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Reg. Section 1.274-2(c)(7)(ii)
Disallowance of deductions for certain expenses for entertainment, amusement,
recreation, or travel

(c) Directly related entertainment—

(7) Expenditures generally considered not directly related. Expenditures for
entertainment, even if connected with the taxpayer's trade or business, will
generally be considered not directly related to the active conduct of the taxpayer's
trade or business, if the entertainment occurred under circumstances where there
was little or no possibility of engaging in the active conduct of trade or business.
The following circumstances will generally be considered circumstances where
there was little or no possibility of engaging in the active conduct of a trade or
business:

(i) The taxpayer was not present;
‘ (ii) The distractions were substantial, such as:

(a) A meeting or discussion at night clubs, theaters, and sporting
events, or during essentially social gatherings such as cocktail
parties, or

(b) A meeting or discussion, if the taxpayer meets with a group which
includes persons other than business associates, at places such as
cocktail lounges, country clubs, golf and athletic clubs, or at
vacation resorts. An expenditure for entertainment in any such case
is considered not to be directly related to the active conduct of the
taxpayer's trade or business unless the taxpayer clearly establishes
to the contrary.
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