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31 T.C. 356 (1958)

The  Tax  Court  will  find  tax  fraud  when  a  taxpayer  consistently  underreports
substantial income and engages in conduct indicating an intent to evade taxes, such
as failing to keep records and attempting to influence witnesses.

Summary

In Pigman v. Commissioner, the U.S. Tax Court addressed deficiencies in income tax
and additions to tax for fraud. Luerana Pigman, a private investigator and advisor,
failed to report substantial  income received from a wealthy widow over several
years. The Court found that the taxpayer’s consistent underreporting of income, lack
of adequate records, and attempts to influence a witness established fraud with
intent to evade taxes. The Court sustained the Commissioner’s determination of
deficiencies and additions to tax for fraud, as well as penalties for failure to file
declarations of estimated tax and substantial underestimation of estimated tax. This
case highlights the importance of accurate record-keeping, the consequences of
substantial  underreporting  of  income,  and  the  impact  of  actions  indicative  of
fraudulent intent.

Facts

Luerana Pigman, the taxpayer,  was a private investigator and advisor.  Between
1947 and 1952, she received approximately $250,000 from a wealthy widow, Fannie
May Scoville, for her services. Pigman did not include these sums on her income tax
returns. During these years, Pigman was also engaged in the real estate business,
owned and operated a beauty shop, and bought and sold stocks. She maintained
several  bank  accounts  and  safe-deposit  boxes.  The  funds  from  Scoville  were
primarily transferred in cash, and Pigman did not maintain any records of these
payments.  The  Commissioner  of  Internal  Revenue  determined  deficiencies  in
Pigman’s income tax for each year, along with additions to tax for fraud, failure to
file declarations of estimated tax, and substantial underestimation of estimated tax.

Procedural History

The Commissioner of Internal Revenue issued a notice of deficiency to Luerana
Pigman, asserting tax deficiencies and additions to tax for the years 1947 through
1952. Pigman petitioned the U.S. Tax Court to contest the deficiency determination
and  associated  penalties.  The  Tax  Court  conducted  a  trial,  heard  testimony,
reviewed evidence, and ultimately issued a decision upholding the Commissioner’s
findings.

Issue(s)

1.  Whether  Pigman  omitted  taxable  income  from  her  returns  for  the  years
1947-1952.
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2. Whether any part of the deficiency for each of the years in question was due to
fraud with intent to evade tax.

3. Whether the deficiencies for the years 1947 through 1951 were barred by the
statute of limitations.

4. Whether Pigman was liable for additions to tax under section 294 (d)(1)(A) and
(d)(2) for failure to file declarations of estimated tax and substantial underestimation
of estimated tax, respectively, for all the years in question.

Holding

1.  Yes,  because  Pigman  failed  to  meet  her  burden  of  proving  error  in  the
Commissioner’s  determination,  the Court  held that  she understated her taxable
income.

2. Yes, because the Court found clear and convincing evidence of fraudulent intent,
based on Pigman’s actions, the Court found that a part of the deficiency for each
year was due to fraud.

3. No, because the Court found that Pigman’s returns were fraudulent with intent to
evade tax, the statute of limitations did not apply.

4. Yes, because Pigman failed to provide reasonable cause for not filing declarations
of estimated tax and did not file the declarations, she was liable for the additions to
tax.

Court’s Reasoning

The  court  found  that  Pigman’s  primary  defense—that  the  funds  received  from
Scoville were gifts or held in trust for charitable purposes—lacked credibility. The
court emphasized the conflicting testimony and the absence of supporting evidence
for Pigman’s claims. The court highlighted that


