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Background:
George’s Software Inc. is a C corporation. The corporation is also a year-end, cash basis taxpayer. The Business entertains customers as a strategy to win new business and maintain a relationship with the existing customers. The entertainment can involve taking the customers to a football or basketball game. At other times, it involves taking them to a restaurant to wine and dine. Many customers are in other states so at times employees travel and stay a night or two near the location of the customers. Additionally, every quarter, the CEO takes the top ten business development executives to lunch as a way of winning more business contracts.
Facts:
· George’s Software Inc. is a C corporation. 
· Your corporation is also a year-end, cash basis taxpayer. 
· The Business entertains customers as a strategy to win new business and maintain a relationship with the existing customers.
· The entertainment can involve taking the customers to a football or basketball game. At other times, it involves taking them to a restaurant to wine and dine. 
· Due to the distance gap between many customers and the business, this may require employees to travel to be near them.
· Also, as a way of winning more business contracts, every quarter, the CEO takes the top ten business development executives to lunch.
Issue:
Is George’s Software Inc. allowed deductions on meals, travel, and entertainment expenses under code section 274?
Relevant Authorities:
IRC § 162
IRC § 274(a)
IRC §274(n)
IRC §275(m)
[bookmark: _GoBack]Regs § 1.274-2(b) (1) (i)
BJR Corporation, v. Commissioner of Internal Revenue, 67 TC 111 (1976). Tax Court & Board of Tax Appeals Reported Decisions (1924–2005)
Churchill Downs Inc., et al. v. Commissioner, 115 TC 279, code Sec(s) 274, (2000). Tax Court & Board of Tax Appeals Reported Decisions (1924–2005).
Conclusion: 
Your business will not be able to deduct entertainment expenses incurred in the process of winning new contracts and maintaining existing clients. However, the client’s meal expenses can be deducted up to 50 percent as they lie within the scope of the new TCJA of 2017. Consequently, travel expenses incurred by the firm also qualify for deduction as they involve legitimate business engagements as outlined by law. As seen above, the three expenses have different deduction provisions even though they are accrued simultaneously relative to one another.
Analysis:
The general rule for meals is that meal expenses are deductible up to 50 percent provided they are directly related to the business or meet the business exceptions § 274(n)(1). One of the specific exceptions for meal expenses concerns the presence of the taxpayer or their employee at the time the food or beverages are served. Previously, the law stated taxpayers could also deduct 50 percent of meals costs, so they remained despite the entertainment expenses deduction being eliminated.
The general rule for entertainment expenses is that deduction for an activity considered as entertainment is disallowed unless there is a particular exception as contained in Section 274(e)(1) - (9). The term “entertainment” is defined as any activity that consists of amusement, and recreation. One-exception states that the entertainment should not be lavish for example an automobile used in the active conduct of trade is not recreation. Furthermore, the meal and entertainment expenses are mentioned separately because the entertainment disallowance rule cannot be avoided by increasing the amount charged for food and beverages. There is judicial authority (Churchill Downs Inc.) that shows that entertainment deduction can only be allowed under 9 outlines exceptions. Consider an example from treasury regulation § 1.274-2(b)(1)(i):
A Taxpayer C invites D, a business contact, to a basketball game. C purchases tickets for C and D to attend the game in a suite, where they have access to food and beverages. The cost of the basketball game tickets, as stated on the invoice, includes the food and beverages. Hence, the invoice for the event was termed as non-deductible entertainment expense since the game and meals were not separated.
The accountant for George’s Software Inc. can deduct the cost of meals for taking the existing and potential clients to lunch. However, the deduction is strictly limited by law to 50 percent, despite the elimination of substantiation requirements for entertainment expenses by TCJA Section 13304(a)(2)(A , documentation requirement still stands for meals as provided by section 162. The judicial authority for (BJR Corporation) indicates that a deduction disallowance is effective in absence of proper documentation of travel expenses.
The business is not permitted to deduct the cost of taking clients to either football or basketball games as these activities fall under entertainment expenses whose deductions were repealed completely. The question of if it makes a difference if food is provided is critical as IRC code 174(d) distinguishes between meals and entertainment activities. It states that they are different elements whose costs should be recorded separately. 
Additionally, subject to section 274(d), travel expenses related to the employees' business travel can be deducted. However, there limitation several limitations as provided in section 274(m), for example, when travel is termed as a form of education. On another note, on the CEO's quarterly lunch, the business is allowed to deduct only 50 percent since it is part of legal meals. They are taken in direct business contracts that are an integral part of the running of the firm.


