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18 T.C. 327 (1952)

Income derived from illegal activities, such as gambling, is taxable, and the failure
to report such income, coupled with actions intended to conceal the income, can
result in fraud penalties.

Summary

Joseph V. Moriarty was found to have significant unreported income from gambling
activities between 1935 and 1946. He failed to file income tax returns for those
years. The Commissioner of Internal Revenue determined deficiencies and assessed
fraud and failure-to-file penalties. Moriarty contested the determination, arguing the
Commissioner’s  assessment  was  arbitrary.  The  Tax  Court  upheld  the
Commissioner’s determination, finding Moriarty had unreported income and that his
failure to file returns and his attempts to conceal income constituted fraud.

Facts

Joseph Moriarty engaged in extensive gambling activities from 1935 to 1946. He
maintained numerous savings accounts, often under aliases or as a trustee for family
members,  into  which he deposited substantial  sums of  money.  A 1946 raid  on
Moriarty’s residence uncovered gambling paraphernalia and approximately $27,000
in cash. During the raid, Moriarty attempted to flee with the cash. No tax returns
were filed during the years in question. Substantial net additions were made to
savings accounts in multiple banks during these years.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in Moriarty’s income
tax for the years 1935-1946, along with penalties for fraud and failure to file. The
Commissioner later amended the pleadings to increase the determined deficiencies
and  penalties.  Moriarty  petitioned  the  Tax  Court,  arguing  the  Commissioner’s
determinations  were  arbitrary.  The  Tax  Court  upheld  the  Commissioner’s
determinations.

Issue(s)

1. Whether the petitioner realized taxable income during the years 1935-1946, and if
so, in what amount?
2. Whether any part of the deficiency is due to fraud with the intent to evade tax?
3. Whether the petitioner’s failure to file income tax returns was due to willful
neglect?

Holding

1. Yes, because the evidence, including bank deposits and seized gambling records,
established that the petitioner had taxable income during those years.
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2. Yes, because the consistent failure to report income, coupled with attempts to
conceal assets, demonstrated an intent to evade tax.
3. Yes, because there was no evidence presented to show reasonable cause for
failing to file tax returns, suggesting the failure was due to willful neglect.

Court’s Reasoning

The court emphasized that Moriarty had the burden of disproving the deficiencies
initially determined by the Commissioner.  The Commissioner had the burden of
proving the additional deficiencies alleged in the amended answer and the burden of
proving  fraud.  Moriarty  presented  no  evidence  to  refute  the  Commissioner’s
evidence. The court found the Commissioner’s determinations to be supported by
the evidence, including the bank deposits and the circumstances surrounding the
raid on Moriarty’s residence. The court noted that “[s]uch evidence is clear and
convincing” regarding fraud. The court emphasized that the burden of proof shifted
to Moriarty to show the Commissioner’s determination was arbitrary, and he failed
to do so. Because Moriarty failed to present any evidence in his defense, the court
sustained the Commissioner’s determinations regarding the deficiencies, penalties
for failure to file, and fraud penalties.

Practical Implications

This case reinforces that income from illegal sources is subject to federal income
tax. Taxpayers cannot avoid tax liability by failing to report income derived from
illegal activities. Furthermore, the case highlights the importance of maintaining
accurate records and filing timely tax returns. Attempts to conceal income or assets
can lead to severe penalties, including fraud penalties. This case is frequently cited
in  cases  involving  unreported  income  from  illegal  sources,  emphasizing  the
taxpayer’s burden to disprove the Commissioner’s determinations and the potential
for fraud penalties when income is concealed and no returns are filed. It serves as a
warning to taxpayers who attempt to evade taxes through illegal means.


