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Hong v. Commissioner, 100 T. C. 88 (1993)

In determining eligibility for an award of legal costs under section 7430, the net
worth of each individual spouse is considered separately, not their combined net
worth.

Summary

In Hong v. Commissioner, the Tax Court addressed whether the net worth limitation
for attorney’s fees under section 7430 applied to the combined net worth of married
taxpayers filing jointly or to each spouse individually. Kaye and Dorothy Hong, who
filed a joint return and received a joint deficiency notice, each had a net worth below
$2 million, but together exceeded this threshold. The court ruled that the statute’s
plain language applied the $2 million limit to each individual, thus allowing each
spouse to recover legal costs despite their combined net worth being higher. This
decision impacts how legal fees are awarded in tax disputes, particularly for jointly
filing spouses.

Facts

Kaye and Dorothy Hong filed a joint federal income tax return and received a joint
notice of deficiency from the IRS for tax years 1984 and 1986. They contested
additions to tax under section 6659(a) and ultimately settled the case in their favor.
Subsequently,  they  sought  attorney’s  fees  under  section  7430.  Each  spouse’s
individual net worth was less than $2 million at the time of filing the petition, but
their combined net worth exceeded this amount.

Procedural History

The case began with the IRS issuing a notice of deficiency to the Hongs. They filed a
joint petition with the Tax Court, which was assigned to a Special Trial Judge. After
settling the underlying tax issues, the Hongs moved for attorney’s fees. The case
was consolidated with  others  for  briefing on the attorney’s  fees  issue but  was
severed for the net worth determination. The Tax Court ultimately ruled on the net
worth issue separately.

Issue(s)

1. Whether the $2 million net worth limitation for an award of legal costs under
section 7430 applies to the combined net worth of married taxpayers filing jointly or
to each spouse individually.

Holding

1. No, because the statutory language of section 7430 and the incorporated section
2412(d)(2)(B) of title 28 refers to “an individual whose net worth did not exceed
$2,000,000,” not to the combined net worth of  the petitioners.  Therefore,  each
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spouse, having a net worth below $2 million, qualifies as a prevailing party eligible
for legal costs.

Court’s Reasoning

The  court’s  decision  hinged  on  statutory  interpretation.  It  relied  on  the  plain
meaning of the words “an individual” in section 2412(d)(2)(B), which is incorporated
into section 7430,  to  conclude that  the net  worth limit  applies  to  each spouse
separately.  The court  found no ambiguity  in  the language and no absurdity  in
applying  it  to  individuals  rather  than  the  marital  unit.  It  also  noted  that  the
legislative history of section 2412 confirmed that “an individual” means a natural
person. The court rejected the IRS’s argument that joint filers should be treated as
one individual, emphasizing that the Hongs were two separate individuals under the
law. The court also considered and dismissed the relevance of proposed legislation
that would change the rule for future cases, as it did not apply to the current case.

Practical Implications

This  ruling  has  significant  implications  for  tax  practitioners  and  taxpayers  in
disputes  with  the  IRS.  It  allows  each  spouse  in  a  jointly  filing  couple  to
independently meet the net worth requirement for recovering legal costs, even if
their combined net worth exceeds the limit. This could encourage more taxpayers to
challenge  IRS  determinations  knowing  that  legal  fees  might  be  recoverable.
Practitioners should advise clients on the importance of documenting individual net
worth when seeking such awards. The decision may also influence how other courts
interpret similar language in fee-shifting statutes. Subsequent cases have followed
this ruling, solidifying its impact on tax litigation strategy and cost recovery.


