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this section, a taxpayer must treat all
hours spent by a person on direct con-
tact lobbying (as well as the hours that
person spends in connection with direct
contact lobbying, including time spent
traveling that is allocable to the direct
contact lobbying) as labor hours allo-
cable to lobbying activities. An activ-
ity is direct contact lobbying if it is a
meeting, telephone conversation, let-
ter, or other similar means of commu-
nication with a legislator (other than a
local legislator) or covered executive
branch official (as defined in section
162(e)(6)) and otherwise qualifies as a
lobbying activity. A person who en-
gages in research, preparation, and
other background activities related to
direct contact lobbying but who does
not make direct contact with a legis-
lator or covered executive branch offi-
cial is not engaged in direct contact
lobbying.

(3) Taxpayer defined. For purposes of
this section, a taxpayer includes a tax-
exempt organization subject to section
6033(e).

(h) Effective date. This section is ef-
fective for amounts paid or incurred on
or after July 21, 1995. Taxpayers must
adopt a reasonable interpretation of
sections 162(e)(1)(A) and (D) for
amounts paid or incurred before this
date.

[T.D. 8602, 60 FR 37573, July 21, 1995]

§1.162-29 Influencing legislation.

(a) Scope. This section provides rules
for determining whether an activity is
influencing legislation for purposes of
section 162(e)(1)(A). This section does
not apply for purposes of sections 4911
and 4945 and the regulations there-
under.

(b) Definitions. For purposes of this
section—

(1) Influencing legislation. Influencing
legislation means—

(i) Any attempt to influence any leg-
islation through a lobbying commu-
nication; and

(ii) All activities, such as research,
preparation, planning, and coordina-
tion, including deciding whether to
make a lobbying communication, en-
gaged in for a purpose of making or
supporting a lobbying communication,
even if not yet made. See paragraph (c)
of this section for rules for determining
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the purposes for engaging in an activ-
ity.

(2) Attempt to influence legislation. An
attempt to influence any legislation
through a lobbying communication is
making the lobbying communication.

(3) Lobbying communication. A 1lob-
bying communication is any commu-
nication (other than any communica-
tion compelled by subpoena, or other-
wise compelled by Federal or State
law) with any member or employee of a
legislative body or any other govern-
ment official or employee who may
participate in the formulation of the
legislation that—

(i) Refers to specific legislation and
reflects a view on that legislation; or

(ii) Clarifies, amplifies, modifies, or
provides support for views reflected in
a prior lobbying communication.

(4) Legislation. Legislation includes
any action with respect to Acts, bills,
resolutions, or other similar items by a
legislative body. Legislation includes a
proposed treaty required to be sub-
mitted by the President to the Senate
for its advice and consent from the
time the President’s representative be-
gins to negotiate its position with the
prospective parties to the proposed
treaty.

(5) Specific legislation. Specific legisla-
tion includes a specific legislative pro-
posal that has not been introduced in a
legislative body.

(6) Legislative bodies. Legislative bod-
ies are Congress, state legislatures, and
other similar governing bodies, exclud-
ing local councils (and similar gov-
erning bodies), and executive, judicial,
or administrative bodies. For this pur-
pose, administrative bodies include
school boards, housing authorities,
sewer and water districts, zoning
boards, and other similar Federal,
State, or local special purpose bodies,
whether elective or appointive.

(7) Examples. The provisions of this
paragraph (b) are illustrated by the fol-
lowing examples.

Example 1. Taxpayer P’s employee, A, is as-
signed to approach members of Congress to
gain their support for a pending bill. A drafts
and P prints a position letter on the bill. P
distributes the letter to members of Con-
gress. Additionally, A personally contacts
several members of Congress or their staffs
to seek support for P’s position on the bill.
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The letter and the personal contacts are lob-
bying communications. Therefore, P is influ-
encing legislation.

Example 2. Taxpayer R is invited to provide
testimony at a congressional oversight hear-
ing concerning the implementation of The
Financial Institutions Reform, Recovery,
and Enforcement Act of 1989. Specifically,
the hearing concerns a proposed regulation
increasing the threshold value of commercial
and residential real estate transactions for
which an appraisal by a state licensed or cer-
tified appraiser is required. In its testimony,
R states that it is in favor of the proposed
regulation. Because R does not refer to any
specific legislation or reflect a view on any
such legislation, R has not made a lobbying
communication. Therefore, R is not influ-
encing legislation.

