PURSUANT TO INTERNAL REVENUE CODE
SECTION 7463(b),THIS OPINION MAY NOT
BE TREATED AS PRECEDENT FOR ANY
OTHER CASE.




T.C. Summary Opi ni on 2009-171

UNI TED STATES TAX COURT

COURTNEY A. BROWN, Petitioner v.
COWMM SSI ONER OF | NTERNAL REVENUE, Respondent

Docket No. 24080-07S. Fil ed Novenber 23, 2009.

Courtney A. Brown, pro se

L. Katrine Shelton, for respondent.

CERBER, Judge: This case was heard pursuant to the
provi sions of section 7463 of the Internal Revenue Code in effect
when the petition was filed.! Pursuant to section 7463(b), the

decision to be entered is not reviewable by any other court, and

Unl ess otherwi se indicated, all section references are to
the Internal Revenue Code in effect for the years in issue, and
all Rule references are to the Tax Court Rules of Practice and
Pr ocedure.
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this opinion shall not be treated as precedent for any other
case.
Respondent determ ned deficiencies in petitioner’s Federal

i ncone taxes and penalties as foll ows:

Penal ty
Year Defi ci ency Sec. 6662(a)
2004 $29, 263 $5, 852. 60
2005 6,172 1, 234. 40

After concessions by both parties, the sole issue remaining
for decision is whether equipnment petitioner purchased in 2002
and 2003 was placed in service in 2004.

Backgr ound

Sonme of the facts have been stipul ated and are incorporated
herein by this reference. Petitioner resided in California when
he filed his petition.

During 2002 petitioner was enployed full tinme as an
el ectrical engineer, designing audi o equi pnment such as
synt hesi zers, audio m xers, recording studi o consol es, and
mul timedi a processors for conputers. Petitioner, however,
desired to go into business for hinself and al so operated a
studi o recordi ng business. He operated this business as a sole
proprietorship until it was organized in 2003 as Best of Cabaret,
L.L.C. (Best of Cabaret), a single-nenber limted liability

conpany treated as a disregarded entity for Federal tax purposes.
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During 2004 petitioner no | onger worked as an el ectrical engineer
and operated his studio recording business on a full-tine basis.

Petitioner purchased conputer and nusical equi pnment (the
equi pnent) for his business in 2002, 2003, and 2004. He tested
sone of the equi pnment before 2004 to gain famliarity with it,
but the equi pnent was not fully functional until it was
i nterconnected in 2004. The equi prment was not used in
petitioner’s business until 2004, and petitioner considered the
equi pnent as placed in service during 2004. Petitioner clainmed a
section 179 deduction on his 2004 return and conputed his
depreci ati on deductions for 2004 and 2005 accordingly. His
depreciation and section 179 deductions total ed $22,832 in 2004
and $22, 275 in 2005.

On July 17, 2007, respondent sent petitioner a notice of
deficiency determning, inter alia, that the equi pnent purchased
in 2002 and 2003 was not placed in service in 2004. Respondent
therefore disallowed the section 179 deduction and reconputed
petitioner’s depreciation. On the basis of these recal cul ations,
petitioner’s claimed depreciation and section 179 deductions were
disallowed in the anobunts of $3,417 in 2004 and $14,505.48 in
2005.

On Cct ober 19, 2007, petitioner filed a tinely petition
chal I engi ng respondent’ s determ nations. The parties have

resol ved by agreenent all issues except whether petitioner’s
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equi pnent purchased in 2002 and 2003 was placed in service
during 2004.

Di scussi on

Section 167 provides for a depreciation deduction for the
exhaustion, wear and tear, or obsol escence of property used in a
trade or business. For tangible property, the deduction is
conputed by reference to the applicabl e depreciation nethod,
recovery period, and convention. Sec. 168(a). The period of
depreci ati on begi ns when the asset is placed in service. Sec.
1.167(a)-10(b), Incone Tax Regs.

In addition, section 179 allows a taxpayer to elect to
deduct as a current expense, within certain dollar limtations,
the cost of section 179 property in the year such property is
pl aced in service. Sec. 179(a) and (b). In order to qualify as
section 179 property, it must, inter alia, be acquired by
purchase for use in the active conduct of a trade or business.
Sec. 179(d)(1). For purposes of section 179, “trade or business”
has the sanme nmeaning as in section 162 and the regul ati ons
t hereunder, and therefore property held nerely for the production
of incone or used in an activity not engaged in for profit does
not qualify as section 179 property. Sec. 1.179-2(c)(6)(i),
| ncome Tax Regs.

“Placed in service” neans the tine that property is first

pl aced by the taxpayer in a condition or state of readi ness and
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avai lability for a specifically assigned function, whether for
use in a trade or business, for the production of inconme, in a
t ax- exenpt activity, or in a personal activity. Secs.
1.167(a)-11(e)(1) (i), 1.179-4(e), Incone Tax Regs.

Petitioner purchased the equipnment from 2002 to 2004 for use
in his studio recording business. Petitioner contends that the
equi pnent was not used until 2004 and was therefore placed in
service that year.

Respondent contends the equi pnrent was placed in service in
2002 and 2003 because petitioner tested some pieces of equi pnent
bef ore 2004. Respondent argues that the equi pnent was thus ready
and available for its specifically assigned function at that
time. We agree with petitioner.

| ndi vi dual conponents are treated as a single property for
tax purposes when they are functionally interdependent.

Arnstrong Wrld Indus., Inc. v. Conmm ssioner, 974 F.2d 422, 430

(3d Gir. 1992), affg. T.C. Meno. 1991-326; FPL Group, lnc. &

Subs. v. Comm ssioner, T.C Meno. 2005-208. Regardless of the

anount of testing petitioner perfornmed on each individual
conponent, the equi pment was not capable of performng its
assigned function until interconnected and capabl e of supporting
the operation of the studio. Each piece of equipnent was thus
essential to the operation of the studio as a whol e and was not

useful or able to be used to operate a business by itself. See
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Consuners Power Co. v. Comm ssioner, 89 T.C 710 (1987)

(reservoir was an inseparable part of a hydroelectric plant);

Si ski you Comntns., Inc. v. Comm ssioner, T.C Meno. 1990-429

(DV5-10 switch and toll carriers were part of an integrated
t el ephone systen).

Accordingly, we hold that the equi pnent petitioner
purchased in 2002 and 2003 was placed in service in 2004 and that
petitioner is entitled to the depreciation and section 179
deductions clainmed on his 2004 and 2005 returns.

We have considered all of the parties’ contentions,
argunents, requests, and statenents. To the extent not discussed
herein, we conclude that they are irrelevant, noot, or w thout
merit.

To reflect the foregoing,

Deci sion will be entered

under Rul e 155.




