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TAX PRACTITIONER’S ROLE IN TAX COMPLIANCE: A REVIEW AND SYNTHESIS

1.

Introduction

There is a vast amount of literature relating to the various factors that affect tax compliance. One of the factors singled out as having an impact on tax compliance is the use of tax practitioners by taxpayers. Jackson and Milliron (1987) in their review of tax compliance research in the US had pointed out that practitioners are the principal link to the tax system of a majority of taxpayers. Despite their recognition as an important “gatekeeper” to the tax system, earlier compliance studies have failed to consider their impact on the compliance decisions (Hite and McGill, 1992). It was only till about the 1980s that researchers started to theoretically and empirically examine the role practitioners play in taxpayers’ compliance. This paper highlights the key empirical findings in the tax practitioner literature. 

2.
Studies from taxpayer’s perspectives

2.1
Determinants/Reasons for using tax practitioners

The literature has indicated that there are a number of reasons why taxpayers engage a tax practitioner. Although a number of prior studies conducted in North America were archival studies, they provide some interesting findings of the characteristics and factors associated with the demand for tax practitioner’s services. For instance, expenditure on professional assistance was found to be positively associated with older, unmarried, self-employed and less educated taxpayers (Slemrod & Sorum, 2001; Dubin, Graetz, Udell & Wilde, 1992; Collins, Milliron & Toy, 1990; Long & Caudill, 1987). In other studies, the complexity of the tax laws, sources of income, audit anxiety, time cost, ambiguous income, tax rates and self-employment were some of the common factors found to be positively associated with tax practitioner usage by taxpayers (Christian, Gupta and Lin, 1993, Dubin et al., 1992; Long & Caudill, 1987). However, using audited Taxpayer Compliance Measurement Program (TCMP) data, Erard (1990) did not find income and marginal tax rate to be associated with practitioner usage. Similar to prior findings, the survey conducted by Hite, Stock & Cloyd (1992) on small business organisation found that their motivations to seek the assistance of tax practitioners were to: have their tax return prepared correctly, avoid serious penalties, reduce chances of being audited, and pay the least tax required. These studies therefore indicate that there are several factors that may influence taxpayers to seek the assistance of a tax practitioner.

Other survey studies show that taxpayers tend to regard some reasons more important that others. For instance, an early study conducted in the US (by Yankelovich, Shelly and  White Inc., 1984 quoted in Jackson and Milliron, 1987) found that the accuracy of the return, and not saving money, is the most important reason taxpayers use practitioners. Collins, Milliron and Toy (1990) also found that a huge majority of the taxpayers they surveyed indicated that they used practitioners to help them to file an accurate return whereas only 25% of the respondents indicated that minimising tax was their primary goal. In addition, their studies did not find audit anxiety and effort minimization to be associated with practitioner use. 

2.2
Preference for type of advice 

Prior findings which indicate that taxpayers are concerned with filing an accurate return tend to suggest that a majority of taxpayers who seek the assistance of a tax practitioner prefers conservative advice. The study conducted by Hite and McGill (1992) to specifically examine the type of advice taxpayers preferred found that taxpayers tend to agree with the conservative advice from a practitioner but disagree with aggressive advice. Their results confirm the tendency of clients to prefer to be on the ‘safe’ side. Their results also show that practitioner’s services will be terminated if the clients disagreed with the advice particularly when aggressive advice is provided. Based on Hite and McGill’s study, Tan (1999) conducted a study on business taxpayers in New Zealand and had basically similar findings to theirs. The only difference was that the client’s intention to retain or dismiss their practitioners was not influenced by the type of advice given.
 This finding signals their dependence or reliance on their practitioners for tax advice.  

Another study conducted by Hite, Stock and Cloyd (1992) shows that a huge majority of small business owners are risk averse as they would claim a deduction only if they are 70% certain that it will be allowed. At that time, both the requirements of the legal profession, the American Bar Association (ABA) and the accounting profession, the Institute of Certified Public Accountants (AICPA) only requires 33% as an acceptable realistic possibility. The implications of these findings are that the expectations of the practitioners (who are affiliated to these professional bodies) are incongruent with the expectations of the taxpayers. 

