
37574 Federal Register / Vol. 60, No. 140 / Friday, July 21, 1995 / Rules and Regulations

excluding third-party costs (as defined
in paragraph (d)(5) of this section).

(5) Third-party costs. Third-party
costs are amounts paid or incurred in
whole or in part for lobbying activities
conducted by third parties (such as
amounts paid to taxpayers subject to
section 162(e)(5)(A) or dues or other
similar amounts that are not deductible
in whole or in part under section
162(e)(3)) and amounts paid or incurred

for travel (including meals and lodging
while away from home) and
entertainment relating in whole or in
part to lobbying activities.

(6) Example. The provisions of this
paragraph (d) are illustrated by the
following example.

Example. (i) In 1996, three full-time
employees, A, B, and C, of Taxpayer W
engage in both lobbying activities and
nonlobbying activities. A spends 300 hours,

B spends 1,700 hours, and C spends 1,000
hours on lobbying activities, for a total of
3,000 hours spent on lobbying activities for
W. W reasonably assumes that each of its
three employees spends 2,000 hours a year
on W’s business.

(ii) W’s total costs of operations are
$300,000. W has no third-party costs.

(iii) Under the ratio method, X allocates
$150,000 to its lobbying activities for 1996,
as follows:
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(e) Gross-up method—(1) In general.
Under the gross-up method described in
this paragraph (e)(1), the 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 175
percent of its basic lobbying labor costs
(as defined in paragraph (e)(3) of this
section) of all personnel.

(2) Alternative gross-up method.
Under the alternative gross-up method
described in this paragraph (e)(2), the
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 225 percent of its basic lobbying
labor costs (as defined in paragraph
(e)(3)), excluding the costs of personnel

who engage in secretarial, clerical,
support, and other administrative
activities (as opposed to activities
involving significant judgment with
respect to lobbying activities).

(3) Basic lobbying labor costs. For
purposes of this paragraph (e), basic
lobbying labor costs are the basic costs
of lobbying labor hours (as defined in
paragraph (d)(2) of this section)
determined for the appropriate
personnel. For purposes of this
paragraph (e), basic costs of lobbying
labor hours are wages or other similar
costs of labor, including, for example,
guaranteed payments for services. Basic
costs do not include pension, profit-
sharing, employee benefits, and
supplemental unemployment benefit
plan costs, or other similar costs.

(4) Example. The provisions of this
paragraph (e) are illustrated by the
following example.

Example. (i) In 1996, three employees, A,
B, and C, of Taxpayer X engage in both
lobbying activities and nonlobbying
activities. A spends 300 hours, B spends
1,700 hours, and C spends 1,000 hours on
lobbying activities.

(ii) X has no third-party costs.
(iii) For purposes of the gross-up method,

X determines that its basic labor costs are $20
per hour for A, $30 per hour for B, and $25
per hour for C. Thus, its basic lobbying labor
costs are
($20×300)+($30×1,700)+($25×1,000), or
($6,000+$51,000+$25,000), for total basic
lobbying labor costs for 1996 of $82,000.

(iv) Under the gross-up method, X allocates
$143,500 to its lobbying activities for 1996,
as follows:
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(f) Section 263A cost allocation
methods—(1) In general. A taxpayer
may allocate its costs to lobbying
activities under the principles set forth
in section 263A and the regulations
thereunder, except to the extent
inconsistent with paragraph (g) of this
section. For this purpose, lobbying
activities are considered a service
department or function. Therefore, a
taxpayer may allocate costs to lobbying
activities by applying the methods
provided in §§ 1.263A–1 through
1.263A–3. See § 1.263A–1(e)(4), which
describes service costs generally;
§ 1.263A–1(f), which sets forth cost
allocation methods available under
section 263A; and § 1.263A–1(g)(4),

which provides methods of allocating
service costs.

(2) Example. The provisions of this
paragraph (f) are illustrated by the
following example.

Example. (i) Three full-time employees, A,
B, and C, work in the Washington office of
Taxpayer Y, a manufacturing concern. They
each engage in lobbying activities and
nonlobbying activities. In 1996, A spends 75
hours, B spends 1,750 hours, and C spends
2,000 hours on lobbying activities. A’s hours
are not spent on direct contact lobbying as
defined in paragraph (g)(2) of this section. All
three work 2,000 hours during 1996. The
Washington office also employs one
secretary, D, who works exclusively for A, B,
and C.

(ii) In addition, three departments in the
corporate headquarters in Chicago benefit the

Washington office: Public affairs, human
resources, and insurance.

(iii) Y is subject to section 263A and uses
the step-allocation method to allocate its
service costs. Prior to the amendments to
section 162(e), the Washington office was
treated as an overall management function
for purposes of section 263A. As such, its
costs were fully deductible and no further
allocations were made under Y’s step
allocation. Following the amendments to
section 162(e), Y adopts its 263A step-
allocation methodology to allocate costs to
lobbying activities. Y adds a lobbying
department to its step-allocation program,
which results in an allocation of costs to the
lobbying department from both the
Washington office and the Chicago office.

(iv) Y develops a labor ratio to allocate its
Washington office costs between the newly
defined lobbying department and the overall
management department. To determine the


