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Egan v. Commissioner, 92 T. C. 283 (1989)

The court denied litigation costs to the prevailing party because the IRS’s position
was found to be substantially justified.

Summary

In Egan v. Commissioner, the petitioners sought litigation costs after successfully
contesting a tax deficiency. The IRS had initially determined a deficiency in the
petitioners’ 1984 income tax but later conceded the issue. The Tax Court denied the
petitioners’  motion  for  litigation  costs,  ruling  that  the  IRS’s  position  was
substantially  justified under  section 7430(c)(4).  The court  focused on the IRS’s
actions after the involvement of the district counsel, finding no basis to award costs
as the IRS diligently verified the petitioners’ claims before conceding.

Facts

The IRS issued a notice of deficiency to the Egans for their 1984 tax return, alleging
unreported income from property sales. The Egans contested this, asserting that
funds were either returned to family members or represented a return of capital.
After initial disputes and document submissions, the IRS conceded the deficiency.
The Egans then sought litigation costs, which were denied by the Tax Court.

Procedural History

The IRS issued a notice of deficiency on February 5, 1987. The Egans filed a petition
with the Tax Court on May 8, 1987. After further review and document submission,
the IRS conceded the deficiency on April 11, 1988. The Egans moved for litigation
costs on May 11, 1988, which the Tax Court denied on the basis that the IRS’s
position was substantially justified.

Issue(s)

1. Whether the IRS’s position was substantially justified under section 7430(c)(4),
thus precluding an award of litigation costs to the prevailing party.

Holding

1. Yes, because the IRS’s position was substantially justified as defined by section
7430(c)(4), focusing on the actions taken after the involvement of the IRS district
counsel.

Court’s Reasoning

The court  analyzed whether the IRS’s position was substantially  justified under
section 7430(c)(4), which includes actions taken after the involvement of the IRS
district counsel. The court noted that the IRS diligently verified the Egans’ claims
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and made concessions based on the evidence provided. The court distinguished its
approach  from the  Second  Circuit’s  decision  in  Weiss  v.  Commissioner,  which
focused on the IRS’s  final  position in  the notice of  deficiency.  Here,  the court
emphasized  that  the  IRS’s  actions  after  district  counsel’s  involvement  were
reasonable and justified, thus denying the Egans’ motion for litigation costs. The
court  also  noted  that  the  Egans’  claims  were  based  on  pre-district  counsel
administrative actions, which were not considered under the court’s interpretation
of section 7430(c)(4).

Practical Implications

This decision clarifies that litigation costs under section 7430 may be denied even if
the  taxpayer  prevails,  provided  the  IRS’s  position  after  district  counsel’s
involvement is found to be substantially justified. Practitioners should be aware that
the focus on post-district counsel actions can significantly impact the likelihood of
recovering litigation costs. This ruling may encourage taxpayers to resolve disputes
at the administrative level before litigation, as the court’s interpretation limits the
scope of what can be considered in a motion for costs.  Subsequent cases have
followed this precedent, affecting how similar cases are analyzed and potentially
influencing the IRS’s approach to litigation strategy.


