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Example 2. Assume the same facts as in Ex-
ample (1), and, in addition, that A sold to 
FNMA on December 15, 1960, additional 
mortgage paper having an outstanding prin-
cipal balance of $12,500. FNMA deducted from 
the FNMA purchase price $250 representing 
capital contribution and credited A’s ac-
count with this amount. A then had a total 
credit of $300 to his account consisting of the 
$50 balance from the transaction described in 
Example (1) and $250 from the December 15th 
transaction. A stock certificate evidencing 
three shares of FNMA common stock of $100 
par value was mailed to A and FNMA de-
ducted $300 from A’s account. The stock cer-
tificate, bearing an issue date of January 1, 
1961, was received by A on January 9, 1961. 
The fair market value of a share of FNMA 
stock on January 1, 1961, was $69. A may de-
duct $93, the difference between the issuance 
price ($300) and the fair market value ($207) 
of the three shares of stock on the date of 
issuance (January 1, 1961), as a business ex-
pense for the taxable year 1961. The gain or 
loss on the sale of mortgage paper on Decem-
ber 15, 1960, is reportable for the taxable year 
1960. 

[T.D. 6690, 28 FR 12253, Nov. 19, 1963] 

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

(a) In general—(1) Scope of section. 
This section contains rules governing 
the deductibility or nondeductibility of 
expenditures for lobbying purposes, for 
the promotion or defeat of legislation, 
for political campaign purposes (in-
cluding the support of or opposition to 
any candidate for public office) or for 
carrying on propaganda (including ad-
vertising) related to any of the fore-
going purposes. For rules applicable to 
such expenditures in respect of taxable 
years beginning before January 1, 1963, 
and for taxable years beginning after 
December 31, 1962, see paragraphs (b) 
and (c), respectively, of this section. 
This section also deals with expendi-
tures for institutional or ‘‘good will’’ 
advertising. 

(2) Institutional or ‘‘good will’’ adver-
tising. Expenditures for institutional or 
‘‘good will’’ advertising which keeps 
the taxpayer’s name before the public 
are generally deductible as ordinary 
and necessary business expenses pro-
vided the expenditures are related to 
the patronage the taxpayer might rea-
sonably expect in the future. For exam-
ple, a deduction will ordinarily be al-

lowed for the cost of advertising which 
keeps the taxpayer’s name before the 
public in connection with encouraging 
contributions to such organizations as 
the Red Cross, the purchase of United 
States Savings Bonds, or participation 
in similar causes. In like fashion, ex-
penditures for advertising which pre-
sents views on economic, financial, so-
cial, or other subjects of a general na-
ture, but which does not involve any of 
the activities specified in paragraph (b) 
or (c) of this section for which a deduc-
tion is not allowable, are deductible if 
they otherwise meet the requirements 
of the regulations under section 162. 

(b) Taxable years beginning before Jan-
uary 1, 1963—(1) In general. (i) For tax-
able years beginning before January 1, 
1963, expenditures for lobbying pur-
poses, for the promotion or defeat of 
legislation, for political campaign pur-
poses (including the support of or oppo-
sition to any candidate for public of-
fice), or for carrying on propaganda (in-
cluding advertising) related to any of 
the foregoing purposes are not deduct-
ible from gross income. For example, 
the cost of advertising to promote or 
defeat legislation or to influence the 
public with respect to the desirability 
or undesirability of proposed legisla-
tion is not deductible as a business ex-
pense, even though the legislation may 
directly affect the taxpayer’s business. 

