Meister v. Commissioner, 60 T. C. 295 (1973)

Evidence obtained from a third party is admissible in a civil tax proceeding even if it
was removed from the taxpayer’s premises without their knowledge.

Summary

In Meister v. Commissioner, the Tax Court upheld the admissibility of evidence
obtained from the home of a deceased bookkeeper’s widow, which was used to
assess tax deficiencies against the taxpayer. The court ruled that the records, which
were crucial to proving the taxpayer’s underreported income, were not obtained in
violation of the Fourth or Fifth Amendments since they were in the possession of a
third party who voluntarily surrendered them. The court found that the taxpayer had
deliberately omitted sales and income from his tax returns for 1960-1963, sustaining
the deficiencies and penalties assessed by the IRS. For 1964, the taxpayer failed to
prove the IRS’s determinations were erroneous, and thus, those were also sustained.

Facts

Arthur Meister, operating a sole proprietorship, Steelcraft Fluorescent & Stamping
Co. , filed joint tax returns with his wife for 1960-1964. Morris Abend, Steelcraft’s
bookkeeper, contacted the IRS in 1964 alleging unreported income. After Abend’s
death in 1965, IRS agents retrieved records from his widow, Mrs. Abend, who
voluntarily surrendered them. These records showed that Meister had omitted
income from certain sales. The IRS issued notices of deficiency for 1960-1964,
alleging fraud for 1960-1963 and negligence for 1964.

Procedural History

The Tax Court considered whether the evidence obtained from Mrs. Abend was
admissible. The court examined the legality of the evidence collection and whether it
violated Meister’s constitutional rights. After determining the evidence was
admissible, the court assessed the validity of the IRS’s deficiency and penalty
assessments for the years in question.

Issue(s)

1. Whether the evidence obtained from Mrs. Abend was admissible in a civil tax
proceeding.

2. Whether Meister deliberately omitted sales and income for the years 1960-1963.
3. Whether Meister’s 1964 tax return was correct or if the IRS’s determination
should be sustained.

Holding

1. Yes, because the evidence was obtained from a disinterested third party who
voluntarily surrendered it, not violating Meister’s Fourth or Fifth Amendment rights.
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2. Yes, because the evidence showed Meister deliberately omitted sales and income,
and he failed to provide evidence of the correct tax liability.

3. No, because Meister failed to provide any evidence to show the IRS’s
determination for 1964 was incorrect.

Court’s Reasoning

The court relied on the Supreme Court’s decision in Couch v. United States, which
held that evidence in the possession of a third party is not subject to the Fifth
Amendment privilege against self-incrimination. The court noted that Mrs. Abend, as
a disinterested third party, had no reason to resist the IRS’s request for the records,
and her voluntary surrender did not violate Meister’s rights. The court also found
that the IRS complied with statutory requirements before reexamining Meister’s
returns. Regarding the fraud allegations, the court found Meister’s testimony
unconvincing and concluded that the evidence demonstrated intentional
underreporting of income. For 1964, the court upheld the IRS’s determination due
to Meister’s failure to present any evidence challenging it.

Practical Implications

This decision clarifies that the IRS can use evidence obtained from third parties in
civil tax proceedings without violating the taxpayer’s constitutional rights.
Practitioners should be aware that records taken from a taxpayer’s premises by a
third party and subsequently surrendered to the IRS are admissible. This case also
underscores the importance of maintaining credible records and responding to IRS
inquiries, as failure to do so can lead to sustained deficiency assessments.
Subsequent cases have cited Meister in addressing the admissibility of third-party
evidence and the standards for proving fraud in tax evasion cases.
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