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Figueiredo v. Commissioner, 54 T. C. 1508 (1970)

The burden of proof in tax deficiency cases remains with the taxpayer, even if they
withhold  records  claiming  Fifth  Amendment  rights,  unless  they  can  show  the
deficiency determination was arbitrary.

Summary

In Figueiredo v. Commissioner, taxpayers Arthur Figueiredo and George McMurrick,
commercial fishermen, refused to provide their financial records to the IRS, claiming
Fifth Amendment protection. The IRS issued notices of deficiency based on available
information,  disallowing  certain  deductions.  The  Tax  Court  upheld  these
deficiencies, ruling that the taxpayers failed to carry their burden of proof to show
the IRS’s determinations were incorrect.  The court clarified that the IRS is not
required to obtain a court order to compel production of records before determining
deficiencies,  emphasizing  the  taxpayer’s  responsibility  to  substantiate  their  tax
positions.

Facts

Arthur Figueiredo and George McMurrick, both from Eureka, California, operated a
commercial fishing business and filed a partnership tax return for 1965. Revenue
Agent  Larry Oddy attempted to  examine their  records in  March 1968 but  was
repeatedly  denied access.  The taxpayers  claimed their  records  were  with  their
bookkeeper  and  later  invoked  their  Fifth  Amendment  rights  against  self-
incrimination when served with administrative summonses. The IRS issued notices
of  deficiency  in  February  1969,  disallowing  certain  deductions  due  to  lack  of
substantiation. Despite subpoenas from the Tax Court, the taxpayers continued to
withhold their records during the trial in April 1970.

Procedural History

The IRS issued notices of deficiency to Figueiredo and McMurrick in February 1969.
The taxpayers filed petitions with the U. S. Tax Court, which scheduled the case for
trial in April 1970. Subpoenas duces tecum were served, but the taxpayers refused
to  comply.  The  Tax  Court  ultimately  decided  in  favor  of  the  Commissioner,
sustaining the deficiencies and additions to tax.

Issue(s)

1. Whether the IRS erred in determining the disputed tax deficiencies and additions
to tax under section 6653(a) of the Internal Revenue Code?
2. Whether the IRS was required to obtain a court order under section 7604 of the
Internal  Revenue  Code  to  compel  production  of  the  withheld  records  before
determining the deficiencies?

Holding
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1. No, because the taxpayers failed to carry their burden of proof to show the IRS’s
determinations were incorrect or arbitrary.
2. No, because there is no legal requirement for the IRS to seek a court order to
compel production of records before determining deficiencies.

Court’s Reasoning

The Tax Court applied the principle that notices of deficiency are presumed correct,
placing the burden of proof on the taxpayer to disprove the IRS’s determinations.
The court found that the taxpayers’ refusal to provide records did not shift this
burden, as they offered no evidence to substantiate their claimed deductions or
challenge the IRS’s calculations. The court also rejected the taxpayers’ argument
that the notices of deficiency were a subterfuge to compel record production, noting
that the IRS’s motives were immaterial. The court emphasized that the taxpayers’
invocation of the Fifth Amendment did not excuse them from their duty to keep and
provide records for tax purposes, especially in a civil context where no criminal
investigation was ongoing. The court cited cases like Helvering v. Taylor and Rouss
v.  Bowers  to  support  its  stance  on  the  burden  of  proof  and  the  propriety  of
deficiency notices.

Practical Implications

This decision reinforces the principle that taxpayers must substantiate their tax
positions and cannot shift the burden of proof to the IRS by withholding records. It
clarifies  that  the  IRS  does  not  need  to  seek  a  court  order  to  compel  record
production  before  issuing  deficiency  notices.  Practically,  this  means  taxpayers
should cooperate with IRS requests  for  records during audits  to  avoid adverse
determinations.  The  case  also  highlights  the  limited  applicability  of  the  Fifth
Amendment in civil tax proceedings, as taxpayers cannot use it to avoid their record-
keeping obligations. Subsequent cases have followed this reasoning, emphasizing
the importance of taxpayers maintaining and providing records to support their tax
returns.