(ii) If a substantial part of the activi-
ties of an organization, such as a labor 
union or a trade association, consists 
of one or more of the activities speci-
fied in the first sentence of this sub-
paragraph, deduction will be allowed 
only for such portion of the dues or 
other payments to the organization as 
the taxpayer can clearly establish is 
attributable to activities other than 
those so specified. The determination 
of whether such specified activities 
constitute a substantial part of an or-
ganization’s activities shall be based 
on all the facts and circumstances. In 
no event shall special assessments or 
similar payments (including an in-
crease in dues) made to any organiza-
tion for any of such specified purposes 
be deductible. For other provisions re-
lating to the deductibility of dues and 
other payments to an organization, 
such as a labor union or a trade asso-
ciation, see paragraph (c) of § 1.162–15. 
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(2) Expenditures for promotion or defeat 
of legislation. For purposes of this para-
graph, expenditures for the promotion 
or the defeat of legislation include, but 
shall not be limited to, expenditures 
for the purpose of attempting to— 

(i) Influence members of a legislative 
body directly, or indirectly by urging 
or encouraging the public to contact 
such members for the purpose of pro-
posing, supporting, or opposing legisla-
tion, or 

(ii) Influence the public to approve or 
reject a measure in a referendum, ini-
tiative, vote on a constitutional 
amendment, or similar procedure. 

(c) Taxable years beginning after De-
cember 31, 1962—(1) In general. For tax-
able years beginning after December 31, 
1962, certain types of expenses incurred 
with respect to legislative matters are 
deductible under section 162(a) if they 
otherwise meet the requirements of the 
regulations under section 162. These de-
ductible expenses are described in sub-
paragraph (2) of this paragraph. All 
other expenditures for lobbying pur-
poses, for the promotion or defeat of 
legislation (see paragraph (b)(2) of this 
section), for political campaign pur-
poses (including the support of or oppo-
sition to any candidate for public of-
fice), or for carrying on propaganda (in-
cluding advertising) relating to any of 
the foregoing purposes are not deduct-
ible from gross income for such taxable 
years. For the disallowance of deduc-
tions for bad debts and worthless secu-
rities of a political party, see § 1.271–1. 
For the disallowance of deductions for 
certain indirect political contribu-
tions, such as the cost of certain adver-
tising and the cost of admission to cer-
tain dinners, programs, and inaugural 
events, see § 1.276–1. 

(2) Appearances, etc., with respect to 
legislation—(i) General rule. Pursuant to 
the provisions of section 162(e), ex-
penses incurred with respect to legisla-
tive matters which may be deductible 
are those ordinary and necessary ex-
penses (including, but not limited to, 
traveling expenses described in section 
162(a)(2) and the cost of preparing testi-
mony) paid or incurred by the taxpayer 
during a taxable year beginning after 
December 31, 1962, in carrying on any 
trade or business which are in direct 
connection with— 

(a) Appearances before, submission of 
statements to, or sending communica-
tions to, the committees, or individual 
members of Congress or of any legisla-
tive body of a State, a possession of the 
United States, or a political subdivi-
sion of any of the foregoing with re-
spect to legislation or proposed legisla-
tion of direct interest to the taxpayer, 
or 

(b) Communication of information 
between the taxpayer and an organiza-
tion of which he is a member with re-
spect to legislation or proposed legisla-
tion of direct interest to the taxpayer 
and to such organization. 
For provisions relating to dues paid or 
incurred with respect to an organiza-
tion of which the taxpayer is a mem-
ber, see subparagraph (3) of this para-
graph. 

(ii) Legislation or proposed legislation 
of direct interest to the taxpayer—(a) Leg-
islation or proposed legislation. The term 
‘‘legislation or proposed legislation’’ 
includes bills and resolutions intro-
duced by a member of Congress or 
other legislative body referred to in 
subdivision (i)(a) of this subparagraph 
for consideration by such body as well 
as oral or written proposals for legisla-
tive action submitted to the legislative 
body or to a committee or member of 
such body. 

