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Administration for comment on its
impact on small business.

Drafting Information: The principal author
of these final regulations is James M. Guiry
of the Office of Assistant Chief Counsel
(Income Tax and Accounting), IRS. However,
other personnel from the IRS and Treasury
participated in their development.

List of Subjects in 26 CFR Part 1

Income taxes, Reporting and
recordkeeping requirements.

Adoption of Amendments to the
Regulations

Accordingly, 26 CFR part 1 is
amended as follows:

PART 1—INCOME TAXES

Paragraph 1. The authority citation
for part 1 continues to read in part as
follows:

Authority: 26 U.S.C. 7805 * * *

Par. 2. In § 1.162–20, paragraphs (c)(5)
and (d) are added to read as follows:

§ 1.162–20 Expenditures attributable to
lobbying, political campaigns, attempts to
influence legislation, etc., and certain
advertising.

* * * * *
(c) * * *
(5) Expenses paid or incurred after

December 31, 1993, in connection with
influencing legislation other than
certain local legislation. The provisions
of paragraphs (c)(1) through (3) of this
section are superseded for expenses
paid or incurred after December 31,
1993, in connection with influencing
legislation (other than certain local
legislation) to the extent inconsistent
with section 162(e)(1)(A) (as limited by
section 162(e)(2)) and §§ 1.162–20(d)
and 1.162–29.

(d) Dues allocable to expenditures
after 1993. No deduction is allowed
under section 162(a) for the portion of
dues or other similar amounts paid by
the taxpayer to an organization exempt
from tax (other than an organization
described in section 501(c)(3)) which
the organization notifies the taxpayer
under section 6033(e)(1)(A)(ii) is
allocable to expenditures to which
section 162(e)(1) applies. The first
sentence of this paragraph (d) applies to
dues or other similar amounts whether
or not paid on or before December 31,
1993. Section 1.162–20(c)(3) is
superseded to the extent inconsistent
with this paragraph (d).

§ 1.162–20T [Removed]

Par. 3. Section 1.162–20T is removed.
Par. 4. Section 1.162–28 is added to

read as follows:

§ 1.162–28 Allocation of costs to lobbying
activities.

(a) Introduction—(1) In general.
Section 162(e)(1) denies a deduction for
certain amounts paid or incurred in
connection with activities described in
section 162(e)(1) (A) and (D) (lobbying
activities). To determine the
nondeductible amount, a taxpayer must
allocate costs to lobbying activities. This
section describes costs that must be
allocated to lobbying activities and
prescribes rules permitting a taxpayer to
use a reasonable method to allocate
those costs. This section does not apply
to taxpayers subject to section
162(e)(5)(A). In addition, this section
does not apply for purposes of sections
4911 and 4945 and the regulations
thereunder.

(2) Recordkeeping. For recordkeeping
requirements, see section 6001 and the
regulations thereunder.

(b) Reasonable method of allocating
costs—(1) In general. A taxpayer must
use a reasonable method to allocate the
costs described in paragraph (c) of this
section to lobbying activities. A method
is not reasonable unless it is applied
consistently and is consistent with the
special rules in paragraph (g) of this
section. Except as provided in
paragraph (b)(2) of this section,
reasonable methods of allocating costs
to lobbying activities include (but are
not limited to)—

(i) The ratio method described in
paragraph (d) of this section;

(ii) The gross-up method described in
paragraph (e) of this section; and

(iii) A method that applies the
principles of section 263A and the
regulations thereunder (see paragraph (f)
of this section).

(2) Taxpayers not permitted to use
certain methods. A taxpayer (other than
one subject to section 6033(e)) that does
not pay or incur reasonable labor costs
for persons engaged in lobbying
activities may not use the gross-up
method. For example, a partnership or
sole proprietorship in which the
lobbying activities are performed by the
owners who do not receive a salary or
guaranteed payment for services does
not pay or incur reasonable labor costs
for persons engaged in those activities
and may not use the gross-up method.

(c) Costs allocable to lobbying
activities—(1) In general. Costs properly
allocable to lobbying activities include
labor costs and general and
administrative costs.

(2) Labor costs. For each taxable year,
labor costs include costs attributable to
full-time, part-time, and contract
employees. Labor costs include all
elements of compensation, such as basic
compensation, overtime pay, vacation

pay, holiday pay, sick leave pay, payroll
taxes, pension costs, employee benefits,
and payments to a supplemental
unemployment benefit plan.

(3) General and administrative costs.
For each taxable year, general and
administrative costs include
depreciation, rent, utilities, insurance,
maintenance costs, security costs, and
other administrative department costs
(for example, payroll, personnel, and
accounting).

(d) Ratio method—(1) In general.
Under the ratio method described in
this paragraph (d), a taxpayer allocates
to lobbying activities the sum of its
third-party costs (as defined in
paragraph (d)(5) of this section)
allocable to lobbying activities and the
costs determined by using the following
formula:

Lobbying labor hours

Total labor hours
costs

of operations.× Total 

(2) Lobbying labor hours. Lobbying
labor hours are the hours that a
taxpayer’s personnel spend on lobbying
activities during the taxable year. A
taxpayer may use any reasonable
method to determine the number of
labor hours spent on lobbying activities
and may use the de minimis rule of
paragraph (g)(1) of this section. A
taxpayer may treat as zero the lobbying
labor hours of personnel engaged in
secretarial, clerical, support, and other
administrative activities (as opposed to
activities involving significant judgment
with respect to lobbying activities).
Thus, for example, the hours spent on
lobbying activities by para-professionals
and analysts may not be treated as zero.

(3) Total labor hours. Total labor
hours means the total number of hours
that a taxpayer’s personnel spend on a
taxpayer’s trade or business during the
taxable year. A taxpayer may make
reasonable assumptions concerning total
hours spent by personnel on the
taxpayer’s trade or business. For
example, it may be reasonable, based on
all the facts and circumstances, to
assume that all full-time personnel
spend 1,800 hours per year on a
taxpayer’s trade or business. If, under
paragraph (d)(2) of this section, a
taxpayer treats as zero the lobbying
labor hours of personnel engaged in
secretarial, clerical, support, and other
administrative activities, the taxpayer
must also treat as zero the total labor
hours of all personnel engaged in those
activities.

(4) Total costs of operations. A
taxpayer’s total costs of operations
means the total costs of the taxpayer’s
trade or business for a taxable year,


