Culver v. Commissioner of Internal Revenue, 116 T. C. 189 (U. S. Tax Ct.
2001)

In Culver v. Commissioner, the U. S. Tax Court ruled that the burden of proof rests
with the IRS to demonstrate by a preponderance of the evidence that a spouse
seeking relief from joint tax liability had actual knowledge of unreported income.
Michael Culver was granted relief from joint and several liability for taxes on his ex-
wife’s embezzled income because the IRS failed to prove he had such knowledge.
This case clarifies the evidentiary standard for the actual knowledge requirement
under Section 6015(c) of the Internal Revenue Code, impacting how relief from joint
tax liabilities is adjudicated.

Parties

Michael G. Culver and Christine M. Culver were the petitioners, with Michael
represented by counsel and Christine appearing pro se. The respondent was the
Commissioner of Internal Revenue. The case was heard in the U. S. Tax Court.

Facts

Michael and Christine Culver were married in 1978 and had three children.
Christine was convicted of embezzlement in 1984, and again in 1997 for embezzling
$225,000 from her employer, the City of Molalla, between 1991 and 1996. Christine
handled the family finances, and the embezzled funds were deposited into their joint
account and used for family expenses. Michael, a code enforcement officer, was
unaware of the embezzlement. They filed joint tax returns for 1994 and 1995, which
did not report Christine’s embezzled income. After their divorce in 2000, Michael
sought relief from joint and several liability under Section 6015 of the Internal
Revenue Code.

Procedural History

The Commissioner determined deficiencies in the Culvers’ 1994 and 1995 federal
income taxes, attributing the unreported embezzled income to both spouses.
Michael filed a petition with the U. S. Tax Court seeking relief under Section
6015(b) and (c). The IRS conceded that Christine was liable for the deficiencies but
contested Michael’s claim for relief, arguing that he had actual knowledge of the
embezzlement income. The Tax Court held a trial on February 29, 2000.

Issue(s)

Whether the burden of proof under Section 6015(c)(3)(C) is on the IRS to
demonstrate by a preponderance of the evidence that Michael Culver had actual
knowledge of Christine’s embezzlement income at the time he signed the joint tax
returns?

Rule(s) of Law
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Section 6015(c)(3)(C) of the Internal Revenue Code provides that an election to be
relieved of joint and several liability will not apply if the IRS demonstrates that the
electing spouse had actual knowledge of the item giving rise to the deficiency at the
time of signing the return. The Tax Court held that the IRS bears the burden of
proving actual knowledge by a preponderance of the evidence, not by what a
reasonably prudent person would be expected to know.

Holding

The U. S. Tax Court held that the IRS did not meet its burden of proving that
Michael Culver had actual knowledge of Christine’s embezzlement income at the

time he signed the joint tax returns. Consequently, Michael qualified for relief under
Section 6015(c).

Reasoning

The court’s reasoning centered on the interpretation of “actual knowledge” under
Section 6015(c)(3)(C). The court determined that “actual knowledge” requires clear
and direct awareness of the item giving rise to the deficiency, not merely what a
reasonably prudent person should have known. The court emphasized that the
burden of proof was shifted to the IRS by the statutory language, and the IRS must
meet this burden by a preponderance of the evidence. The court found Michael’s
testimony and Christine’s corroborating statements credible, concluding that the
IRS failed to demonstrate Michael’s actual knowledge. The court also considered the
legislative intent to make relief under Section 6015 more accessible and easier to
obtain, which supported its interpretation of the burden of proof. The court noted
that circumstantial evidence could be used to establish actual knowledge, but in this
case, it was insufficient.

Disposition

The Tax Court entered a decision granting Michael Culver relief under Section
6015(c) and, as conceded, entered a decision for the respondent regarding Christine
Culver’s liability.

Significance/Impact

Culver v. Commissioner sets a precedent for the burden of proof and the standard of
“actual knowledge” in cases involving relief from joint and several tax liability under
Section 6015(c). It clarifies that the IRS must demonstrate actual knowledge by a
preponderance of the evidence, which is a significant hurdle for the IRS in such
cases. This ruling may encourage more spouses to seek relief from joint tax
liabilities, knowing that the IRS bears the burden of proving actual knowledge.
Subsequent cases have followed this precedent, impacting the application of Section
6015(c) in tax law practice.
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