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Diaz v. Commissioner, 58 T. C. 560 (1972)

Ownership  of  lottery  winnings  is  determined  by  examining  the  factual
circumstances, including the credibility of witnesses and the consistency of their
testimonies.

Summary

In Diaz v. Commissioner, the U. S. Tax Court addressed whether Alfonso Diaz, a U.
S. citizen, owned winning tickets in the Mexican National Lottery, which would
subject him to U. S. taxation. The court found that the tickets were owned by Diaz’s
uncle, Jose Amado Diaz, a Mexican citizen, based on credible witness testimony and
consistent factual evidence. The court emphasized the importance of evaluating the
entire  record  and  witness  credibility  in  determining  ownership.  This  case
underscores the principle that tax liability hinges on actual ownership, not merely
on who is listed on transaction documents.

Facts

Alfonso Diaz, a U. S. citizen residing in Juarez, Mexico, and his wife filed a joint
income tax return for  1966.  The Commissioner of  Internal  Revenue assessed a
deficiency, claiming Diaz owned winning tickets in the Mexican National Lottery,
which won a $3 million prize. Jose Amado Diaz, Alfonso’s uncle and a Mexican
citizen, had a dream instructing him to buy lottery number 37281. With Alfonso’s
help,  Jose purchased all  three sheets of  this  number.  The tickets were sent to
Alfonso’s  address,  but  all  funds  used were  Jose’s.  After  winning,  Jose  retained
control over the funds, with Alfonso assisting in managing them.

Procedural History

The Commissioner determined a deficiency in Alfonso Diaz’s income tax for 1966,
asserting that he owned the winning lottery tickets. Diaz and his wife filed a petition
with the U. S. Tax Court, which heard the case and issued its decision on June 29,
1972, ruling in favor of the petitioners.

Issue(s)

1. Whether Alfonso Diaz owned the winning tickets in the Mexican National Lottery
for tax purposes.

Holding

1. No, because the court found that Jose Amado Diaz, not Alfonso Diaz, owned the
winning  lottery  tickets  based  on  the  credibility  of  witness  testimony  and  the
consistency of the facts presented.

Court’s Reasoning
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The court’s decision rested on the evaluation of the entire record and the credibility
of witnesses. Despite some facts suggesting Alfonso’s ownership, such as the tickets
being sent to his address, the court found that Jose’s testimony, corroborated by
family members including his mother, established that Jose owned the tickets. The
court noted the importance of distinguishing truth from falsehood in tax disputes,
stating,  “This  case  epitomizes  the  ultimate  task  of  a  trier  of  the  facts  — the
distillation of truth from falsehood which is the daily grist of judicial life. ” The court
was convinced by the consistent thread of testimony supporting Jose’s ownership,
particularly  by  the  corroborative  testimony  of  Jose’s  mother,  which  was  given
without hearing other witnesses’ statements due to exclusion from the courtroom.

Practical Implications

This decision emphasizes the importance of factual analysis and witness credibility
in determining tax liability for lottery winnings. For attorneys, it highlights the need
to thoroughly investigate the underlying ownership and control of assets, especially
in cross-border situations. Practitioners should be aware that mere possession of
lottery  tickets  or  being  listed  on  transaction  documents  does  not  necessarily
establish ownership for tax purposes. The case also illustrates the challenges of
proving  ownership  when  family  members  are  involved  and  benefit  from  the
winnings. Subsequent cases involving similar disputes over asset ownership should
consider the Diaz ruling as a precedent for the critical role of witness credibility and
factual consistency in resolving tax disputes.


