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Political Gn‘ts Charged

Financier Smith's

IRS Says

S24Mill ion
Unreported

‘San Diego oL

Financier C. Arnholt
Smith failed -to-- report
$24.4 million of taxable
income in his 1969 tax re-
, turns, according to Inter-
nal Revenue Service alle-

gations that have just sur-.

faced in federal tax court.

The unreported income in- -

cluded $57,218 in corporate

. funds “‘diverted” into politi-
cal campaign donations, the
IRS contends.

The IRS also:claims that
Smith- took /millions of. dol-
lars in money, checks, cars
and other  valuables from
corporations - in« which he
‘held controlling stock inter-
ests — including the now-
defunct U.S. National Bank
and the San Diego Padres

baseball team — but didnot '
include them in his 1969 in-

come tax return,

In all, the agency said,
Smith’s actual taxable’ in.
come for that year Wwas
$24.823,641 — whereas here-
ported only $411,524.

FILE

The figures are contained
in. documents now on file in
U.S. Tax Counrt in Washing-
ton. 5
The IRS filed a $22.8 mil-
Yion civil tax assessment
against Smith on Aungust 2.
It was the largest income
tax claim ever made against
an individual for a single
year, the TRS said.

“However, the details, re-
mained secret until Smith
filed a petition contesting
the assessment in tax court.
Meanwhile, it was" re-
vealed -that. U.S. National
Bank records wanted for a
criminal investigation' have
been uncovered and seized -
by the FBI at .Smith’s off-
ices, outside bank premises
on a different floor in the '
USNB building in-San Diego.
The records had been
turned over to the Federal .
Deposit Insurance Corp.,
which was named receiver
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when the U.S. comptroller of

~ ‘the ‘currency declared the
Bank insolvent October 18. -

: © WARRANT
Taken by federal agents

‘bearing 'a search <Wiarrant, -

‘the records were ‘working
files of the bank’s interna-
tional banking department.

Documents now on file in-
U.S. District Court state that

most of the records involved

~more than 90 million in let-

ters " of credit issued by
USNB to back up loans by
foreign banks to- Smith-
-related entities. '

In his petition to the tax
court, Smith said postpone-
ment of the civil tax dispute
is ‘necessary to prevent the
‘government from obtaining
-evidence that might be used
against him in a possible
criminal prosecution.

The IRS notice of deficien-
¢y was attached as an exhi-
bit to the petition filed Nov-

‘ember 9. The Los Angeles

Times obtained copies yes-
terday.

In its notice of deficiency,
the TRS did not say to whose
political campaigns the al-

legedly diverted corporate

funds were paid.

- Federal law prohibits pay-
ments of corporate funds to
campaigns for federal off-
ice.

: INSTANCES
Included in the IRS defi-
ciency notice were these
instances of alleged taxable
income not stated by Smith:
@ Two publicly owned
corporations controlled by
Smith, U.S. National and

Watergate-California Corp., -

paid $129,536 in ‘“unreasona-
ble and unnecessary service
fees and rental income” to
U.S. Holding Co., a private
corporation owned by Smith,
his former wife and -his
daughter. These fees and
rent payments then went to
Smith in the form of loans
from U.S. Holding. .
@ U.S. Holding paid $67,458

, in life insurance premiums
- for Smith.

@ Westgate fransferred
assets to other Smith corpor-
ations, and the assets were
mortgaged for $24,265,000 to
provide funds for still other
corporations dominated by
Smith. The IRS claimed that
5 per cent of this fotal, or
$1,213.250, was taxable bene- .
fits to Smith.

® Smith pledged West-

gate assets as collateral for

$23,480,636 in loans. The mo-
‘ney was never given to
Westgate or its subsidiaries
and was not reflected on
their books. Therefore, the
total amount was attributed

~&as income to Smith. The IRS

gave no indication of what it
believes happened to  the
money. )

® Smith’s daughter, Carol
Smith Shannon, received sa-
larjes and benefits — includ-
ing the use of luxury cars —
from Smith-controlled com-
panies, ‘‘although she ren-
dered no service” to the
firms. Therefore, the bene-
fits were cited as taxable to

- Smith.

The slaries to Mrs. Shan-
non were listed as $8650
from the Padres, $9000 from
U.S." Holding and $19,000
from Underwriters Insur-
ance Co. In addition, she re-
ceived .the use of a new Cad-
illac  Fleetwood, a three-
year-old Fleetwood and a
three-year-old Jaguar. The
IRS valued the use of the
car that year as $5500. -

U.S. Holding made : a
six-month loan of $130,000 to
Mrs. Shannon, and the IRS
charged the equivalent of 6
per cent interest or $3900 as
income to Smith.

@ Smith - diverted rental

iricome from a property list-

ed as Casa de Lopez, owned
by U.S. Holding, to his form-
er personal secretary, Shir-
ley J. Carter. The rental in-
come of $13,247 was charged
to Smith as income by the
IRS. ,

© Smith charged  $69,012

" in expenses to various cor-

porations he controlled and
which employed him as an e
ecutive, but did not submit
supporing accounting infor-
mation te these corpora-
tions. Therefore, the IRS
counted the sum as income
for Smith.

In his petition, Smith den-
ied each of the IRS conten-
tions. He also asserted that
the statute of limitations had
Tun out o nany 1969 alleged
deficiencies. His petition
also said the IRS determina-
tion of teh alleged deficiency
was -“illegal in that it was
made arbitrarily and capri-
ciously.”
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