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Estate of Hollis R. Temple, Deceased, Barbara Barnhill, Executrix, Petitioner
v. Commissioner of Internal Revenue, Respondent, 67 T. C. 143; 1976 U. S.
Tax Ct. LEXIS 29 (November 8, 1976)

Fraudulent tax returns lift the statute of limitations bar on assessment and collection
of tax deficiencies.

Summary

Estate of Temple v. Commissioner involved the estate of Hollis R. Temple, who had
significantly underreported his income on his federal tax returns for 1964, 1965, and
1966. The Internal Revenue Service (IRS) asserted that these understatements were
fraudulent, thus lifting the statute of limitations bar on assessment and collection of
the  tax  deficiencies.  The  Tax  Court  found that  Temple’s  actions,  including  the
inaccurate recording of business income and the consistent pattern of substantial
understatements, demonstrated fraudulent intent. Consequently, the court upheld
the IRS’s determinations of deficiencies and the imposition of fraud penalties under
Section 6653(b) of the Internal Revenue Code.

Facts

Hollis R. Temple operated Temple Construction Co. ,  a sole proprietorship, and
reported his income on a cash basis. He substantially underreported his income for
1964, 1965, and 1966, with understatements amounting to $63,897. 27, $24,515. 75,
and $39,323. 26, respectively. Temple’s underreporting stemmed from unrecorded
income and overstated expenses. He often cashed checks received from clients,
which were not recorded in the company’s journal,  and he withheld cash from
deposits, further contributing to the inaccuracies. Temple’s accountant, W. W. Kerr,
prepared the tax returns based on the journal entries, which were inaccurate due to
Temple’s actions.

Procedural History

The IRS issued notices of deficiency to Temple on November 2, 1971, for the tax
years 1964, 1965, and 1966. Temple filed petitions with the Tax Court on January
31,  1972,  challenging  the  deficiencies.  The  cases  were  consolidated  for  trial,
briefing,  and opinion.  After  Temple’s  death in  September 1973,  his  estate  was
substituted  as  the  petitioner.  The  Tax  Court  ultimately  found  in  favor  of  the
Commissioner,  holding  that  Temple’s  returns  were  fraudulent  and  that  the
deficiencies were properly assessed.

Issue(s)

1. Whether the taxpayer’s returns for 1964, 1965, and 1966 were false or fraudulent
with  the  intent  to  evade  taxes,  thereby  lifting  the  bar  on  the  assessment  and
collection of the deficiencies for those years.
2. Whether the additions to tax under Section 6653(b) of the Internal Revenue Code
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are applicable due to fraud.
3. Whether the respondent’s determinations of the amount of the deficiencies are
sustained.

Holding

1.  Yes,  because  the  taxpayer’s  actions,  including  the  inaccurate  recording  of
business  income  and  substantial  understatements  of  income,  demonstrated
fraudulent  intent  to  evade  taxes.
2. Yes, because part of the underpayment in tax for each year was due to fraud, thus
the additions to tax under Section 6653(b) are applicable.
3. Yes, because the respondent’s determinations of the amount of the deficiencies
were supported by the evidence and not successfully contested by the petitioner.

Court’s Reasoning

The Tax Court reasoned that Temple’s conduct was intimately entwined with the
inaccurate recording of his business income. Temple often took receipt of incoming
checks, endorsed them, withheld cash, and carried them to the bank for deposit,
which resulted in omitted or  inaccurate journal  entries.  The court  rejected the
argument  that  Temple  relied  entirely  on  his  accountant,  Kerr,  to  ensure  the
accuracy of his records, as Temple’s actions directly contributed to the inaccuracies.
The court noted that the substantial understatements of income for each year were
indicative of fraud, and the pattern of behavior suggested intent to evade taxes. The
court  also  considered  the  lack  of  direct  evidence  of  fraud  but  relied  on
circumstantial evidence and reasonable inferences drawn from Temple’s actions.
The court did not give weight to Kerr’s affidavit, as it was obtained ex parte and
both Temple and Kerr were deceased at the time of the trial.

Practical Implications

This decision underscores the importance of accurate record-keeping and the severe
consequences of  fraudulent  tax reporting.  Practitioners  should advise clients  to
maintain  meticulous  records  of  all  transactions  and  ensure  that  all  income  is
accurately reported. The case illustrates that the IRS can pursue tax deficiencies
beyond the normal statute of limitations period if fraud is proven, emphasizing the
need for taxpayers to fully disclose all income and expenses. This ruling also serves
as a reminder of the high burden of proof required to establish fraud, which must be
met with clear and convincing evidence. Subsequent cases have cited Estate of
Temple v. Commissioner when addressing issues of fraudulent intent and the statute
of limitations in tax matters.


