Baker v. Commissioner, 83 T. C. 822 (1984)

To recover litigation costs under section 7430, a taxpayer must show that the
government’s position in the civil proceeding was unreasonable.

Summary

In Baker v. Commissioner, the U. S. Tax Court addressed the requirements for a
taxpayer to recover litigation costs under section 7430 of the Internal Revenue
Code. The court held that for a taxpayer to be considered a “prevailing party”
eligible for such costs, they must prove that the government’s position in the civil
proceeding was unreasonable. The case involved Robert Baker, who sought
litigation costs after the IRS conceded all issues related to his tax deficiencies for
1979 and 1980. The court rejected Baker’s claim, emphasizing that the IRS’s
concession did not automatically imply an unreasonable position. The decision
underscores the importance of the reasonableness test in determining eligibility for
litigation cost recovery.

Facts

Robert Baker, residing in Saudi Arabia, filed his 1979 and 1980 tax returns claiming
a foreign earned income exclusion under section 911. The IRS disallowed this
exclusion, leading to proposed deficiencies and additions to tax. Baker protested the
disallowance and expressed a desire to appeal. Despite his efforts, the IRS issued a
notice of deficiency in December 1982. Baker then filed a petition with the U. S. Tax
Court in April 1983. After further discussions and the submission of additional
information by Baker, the IRS conceded the foreign earned income exclusion issue
in April 1984. Baker subsequently sought to recover his litigation costs.

Procedural History

The IRS initially disallowed Baker’s foreign earned income exclusion, leading to a
notice of deficiency in December 1982. Baker filed a petition with the U. S. Tax
Court in April 1983. The case was transferred to the Cleveland Appeals Office in
June 1983, where settlement discussions occurred, but no agreement was reached.
In April 1984, the IRS conceded the foreign earned income exclusion. Baker then
filed a motion for litigation costs, which the court denied in November 1984. The
decision was vacated and remanded in April 1986.

Issue(s)

1. Whether Baker must establish that the IRS’s position in the civil proceeding was
unreasonable to be considered a “prevailing party” under section 7430(c)(2)(A)(i)?

2. Whether the IRS’s concession of the case automatically means that its position in
the civil proceeding was unreasonable?
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Holding

1. Yes, because section 7430(c)(2)(A)(i) explicitly requires the taxpayer to establish
that the IRS’s position in the civil proceeding was unreasonable.

2. No, because the IRS’s concession does not automatically imply that its position
was unreasonable; the reasonableness of the position must be assessed based on the
facts and circumstances of the case.

Court’s Reasoning

The court interpreted section 7430 to require that the reasonableness of the IRS’s
position be evaluated from the time the petition was filed. The court emphasized
that the IRS’s concession did not automatically indicate an unreasonable position.
The court found that the IRS’s legal position was reasonable, given the recent
enactment of section 911 and the lack of contrary published decisions. Additionally,
the court considered the IRS’s actions during the litigation, such as the timely
processing of the case and the request for corroborative information from Baker, to
be reasonable. The court rejected Baker’s arguments that the IRS’s actions
regarding other taxpayers or its request for proof of facts indicated an unreasonable
position. The court also drew parallels with cases decided under the Equal Access to
Justice Act, which similarly required a showing of reasonableness for fee awards.

Practical Implications

This decision clarifies that a taxpayer seeking litigation costs under section 7430
must demonstrate the unreasonableness of the IRS’s position during the civil
proceeding, not just the administrative phase. The ruling emphasizes that the IRS’s
concession of a case does not automatically entitle the taxpayer to litigation costs.
Practically, this means that taxpayers must be prepared to show that the IRS’s
actions during litigation were unreasonable, which can be challenging given the
court’s broad interpretation of “position. ” The decision also highlights the
importance of timely and orderly litigation processes, as these were factors
considered in assessing the reasonableness of the IRS’s position. Subsequent cases
have applied this ruling to similar disputes over litigation costs, reinforcing the need
for taxpayers to carefully document and argue the unreasonableness of the IRS’s
actions during the litigation phase.
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