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CBDT notified the list of laws for disallowance of 
settlement payments

Under the Income-tax Act, 1961 (the Act), any expenditure 

incurred wholly and exclusively for the purposes of business is 

allowable as a deduction while computing business income. This 

is subject to the condition that it is not in the nature of capital or 

personal expenses.

Additionally, the Act disallows any expenditure incurred for any 

purpose which is an offence, prohibited by law or to compound 

any offence under any law.
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Background 

summary

Amendment by Finance (No. 2) Act,  2024

The Finance (No. 2) Act, 2024 expanded the scope of the 

disallowance provision to include within its ambit any 

expenditure incurred to settle proceedings initiated in relation to 

a contravention under laws as may be notified by the Central 

Government (referred to as ‘settlement payments’ in this note).



2 © 2025 KPMG Assurance and Consulting Services LLP, an Indian Limited Liability Partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved.

Case Background 

In this regard, the Central Board of Direct Taxes 

(CBDT) has issued a notification (effective 23 April 

2025) listing the following laws in relation to which 

settlement payments would not be allowed as 

deduction:

1. The Securities and Exchange Board of India Act, 

1992

2. The Securities Contracts (Regulation) Act, 1956

3. The Depositories Act, 1996

4. The Competition Act, 2002

Additionally, the CBDT has released FAQs clarifying 

that no deduction shall be allowed for expenditures 

incurred for FY 2024–25 onwards towards settlement 

of proceedings under the above laws.

Tribunal’s Ruling 

Judicial Precedents
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Our commentsOur comments

The taxpayers may have incurred associated or 

ancillary expenditures such as legal fees, consultancy 

charges, or documentation costs in connection with 

the settlement proceedings. The allowability of these 

expenses needs to be evaluated.
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