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29 T.C. 1157 (1958)

The U.S. Tax Court held that the Commissioner properly used the net worth method
to  reconstruct  a  taxpayer’s  income,  and  that  the  taxpayer’s  failure  to  report
substantial income over multiple years supported a finding of fraud, shifting the
burden of proof to the taxpayer.

Summary

The Commissioner of Internal Revenue determined deficiencies in income tax and
penalties against Albert and Josephine Shahadi. The Commissioner used the net
worth method to reconstruct their income from 1944 to 1950, finding unreported
income. The Tax Court upheld the use of this method because the Shahadis lacked
adequate records, and also found that a portion of the deficiencies were due to
fraud. The court determined that the statute of limitations did not bar assessment of
deficiencies for 1944-1947 because the returns for those years were fraudulent, and
also  that  the  Shahadis  were  liable  for  additions  to  tax  for  underestimation  of
estimated tax.

Facts

Albert  Shahadi,  an  attorney,  and  his  wife,  Josephine,  filed  individual  and  joint
federal income tax returns. The Commissioner examined their returns and, due to
the absence of adequate records, reconstructed their income using the net worth
method,  alleging  substantial  underreporting  of  income  from  1944-1950.  The
Commissioner also asserted penalties for fraud and for underestimation of estimated
taxes. Shahadi claimed a cash hoard of $70,000 at the beginning of the period but
provided no corroborating evidence. He had destroyed prior records. The Shahadis
contested the Commissioner’s findings, claiming the net worth computation was
inaccurate  due  to  the  undocumented  cash  on  hand,  disputing  the  valuation  of
certain assets, and arguing that assessment was time-barred.

Procedural History

The Commissioner determined deficiencies in income tax, additions to tax for fraud
under I.R.C. § 293(b), and additions to tax for underestimation of estimated tax
under I.R.C. § 294(d)(2). The Shahadis petitioned the Tax Court to contest these
determinations. The cases were consolidated. After hearing, the presiding judge
passed away and a  new judge was assigned.  The Tax Court  then rendered its
decision.

Issue(s)

1. Whether the Commissioner properly reconstructed the Shahadis’ income using
the net worth method?

2. If so, whether any part of the resulting deficiencies were due to fraud with intent



© 2025 SCOTUSreports.com. All rights reserved. | 2

to evade tax?

3. Whether the assessment of the deficiencies for 1944 through 1947 was barred by
the statute of limitations?

4. Whether the Shahadis were liable for additions to tax under section 294(d)(2) for
the years 1945-1951?

Holding

1. Yes, because the Shahadis’ lack of adequate records justified the use of the net
worth method.

2. Yes, because substantial underreporting of income over several years, coupled
with the destruction of records, established fraud with intent to evade tax.

3. No, because the statute of limitations does not apply to fraudulent returns.

4. Yes, because the Shahadis substantially underestimated their estimated taxes for
the relevant years.

Court’s Reasoning

The court found that the destruction of the records, combined with the fact that the
books  and  records  for  subsequent  years  failed  to  reflect  substantial  cash
expenditures, justified the use of the net worth method under 26 U.S.C. § 41. The
court dismissed Shahadi’s claim of a $70,000 cash hoard as “utterly incredible,”
based on inconsistencies in Shahadi’s financial history and lack of corroborating
evidence. The court emphasized that, in a net worth case, the taxpayer bears the
burden of disproving the Commissioner’s assessment. The court also found that the
large  discrepancies  between  reported  and  actual  income,  coupled  with  the
destruction  of  records,  indicated  fraudulent  intent.  Because  the  returns  for
1944-1947  were  found  fraudulent,  the  statute  of  limitations  did  not  bar  the
assessment. The court relied on the fact that the government is not required to
“negate every possible source of nontaxable income, a matter peculiarly within the
knowledge of the defendant.” The additions to tax under section 294 (d) (2) were
sustained because the Shahadis substantially underestimated their estimated tax
liabilities.  The  court  quoted:  “the  Government  is  not  required  to  negate  every
possible source of nontaxable income, a matter peculiarly within the knowledge of
the defendant.”


