Why You Should Never Let The Opinion Of Only One

Tax Professional Determine Your Tax Liability


Considering the Average American Works 4-5 Months Out of Every Year Just to Pay Their Taxes…the Last Thing You Want to Do is Pay More Than You Have to.

Paying your fair share of taxes is your responsibility, but overpaying is not. Unfortunately, a substantial number of taxpayers are unknowingly overpaying their taxes – some by as much as 25%. 

A report released in April 2003, by the Government’s General Accounting Office (GAO), revealed that most taxpayers believe they benefit by using a paid preparer, but millions, in fact, are poorly served. 
“Tax preparers run the gamut from extremely good, to incompetent, to absolutely fraudulent,” said Janet Spragens, a law professor at American University. The best way and really the only way to know for sure how competent your accountant really is (no matter how good you think they are), is to get a qualified second opinion on your taxes from a tax expert, who is a recognized leader in their field. 

“Blind Faith” in Your Tax Preparer Could Be Costing You Thousands of Dollars a Year in Overpaid Taxes.

For most taxpayers, obtaining a second opinion on their taxes has never even been a consideration. In fact, 77% of taxpayers assume that by using a paid preparer they are protected from overpaying their taxes. A recent study by the GAO has shown however, that taxpayers may not understand the tax laws well enough to be able to identify the errors made by paid tax preparers and therefore accurately evaluate their performance. 
For this reason, most taxpayers proceed with “blind faith” when having their taxes done by a professional – even if it is a trusted professional who’s been “doing their taxes for years.” It is very difficult, if not impossible, to know, based on past performance or a personal relationship, whether or not your tax preparer is doing the best possible job for you. Unfortunately, some professionals are not even aware that they are missing issues that could reduce or eliminate a tax liability.
“The IRS returned about $18 billion to small businesses over a two and a half year period due to mistaken assessments,” according to a General Accounting Office report. “18 billion is hardly chicken feed,” says Sen. Kit Bond (R-MO). “It’s real money related to errors that could be avoided in many cases.” (Entrepreneur Magazine, June 2002)

Money Magazine’s Tax Test Reveals an Average Discrepancy of Over 300% in What Tax Preparers State Is Due.

Money Magazine’s Tax Test

Since 1987, Money Magazine has conducted a total of eight “tax tests” for the purpose of testing the knowledge and ability of tax preparers across the country. The test involves sending a financial profile of a hypothetical family to an average of 50 seasoned tax professionals, who agree to use the data to complete the family’s tax return and then be judged by Money Magazine. The tax issues presented on the tests were fairly standard, and in the course of a filing season, the tax pros were bound to encounter most, if not all of them.

The tax professionals that agreed to take the test were a cross-section of national CPAs (first two year’s only), local CPAs, Enrolled Agents (a designation earned by tax professionals who have worked at the IRS for at least five years or who have passed a rigorous two-day IRS exam), chains such as H & R Block and General Business Services, and lastly, some untitled practitioners considered to be independent tax specialists.  

The Tax Tests Involved a Cross-Section of Highly Regarded Tax Professionals Who Had the Self-Confidence to Accept Money’s Challenge to Calculate the Model Return.

The table below tabulates the tax test results for each of the 8 years that the test was conducted:

Year of Tax Test
Range of Tax Preparers’ Stated Amount of Tax Due
% Difference in Stated Amount
Range of Tax Preparers’ Fees

1987
  $7202  -  $11,881
165%
$187  -  $2500

1988
$12,539  -  $35,813
286%
$250  -  $2200

1989
   $9806  -  $21,216
216%
$271  -  $4000  

1990
   $6807  -  $73,247
1076%
$375  -  $3160

1991
$16,219  -  $46,564
287%
$520  -  $4500

1992
$31,846  -  $74,450
234%
$375  -  $3600

1996
$36,322  -  $94,438
260%
$300  -  $4950

1997
$34,240  -  $68,912
201%
NA

Overall Tax Test Results: 

There is an average discrepancy of over 300% in what these tax preparers state is due.

Highlights From All Money Magazine Tax Tests – Including Their Exclusive 1993 Pop Quiz:

1987 
This was the first year the test was performed, and the first filing season under the Tax Reform Act of 1986. Money asked 50 tax preparers to figure one family’s taxes, and got 50 different answers. In cases where the law itself was unclear, the pros made up rules of their own that varied greatly. Of the 50 participants, 16 computed a tax that differed from the target tax by more than $500. 