2.3
Choice of practitioners

How do taxpayers choose their practitioner? A more intriguing question is do taxpayers set out to select the type of practitioner that will meet their expectations? Coyne and Smith (1987, quoted in Tomasic and Pentony, 1991, p. 243) found that clients of volume tax services expect their practitioner to help them file a safe return, so that there is little risk of tax authority’s conflict. They view that these clients may even resist taking recommended deduction because of their fear of increased audit risk. However, clients who use small to medium size accounting firms are less likely to seek security from a tax audit but they are still generally risk averse. These clients, according to them, are more likely to need expert advice because of the complexity of their return. However, their primary interest appears to be in filing an accurate return rather than in lowering their tax bill aggressively. Conversely, a primary reason for clients seeking a large accounting firm is to reduce their tax bill. This motivation extent to the point of evaluating the choice of practitioners based on the potential tax savings. Individuals who are interested in taking an aggressive stance within the tax system are therefore more likely to seek those practitioners who have demonstrated a willingness to decide ambiguous issues in their favour and have the ability to defend those positions if challenged (Marshall, Armstrong and Smith, 1998). 

Sakurai & Braithwaite (2003) also suggest that taxpayers choose a tax practitioner who reflects their attitudes toward compliance and that an aggressive tax planning agent is by far the least popular preference among ordinary taxpayers. In her study on business taxpayers, Tan (1999) however found that once they have selected a tax practitioner, they tend to somewhat passively follow the advice of that practitioner who is deemed to be the tax expert. Murphy (2001) who interviewed a small group of scheme investors in Australia also found that these taxpayers tend to place a lot of trust in their practitioners on the legitimacy of the schemes that were introduced to them. It also appears from their study that some taxpayers may instigate their practitioners to recommend ways to reduce their tax liabilities. However, it is not clear as to whether they would prefer low risk minimisation strategies or are still willing to accept high risk minimisation strategies if they are made aware of the risks. 

A follow up survey of tax scheme investors carried out by Murphy and Byng (2001) shows that most investors indicated that they were approached by a tax expert to invest in tax schemes. Only a minority indicated that they themselves sought the advice of a professional to put the idea into practice. Consequently, the authors conclude that mass-marketed effective schemes were primarily supply driven and therefore practitioners were more likely to be the instigators of aggressive tax reporting. However, it is not clear as to whether these investors were pursuing their practitioners to look at ways to minimise their tax and has therefore indirectly acted as an instigator for practitioners to come up with advice. Murphy and Byng’s study also found that about 44% of investors did not blame their professionals for the amended tax returns – implying that they could be aware of the risks involved and were willing to take the risks. Those who placed at least some blame on their practitioners may be due to the fact that they may not have realised the risk that was involved or that the practitioner failed to communicate clearly the risk involved to their clients. 

2.4
Evaluation of tax services

Another interesting aspect of taxpayers who use practitioners is their view of the services provided. Chang and Bird (1993) who examined the tax service quality of tax practitioners found that there was a significant gap between what the clients expect to save from tax by using an adviser and what they felt their adviser actually helped them to save. This gap could be viewed as client’s dissatisfaction with the practitioners’ services and perhaps imply that some practitioners are not well versed with or not staying abreast of current tax planning techniques. On the other hand, practitioners might not be willing to compromise their ethical standards to comply with the unrealistically aggressive expectations of some of their clients. 

It is not clear from this study whether clients prefer more aggressive reporting than what the practitioner has offered. Neither is it clear as to whether those who were dissatisfied with the service, in fact changed practitioners or would change practitioners in the future.

3.

Studies from tax practitioner’s perspectives

3.1
Effect on compliance

Numerous studies were focused on whether the use of a tax practitioner by a taxpayer would result in lower compliance. However the results obtained from these various studies appeared inconsistent.

