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

(d) Associated entertainment— 
 

(1) Except as provided in paragraph (f) of this section (relating to business meals and 
other specific exceptions) and subparagraph (4) of this paragraph (relating to 
expenditures closely connected with directly related entertainment), any 
expenditure for entertainment which is not directly related to the active conduct of 
the taxpayer's trade or business will not be allowable as a deduction unless: 

 
(i) It was associated with the active conduct of trade or business as defined in 

subparagraph (2) of this paragraph, and 
 

(ii) The entertainment directly preceded or followed a substantial and bona 
fide business discussion as defined in subparagraph (3) of this paragraph. 

 
(2) Associated entertainment defined. Generally, any expenditure for entertainment, 

if it is otherwise allowable under Chapter 1 of the Code, shall be considered 
associated with the active conduct of the taxpayer's trade or business if the 
taxpayer establishes that he had a clear business purpose in making the 
expenditure, such as to obtain new business or to encourage the continuation of an 
existing business relationship. However, any portion of an expenditure allocable 
to a person who was not closely connected with a person who engaged in the 
substantial and bona fide business discussion (as defined in subparagraph (3) (i) 
of this paragraph) shall not be considered associated with the active conduct of 
the taxpayer's trade or business. The portion of an expenditure allocable to the 
spouse of a person who engaged in the discussion will, if it is otherwise allowable 
under chapter 1 of the Code, be considered associated with the active conduct of 
the taxpayer's trade or business. 
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