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To reduce the cost of compliance, it is important that individuals
seeking tax preparation assistance, as well as policymakers, know the
relative differences between preparers.  In this paper the results of
Money's tax test are employed to determine whether the accuracy and
bias of preparers are a function of  preparers' professional status. 
Each year from 1988-1993 Money  conducted a test of volunteer tax
preparers from throughout the United States in which they compute
taxes due for a hypothetical family.  Participants included CPA and
non-CPA preparers.  The results show that relative to non-CPA
preparers, CPAs  tend to err in favor of the taxpayer, although overall
both groups favored the government.  After comparing the cost and the
variance in the taxes due, the findings suggest that CPAs are the more
cost efficient and less risky preparer group.
KEY WORDS:  tax compliance, tax liability, tax preparer(s)

For some taxpayers, payment for professional tax assistance is a cost
of compliance.1  In 1989 approximately 47 percent of the 112 million
federal individual income tax returns filed were signed by a paid
preparer.2  To reduce the cost of compliance, it is important that
individuals seeking tax preparation assistance, as well as tax
administrators, know the relative differences among tax preparers.  To
date little is known about these relative differences in terms of accuracy
or bias.  Individual and corporate tax returns are not publicly available
making it difficult to obtain estimates of actual returns and the
closeness of the taxes computed to the "correct" tax owed.  Although
actual returns are not available, a unique archival source of data exists
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which allows us to examine accuracy differences across preparers with
different levels of professional status.

Each year for the past six years Money has conducted a test of tax
preparers using a case involving a hypothetical family.  The cases,
constructed by tax practitioners, are designed to focus on issues that a
typical tax preparer encounters in practice.  The "winner" is the
participant who comes closest to the answer determined by Money's
test preparers.  Participants are volunteer tax preparers from
throughout the United States.  Money reports detailed information
regarding the outcome of each preparer in its March issue each year. 
This information provides a source for a field study of preparers'
decisions in a real world setting.3  They do not, however, report any
statistical analysis of  their results or provide any formal comparison of
preparers with differing levels of professional status.

This paper analyzes the results of Money's test to determine whether
the accuracy and bias of preparers is a function of the preparer's
professional status.  Test participants were individuals with a wide
range of training and experience and included CPA and non-CPA
preparers.  The results indicate that CPAs tend to err in a direction that
favors the taxpayer relative to non-CPA preparers.  In addition, the
CPAs are the more cost efficient and less risky choice.

The results have important policy implications.  Compared with the
answer proposed by the Money test preparer, both groups tended to
err on the government's side.  That is, the mean errors were
overstatements rather than understatements of tax.  In recent years,
much attention has focused on the so-called "tax gap." The tax gap
refers to the total understatement of taxes owed by individuals and
corporations.  Overstatement of taxes owed has received little attention
however.  Many taxpayers overpay taxes by missing deductions or
exemptions for which they qualify.  The results of this analysis of
Money's test data suggest that this is true even for professionally
prepared returns.  

Hypotheses

The research on the relative accuracy of various types of preparers is
limited. Ayres et al. (1989) found that CPAs were more pro-taxpayer
than non-CPAs in ambiguous situations.  Using the IRS's 1983
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Individual Tax Model File, Long and Caudill (1987) report that income
tax liabilities were lower on paid preparers' than on self-prepared
returns with the same income, filing status and other characteristics. 
The professional status of the preparers was not considered in their
analysis.

CPAs are expected to be more accurate than non-CPA tax preparers. 
There are several reasons to expect that this should be the case.  First,
CPAs are among the most highly trained and educated professional tax
preparers. While passing the CPA exam does not assure a high level
of expertise in tax practice, practicing CPAs are required to maintain
their license to practice through continuing education. In contrast, no
education or training requirements exist for  non-CPA tax preparers. 
The CPA certification process provides significant barriers to entry in
the form of educational and experience requirements and a rigorous
examination.