Example 3. State X enacts a statute that re-
quires the licensing of all day-care providers.
Agency B in State X is charged with writing
rules to implement the statute. After the en-
actment of the statute, Taxpayer S sends a
letter to Agency B providing detailed pro-
posed rules that S recommends Agency B
adopt to implement the statute on licensing
of day-care providers. Because the letter to
Agency B neither refers to nor reflects a
view on any specific legislation, it is not a
lobbying communication. Therefore, S is not
influencing legislation.

Example 4. Taxpayer T proposes to a State
Park Authority that it purchase a particular
tract of land for a new park. Even if T’s pro-
posal would necessarily require the State
Park Authority eventually to seek appro-
priations to acquire the land and develop the
new park, T has not made a lobbying com-
munication because there has been no ref-
erence to, nor any view reflected on, any spe-
cific legislation. Therefore, T’s proposal is
not influencing legislation.

Example 5. (i) Taxpayer U prepares a paper
that asserts that lack of new capital is hurt-
ing State X’s economy. The paper indicates
that State X residents either should invest
more in local businesses or increase their
savings so that funds will be available to
others interested in making investments. U
forwards a summary of the unpublished
paper to legislators in State X with a cover
letter that states in part:

You must take action to improve the
availability of new capital in the state.

(ii) Because neither the summary nor the
cover letter refers to any specific legislative
proposal and no other facts or circumstances
indicate that they refer to an existing legis-
lative proposal, forwarding the summary to
legislators in State X is not a lobbying com-
munication. Therefore, U is not influencing
legislation.

(iii) Q, a member of the legislature of State
X, calls U to request a copy of the unpub-
lished paper from which the summary was
prepared. U forwards the paper with a cover
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letter that simply refers to the enclosed ma-
terials. Because U’s letter to Q and the un-
published paper do not refer to any specific
legislation or reflect a view on any such leg-
islation, the letter is not a lobbying commu-
nication. Therefore, U is not influencing leg-
islation.

Example 6. (i) Taxpayer V prepares a paper
that asserts that lack of new capital is hurt-
ing the national economy. The paper indi-
cates that lowering the capital gains rate
would increase the availability of capital
and increase tax receipts from the capital
gains tax. V forwards the paper to its rep-
resentatives in Congress with a cover letter
that says, in part:

I urge you to support a reduction in the
capital gains tax rate.

(ii) V’s communication is a lobbying com-
munication because it refers to and reflects
a view on a specific legislative proposal (i.e.,
lowering the capital gains rate). Therefore, V
is influencing legislation.

Example 7. Taxpayer W, based in State A,
notes in a letter to a legislator of State A
that State X has passed a bill that accom-
plishes a stated purpose and then says that
State A should pass such a bill. No such bill
has been introduced into the State A legisla-
ture. The communication is a lobbying com-
munication because it refers to and reflects
a view on a specific legislative proposal.
Therefore, W is influencing legislation.

Example 8. (i) Taxpayer Y represents citrus
fruit growers. Y writes a letter to a United
States senator discussing how pesticide O
has benefited citrus fruit growers and dis-
puting problems linked to its use. The letter
discusses a bill pending in Congress and
states in part:

This bill would prohibit the use of pes-
ticide O. If citrus growers are unable to use
this pesticide, their crop yields will be se-
verely reduced, leading to higher prices for
consumers and lower profits, even bank-
ruptcey, for growers.

(ii) Y’s views on the bill are reflected in
this statement. Thus, the communication is
a lobbying communication, and Y is influ-
encing legislation.

Example 9. (i) B, the president of Taxpayer
Z, an insurance company, meets with Q, who
chairs the X state legislature’s committee
with jurisdiction over laws regulating insur-
ance companies, to discuss the possibility of
legislation to address current problems with
surplus-line companies. B recommends that
legislation be introduced that would create
minimum capital and surplus requirements
for surplus-line companies and create clearer
guidelines concerning the risks that surplus-
line companies can insure. B’s discussion
with Q is a lobbying communication because
B refers to and reflects a view on a specific
legislative proposal. Therefore, Z is influ-
encing legislation.
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(ii) Q is not convinced that the market for
surplus-line companies is substantial enough
to warrant such legislation and requests that
B provide information on the amount and
types of risks covered by surplus-line compa-
nies. After the meeting, B has employees of
7Z prepare estimates of the percentage of
property and casualty insurance risks han-
dled by surplus-line companies. B sends the
estimates with a cover letter that simply re-
fers to the enclosed materials. Although B’s
follow-up letter to Q does not refer to spe-
cific legislation or reflect a view on such leg-
islation, B’s letter supports the views re-
flected in the earlier communication. There-
fore, the letter is a lobbying communication
and Z is influencing legislation.