Earlier studies (such as by Christian, Gupta, Weber and Willis, 1994; Smith and Kinsey, 1987) found that paid preparer returns have lower tax liabilities, higher dollar adjustments or exhibit greater non-compliance. These findings tend to indicate that taxpayer’s use of tax practitioners have a negative effect on tax compliance. They also imply that practitioners are not satisfying client’s demands for the filing of a correct return, which, as identified in prior studies, is their ulterior motive in seeking the services of practitioner. 

In contrast, other studies (such as by Hasseldine, Kaplan and Fuller, 1994) found no significant relationship between the use of a practitioner and tax non-compliance. According to Tomasic and Pentony (1991), the professional tax advisers who participated in their study indicated that their role was largely directed at achieving client compliance with existing laws rather than at exploiting the grey areas of tax law or devising artificial paper schemes. A more recent study conducted by Hite and Hasseldine (2003) found that paid preparer returns have fewer tax adjustments than self prepared returns. This finding carries the implication that practitioners play a positive role and that they are satisfying the expectations of clients whose primary objective in engaging a practitioner was to avoid being audited and to reduce the likelihood of any penalty/additional tax assessment. 

In New Zealand, the IRD also recognised the value of tax agents, as they have the ability to educate taxpayers and to improve compliance. The Inland Revenue’s Compliance Improvement Strategy shows that on average, taxpayers represented by an agent are more compliant at meeting their filing obligations than non represented taxpayers (IRD, 2001). 

3.2
Factors influencing  practitioner’s  conservativeness/aggressiveness

As indicated above, a number of studies have found aggressive
 positions to be common among tax practitioners (Ayres, Jackson & Hite, 1989; Kaplan, Reckers, West & Boyd, 1988). Several studies which examined practitioner’s willingness to advocate client positions in the grey area has in fact identified a number of factors that could potentially influence practitioner’s aggressiveness (Milliron, 1988; Cruz et al., 2000). As developed by Milliron (1988), the variables can be classified into three main categories: decision context features (e.g. legal ambiguity, practitioner penalties, probability of audit, probably amount of loss, size of opportunity for tax saving), client’s characteristics  (e.g. client importance, risk preferences, overpayment/underpayment of year end tax status of the client) and practitioner’s characteristics (e.g. experience of practitioner, practitioners attitudes toward risk, type of practitioners) (Carnes, Harwood & Sawyers, 1996; Schisler, 1995; LaRue and Reckers 1989; Kaplan et al., 1988). Each of these categories is discussed below.

3.2.1
Decision context features

Ambiguity of tax law – Milliron (1988) investigated the potential reasons for tax professionals’ aggressiveness and concluded that ambiguity of the item (apart from client aggressiveness and penalties) has an effect on the practitioner’s recommendations. Similarly, the study conducted by Kaplan et al. (1988) found that recent experience with IRS and the interaction of experience and audit probability influence aggressiveness for ambiguous settings but not for non ambiguous settings.

Klepper and Nagin (1989) produced further evidence that tax practitioners contribute to compliance by enforcing legally clear requirements. This finding should not be surprising as there is no reason for a responsible tax practitioner to be aggressive where the letter of the law is clear cut. To be aggressive in such situations will only place their client or themselves vulnerable to tax penalties. In a very much earlier study, Song and Yarbrough (1978) had clearly identified that legal factors do influence a tax practitioner’s actions or conduct. 

However, in ambiguous situations, practitioners can advise clients on how to take advantage of ambiguous features of the tax law. As suggested by Klepper & Nagin (1989), the exploitation can benefit the client in two ways. First, unlike unequivocal breaches of legal requirements, a reporting position grounded in legal ambiguity may prevail if challenged. Second, even if the taxpayer is found noncompliant in some respect, the penalty per dollar of non-compliance is likely to be less if the reporting position is based on a credible interpretation of the law (p 168). The threat of the above sanctions for noncompliance positions reported on their clients' returns creates an incentive for practitioners to assert positions which are not unequivocally breaches of the law and which do not artificially exploit legal ambiguity. Using an economic model to test the relationship, Klepper et al. (1991) confirmed the dual role played by practitioners, i.e. they can be an “enforcer” as well as an “exploiter”, depending on the ambiguity of the tax law.