CPAs  are also expected  to be more pro-taxpayer than non-CPA
preparers. That is, it is expected that CPAs will err in a direction that
favors the taxpayer rather than the government more often than non-
CPAs.  Ayres et al. (1989) argue that the regulatory environment allows
CPAs to take and justify more aggressive positions than non-CPA
preparers.  Additionally, CPAs charge higher fees and have higher
costing of maintaining a practice than do non-CPA preparers.  To
justify the higher fees and offset their higher costs, CPAs need to seek
tax savings opportunities aggressively for their clients.  Our research
hypotheses are as follows:

H1A: CPAs are more accurate than non-CPA preparers.
H2A: CPAs are more pro-taxpayer than non-CPA preparers.

 The Study

Sample
In 1988, Money began an annual test which involved approximately 50
volunteer tax preparers nationwide.  The participants agreed to prepare
the return of a hypothetical family and to report the taxes due, the fee,
and the hours spent preparing the return.4  While the test participants
were not randomly selected an attempt was made to obtain a
representative sample of preparers. All participants were required to
have a minimum of five years of tax preparation experience. Over the
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six-year period 1988-1993 a total of 287 tax preparers participated in
Money's test. Only one preparer participated twice.  The participating
preparers included CPAs (178) and non-CPA tax preparers (109).5

Univariate Analysis
Table 1 presents the mean levels of hours spent, the fee, cost to the
taxpayer, and two measures of the error in the tax computation. 
Percent Difference is the difference between the tax computed and the
correct tax (as determined by Money) as a percentage of the correct
tax. Absolute Percent Difference is the absolute percentage error.6

Table 1
Means by Professional Status 1988-1993.

Professional Status  CPA Non-CPA t-statistic
n=178  n=109

Variable
Hours 18.96 13.58 4.76**

Fee ($) 1388.13 781.78 7.74**

Cost ($) 2780.89 3515.00 -0.75
Percent difference 7.48 14.66 -1.52*

Absolute percent difference 19.12 22.49 -0.80
Percent difference  = (Computed - Correct) tax owed / Correct tax owed
Absolute percent difference = Abs(Computed - Correct) / Correct tax owed
**significant at < .0001 for a two-tailed t-test for differences in means
 *significant at < .065 for 1-tailed t-test for differences in means

Table 1 also presents t-tests for the significance of differences between
means for CPA and non-CPA preparers for each variable of interest. 
CPAs were significantly more accurate than the non-CPA preparers
using the percentage difference error measure Perdiff.  The absolute
percentage error between groups was not significant.  Hours and Fees
were significantly different with the CPAs being the high group. 
However, if we consider the actual cost to the taxpayer as the
difference between the computed tax owed and the actual tax owed
plus the after-tax fee to the taxpayer (since preparer fees are
deductible when itemizing deductions),then a total cost (Cost) to the
taxpayer can be computed.7  The non-CPAs cost more, on average,
though the cost difference between the two groups was not statistically
significant.  Though CPAs took more hours and charged more fees to
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compute the taxes, the overall cost to the taxpayer was still higher
when using a non-CPA.

The mean values provided in Table 1 show that while CPAs tended to
err on the side of the government, their average signed errors were
smaller than those of the non-CPA preparers.  The mean percentage
error (Perdiff) was 7.5 percent for CPAs compared to 14.7 percent for
non-CPA preparers.  Compared with non-CPA preparers, the CPAs
were more pro-taxpayer.  H1A  that posited  CPAs would be more
accurate than non-CPAs was not supported using absolute errors.  A
comparison of absolute error percentages for CPAs did not differ from
non-CPAs. The univariate test results provide modest support for H2A. 
The signed percentage error was 7.48% for CPAs compared to 14.66%
for non-CPAs (significant at α < .065).8  In an additional analysis of the
variances between the two groups, an F-test showed that the variances
were significantly different (F = 2.18, p < 0.0001) with the non-CPAs
having a higher standard deviation (0.437) than the CPAs (0.296). 
This suggests that there is more risk involved in using a non-CPA
preparer since the computed taxes had greater variation.