Thirteen of the participants made math errors and mistakes that could be characterized as outright blunders. The preparers had an excuse however: the law was ridiculously complex and so new that the Internal Revenue Service had not yet published important regulations. (Money, March, 1988)

1988
Fifty preparers fared even worse on this year’s test than their counterparts did the previous year. And this time there were no excuses. Again there was one tax return with 50 different totals. Only one of the 50 participants (the author of the test) calculated the correct income tax, and only ten came within $500 of it. Eleven others made some significant errors, such as missing such basics as dependency exemptions, the penalty tax on early pension distributions and the wash-sale rule on stock, causing them to miss the mark by more than $5,000. (Money, March 1989)
1989
An ominous trend gets established. Every year the contestants have done worse. For the third year in a row, no two preparers came up with the same tax due. This year the test stumped all but two of the 50 participants, who came close enough to be considered error-free. Most of the others sank in a slough of goofs, with many erring on routine problems. With the range of answers given, the hypothetical family could have paid nearly twice as much as necessary. Also, as in the past, there was no logical connection between fees and performance. (Money, March 1990)

1990
As in past tests, there were nearly as many answers as test takers this year. This time only one of 49 preparers sent back a perfect return. Returns from the other 48 contestants listed a tax due ranging from only $6,807 to an astounding $73,247, the widest dollar spread in the test’s history! Granted, this year’s test was made more difficult than past exams because tax pros had 4 years since Congress’s major tax overhaul, to get their act together. However, some of the returns still contained numerous unbelievable blunders such as overlooking an itemized deduction or miscalculating the sales price of business property. (Money, March 1991)
1991
Every year since 1987 fewer pros have aced Money’s tax test - this year was no different. However, this time no one managed a pristine performance. The results were especially dismaying since, for the first time in the history of the test, Money required that contestants have at least five years of experience in preparing tax returns. As in past years, no two preparers came up with the same bottom line. As you would expect, the tests with extreme high or low results were plagued with goofs. It’s important to note, however, that such a score didn’t necessarily mean that a preparer made the most mistakes. For instance, only one major blunder accounted for most of the distortions on the return with the highest tax due. (Money, March 1992)
1992
Only 2 out of 41 preparers turned in returns free of significant errors, coming within $500 of the target tax. The other 39 contestants’ calculations of tax due ranged from $31,846 to $74,450, the second widest dollar spread in the test’s history. Only three of the 39 came within $1,000 of the target tax – and 14 of them missed by more than $5,000. More than half the preparers erred on basic issues (charitable deductions and dividends, for example) as well as complex problems (like retirement rollovers and lump sum distributions). While no one duplicated the model return in all respects, 14 of the returns hit the mark on most key matters. (Money, March 1993)

1993 (POP QUIZ)
This year Money Magazine did something a little different. Instead of the traditional tax test, they drew up a list of 10 questions about the new tax law passed by Congress in 1993, to test tax preparers’ knowledge of its key provisions. 50 tax preparers, plucked at random from the Yellow Pages of Atlanta, Minneapolis, Philadelphia, San Diego and Seattle, were asked to take the quiz. The tax preparers did quite well on the easier questions, but stumbled on questions that were supposedly no-brainers. Here are the results: 

· None of the 50 preparers aced all 10 questions, and only 34 got at least half right.

· Fewer than half could cite the income levels at which the new rates kick in.

· Only one could explain how the new law changes the taxation of some municipal bonds.

· Only 1 knew that the gain on a tax-exempt bond could be taxed as ordinary income.

· Only 18 could accurately define provisional income

· Just 6 knew the precise changes that were made to the AMT (Alternative Minimum Tax).

· Only 19 could say why the new law takes away many advantages of using a trust as a tax saving device.