(b) Direct interest—(1) In general. (i) 
Legislation or proposed legislation is 
of direct interest to a taxpayer if the 
legislation or proposed legislation is of 
such a nature that it will, or may rea-
sonably be expected to, affect the trade 
or business of the taxpayer. It is imma-
terial whether the effect, or expected 
effect, on the trade or business will be 
beneficial or detrimental to the trade 
or business or whether it will be imme-
diate. If legislation or proposed legisla-
tion has such a relationship to a trade 
or business that the expenses of any 
appearance or communication in con-
nection with the legislation meets the 
ordinary and necessary test of section 
162(a), then such legislation ordinarily 
meets the direct interest test of sec-
tion 162(e). However, if the nature of 
the legislation or proposed legislation 
is such that the likelihood of its having 
an effect on the trade or business of the 
taxpayer is remote or speculative, the 
legislation or proposed legislation is 
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not of direct interest to the taxpayer. 
Legislation or proposed legislation 
which will not affect the trade or busi-
ness of the taxpayer is not of direct in-
terest to the taxpayer even though 
such legislation will affect the per-
sonal, living, or family activities or ex-
penses of the taxpayer. Legislation or 
proposed legislation is not of direct in-
terest to a taxpayer merely because it 
may affect business in general; how-
ever, if the legislation or proposed leg-
islation will, or may reasonably be ex-
pected to, affect the taxpayer’s trade 
or business it will be of direct interest 
to the taxpayer even though it also 
will affect the trade or business of 
other taxpayers or business in general. 
To meet the direct interest test, it is 
not necessary that all provisions of the 
legislation or proposed legislation have 
an effect, or expected effect, on the 
taxpayer’s trade or business. The test 
will be met if one of the provisions of 
the legislation has the specified effect. 
Legislation or proposed legislation will 
be considered to be of direct interest to 
a membership organization if it is of 
direct interest to the organization, as 
such, or if it is of direct interest to one 
or more of its members. 

(ii) Legislation which would increase 
or decrease the taxes applicable to the 
trade or business, increase or decrease 
the operating costs or earnings of the 
trade or business, or increase or de-
crease the administrative burdens con-
nected with the trade or business 
meets the direct interest test. Legisla-
tion which would increase the social 
security benefits or liberalize the right 
to such benefits meets the direct inter-
est test because such changes in the so-
cial security benefits may reasonably 
be expected to affect the retirement 
benefits which the employer will be 
asked to provide his employees or to 
increase his taxes. Legislation which 
would impose a retailer’s sales tax is of 
direct interest to a retailer because, al-
though the tax may be passed on to his 
customers, collection of the tax will 
impose additional burdens on the re-
tailer, and because the increased cost 
of his products to the consumer may 
reduce the demand for them. Legisla-
tion which would provide an income 
tax credit or exclusion for shareholders 
is of direct interest to a corporation, 

because those tax benefits may in-
crease the sources of capital available 
to the corporation. Legislation which 
would favorably or adversely affect the 
business of a competitor so as to affect 
the taxpayer’s competitive position is 
of direct interest to the taxpayer. Leg-
islation which would improve the 
school system of a community is of di-
rect interest to a membership organi-
zation comprised of employers in the 
community because the improved 
school system is likely to make the 
community more attractive to prospec-
tive employees of such employers. On 
the other hand, proposed legislation re-
lating to Presidential succession in the 
event of the death of the President has 
only a remote and speculative effect on 
any trade or business and therefore 
does not meet the direct interest test. 
Similarly, if a corporation is rep-
resented before a congressional com-
mittee to oppose an appropriation bill 
merely because of a desire to bring in-
creased Government economy with the 
hope that such economy will eventu-
ally cause a reduction in the Federal 
income tax, the legislation does not 
meet the direct interest test because 
any effect it may have upon the cor-
poration’s trade or business is highly 
speculative. 

(2) Appearances, etc., by expert wit-
nesses. (i) An appearance or commu-
nication (of a type described in para-
graph (c)(2)(i)(a) of this section) by an 
individual in connection with legisla-
tion or proposed legislation shall be 
considered to be with respect to legis-
lation of direct interest to such indi-
vidual if the legislation is in a field in 
which he specializes as an employee, if 
the appearance or communication is 
not on behalf of his employer, and if it 
is customary for individuals in his type 
of employment to publicly express 
their views in respect of matters in 
their field of competence. Expenses in-
curred by such an individual in connec-
tion with such an appearance of com-
munication, including traveling ex-
penses properly allocable thereto, rep-
resent ordinary and necessary business 
expenses and are, therefore, deductible 
under section 162. For example, if a 
university professor who teaches in the 
field of money and banking appears, on 
his own behalf, before a legislative 
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committee to testify on proposed legis-
lation regarding the banking system, 
his expenses incurred in connection 
with such appearance are deductible 
under section 162 since university pro-
fessors customarily take an active part 
in the development of the law in their 
field of competence and publicly com-
municate the results of their work. 