Regression Analysis
A regression analysis was run to determine if the type of preparer and
time spent was significant in explaining the computation error
differences between preparer types after controlling for differences
across years.  Formally, the regression model tested can be written as
follows:
Percentdiffi =α0+ α1YR88 + α2YR89 + α3YR90 + α4YR91 + α5YR92

+ β1Type + β2Feei + εi (1)
where
Percentdiffi = (computed tax - correct tax) / correct tax owed for
each preparer
YR88 to YR92 = year effects indicator variables that equal one when 

observations are from the year indicated and zero
otherwise
Type = indicator variable for type of preparer
CPA = 1, non-CPA = 0
Feei = the after-tax fee charged by the preparer (Fee * .72 

assuming a 28 percent tax rate).
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The year indicator variables were included to allow for differences in
tests and their difficulty across years. The hours reported to compute
the tax were not included because they are highly correlated with the
fees (Pearson correlation coefficient = 0.766, p = 0.0001).  A negative
coefficient on Type supports Hypothesis H2A.9

Table 2 presents the regression results along with the F-values and the
significance levels.  The coefficient  for Type was negative and
significant at the .05 level for a one-tailed t-test suggesting that after
controlling for year effects, CPA preparers had significantly lower
(favoring the taxpayer) errors than did non-CPA preparers.  The
significance of the year variables indicates that accuracy differed
across years.  This finding is not surprising given that each year a
unique case was provided.  The coefficient  on the after-tax fee was not
significant, indicating that the fee charged did not significantly influence
preparers' accuracy.

Table 2
Regression Results: Percentage Computation Error by Tax Preparer
1988-1993 (n = 287)

Regression Results: Percent Computation Error as a Function of Type
of Tax Preparer, Year, and Fee, 1988-1993 (n = 287).
Variable Coefficient Std Error Significance
Year 1988 -.24 .07 <.01
Year 1989 -.29 .07 <.01
Year 1990 -.06 .07 .38
Year 1991 .09 .07 .19
Year 1992 -.22 .07 <.01
Prepared by CPA (0=no, 1=yes) -.07 .04 .05
After tax fee charged .00 .00 .84

Significance levels based on two-tailed t-tests, except for "Prepared by
CPA", 
which is based on a one-tailed t-test.

Types of Errors
There were a variety of errors and assumptions that led to differences
between preparers in the tax computation.  Although Money does not
provide a detailed analysis of all errors, they do discuss the factors
leading to differences between Money's answer and answers provided
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by respondents.  The major sources of errors were (1) lack of familiarity
with new provisions of the tax code, (2) lack of knowledge of "fine
points" of the tax code and (3) math errors.  The above sources of
errors led to both under and over estimates of the taxes owed
depending on the nature of the error.  In addition, there were
differences reported between Money's answer and those of
respondents due to differences in the degree of conservatism or
aggressiveness in interpreting the tax code. 

The high error rate is not surprising given the complexity of the tax
code and regulations. Despite lip service given  by Congress and the
Internal Revenue Service to simplifying the tax code, tax preparation
has become increasingly complex [Fessler(1993), Long (1993]). The
increased complexity provides ample room for errors and alternate
interpretations of facts.  The cases used in the Money test were more
complex than the average return. However, participants noted that they
had dealt with the situations posed in the cases. The cases were
prepared by active tax practitioners and addressed situations which tax
practitioners would see in an ordinary tax season.

Discussion and Limitations
This analysis suggests that the CPAs are the more cost-efficient
choice. The CPAs overall had a lower percentage error,  smaller
variance and tended to err more in the taxpayers direction than non-
CPAs. This suggests that CPAs are a better choice as  tax preparers
for a risk averse taxpayer who seeks to reduce the cost of compliance.

These findings are limited in that they deal only with individual, not
corporate, returns.  For individual returns the source of income is often
straightforward, while the nature of deductions is less clear. The cases
developed by Money dealt exclusively with a family with a fairly
complex return and with income between $100,000 and $130,000.  It is
possible that as returns become more complex (estates, small
businesses and corporations) the tax savings incurred by using a CPA
may exceed the additional fees.  Additionally, CPAs usually offer
sophisticated year-round tax-planning services that save more for the
taxpayer.  On the other hand, relatively simple forms are likely to result
in the same tax liability across preparer type. This may help explain the
finding that overall errors favored the government.