(c) Purpose for engaging in an activ-
ity—(1) In general. The purposes for en-
gaging in an activity are determined
based on all the facts and cir-
cumstances. Facts and circumstances
include, but are not limited to—

(i) Whether the activity and the lob-
bying communication are proximate in
time;

(ii) Whether the activity and the lob-
bying communication relate to similar
subject matter;

(iii) Whether the activity is per-
formed at the request of, under the di-
rection of, or on behalf of a person
making the lobbying communication;

(iv) Whether the results of the activ-
ity are also used for a nonlobbying pur-
pose; and

(v) Whether, at the time the taxpayer
engages in the activity, there is spe-
cific legislation to which the activity
relates.

(2) Multiple purposes. If a taxpayer en-
gages in an activity both for the pur-
pose of making or supporting a lob-
bying communication and for some
nonlobbying purpose, the taxpayer
must treat the activity as engaged in
partially for a lobbying purpose and
partially for a nonlobbying purpose.
This division of the activity must re-
sult in a reasonable allocation of costs
to influencing legislation. See §1.162-28
(allocation rules for certain expendi-
tures to which section 162(e)(1) applies).
A taxpayer’s treatment of these mul-
tiple-purpose activities will, in general,
not result in a reasonable allocation if
it allocates to influencing legislation—

(i) Only the incremental amount of
costs that would not have been in-
curred but for the lobbying purpose; or
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(ii) An amount based solely on the
number of purposes for engaging in
that activity without regard to the rel-
ative importance of those purposes.

(3) Activities treated as having no pur-
pose to influence legislation. A taxpayer
that engages in any of the following ac-
tivities is treated as having done so
without a purpose of making or sup-
porting a lobbying communication—

(i) Before evidencing a purpose to in-
fluence any specific legislation referred
to in paragraph (¢c)(3)(i)(A) or (B) of
this section (or similar legislation)—

(A) Determining the existence or pro-
cedural status of specific legislation, or
the time, place, and subject of any
hearing to be held by a legislative body
with respect to specific legislation; or

(B) Preparing routine, brief sum-
maries of the provisions of specific leg-
islation;

(ii) Performing an activity for pur-
poses of complying with the require-
ments of any law (for example, satis-
fying state or federal securities law fil-
ing requirements);

(iii) Reading any publications avail-
able to the general public or viewing or
listening to other mass media commu-
nications; and

(iv) Merely attending a widely at-
tended speech.

(4) Examples. The provisions of this
paragraph (c) are illustrated by the fol-
lowing examples.

Example 1. (i) Facts. In 1997, Agency F
issues proposed regulations relating to the
business of Taxpayer W. There is no specific
legislation during 1997 that is similar to the
regulatory proposal. W undertakes a study of
the impact of the proposed regulations on its
business. W incorporates the results of that
study in comments sent to Agency F in 1997.
In 1998, legislation is introduced in Congress
that is similar to the regulatory proposal.
Also in 1998, W writes a letter to Senator P
stating that it opposes the proposed legisla-
tion. W encloses with the letter a copy of the
comments it sent to Agency F.

(i) Analysis. W’s letter to Senator P refers
to and reflects a view on specific legislation
and therefore is a lobbying communication.
Although W’s study of the impact of the pro-
posed regulations is proximate in time and
similar in subject matter to its lobbying
communication, W performed the study and
incorporated the results in comments sent to
Agency F when no legislation with a similar
subject matter was pending (a nonlobbying
use). On these facts, W engaged in the study
solely for a nonlobbying purpose.
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Example 2. (i) Facts. The governor of State
Q proposes a budget that includes a proposed
sales tax on electricity. Using its records of
electricity consumption, Taxpayer Y esti-
mates the additional costs that the budget
proposal would impose upon its business. In
the same year, Y writes to members of the
state legislature and explains that it opposes
the proposed sales tax. In its letter, Y in-
cludes its estimate of the costs that the sales
tax would impose on its business. Y does not
demonstrate any other use of its estimates.

