Meredith v. Commissioner, 65 T. C. 34 (1975)

Property must be actively held for the production of income to qualify for
depreciation and maintenance expense deductions.

Summary

Ida Meredith owned a Pebble Beach property, which she abandoned as a secondary
residence and listed for sale or rent. Over 21 years, she received no rental income.
The Tax Court held that by 1969-1971, she could not reasonably expect rental
income and was not holding the property for appreciation. Thus, it was not ‘property
held for the production of income’ under sections 167 and 212 of the IRC,
disallowing her deductions for depreciation and maintenance expenses. The court
also upheld the Commissioner’s determination regarding unreported dividend
income.

Facts

Ida Meredith and her husband purchased property in Pebble Beach, California, in
1949, building a house for $32,000. After her husband’s death in 1951 and
subsequent surgery, Meredith decided to sell the property. From 1951 to 1972, the
property was intermittently listed for sale or rent through real estate brokers but
never rented. In 1972, it was sold for $90,000. During the years in question
(1969-1971), Meredith’s son, Gorham Knowles, managed the property, making semi-
monthly visits. The property remained fully furnished, and utilities were kept
operational.

Procedural History

The Commissioner of Internal Revenue disallowed Meredith’s claimed depreciation
and maintenance expense deductions for the Pebble Beach property for the years
1969, 1970, and 1971, asserting the property was not held for income production.
The Commissioner also determined Meredith failed to report a dividend in 1969.
Meredith petitioned the U. S. Tax Court, which heard the case and issued a decision
in favor of the Commissioner.

Issue(s)

1. Whether the Pebble Beach property was held for the production of income during
1969-1971, thereby permitting deductions for depreciation and maintenance
expenses.

2. Whether Meredith received and failed to report a dividend in 1969.

Holding

1. No, because by the years in issue, Meredith could not reasonably expect to
receive rental income and was not holding the property for appreciation in value.
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2. Yes, because Meredith presented no evidence to rebut the Commissioner’s
determination.

Court’s Reasoning

The Tax Court held that Meredith’s property did not qualify as ‘property held for the
production of income’ under IRC sections 167 and 212. The court noted that the
property had been listed for sale or rent for 18 years without any rental income. The
court emphasized that a taxpayer must demonstrate a profit-seeking motive during
the years in question to claim deductions. The court found that Meredith’s efforts to
rent the property were insufficient and sporadic, lacking a reasonable expectation of
income. The court distinguished this case from Mary Laughlin Robinson, where
diligent efforts were made to rent the property. The court also rejected Meredith’s
reliance on regulations requiring the property to be held for investment or rental
purposes. Regarding the unreported dividend, the court upheld the Commissioner’s
determination due to the lack of contrary evidence from Meredith.

Practical Implications

This decision clarifies that for property to qualify for deductions under sections 167
and 212, it must be actively held with a reasonable expectation of income production
during the tax years in question. Taxpayers cannot claim deductions for property
held merely for disposal without active efforts to generate income. Practitioners
should advise clients to document active income-seeking efforts when claiming such
deductions. This ruling impacts how tax professionals analyze similar cases,
emphasizing the need for a current profit-seeking motive. It also affects how
taxpayers manage and report income from secondary residences, requiring careful
consideration of their intentions and efforts. Subsequent cases have followed this
precedent, reinforcing the necessity of active income production efforts.
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