The clear implication: If you are among the one in two filers who rely on a pro to prepare your return, make sure that he or she is up on the law’s fine points.  (Money, March 1994)

1996
Once again, the traditional tax test was given, and once again 45 different tax preparers came up with 45 different totals. Furthermore, not a single preparer calculated what was believed to be the correct federal income tax. In fact, fewer than one in four came within $1000 of that figure. Most of the returns were marred by outright errors. Mistakes ranged from seemingly simple matters such as overlooking taxable dividends or miscalculating the child-care credit, to complex ones like determining the taxable portion of stock options and inheritances. Consider – of the 45 contestants, 23 missed the mark by more than 10%, and of that misguided majority, three were off by 20% to 30%, while 14 blew it by more than 30%. (Money, March 1997)

1997
This year’s test shows that tax pros are confused about the new law – and the old rules too. For the seventh time in the history of the test, no two test takers came up with the same bottom line. Worse still, for the third time, no one turned in an error free return. What was especially surprising this time was how widespread – and costly some mistakes were. Of the 46 tax pros who took the test, 30 had the fictional family overpay, by $7,207, on average. (Money, March 1998)

“The Implication for You Is Obvious. Chances Are Your Return Is So Riddled With Errors – Even If It’s One of the 48% That Will Be Handled By a Professional – That You’re Paying As Much As 25% Too Much Income Tax.” (Money, March 1997)
Indeed over the history of the Money test, returns overstating the tax due came in 25% too high on average. A majority of the mistakes causing the amount of tax due to be overstated, could be attributed to mathematical errors, blatant oversights, and just plain carelessness. It was especially hard for those who made the mistakes to explain them. Some oversights were so clear-cut that when the preparers were asked about their answers, they often expressed defenseless dismay. Among the responses uttered more than once: “I can’t add.” “Can I still change it?” and “We blew it.” Other responses included, “I trusted too much to memory,” and “Maybe I assumed some things I shouldn’t have. Maybe I should have clarified some points.” (Money, March 1989 and March 1990)

Professional tax preparers, even the most expensive ones, are not immune from making careless mathematical mistakes. (Money, March 1988) Although using software helps reduce the number of mathematical errors, it still does not guarantee a perfect return. A human being still has to analyze many issues before entering anything into the program. (Money, March 1990)

The professional tax preparers however, are not entirely to blame. A good portion of the mistakes in the nation’s tax returns rests with America’s incredibly dense, ever-changing tax law. Says Rep. Bill Archer (R-TX), chairman of the tax-writing Ways and Means Committee: “Mistakes are inevitable so long as we keep our ridiculously complicated tax code.”  (Money, March 1997)

Overall Conclusions from Money Magazine’s Tax Tests:

· Fees, it turns out, are no clue to accuracy. There was no correlation between the size of preparers’ fees and how well they scored. The CPAs who by and large serve wealthy individuals and corporate clients, charged fees that far exceeded those of the other preparers. However, these contestants from some of the Big Six national accounting firms, who participated in the first two years of the tax tests*, were generally beaten for accuracy and affordability by the competition. (Money, March 1988, March 1989, March 1997)
*After the second annual tax test, all of the Big Six accounting firms declined Money’s invitation every year, to participate in the test. In fact, a spokesman for Arthur Andersen stated that his firm had a lot to lose by performing poorly and little to gain by doing well. 

· Congress can cut taxes all it wants, but if your tax preparer doesn’t know all the rules – and Money’s tax test shows that most don’t – you might actually end up paying more. (Money, March 1998)
· The unavoidable conclusion: Many preparers aren’t keeping up with the tax law, or they lack adequate review processes in their practices. (Money, March 1992)

· CPA, Steven W. Caldwell, a partner with Blum Shapiro in Farmington, Conn., who designed 1989’s test with a colleague, felt that so many did poorly because taxes are just one part of their practice and tax law has become too complex to keep up with on a part-time basis. (Money, March 1990)

· The “right” amount of tax depends as much on a tax professional’s judgement call as on the tax law itself. The pros had varying interpretations of murky areas of tax law. “Some tax rules are so convoluted that key decisions come down to toss ups and testosterone,” says David M. Walther, a tax attorney at the certified public accounting firm Mueller Prost Purk & Willbrand in St. Louis. (Money, March 1997)
You might be tempted to forget the professional and go it alone, but if your return is complicated, however, you might well decide to keep on using your tax preparer. However, you can help protect yourself from overpaying by choosing your preparer wisely. 