Another limitation of the study is that the data set is an archival data set
created by Money.  The sample of participants is not random.  In
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 1. Slemrod and Sorum (1984) estimated the magnitude
of the aggregate compliance cost to the entire
country of filing federal and state individual
income tax returns.  They concluded that in 1982
between $3.0 and $3.4 billion was spent on
professional tax assistance.

2. From Tables 3 and 20 in Internal Revenue Service Statistics of Income (1991-
1992).

3. According to the staff writer of the most recent Money tax test article, an
attempt is made to enlist volunteer preparers from a wide range of states.  In
some states, the aid of state societies is enlisted to recruit volunteers.  The

particular, while Money did obtain a widely diverse group of preparers,
there were few participants from the major (Big-6) accounting firms.
The Big-6 firms participated in 1988 and 1989 but after that declined to
participate.10  While we were unable to discern any particular bias
related to the use of this sample, the possibility exists that these
findings might not generalize to the broader population of preparers.

   Summary and Conclusions

There is little research to date that examines differences across types
of preparers in the level of accuracy in tax return preparation.  In this
paper, data from Money 's analyses of hypothetical tax returns
prepared by 287 preparers over a six-year period were analyzed.  The
results from this unique data set indicate that CPAs are significantly
more accurate than non-CPA preparers.  In addition, for taxpayers
seeking to reduce the cost of compliance, the results suggest that
CPAs are the more cost efficient and less risky preparer group.  There
are also implications for practicing accountants and students planning
to enter the professions since the results suggest that there are some
value-added dimensions to seeking a CPA certification. Overall, the
errors of CPAs tended to favor taxpayers more than did those of non-
CPAs. Future research is needed to cast more light on the reasons for
this and the extent to which it applies across different types of
taxpayers and different situations. 

Endnotes
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goal of the test participants is to be as accurate as possible with the outcomes
reflecting on the professional preparer.  Consequently, there is no reason to
believe any systematic over- or under-reporting biases exist in the data set.

4. In 1988 Money asked only for the fee and the taxes due.  Reporting of hours
spent began in 1989.

5. No attempt was made to differentiate among the firm types of the CPAs.
Chow, Shields, and Whittenburg (1989) found no difference in regional and
local CPA firm practitioners in their judgments regarding substantial authority
sources to alternative tax treatments as a function of experience, position, or
firm type.  Sanders and Wyndelts (1989) found no difference in the
judgements of local and national CPAs.

6. To the extent that the test is ambiguous it is possible
to question using Money's normative answer as the
"correct"  answer.  However, other error measures
are also arguable.  In addition, since the focus on
this paper is on differences between CPA and non CPA
preparers both groups are subject to the same
benchmark.

7. The after-tax fee is computed Fee *0.72 based on an
assumed marginal tax rate of 28 percent.

8. A reviewer noted that there is a difference between
saying that CPAs are "pro-taxpayer"  and measuring
whether CPAs tend to make smaller errors which
cost the taxpayers money.  This may be correct in
that it is difficult to measure directly whether CPAs
are more pro-taxpayer than other preparers
(although Ayres et al. provide evidence that this is
the case when faced with ambiguous situations).
This study uses signed percentage errors as an
operational measure of "pro-taxpayer"  behavior.
From the taxpayers'  viewpoint, smaller errors are
consistent with "pro-taxpayer" behavior.

9. A regression was also run using Aperdiff as the
dependent variable.  As expected given that there was
no mean difference between CPAs and non-CPAs on
this variable, the results were not significant.
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10. Most Big-6 firms indicated that they were too busy
to participate, but one noted that they had little to
gain by doing well and a lot to lose if they did
poorly.  Also, while Big-6 firms do individual tax
preparation, their rates tend to be sufficiently high
that they primarily do returns of high income
clients and business returns.
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