(ii) Analysis. The letter is a lobbying com-
munication (because it refers to and reflects
a view on specific legislation, the governor’s
proposed budget). Y’s estimate of additional
costs under the proposal supports the lob-
bying communication, is proximate in time
and similar in subject matter to a specific
legislative proposal then in existence, and is
not used for a nonlobbying purpose. Based on
these facts, Y estimated its additional costs
under the budget proposal solely to support
the lobbying communication.

Example 3. (i) Facts. A senator in the State
Q legislature announces her intention to in-
troduce legislation to require health insurers
to cover a particular medical procedure in
all policies sold in the state. Taxpayer Y has
different policies for two groups of employ-
ees, one of which covers the procedure and
one of which does not. After the bill is intro-
duced, Y’s legislative affairs staff asks Y’s
human resources staff to estimate the addi-
tional cost to cover the procedure for both
groups of employees. Y’s human resources
staff prepares a study estimating Y’s in-
creased costs and forwards it to the legisla-
tive affairs staff. Y’s legislative staff then
writes to members of the state legislature
and explains that it opposes the proposed
change in insurance coverage based on the
study. Y’s legislative affairs staff thereafter
forwards the study, prepared for its use in
opposing the statutory proposal, to its labor
relations staff for use in negotiations with
employees scheduled to begin later in the
year.

(ii) Analysis. The letter to legislators is a
lobbying communication (because it refers
to and reflects a view on specific legislation).
The activity of estimating Y’s additional
costs under the proposed legislation relates
to the same subject as the lobbying commu-
nication, occurs close in time to the lob-
bying communication, is conducted at the
request of a person making a lobbying com-
munication, and relates to specific legisla-
tion then in existence. Although Y used the
study in its labor negotiations, mere use for
that purpose does not establish that Y esti-
mated its additional costs under the pro-
posed legislation in part for a nonlobbying
purpose. Thus, based on all the facts and cir-
cumstances, Y estimated the additional
costs it would incur under the proposal sole-
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ly to make or support the lobbying commu-
nication.

Example 4. (i) Facts. After several years of
developmental work under various contracts,
in 1996, Taxpayer A contracts with the De-
partment of Defense (DOD) to produce a pro-
totype of a new generation military aircraft.
A is aware that DOD will be able to fund the
contract only if Congress appropriates an
amount for that purpose in the upcoming ap-
propriations process. In 1997, A conducts sim-
ulation tests of the aircraft and revises the
specifications of the aircraft’s expected per-
formance capabilities, as required under the
contract. A submits the results of the tests
and the revised specifications to DOD. In
1998, Congress considers legislation to appro-
priate funds for the contract. In that connec-
tion, A summarizes the results of the simula-
tion tests and of the aircraft’s expected per-
formance capabilities, and submits the sum-
mary to interested members of Congress
with a cover letter that encourages them to
support appropriations of funds for the con-
tract.

(ii) Analysis. The letter is a lobbying com-
munication (because it refers to specific leg-
islation (i.e., appropriations) and requests
passage). The described activities in 1996,
1997, and 1998 relate to the same subject as
the lobbying communication. The summary
was prepared specifically for, and close in
time to, that communication. Based on these
facts, the summary was prepared solely for a
lobbying purpose. In contrast, A conducted
the tests and revised the specifications to
comply with its production contract with
DOD. A conducted the tests and revised the
specifications solely for a nonlobbying pur-
pose.

Example 5. (i) Facts. C, president of Tax-
payer W, travels to the state capital to at-
tend a two-day conference on new manufac-
turing processes. C plans to spend a third
day in the capital meeting with state legisla-
tors to explain why W opposes a pending bill
unrelated to the subject of the conference.
At the meetings with the legislators, C
makes lobbying communications by refer-
ring to and reflecting a view on the pending
bill.

(ii) Analysis. C’s traveling expenses (trans-
portation and meals and lodging) are par-
tially for the purpose of making or sup-
porting the lobbying communications and
partially for a nonlobbying purpose. As a re-
sult, under paragraph (c)(2) of this section, W
must reasonably allocate C’s traveling ex-
penses between these two purposes. Allo-
cating to influencing legislation only C’s in-
cremental transportation expenses (i.e., the
taxi fare to meet with the state legislators)
does not result in a reasonable allocation of
traveling expenses.