(ii) An appearance or communication 
(of a type described in paragraph 
(c)(2)(i)(a) of this section) by an em-
ployee or self-employed individual in 
connection with legislation or proposed 
legislation shall be considered to be 
with respect to legislation of direct in-
terest to such person if the legislation 
is in the field in which he specializes in 
his business (or as an employee) and if 
the appearance or communication is 
made pursuant to an invitation ex-
tended to him individually for the pur-
pose of receiving his expert testimony. 
Expenses incurred by an employee or 
self-employed individual in connection 
with such an appearance or commu-
nication, including traveling expenses 
properly allocable thereto, represent 
ordinary and necessary business ex-
penses and are, therefore, deductible 
under section 162. For example, if a 
self-employed individual is personally 
invited by a congressional committee 
to testify on proposed legislation in the 
field in which he specializes in his busi-
ness, his expenses incurred in connec-
tion with such appearance are deduct-
ible under section 162. If a self-em-
ployed individual makes an appear-
ance, on his own behalf, before a legis-
lative committee without having been 
extended an invitation his expenses 
will be deductible to the extent other-
wise provided in this paragraph. 

(3) Nominations, etc. A taxpayer does 
not have a direct interest in matters 
such as nominations, appointments, or 
the operation of the legislative body. 

(iii) Allowable expenses. To be deduct-
ible under section 162(a), expenditures 
which meet the tests of deductibility 
under the provisions of this paragraph 
must also qualify as ordinary and nec-
essary business expenses under section 
162(a) and, in addition, be in direct con-
nection with the carrying on of the ac-
tivities specified in subdivision (i)(a) or 
(i)(b) of this subparagraph. For exam-
ple, a taxpayer appearing before a com-

mittee of the Congress to present testi-
mony concerning legislation or pro-
posed legislation in which he has a di-
rect interest may deduct the ordinary 
and necessary expenses directly con-
nected with his appearance, such as 
traveling expenses described in section 
162(a)(2), and the cost of preparing tes-
timony. 

(3) Deductibility of dues and other pay-
ments to an organization. If a substan-
tial part of the activities of an organi-
zation, such as a labor union or a trade 
association, consists of one or more of 
the activities to which this paragraph 
relates (legislative matters, political 
campaigns, etc.), exclusive of any ac-
tivity constituting an appearance or 
communication with respect to legisla-
tion or proposed legislation of direct 
interest to the organization (see sub-
paragraph (c)(2)(ii)(b)(1)), a deduction 
will be allowed only for such portion of 
the dues or other payments to the or-
ganization as the taxpayer can clearly 
establish is attributable to activities 
to which this paragraph does not relate 
and to any activity constituting an ap-
pearance or communication with re-
spect to legislation or proposed legisla-
tion of direct interest to the organiza-
tion. The determination of whether a 
substantial part of an organization’s 
activities consists of one or more of the 
activities to which this paragraph re-
lates (exclusive of appearances or com-
munications with respect to legislation 
or proposed legislation of direct inter-
est to the organization) shall be based 
on all the facts and circumstances. In 
no event shall a deduction be allowed 
for that portion of a special assessment 
or similar payment (including an in-
crease in dues) made to any organiza-
tion for any activity to which this 
paragraph relates if the activity does 
not constitute an appearance or com-
munication with respect to legislation 
or proposed legislation of direct inter-
est to the organization. If an organiza-
tion pays or incurs expenses allocable 
to legislative activities which meet the 
tests of subdivisions (i) and (ii) of sub-
paragraph (2) of this paragraph (ap-
pearances or communications with re-
spect to legislation or proposed legisla-
tion of direct interest to the organiza-
tion), on behalf of its members, the 
dues paid by a taxpayer are deductible 
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to the extent used for such activities. 
Dues paid by a taxpayer will be consid-
ered to be used for such an activity, 
and thus deductible, although the leg-
islation or proposed legislation in-
volved is not of direct interest to the 
taxpayer, if, pursuant to the provisions 
of subparagraph (2)(ii)(b)(1) of this 
paragraph, the legislation or proposed 
legislation is of direct interest to the 
organization, as such, or is of direct in-
terest to one or more members of the 
organization. For other provisions re-
lating to the deductibility of dues and 
other payments to an organization, 
such as a labor union or a trade asso-
ciation, see paragraph (c) of § 1.162–15. 

