner thereof, 
not being a minor; 

(d) in case of any other association, by any 
member of the association or the principal 
officer thereof; and 

(e) in the case of any other person, by that 
person or some person competent to act on 
his behalf. 

3. Every application in the Form SC(ST)-1 shall 
be filed in quintuplicate, i.e., original with 5 

The settlement commission in the spirit of 
settlement can settle tax disputes by expanding 

its purview of operations even after revenue 
department opposes the settlement for revenue.

copies and shall be accompanied by a fee of one 
thousand rupees (R1000/-). 

4. The additional amount of service tax accepted 
by the applicant along with interest due thereon, 
shall be deposited by him in any of the authorised 
bank under: 

o TR-6, referred to in the Service Tax 
Rules, 1994 (hereinafter referred to as 
TR-6 Challan) in quintuplicate, i.e., 
original with 5 copies, or 

o G.A.R.-7 and 
 shall be disclosed by him in the Form [Form No. 

SC(ST)-1]. 

B. Disclosure of information in the application 
for settlement of cases in Form SC(ST)-1 [Rule 
4]
The Settlement Commission shall, while calling for 
a report from the Commissioner of Central Excise 
or Service Tax having jurisdiction, Section 32F(3) of 
Central Excise Act, 1944 made applicable to service 
tax vide Section 83 of the Act, in Form SC(ST)-1; 
forward a copy of the following:
1. Application referred to in Rule 3(1); 
2. Annexure to the Application; and 
3. The statements; and 
4. Other documents accompanying such annexure. 

C. Manner of provisional attachment of property 
[Rule 5]
1. Where the Settlement Commission orders 

attachment of property under Section 32G(1) of 
Central Excise Act, made applicable to service 
tax vide Section 83 of the Act, it shall send a copy 
of such order to the Commissioner of Central 
Excise or Commissioner of Service Tax having 
jurisdiction; 
a. over the place in which the applicant owns 

any movable or immovable property; or 
b. resides; or 
c. carries on his business; or 
d. has his bank account.

2. On receipt of the order referred to in Section 
32G(1), the Commissioner may authorise any 
officer subordinate to him and not below the 
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rank of an Assistant Commissioner of Central 
Excise or Service Tax to take steps to attach such 
property of the applicant. 

3. The Central Excise officer authorised under 
Section 32G(2) shall prepare an inventory of the 
property attached and specify in it, in the case of 
the immovable property, the description of such 
property sufficient to identify it and in case of the 
movable property, the place where such property 
is lodged or kept and shall hand over a copy of 
the same to the applicant or to the person from 
whose charge the property is attached. 

4. The officer authorised under sub-Rule (2) shall 
send a copy of the inventory so prepared each 
to the Commissioner of Central Excise and the 
Settlement Commission. 

 
D. Fee for copies of reports [Rule 6]
Any person who makes an application under Section 
32J of Excise Act, made applicable to service tax vide 
Section 83 of the Act, for obtaining copies of reports 
made by any Central Excise Officer, shall pay a fee of             
R 5 per page of each report or part thereof. 

E. Documents Checklist to be submitted on 
application in Form No. SC(ST)-1
1. PAN Card.
2. Service Tax Registration Certificate.
3. Service Tax Returns. 
4. Invoices.
5. Invoice entries in the books of accounts with 

General Ledger Accounts.
6. Show cause Notice Letter with show cause 

Notice No and date, period of dispute in the 
notice, service tax demanded in the notice (in R), 
dispute in connection with which the application 
for settlement is made, adjudicating authority 
before whom the notice is pending adjudication.

7. Petition with the brief facts of the case and 
particulars of the issues to be settled and terms 
of settlement sought by the applicant with the 
following details: 
a. Amount of Service Tax accepted as payable 

for settlement (in R) 
b. Interest on the said admitted service tax  

(in R):
 (Detailed calculations of (a) and (b) above to 

be enclosed as Annexure-I)
8. Payment details of the service tax accepted, by 

the applicant, along with interest (TR-6 challan) 
or 

9. (G.A.R.-7 number and date) 
(Details to be enclosed as Annexure-II)

10. Any other application for settlement (other than 
the present one) has been filed by the applicant 
before any Bench of Settlement Commission 
with the following details: 
•	 Application	No.	and	date	
•	 Amount	admitted	for	settlement
•	 Show	cause	notice	No.	and	date.	

11. Status of the application, if decided, then details 
of the final order of the Commission:
•	 Settlement	Order	No.	and	date	
•	 Details	of	deposit	of	settlement	amount	
•	 Whether	settlement	amount	has	been	paid	

in terms of the order. 
12. If any application of the applicant was sent back/

rejected by the Settlement Commission, the 
reference number and date of the order. 

13. Reference number and date of the order, if any, in 
case the applicant was convicted of any offence 
under Chapter V of the Act in relation to a case 
settled earlier by the Settlement Commission. 

14. Order Notice: Details of the order, if the 
applicant was ever debarred from making  
further application for settlement under Section 
32-O of the Excise Act made applicable to 
Service Tax vide Section 83 of the Act, by any of 
the Benches of the Settlement Commission.

15. Order Notice: Details of the order, if any 
settlement in respect of the applicant has ever 
been made void under Section 32L of Excise Act 
made applicable to Service Tax vide Section 83 of 
the Act, by any of the Benches of the Settlement 
Commission.

16. Statement containing particulars,referred to in 
item 8 of the application, made under Section 
32E (1) of the Excise Act made applicable to 
Service Tax vide Section 83 of the Act. 
•	 Details	of	 information	which	has	not	been	

correctly declared in the periodical return; 
•	 Service	tax	liability	accepted	out	of	the	total	

Service Tax demanded in the show cause 
notice issued and the manner in which such 
Service Tax liability has been derived; 

•	 Full	 and	 true	 disclosure	 of	 the	 facts	 
regarding the issues to be settled including 
the terms of settlement sought for by the 
applicant. 

The form should be duly signed by the  
applicant and all the above documents should be  
self attested. 
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