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Curet v. Commissioner, 43 T. C. 74 (1964)

The IRS must prove fraud by clear and convincing evidence to impose civil fraud
penalties under Section 6653(b).

Summary

In Curet v. Commissioner, the Tax Court upheld deficiencies in income tax and
additions for fraud under Section 6653(b) for the years 1956-1963. Zelma Curet filed
multiple  returns  under  different  names,  claiming  unwarranted  exemptions  and
failing to report community income. After defaulting on her court appearance, the
court found clear and convincing evidence of intentional fraud based on her sworn
admissions, upholding the IRS’s determinations.

Facts

Zelma Curet filed individual Federal income tax returns for the years 1956-1963
under various names, including her maiden name and her married name. She filed
multiple returns for some years, claiming exemptions for non-existent children and
failing  to  report  her  half  of  her  husband’s  community  income.  In  1964,  Curet
admitted to a special agent that she knew her actions were wrong and aimed to
secure unwarranted tax refunds. She acted under the advice of a friend but did not
pay for the return preparation. Curet defaulted at trial, and her attorney appeared
late without an excuse or readiness to proceed.

Procedural History

The  IRS  determined  deficiencies  and  fraud  penalties  against  Curet,  who  then
petitioned the Tax Court. Curet failed to appear at the trial, leading to a default
judgment on the deficiencies. The court accepted the IRS’s proposed stipulation of
facts due to Curet’s lack of objection. Curet’s attorney appeared after the default but
was unprepared,  leading the court  to submit  the case on the record.  The only
remaining issue was the fraud penalties under Section 6653(b).

Issue(s)

1.  Whether  the  IRS proved by  clear  and convincing  evidence  that  part  of  the
underpayment of tax for each year was due to fraud with intent to evade tax under
Section 6653(b).

Holding

1.  Yes,  because  the  IRS  presented  clear  and  convincing  evidence  of  Curet’s
intentional fraud, including her sworn admissions and the pattern of her tax filings.

Court’s Reasoning
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The Tax Court reasoned that the IRS must prove fraud by clear and convincing
evidence under Section 7454(a). The court found such evidence in Curet’s sworn
statement admitting to knowing her actions were wrong and aimed at securing
unwarranted refunds. Her filing of multiple returns under different names, claiming
exemptions  for  non-existent  children,  and  failing  to  report  community  income
supported the finding of intentional fraud. The court also noted that Curet’s default
and her attorney’s unpreparedness left the IRS’s determinations unchallenged. The
court cited Luerana Pigman, 31 T. C. 356 (1958), to affirm the standard of proof
required for fraud penalties. Judge Hoyt concluded that the IRS met its burden of
proof for the fraud penalties in all years.

Practical Implications

This case underscores the high evidentiary standard the IRS must meet to impose
civil fraud penalties under Section 6653(b). Practitioners should advise clients that
intentional tax evasion through false filings can result in severe penalties if the IRS
can prove fraud by clear and convincing evidence. The decision also highlights the
importance of appearing at trial and challenging IRS determinations, as defaults can
lead to upheld deficiencies and penalties. For businesses and individuals, this case
serves  as  a  warning  against  attempting  to  evade  taxes  through complex  filing
schemes. Subsequent cases like Parks v. Commissioner, 94 T. C. 654 (1990), have
continued to apply the clear and convincing evidence standard for fraud penalties.