Sanction threats - Economic theory has been used to explain an individual’s compliance/noncompliance behaviour. Optimal level of evasion, as viewed by economists, is a function of the potential economic benefits (e.g. amount of non reported income, the tax rate) and costs of action (e.g. probability of detection – audit and size of penalty). As a consequence, a number of studies were carried out to test the effects of these variables on tax practitioners’ decisions. However, just like studies conducted on taxpayers, the effects of sanction threats on tax practitioners have produced mixed results. The study carried out by Madeo, Schepanski and Ueckers’s (quoted in Duncan, LaRue & Reckers,1989) on tax practitioners’ reactions to experimentally manipulated income levels, tax rate progressivity, size of penalty and likelihood of detection suggest the probability of detection to exert the strongest influence.  Kaplan et al. (1988) also report that experimentally manipulated probability of audit (of 50%) registered a significant influence on the type of advice rendered by the tax practitioner. LaRue and Reckers (1989) however, found that the perceived likelihood of an IRS audit (of 10% and 25%) had no effect on CPAs’ willingness to encourage aggressive reporting for a real estate tax shelter. The main cause of the differences in both of these studies could be due to different stated probability of IRS audit used. Duncan et al. (1989) had similar findings as LaRue and Reckers’ but they further found that the perceived likelihood of success in the event of an audit affected practitioners’ aggressiveness. 

On the issue of penalties, some research has indicated that they may not be an effective deterrent. However, Milliron’s (1988) interviews of Big 8 tax managers and partners concluded that preparer penalties were one of the important or essential factors influencing tax return preparation. Jackson et al. (1989) found that while tax practitioners considered practitioners’ penalties very serious, they believed that penalties are for the most part ineffective in altering their behaviour.  Similarly, the study carried out by Milliron and Toy (1988) indicates that CPAs were overwhelmingly negative about practitioners’ penalties and their effectiveness. Cuccia (1994) concluded that increased penalties on paid practitioners (both CPAs and non-CPAs) had little effect on how aggressively they interpreted ambiguous issues. Interestingly, the findings of Reckers, Sanders and Wyndelts (1991) suggest that CPAs were more conservative only when the threat of penalties was made explicit. 

3.2.2
Client characteristics

A number of studies have shown that practitioners can be heavily influenced by the characteristics of their clients. Those studies which examined the influence of client characteristics focused mainly on client risk attitude, payment or withholding status and relative size of client or importance of client to the practitioner. The findings of these studies were also inconclusive. 

Client risk preference – Another important factor influencing tax practitioner’s decision is client risk preference (aggressive or conservative) (Milliron, 1988). From the tax practitioners’ perspective, clients are generally perceived by them to be overly aggressive or are instigators for aggressive advice. An early study conducted by Sandford and Dean (1972) in the UK, found that 42 out of the 60 accountants they interviewed, expressed that clients encouraged them to discover methods of tax minimisation or that clients were very much in favour of tax savings or both. Finn, Chonko and Hunt (1988) found from a survey of AICPA members that  the most often cited ethical problems confronting them was client proposals of tax alteration and/or tax fraud. An Australian study conducted by Leung and Cooper (1995) found that 47% their respondents who were member of the ASCPA encountered client proposal for tax evasion, while 50% had encountered client requests to manipulate financial statements. In examining the attitudes of tax practitioners in New Zealand, Tooley’s (1990) study shows that 71% of the practitioner indicates that their clients are aggressive as they appear to have the intention to understate income and overstate deduction. Similar to Tooley’s results, Attwell and Sawyer (2001) found that 52% of their respondents confirmed that they encountered client dishonesty. These studies however did not provide any insights as to what the practitioners response were to such demands.

A number of studies (Cloyd 1995; Cuccia, Hackenbrack & Nelson, 1995; Schisler 1994) have found client risks preference to have a significant effect on practitioners’ advice. LaRue and Reckers (1989), for instance, found that practitioners act in empathy with taxpayers by offering different advice to a risk seeking client and a risk averse client. Such actions are also affected by whether the probability of audit is high or low. 

