VanderPol v. Commissioner, 91 T. C. 367 (1988)

The mere fact that the government’s evidence fails to support its position is
insufficient to prove that its litigation stance was unreasonable, thus denying the
taxpayer’s claim for litigation costs.

Summary

In VanderPol v. Commissioner, the U. S. Tax Court denied the taxpayers’ request for
litigation costs under IRC § 7430 after they won on the substantive issue of the
reasonableness of compensation. The court found that the government’s position
was not unreasonable merely because it lost the case, emphasizing that more
evidence of unreasonableness is required for an award of litigation costs. This
decision underscores the high burden on taxpayers to prove the government’s
position was unreasonable, not just unsuccessful, when seeking litigation costs.

Facts

Gerrit VanderPol and Henrietta VanderPol, along with their corporation Van’s
Tractor, Inc. , challenged the IRS’s determination of tax deficiencies for 1977-1979.
The key issue was whether the compensation Gerrit received from Van’s Tractor was
unreasonably high. At trial, numerous witnesses supported the reasonableness of
Gerrit’s salary, except for the auditing agent. The Tax Court ruled in favor of the
VanderPols on the compensation issue, but they later sought litigation costs, arguing
the IRS’s position was unreasonable due to insufficient evidence.

Procedural History

The VanderPols filed a petition challenging the IRS’s deficiency determination. After
a trial, the Tax Court issued an opinion on November 4, 1987, finding the
compensation reasonable. The VanderPols then moved for litigation costs on
December 7, 1987, under IRC § 7430. The IRS opposed this motion, leading to the
court’s decision on August 29, 1988, denying the costs.

Issue(s)

1. Whether the IRS’s position was unreasonable, justifying an award of litigation
costs to the VanderPols under IRC § 7430.

Holding

1. No, because the VanderPols failed to demonstrate that the IRS’s position was
unreasonable beyond the fact that it lost the case.

Court’s Reasoning

The Tax Court reasoned that to award litigation costs, the taxpayer must show that
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the government’s position was unreasonable, which requires more than just the
government’s failure to prevail. The court considered the legislative history of IRC §
7430, which suggests evaluating the reasonableness based on the facts and legal
precedents known at the time of litigation. The court found no evidence that the IRS
acted in bad faith or with improper motives. It emphasized that the IRS presented
evidence, including witness testimony and exhibits, which, although not persuasive
enough to win, did not indicate an unreasonable position. The court also noted that
the IRS’s position was based on a legitimate legal issue, the reasonableness of
compensation, which is inherently fact-specific and subject to reasonable
disagreement.

Practical Implications

This decision sets a high bar for taxpayers seeking litigation costs in tax disputes. It
clarifies that losing a case does not automatically make the government’s position
unreasonable, requiring taxpayers to provide additional evidence of
unreasonableness. Practically, this means attorneys must carefully document and
present evidence of the government’s bad faith or improper conduct to support a
claim for litigation costs. The decision also underscores the fact-specific nature of
compensation reasonableness disputes, suggesting that courts will generally allow
the government leeway in such cases. Subsequent cases, such as DeVenney v.
Commissioner, have followed this reasoning, emphasizing the need for clear
evidence of unreasonableness beyond mere loss at trial.
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