Example 6. (i) Facts. On February 1, 1997, a
bill is introduced in Congress that would af-
fect Company E. Employees in E’s legislative
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affairs department, as is customary, prepare
a brief summary of the bill and periodically
confirm the procedural status of the bill
through conversations with employees and
members of Congress. On March 31, 1997, the
head of E’s legislative affairs department
meets with E’s President to request that B,
a chemist, temporarily help the legislative
affairs department analyze the bill. The
President agrees, and suggests that B also be
assigned to draft a position letter in opposi-
tion to the bill. Employees of the legislative
affairs department continue to confirm peri-
odically the procedural status of the bill. On
October 31, 1997, B’s position letter in opposi-
tion to the bill is delivered to members of
Congress.

(ii) Analysis. B’s letter is a lobbying com-
munication because it refers to and reflects
a view on specific legislation. Under para-
graph (c)(3)(i) of this section, the assignment
of B to assist the legislative affairs depart-
ment in analyzing the bill and in drafting a
position letter in opposition to the bill evi-
dences a purpose to influence legislation.
Neither the activity of periodically con-
firming the procedural status of the bill nor
the activity of preparing the routine, brief
summary of the bill before March 31 con-
stitutes influencing legislation. In contrast,
periodically confirming the procedural sta-
tus of the bill on or after March 31 relates to
the same subject as, and is close in time to,
the lobbying communication and is used for
no nonlobbying purpose. Consequently, after
March 31, E determined the procedural sta-
tus of the bill for the purpose of supporting
the lobbying communication by B.

(d) Lobbying communication made by
another. If a taxpayer engages in activi-
ties for a purpose of supporting a lob-
bying communication to be made by
another person (or by a group of per-
sons), the taxpayer’s activities are
treated under paragraph (b) of this sec-
tion as influencing legislation. For ex-
ample, if a taxpayer or an employee of
the taxpayer (as a volunteer or other-
wise) engages in an activity to assist a
trade association in preparing its lob-
bying communication, the taxpayer’s
activities are influencing legislation
even if the lobbying communication is
made by the trade association and not
the taxpayer. If, however, the tax-
payer’s employee, acting outside the
employee’s scope of employment, vol-
unteers to engage in those activities,
then the taxpayer is not influencing
legislation.

(e) No lobbying communication. Para-
graph (e) of this section applies if a
taxpayer engages in an activity for a
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purpose of making or supporting a lob-
bying communication, but no lobbying
communication that the activity sup-
ports has yet been made.

(1) Before the filing date. Under this
paragraph (e)(1), if on the filing date of
the return for any taxable year the
taxpayer no longer expects, under any
reasonably foreseeable circumstances,
that a lobbying communication will be
made that is supported by the activity,
then the taxpayer will be treated as if
it did not engage in the activity for a
purpose of making or supporting a lob-
bying communication. Thus, the tax-
payer need not treat any amount allo-
cated to that activity for that year
under §1.162-28 as an amount to which
section 162(e)(1)(A) applies. The filing
date for purposes of paragraph (e) of
this section is the earlier of the time
the taxpayer files its timely return for
the year or the due date of the timely
return.

(2) After the filing date—(i) In general.
If, at any time after the filing date, the
taxpayer no longer expects, under any
reasonably foreseeable circumstances,
that a lobbying communication will be
made that is supported by the activity,
then any amount previously allocated
under §1.162-28 to the activity and dis-
allowed under section 162(e)(1)(A) is
treated as an amount that is not sub-
ject to section 162(e)(1)(A) and that is
paid or incurred only at the time the
taxpayer no longer expects that a lob-
bying communication will be made.

(ii) Special rule for certain taxr-exempt
organizations. For a tax-exempt organi-
zation subject to section 6033(e), the
amounts described in paragraph
(e)(2)(i) of this section are treated as
reducing (but not below zero) its ex-
penditures to which section 162(e)(1)
applies beginning with that year and
continuing for subsequent years to the
extent not treated in prior years as re-
ducing those expenditures.