There are 4 Critical Characteristics You Should DEMAND from a “Tax Expert”:

1. Competence and Credibility
It is very important that you research the credentials of the person you have preparing your taxes. Look for credentials such as enrolled agent or CPA, which will give you some assurance that the preparer has had adequate education and meets ethical standards. Also, make sure that the tax preparer you choose can and will take the time to research any issues they may not be familiar with. They need to be able to call an expert, or have access to technical resources that can help answer any questions they may have. 

In addition, use a reputable tax preparer that signs your tax return and provides you with a copy for your records. Also, consider whether the individual or firm will be around to answer questions about the preparation of your tax return, months, even years, after the return has been filed. 

2. Technical Expertise and Experience
While most tax preparers know a little about tax laws, many know almost nothing about technical issues. They need to have the technical knowledge to even know where to look, and the experience to know what to look for. 

CPAs, accountants, and bookkeepers, without a tax specialty, may not have the time, experience, education, insight or technical skill to deal with the technical analysis and identification of issues necessary to effectively prevent avoidable tax overpayments.

It is important that the tax expert you choose not only has a number of years of experience tackling technical issues, but also a good technical knowledge base to draw from.
3. Thorough Knowledge of the Laws
In this industry, it is what you don’t know that costs you money! There are literally volumes and volumes of laws that can potentially affect the amount of taxes you end up paying - and those laws change constantly. What most taxpayers don’t realize is that even small changes can affect your taxes in a big way. Money Magazine’s tax test has shown that unfortunately, very few tax preparers actually take the time to learn the hundreds of new tax laws released every year. 

This is a total disservice to the taxpayer because the result is a representative who is unable to identify a tax issue, tax law, or fact that could support and justify a reduced tax liability. For this reason, the tax expert you choose should have thorough knowledge of current laws and stay continually educated on all new and updated tax laws and guidelines. 
4. Attention to Details
Most CPAs prepare tax returns for approximately three months out of the year and spend the balance of the time preparing books, records and financial statements. This makes it very difficult to keep up with the ever-changing tax law, especially on a part-time basis. Between February 1st and April 15th, the average tax preparer completes about 480 returns. With this overwhelming workload it is nearly impossible for an accountant to take the time during tax season, to thoroughly evaluate your tax situation and find all the latest tax laws and guidelines that can be applied, to help reduce your tax liability.  
Find a tax expert that not only keeps up with current tax laws and changes, but also is not under the same time crunch and pressure. This way they can take the time to closely scrutinize your tax situation and aggressively look for every deduction that can be applied.

One of the best ways, however, to ensure that your tax preparer is doing the best possible job for you, is to get a qualified second opinion from a ‘tax expert” who specializes in reviewing taxes and looking for areas where you may be overpaying.

 “The March of Tax Changes in Recent Years Has Made It Easier to Err, and the New Tax Law Will Only Aggravate the Problem.” (US News and World Report)

Taxes may be one of the things you can be sure of in life, but the same can’t be said of tax laws. They change constantly. The recent tax law changes include the most sweeping changes in 15 years. The new legislation makes 441 tax law changes spread through 189 sections of the Internal Revenue Code. 

“In June 2001, for instance, President Bush signed into law the Economic Growth and Tax Relief Reconciliation Act of 2001. The Act significantly alters the tax treatment of several major financial issues, including income, retirement savings, educational savings and estate planning. It’s a complex law that amounts to over $1 trillion in tax cuts, but most of those cuts are being phased in (and in some cases phased out) over a 10 year period, and the entire act itself will end in 2010. Between now and then, however, Congress may pass other measures that either extend provisions in the Act or eradicate them once the law sunsets.” (money.cnn.com/Personal Finance, Oct. 2002)

Now, It’s More Important Than Ever To Get A Second Opinion On Your Taxes to Ensure You Are Not Cheating Yourself and Giving Uncle Sam a Windfall.

A second opinion will not only give you the peace of mind that your tax preparer is doing the best possible job they can for you, but more importantly will ensure that you are not paying one penny more than your fair share. 

The IRS has $4.8 billion dollars of taxpayers’ overpaid taxes, sitting in a trust fund in the U.S. Treasury – but it is not necessarily gone for good. Taxpayers can file amended returns up to three years later, and any money refunded is paid back with interest. (ABC News, April 12, 2002)
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