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Reg. Section 1.274-2(a)(2)(i)
Disallowance of deductions for certain expenses for entertainment, amusement,
recreation, or travel.

(a) General rules -- (1) Entertainment activity. Except as provided in this section, no deduction
otherwise allowable under Chapter 1 of the Code shall be allowed for any expenditure with
respect to entertainment unless the taxpayer establishes:

(1) That the expenditure was directly related to the active conduct of the taxpayer's trade or
business, or

(ii) In the case of an expenditure directly preceding or following a substantial and bona fide
business discussion (including business meetings at a convention or otherwise), that the
expenditure was associated with the active conduct of the taxpayer's trade or business.

Such deduction shall not exceed the portion of the expenditure directly related to (or in the case
of an expenditure described in subdivision (ii) of this subparagraph, the portion of the
expenditure associated with) the active conduct of the taxpayer's trade or business.

‘ (2) Entertainment facilities -- (i) Expenditures paid or incurred after December 31, 1978, and not
with respect to a club. Except as provided in this section with respect to a club, no deduction
otherwise allowable under chapter 1 of the Code shall be allowed for any expenditure paid or
incurred after December 31, 1978, with respect to a facility used in connection with
entertainment.

(if) Expenditures paid or incurred before January 1, 1979, with respect to entertainment
facilities, or paid or incurred before January 1, 1994, with respect to clubs -- (a) Requirements
for deduction. Except as provided in this section, no deduction otherwise allowable under
chapter 1 of the Internal Revenue Code shall be allowed for any expenditure paid or incurred
before January 1, 1979, with respect to a facility used in connection with entertainment, or for
any expenditure paid or incurred before January 1, 1994, with respect to a club used in
connection with entertainment, un-less the taxpayer establishes —

(1) That the facility or club was used primarily for the furtherance of the taxpayer's trade or
business; and

(2) That the expenditure was directly related to the active conduct of that trade or business.
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