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Bragg v. Commissioner, 102 T. C. 715 (1994)

To recover litigation costs in tax cases, a taxpayer must substantially prevail on the
most  significant  issues,  show  the  government’s  position  was  not  substantially
justified, and meet net worth requirements.

Summary

In Bragg v. Commissioner, the U. S. Tax Court denied the taxpayers’ request for
litigation costs following their partial victory in a tax dispute. The Braggs claimed
deductions for a charitable contribution, rental expenses, and a bad debt, and faced
penalties  for  fraud and underpayment.  The court  allowed a  reduced charitable
deduction but denied the others, finding the IRS’s positions substantially justified.
The Braggs failed to prove they substantially prevailed on significant issues, nor did
they provide required affidavits about their net worth. The court also warned against
filing frivolous motions for costs, hinting at potential sanctions for such actions in
the future.

Facts

The Braggs sought a $145,000 charitable deduction for donating a boat hull, which
they could not sell after 11 years. They also claimed rental expense deductions for a
North Carolina property used as a vacation home, and bad debt deductions for
payments  made  on  behalf  of  their  son,  who  faced  criminal  charges.  The  IRS
challenged these deductions and assessed fraud penalties, valuation overstatement,
and  substantial  understatement  penalties.  The  Tax  Court  allowed  a  $45,000
charitable deduction but rejected the other claims and upheld the penalties except
for fraud.

Procedural History

The  Braggs  filed  a  petition  with  the  U.  S.  Tax  Court  challenging  the  IRS’s
determinations.  After  the court’s  decision on the underlying issues,  the Braggs
moved for an award of litigation costs under section 7430 of the Internal Revenue
Code. The court denied the motion and issued an opinion explaining its reasoning.

Issue(s)

1. Whether the Braggs were entitled to an award of reasonable litigation costs under
section 7430 of the Internal Revenue Code?
2. Whether the court should impose sanctions on the Braggs’ counsel for filing a
frivolous motion?

Holding

1. No, because the Braggs did not substantially prevail  on the most significant
issues, failed to show the IRS’s position was not substantially justified, and did not
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meet the net worth requirement.
2. No, because although the motion was groundless, the court chose not to impose
sanctions at that time.

Court’s Reasoning

The court applied section 7430, which requires a taxpayer to be a “prevailing party”
to recover litigation costs. To be a prevailing party, the Braggs needed to: (1) show
the IRS’s position was not substantially justified, (2) substantially prevail on the
amount in controversy or the most significant issues, and (3) have a net worth not
exceeding $2 million when the action was filed. The court found the IRS’s position
reasonable given the facts, including the Braggs’ inability to sell the boat hull and
the suspicious circumstances surrounding the claimed deductions. The Braggs lost
on five of seven issues and did not substantially prevail. They also failed to provide
the required affidavit regarding their net worth. The court noted the motion for
costs was nearly frivolous but chose not to sanction counsel, though it warned of
potential future sanctions for similar conduct.

Practical Implications

This decision clarifies the stringent criteria for recovering litigation costs in tax
disputes. Taxpayers must achieve a substantial  victory on significant issues and
prove the government’s position was unreasonable,  a high bar that discourages
weak claims for costs.  The case also serves as a cautionary tale for attorneys,
indicating that filing groundless motions may lead to sanctions. Practitioners should
thoroughly assess their clients’ chances of prevailing before seeking litigation costs.
The decision influences how similar cases are analyzed, emphasizing the need for
clear evidence of prevailing on key issues and the government’s lack of justification.
Subsequent  cases  have  cited  Bragg  when  denying  cost  awards,  reinforcing  its
impact on tax litigation practice.


