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C. B. C. Super Markets, Inc. v. Commissioner, 54 T. C. 882 (1970)

The doctrine of collateral estoppel applies to bar a taxpayer from relitigating fraud
issues  already  decided  in  a  criminal  case,  but  does  not  extend  to  entities  or
individuals not directly involved in the criminal proceedings.

Summary

C. B. C. Super Markets, Inc. , along with its president Frank Cicio and his wife, were
assessed tax deficiencies  and fraud penalties  by the IRS.  Cicio’s  prior  criminal
conviction for filing false tax returns for himself and the corporation was used to
establish fraud against him but not against his wife or the corporation. The court
found that while Cicio was collaterally estopped from denying fraud, his wife and the
corporation were not, due to lack of privity. The court also rejected the IRS’s claims
of  unreported  income and  transferee  liability  against  Cicio,  finding  insufficient
evidence to support these allegations.

Facts

Frank Cicio, the president and majority shareholder of C. B. C. Super Markets, Inc. ,
was  convicted  of  filing  false  and  fraudulent  tax  returns  for  himself  and  the
corporation for the years 1958 through 1961. The IRS determined deficiencies and
fraud penalties against Cicio, his wife Ann, and C. B. C. based on unreported income
and disallowed deductions. The IRS used the bank deposits method to reconstruct
Cicio’s income and alleged that Cicio had diverted corporate funds for personal use.

Procedural History

The IRS issued deficiency notices to C. B. C. ,  Cicio, and Ann Cicio. Cicio was
convicted  in  a  criminal  proceeding  of  tax  evasion.  The  Tax  Court  heard  the
consolidated cases and ruled on the issues of unreported income, fraud penalties,
and transferee liability.

Issue(s)

1. Whether Cicio’s criminal conviction collaterally estops him, his wife Ann, and C.
B. C. from denying that a part of the underpayments was due to fraud.
2. Whether any part of the underpayments by C. B. C. , Cicio, and Ann, as to which
they are not collaterally estopped, was due to fraud.
3. Whether Cicio is liable as a transferee of property of C. B. C.

Holding

1. Yes, because Cicio’s criminal conviction directly established fraud for the years in
question, but no for Ann and C. B. C. because they were not parties to the criminal
action and thus not in privity with Cicio.
2. No, because the IRS failed to provide clear and convincing evidence of fraud
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beyond what was established by Cicio’s conviction.
3. No, because the IRS did not show that C. B. C. transferred property to Cicio or
that C. B. C. was insolvent at the time of the alleged transfers.

Court’s Reasoning

The court applied the doctrine of collateral estoppel to Cicio’s fraud penalty based
on his criminal conviction, citing precedents that a prior criminal judgment can
preclude relitigation of fraud in a civil tax case. However, the court rejected the
application of collateral estoppel to Ann and C. B. C. , reasoning that they were not
parties to the criminal action and not in privity with Cicio. The court emphasized the
separate legal status of the corporation and the lack of representation by C. B. C. in
Cicio’s criminal trial. The court also found that the IRS did not meet its burden of
proving fraud against Ann and C. B. C. or transferee liability against Cicio, due to
insufficient evidence regarding unreported income and corporate insolvency.

Practical Implications

This  decision  clarifies  the  application  of  collateral  estoppel  in  tax  fraud cases,
limiting its scope to the convicted individual and not extending it to related parties
or entities without direct involvement in the criminal  proceedings.  Practitioners
should be aware that a criminal conviction can be used against the convicted party
in civil tax cases, but not against others unless they are in privity. The decision also
underscores the importance of the IRS providing clear and convincing evidence of
fraud and detailed proof of corporate insolvency and asset transfers when asserting
transferee  liability.  Subsequent  cases  have  followed this  ruling,  reinforcing  the
separate legal status of corporations and individuals in tax litigation.


