<strong><em>28 T.C. 698 (1957)</em></strong></p>

Taxpayers bear the burden of proving that they did not receive unreported income
and that claimed deductions are ordinary and necessary business expenses.

<strong>Summary</strong></p>

The Commissioner of Internal Revenue determined deficiencies in the income tax of
William and Sloan O’Dwyer for the years 1949, 1950, and 1951. The Tax Court
addressed three primary issues: whether William O’Dwyer received unreported
income of $10,000 in 1949 from the president of the Uniformed Firemen’s
Association; whether certain expenditures by O’'Dwyer as Ambassador to Mexico in
1950 and 1951 were deductible as business expenses; and whether $1,500
deposited by Sloan O’Dwyer in a joint bank account in 1951 constituted taxable
income. The court held that the Commissioner’s determinations were not erroneous
because the taxpayers failed to provide sufficient evidence to contradict the
Commissioner’s findings or substantiate the deductions. The court emphasized the
importance of taxpayer testimony and supporting documentation in tax disputes.

<strong>Facts</strong></p>

William O’Dwyer, formerly the Mayor of New York City and later Ambassador to
Mexico, and his wife, Sloan O’'Dwyer, filed joint income tax returns. The
Commissioner determined deficiencies in their income tax for 1949, 1950, and 1951.
In 1949, O’'Dwyer allegedly received $10,000 from the president of the Uniformed
Firemen’s Association. The petitioners claimed deductions for expenses related to
William O’Dwyer’s role as Ambassador to Mexico for 1950 and 1951. Sloan O’'Dwyer
deposited $1,500 into a joint bank account in 1951. The O’Dwyers did not provide
sufficient evidence to support their claims or to dispute the Commissioner’s findings.

<strong>Procedural History</strong></p>

The Commissioner of Internal Revenue determined deficiencies in the O’Dwyers’
income tax. The O’Dwyers petitioned the United States Tax Court to challenge the
Commissioner’s determinations. The Tax Court held a trial to consider evidence and
arguments presented by both parties. The court considered the parties’ concessions
and issued a decision under Rule 50.

<strong>Issue(s)</strong></p>

1. Whether the Commissioner erred in determining that William O’Dwyer
received taxable income of $10,000 in 1949 from John P. Crane.

2. Whether the Commissioner erred in determining that expenditures made by
William O’Dwyer in 1950 and 1951 were not deductible as business expenses.

3. Whether the Commissioner erred in determining that $1,500 deposited in a
joint bank account by Sloan O’'Dwyer in 1951 was includible in taxable income.
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<strong>Holding</strong></p>

1. No, because the petitioners introduced no evidence to demonstrate that the
amount was not received or was not taxable income.

2. No, because the petitioners failed to adequately substantiate the amounts
claimed as business expense deductions.

3. No, because the petitioners presented no evidence to demonstrate that the
deposit did not represent taxable income.

<strong>Court’s Reasoning</strong></p>

The Tax Court emphasized that the burden of proof lies with the taxpayer to
demonstrate that the Commissioner’s determinations are incorrect. The court
referenced <strong><em>Manson L. Reichert</em></strong>, which established
the distinction between political contributions (non-taxable) and personal use of
funds (taxable). Regarding the $10,000, the court found sufficient evidence of
payment but no evidence of the funds’ disposition, notably, William O'Dwyer did not
testify. Without evidence of how the funds were used, the court upheld the
Commissioner's determination. The court addressed the denial of a subpoena
request for government documents, stating that while the request was broad,
specific items were made available. The court reasoned that the revenue agent's
report was confidential, and the petitioner provided no compelling reason to access
it. Concerning the expense deductions, the court found the documentation
insufficient to determine the business versus personal nature of many expenditures.
Despite the lack of detailed evidence, the court determined the allowable deduction
using the best available information, referencing <strong><em>Cohan v.
Commissioner</em></strong>. The court addressed the $1,500 deposit by Sloan
O'Dwyer, concluding that the deposit slip and bank records created a presumption
of income, which the O'Dwyers failed to rebut with any evidence.

<strong>Practical Implications</strong></p>

This case underscores the importance of taxpayers’ responsibility to substantiate
income and deductions with adequate records and testimony. Attorneys advising
clients on tax matters should emphasize that the burden is on the taxpayer to
present evidence to support their position. The decision highlights the necessity of
maintaining detailed records of business expenses. The case also indicates that the
court will make the best determination it can, using the information available, but a
lack of taxpayer-provided evidence will be detrimental to their case. Taxpayers must
be prepared to testify and provide supporting documentation to overcome
presumptions of income or to establish the deductibility of expenses. Moreover, the
ruling reinforces the principle that the failure to testify, when a party has personal
knowledge of relevant facts, can lead to an adverse inference against that party.
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