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Internal Revenue Code Section 274(e)(4) 
Disallowance of certain entertainment, etc., expenses 
 
. . . 
 

(e) Specific exceptions to application of subsection (a). Subsection (a) shall not apply to— 
 

(1) Food and beverages for employees. Expenses for food and beverages (and 
facilities used in connection therewith) furnished on the business premises of the 
taxpayer primarily for his employees. 

 
(2) Expenses treated as compensation. 

 
(A) In general. Except as provided in subparagraph (B), expenses for goods, 

services, and facilities, to the extent that the expenses are treated by the 
taxpayer, with respect to the recipient of the entertainment, amusement, 
or recreation, as compensation to an employee on the taxpayer's return 
of tax under this chapter and as wages to such employee for purposes of 
chapter 24 (relating to withholding of income tax at source on wages). 

 
(B) Specified individuals. 

 
(i) In general. In the case of a recipient who is a specified individual, 

subparagraph (A) and paragraph (9) shall each be applied by 
substituting "to the extent that the expenses do not exceed the 
amount of the expenses which" for "to the extent that the expenses". 

 
(ii) Specified individual. For purposes of clause (i), the term "specified 

individual" means any individual who— 
 

(I) is subject to the requirements of section 16(a) of the 
Securities Exchange Act of 1934 with respect to the 
taxpayer or a related party to the taxpayer, or 

 
(II) would be subject to such requirements if the taxpayer (or 

such related party) were an issuer of equity securities 
referred to in such section.  

 
For purposes of this clause, a person is a related party with 
respect to another person if such person bears a relationship 
to such other person described in section 267(b) or 707(b). 
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(3) Reimbursed expenses. Expenses paid or incurred by the taxpayer, in connection 
with the performance by him of services for another person (whether or not such 
other person is his employer), under a reimbursement or other expense allowance 
arrangement with such other person, but this paragraph shall apply— 

 
(A) where the services are performed for an employer, only if the employer 

has not treated such expenses in the manner provided in paragraph (2), 
or 

 
(B) where the services are performed for a person other than an employer, 

only if the taxpayer accounts (to the extent provided by subsection (d)) 
to such person. 

 
(4) Recreational, etc., expenses for employees. Expenses for recreational, social, or 

similar activities (including facilities therefor) primarily for the benefit of 
employees (other than employees who are highly compensated employees (within 
the meaning of section 414(q))). For purposes of this paragraph, an individual 
owning less than a 10-percent interest in the taxpayer's trade or business shall not 
be considered a shareholder or other owner, and for such purposes an individual 
shall be treated as owning any interest owned by a member of his family (within 
the meaning of section 267(c)(4)). This paragraph shall not apply for purposes of 
subsection (a)(3). 
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