Unlike some prior findings, the studies conducted by Duncan et al. (1989) and Pei, Reckers, and Wyndelts (1992) indicate that practitioners gave more conservative advice even to aggressive clients suggesting that they portray the role of an “enforcer” of tax laws. However, as both of these studies used highly litigated issues, there is a possibility that the practitioners may have acted as enforcers to limit negligence concerns, audit probabilities and possible taxpayer penalties.

The study carried out by Schisler (1994) is interesting as he found that practitioners are neither exploiter nor enforcers, but rather the degree of aggressiveness is client dependent. The client’s attitude to risk may also affect the practitioner’s willingness to recommend aggressive positions. Cloyd (1995) found that the likelihood that experienced tax professional would recommend an aggressive tax position was significantly greater when the client was described as aggressive rather than conservative. 

Payment/withholding status - Studies of clients’ payment or withholding status address the effects of being in a tax due versus a refund position on taxpayer aggressiveness. Saunders and Wyndelts (1989) found that payment status did not affect tax practitioners’ recommendations whereas Duncan et al. (1989) found that clients’ payment status only had a marginal effect on CPAs willingness to encourage aggressive reporting. LaRue and Reckers (1989) found no significant main effect for payment status on CPA aggressiveness although there was a significant interaction between experience, payment status and tax savings. Similarly, Schisler (1994, 1995) found no significant main effect for withholding status, although there was a significant interaction between withholding status and client risk attitude as discussed above (1994). 

Client importance – It is evident even from studies conducted in other disciplines (such as law and accounting) that client importance has a profound effect on those whom they engage to provide services for them. The incentive to retain an important client so as not to lose the income may therefore influence the practitioners’ judgement for grey area decisions. Earlier studies on lawyers and accountants indicate that those in smaller firms feel greater pressure from clients and competition to ignore ethical standards (Roth, Scholz & Witte, 1989). Practitioners may weigh the costs and benefits of reporting alternatives and may be willing to accept more risk i.e. make more aggressive reporting recommendations, when the expected economic benefits of continued client relations and fees are higher. Jackson and Milliron (1987) suggest that the practitioner has different degrees of influence over their clients’ decisions. Where the influence is strongest, i.e. with lower income client and clients with less tax sophistication, the practitioner is more likely to represent the government position. However, where the taxpayer is in a higher income bracket and is more sophisticated in tax and financial matters, the taxpayer is less likely to defer to the practitioner’s judgment.

Constructs of client importance used in studies include size of client firms based on turnover or fees received, existing or potential clients, and client tenure.  Kinsey (1999) concluded from her practitioner interviews that the most aggressive firms were associated with the highest income individual taxpayers. She also found that larger corporations were likely to be very aggressively represented because of their size and the dollars involved in each issue.  Reckers et al. (1991) found that client importance affected CPAs willingness to recommend aggressive positions. Tomasic and Pentony’s (1991) interview of tax practitioners indicate that they tend to view that large clients would expect them to be more aggressive than smaller clients. 

Client tenure can be seen as the threat of losing the client if practitioner does not agree with client’s preferred tax reporting position. Some studies have shown significant associations between client tenure and tax accounting decisions (Newberry et al., 1993; Milliron, 1988). Using existing clients as constructs for importance, Newberry, Reckers and Wyndelts (1993) found that practitioners provide more aggressive advice when dealing with existing clients than potential new clients. These results are consistent with findings of client importance described above. 
However, the aggressive stance taken by practitioners could be due to the context in which they are considered. Influential clients usually have much more convoluted transactions and therefore are more aggressive in their desire to minimise tax as far as possible. 

3.3.3
Practitioner’s characteristics

Demographics - Prior research has also investigated the effect of various CPA characteristics on advocacy judgment. The characteristics examined include demographic characteristic such as age, education and experience level.  However, previous studies have generally found weak or no effect for demographic characteristic on CPA aggressiveness (e.g. Duncan et al. 1989; Cuccia 1994; Schisler, 1994). However, Sanders and Wyndelts (1989) found that male professionals tend to be more aggressive than female professionals while Ayres et al (1989) and Cuccia (1994) found no such relationship. 