(4) Limitations. No deduction shall be 
allowed under section 162(a) for any 
amount paid or incurred (whether by 
way of contribution, gift, or otherwise) 
in connection with any attempt to in-
fluence the general public, or segments 
thereof, with respect to legislative 
matters, elections, or referendums. For 
example, no deduction shall be allowed 
for any expenses incurred in connec-
tion with ‘‘grassroot’’ campaigns or 
any other attempts to urge or encour-
age the public to contact members of a 
legislative body for the purpose of pro-
posing, supporting, or opposing legisla-
tion. 

(5) Expenses paid or incurred after De-
cember 31, 1993, in connection with influ-
encing legislation other than certain local 
legislation. The provisions of para-
graphs (c)(1) through (3) of this section 
are superseded for expenses paid or in-
curred after December 31, 1993, in con-
nection 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 sec-
tion 162(a) for the portion of dues or 
other similar amounts paid by the tax-
payer to an organization exempt from 
tax (other than an organization de-
scribed in section 501(c)(3)) which the 
organization notifies the taxpayer 
under section 6033(e)(1)(A)(ii) is allo-
cable 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 para-
graph (d). 

[T.D. 6819, 30 FR 5581, Apr. 20, 1965, as amend-
ed by T.D. 6996, 34 FR 835, Jan. 18, 1969; T.D. 
8602, 60 FR 37573, July 21, 1995] 

§ 1.162–21 Fines and penalties. 

(a) In general. No deduction shall be 
allowed under section 162(a) for any 
fine or similar penalty paid to— 

(1) The government of the United 
States, a State, a territory or posses-
sion of the United States, the District 
of Columbia, or the Commonwealth of 
Puerto Rico; 

(2) The government of a foreign coun-
try; or 

(3) A political subdivision of, or cor-
poration or other entity serving as an 
agency or instrumentality of, any of 
the above. 

(b) Definition. (1) For purposes of this 
section a fine or similar penalty in-
cludes an amount— 

(i) Paid pursuant to conviction or a 
plea of guilty or nolo contendere for a 
crime (felony or misdemeanor) in a 
criminal proceeding; 

(ii) Paid as a civil penalty imposed 
by Federal, State, or local law, includ-
ing additions to tax and additional 
amounts and assessable penalties im-
posed by chapter 68 of the Internal 
Revenue Code of 1954; 

(iii) Paid in settlement of the tax-
payer’s actual or potential liability for 
a fine or penalty (civil or criminal); or 

(iv) Forfeited as collateral posted in 
connection with a proceeding which 
could result in imposition of such a 
fine or penalty. 

(2) The amount of a fine or penalty 
does not include legal fees and related 
expenses paid or incurred in the de-
fense of a prosecution or civil action 
arising from a violation of the law im-
posing the fine or civil penalty, nor 
court costs assessed against the tax-
payer, or stenographic and printing 
charges. Compensatory damages (in-
cluding damages under section 4A of 
the Clayton Act (15 U.S.C. 15a), as 
amended) paid to a government do not 
constitute a fine or penalty. 

(c) Examples. The application of this 
section may be illustrated by the fol-
lowing examples: 
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