(f) Anti-avoidance rule. If a taxpayer,
alone or with others, structures its ac-
tivities with a principal purpose of
achieving results that are unreasonable
in light of the purposes of section
162(e)(1)(A) and section 6033(e), the
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Commissioner can recast the tax-
payer’s activities for federal tax pur-
poses as appropriate to achieve tax re-
sults that are consistent with the in-
tent of section 162(e)(1)(A), section
6033(e) (if applicable), and this section,
and the pertinent facts and cir-
cumstances.

(g) Taxpayer defined. For purposes of
this section, a taxpayer includes a tax-
exempt organization subject to section
6033(e).

(h) Effective date. This section is ef-
fective for amounts paid or incurred on
or after July 21, 1995. Taxpayers must
adopt a reasonable interpretation of
section 162(e)(1)(A) for amounts paid or
incurred before this date.

[T.D. 8602, 60 FR 37575, July 21, 1995]

§1.162(k)-1 Disallowance of deduction
for reacquisition payments.

(a) In general. Except as provided in
paragraph (b) of this section, no deduc-
tion otherwise allowable is allowed
under Chapter 1 of the Internal Rev-
enue Code for any amount paid or in-
curred by a corporation in connection
with the reacquisition of its stock or
the stock of any related person (as de-
fined in section 465(b)(3)(C)). Amounts
paid or incurred in connection with the
reacquisition of stock include amounts
paid by a corporation to reacquire its
stock from an ESOP that are used in a
manner described in section
404(k)(2)(A). See §1.404(k)-3.

(b) Ezxceptions. Paragraph (a) of this
section does not apply to any—

(1) Deduction allowable under section
163 (relating to interest);

(2) Deduction for amounts that are
properly allocable to indebtedness and
amortized over the term of such in-
debtedness;

(3) Deduction for dividends paid
(within the meaning of section 561); or

(4) Amount paid or incurred in con-
nection with the redemption of any
stock in a regulated investment com-
pany that issues only stock which is
redeemable upon the demand of the
shareholder.

(c) Effective date. This section applies
with respect to amounts paid or in-
curred on or after August 30, 2006.

[T.D. 9282, 71 FR 51473, Aug. 30, 2006]

§1.163-1

§1.163-1 Interest deduction in general.

(a) Except as otherwise provided in
sections 264 to 267, inclusive, interest
paid or accrued within the taxable year
on indebtedness shall be allowed as a
deduction in computing taxable in-
come. For rules relating to interest on
certain deferred payments, see section
483 and the regulations thereunder.

(b) Interest paid by the taxpayer on a
mortgage upon real estate of which he
is the legal or equitable owner, even
though the taxpayer is not directly lia-
ble upon the bond or note secured by
such mortgage, may be deducted as in-
terest on his indebtedness. Pursuant to
the provisions of section 163(c), any an-
nual or periodic rental payment made
by a taxpayer on or after January 1,
1962, under a redeemable ground rent,
as defined in section 1055(c) and para-
graph (b) of §1.1055-1, is required to be
treated as interest on an indebtedness
secured by a mortgage and, accord-
ingly, may be deducted by the taxpayer
as interest on his indebtedness. Section
163(c) has no application in respect of
any annual or periodic rental payment
made prior to January 1, 1962, or pursu-
ant to an arrangement which does not
constitute a ‘‘redeemable ground rent”’
as defined in section 1055(c) and para-
graph (b) of §1.1055-1. Accordingly, an-
nual or periodic payments of Pennsyl-
vania ground rents made before, on, or
after January 1, 1962, are deductible as
interest if the ground rent is redeem-
able. An annual or periodic rental pay-
ment under a Maryland redeemable
ground rent made prior to January 1,
1962, is deductible in accordance with
the rules and regulations applicable at
the time such payment was made. Any
annual or periodic rental payment
under a Maryland redeemable ground
rent made by the taxpayer on or after
January 1, 1962, is, pursuant to the pro-
visions of section 163(c), treated as in-
terest on an indebtedness secured by a
mortgage and, accordingly, is deduct-
ible by the taxpayer as interest on his
indebtedness. In any case where the
ground rent is irredeemable, any an-
nual or periodic ground rent payment
shall be treated as rent and shall be de-
ductible only to the extent that the
payment constitutes a proper business
expense. Amounts paid in redemption
of a ground rent shall not be treated as
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