Liddle v. Commissioner, 107 T. C. 292 (1996)

A musical instrument used regularly in a trade or business is depreciable under the
Accelerated Cost Recovery System (ACRS) despite potential appreciation in market
value.

Summary

In Liddle v. Commissioner, the Tax Court ruled that Brian P. Liddle, a professional
musician, could claim a depreciation deduction for a 17th-century Ruggeri bass viol
used in his trade or business, even though it appreciated in value. The court found
that the viol was subject to wear and tear from regular use and thus qualified as
“recovery property” under ACRS. The decision emphasized that depreciation
deductions are meant to match costs with income generated by the asset, regardless
of market appreciation. This ruling clarified that business use, not potential
appreciation, determines the eligibility for ACRS depreciation.

Facts

Brian P. Liddle, a professional musician, purchased a 17th-century Ruggeri bass viol
for $28,000 in 1984. He used the viol regularly in his trade as a full-time musician,
including for practice, auditions, rehearsals, and performances with various
orchestras. In 1987, Liddle claimed a depreciation deduction of $3,170 under the
Accelerated Cost Recovery System (ACRS) for the viol. The IRS disallowed this
deduction, asserting that the viol would appreciate in value and thus could not be
depreciated. Liddle contested this determination in the Tax Court.

Procedural History

The case was initially heard by Special Trial Judge Carleton D. Powell, who reached
a contrary legal conclusion to the eventual ruling. The case was then assigned to
Judge David Laro, who adopted the factual findings of the Special Trial Judge but
disagreed with the legal conclusion. The Tax Court ultimately ruled in favor of
Liddle, allowing the depreciation deduction.

Issue(s)

1. Whether a musical instrument used regularly in a trade or business is eligible for
a depreciation deduction under the Accelerated Cost Recovery System (ACRS)
despite potential appreciation in market value.

Holding

1. Yes, because the instrument is subject to wear and tear from regular business use
and thus qualifies as “recovery property” under ACRS, regardless of its market
appreciation.
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Court’s Reasoning

The Tax Court’s decision hinged on the definition of “recovery property” under
section 168 of the Internal Revenue Code, which allows depreciation for tangible
property used in a trade or business and subject to wear and tear. The court found
that the viol met these criteria, as it was used regularly by Liddle in his professional
work and was subject to physical wear and tear. The court emphasized that
depreciation under ACRS is not contingent upon an asset’s market value
appreciation but rather on its use in generating income. The court cited previous
cases, such as Simon v. Commissioner, which allowed depreciation for musical
instruments used in a trade or business. The court rejected the IRS’s argument that
the viol's potential appreciation disqualified it from depreciation, noting that
depreciation and market appreciation are separate concepts in tax accounting. The
court also clarified that under ACRS, the concept of “useful life” was minimized, and
the viol’s eligibility for depreciation did not require a specific determination of its
useful life.

Practical Implications

This decision has significant implications for professionals who use high-value assets
in their trade or business. It clarifies that such assets, even if they appreciate in
value, can be depreciated under ACRS if they are subject to regular use and wear
and tear. This ruling may encourage professionals, particularly in the arts, to claim
depreciation on their instruments and equipment, aligning their tax deductions more
closely with the income generated from these assets. The decision also underscores
the importance of distinguishing between depreciation and market value changes in
tax accounting. Subsequent cases have followed this ruling, reinforcing the principle
that business use, rather than market value, determines ACRS eligibility. Legal
practitioners should advise clients on documenting the business use and wear and
tear of such assets to support depreciation claims.
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