Goldsmith v. Commissioner, 86 T. C. 1134 (1986)

Hearsay evidence in tax court proceedings must meet specific exceptions to be
admissible, and broad categories of documents are not automatically admissible
under residual exceptions.

Summary

In Goldsmith v. Commissioner, the U. S. Tax Court addressed the admissibility of
numerous exhibits in a tax case involving alleged corporate fund diversion. The
court rejected a general objection to 99 exhibits but sustained hearsay objections to
over 100 exhibits, with limited exceptions. The decision emphasized the necessity of
meeting specific hearsay rule exceptions, notably under Federal Rules of Evidence
801, 803, and 804, and clarified that the residual exception under Rule 803(24) is
narrowly applicable. The court’s ruling underscores the importance of relevance and
trustworthiness in admitting evidence in tax court proceedings.

Facts

The case involved Charles G. Goldsmith, who was accused of diverting funds from
Intercontinental Diversified Corporation (ICD). The Commissioner of Internal
Revenue sought to introduce various exhibits, including reports, transcripts of SEC
interrogations, depositions, and other documents. Goldsmith objected to the
admissibility of these exhibits, primarily on hearsay grounds. The exhibits were
related to investigations conducted by ICD’s Audit Committee and the Securities and
Exchange Commission (SEC) into the alleged diversions, which occurred between
1971 and 1976.

Procedural History

The case was submitted to the U. S. Tax Court after a full trial where Goldsmith
objected to the admission of certain exhibits. The court postponed ruling on these
objections to allow both parties to present arguments and review the exhibits. The
court’s decision focused on the admissibility of the exhibits, resulting in the denial of
a general objection to 99 exhibits and the sustaining of hearsay objections to over
100 exhibits, with limited exceptions.

Issue(s)

1. Whether the court should sustain Goldsmith’s general objection to the admission
of 99 exhibits due to the Commissioner’s failure to comply with pre-trial orders?

2. Whether the exhibits offered by the Commissioner are admissible under Federal
Rule of Evidence 801(c) as non-hearsay?

3. Whether the exhibits fall within the residual exception to the hearsay rule under
Federal Rule of Evidence 803(24)?

4. Whether specific categories of exhibits, such as reports, transcripts, depositions,
and other documents, are admissible under other specific hearsay exceptions?
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Holding

1. No, because any potential prejudice from the Commissioner’s untimely production
of exhibits was eliminated by reserving Goldsmith’s right to argue objections post-
trial.

2. No, because the exhibits were offered to prove the truth of the matters asserted
and did not fall within the definition of non-hearsay under Rule 801(c).

3. No, because the exhibits did not meet the stringent requirements of the residual
exception under Rule 803(24), which requires equivalent guarantees of
trustworthiness and materiality.

4. No, because most exhibits did not meet the criteria for specific exceptions to the
hearsay rule, such as business records or former testimony, and were thus
inadmissible.

Court’s Reasoning

The court applied the Federal Rules of Evidence to determine the admissibility of
the exhibits. It rejected the general objection to the exhibits due to the
Commissioner’s failure to comply with pre-trial orders, as both parties were at fault
for inadequate trial preparation. The court clarified that hearsay is a statement
offered to prove the truth of the matter asserted and is inadmissible unless it meets
a specific exception. The Commissioner’s argument that the exhibits were non-
hearsay under Rule 801(c) was deemed meritless, as their significance relied on the
truth of the content. The court also found that the exhibits did not meet the
requirements of the residual exception under Rule 803(24), emphasizing the need
for equivalent guarantees of trustworthiness and materiality. Specific exhibits, such
as the Audit Committee Report and the Coopers & Lybrand Report, were ruled
inadmissible as they did not meet the criteria for business records or public records
exceptions. The court allowed the admission of certain exhibits, such as depositions
taken in related litigation, under the former testimony exception of Rule 804(b)(1).

Practical Implications

This decision has significant implications for tax court litigation, particularly
regarding the admissibility of evidence in cases involving complex financial
investigations. Practitioners should ensure that exhibits meet specific hearsay
exceptions, such as business records or former testimony, and cannot rely on broad
arguments under residual exceptions. The ruling underscores the importance of
timely and thorough trial preparation, as failure to comply with pre-trial orders will
not necessarily result in the exclusion of evidence. Additionally, the decision
highlights the necessity of demonstrating the trustworthiness and materiality of
exhibits, which is crucial in cases involving allegations of financial misconduct. Later
cases should apply this ruling to scrutinize the admissibility of evidence based on
the specific criteria outlined by the court.
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