Attitudes - Cruz et al. (2000) argued that most of the extant literature had adopted a strong economic focus as a number of these researchers assumed that the practitioner’s judgment is primarily influenced by economic considerations. Although not ruling out the potential influence of economic factors, they suggest that ethical considerations, such as perceived morality; fairness, or cultural acceptability of their actions, and their attitudes toward tax preparation may also have an influence on practitioners’ judgment.

For instance, Carnes et al. (1996) found that the risk attitudes of CPA firm managers and partners significantly affected their estimated probability of reporting in favour of a client. LaRue and Reckers (1989) found that the greater the perceptions of inequity, the more aggressive were their recommendations. 
Although prior literature indicates that tax practitioners have encountered different ethical problems in discharging their responsibilities, it is not clear how they resolve such problems. As indicated in the section on influences of practitioners’ aggressiveness, very few studies addressed their ethical considerations. A study by Burns and Kiecker (1995) investigated CPAs attitudes toward unethical actions taken by tax practitioners and found that unethical behaviour was viewed more leniently if the behaviour had favourable consequences for the CPA’s firm. Using the multidimensional ethics scale (MES), Curz et al. (2000), sets out to investigate practitioner’s ethical judgment in the face of client pressure to adopt aggressive or questionable reporting positions. Their findings indicate that perceptions of the general morality or fairness of an action or the extent to which an action is consistent with an individual’s duties or contractual obligations are the primary determinants of ethical judgments and behavioural intentions. The cultural acceptability of an action and the extent to which the action benefits society as a whole also influenced judgments and intentions under certain circumstances, although to a lesser extent.

Yetmar (1995) suggest that practitioners may make wrong decisions (i.e. amoral or immoral) because they are not ethically sensitive. The psychology literature indicates that individuals differ in their ethical behavior because they may not realize that ethical issues are important in a problem situation or aware that there is an ethical issue involved, before a decision is made. Why practitioners may not see overly aggressive behaviour as unethical is also explained based on neutralization theory. Here, the concept of norm neutralization is based on the notion of a before-the-fact justification process (i.e. using neutralisation strategies such as denial of injury, of responsibility, of victim, of the condemners, of necessity) working to neutralize the potential guilt associated with violating internalized norm. Once neutralized, these feelings no longer present an inhibition to behaviour (Gurka 1992). The survey conducted by Gurka shows that neutralization strategies contribute to practitioners favouring the client in ambiguous situations. 

Experience/Education level - The advice given by tax practitioner may also be influenced by the experience of the practitioners themselves. Kaplan et al. (1988) found that, in the case of ambiguous tax matter, changes in aggressiveness was related to experience levels, and that probability of audit did not affect the more experienced tax practitioners. However Duncan et al. (1989) found this variable not significant in the study they conducted. Other studies (such as by Ayres et al, 1989; Cuccia, 1994) also found little or no relation between the number of years experience and aggressiveness.

Apart from experience, Carnes et al.(1996) hypothesise that education level may have an impact on practitioners’ aggressiveness. However, their results show that it only had an effect on high ambiguous situations.

Professional identity

As any one can practice as a tax practitioner (such as in US and in NZ), question arises as to whether there will be any differences in the advice provided by practitioners who are subject to different levels of government regulation. An earlier IRS sponsored study indicated that CPAs were more aggressive than lawyers and unlicensed practitioners (quoted in Cruz et al, 2000, p. 223). Ayres, Jackson and Hite (1989) also found that CPAs’ recommendations to clients were more aggressive. Economic theory of regulation (which asserts that regulation exists to benefit the regulated parties) contends that the judgement of tax practitioners who are CPAs will be more pro-taxpayers than those who are not regulated, in ambiguous situations. As Erard’s (1993) analysis shows, CPAs and lawyers have a more negative effect on taxpayer compliance than other types of practitioners. Contrary to these prior findings, Cuccia’s (1994) study indicates that CPAs were in fact less aggressive than non-CPA practitioners. A recent study by Hite and Hasseldine (2003) found that CPA prepared returns resulted in fewer audit adjustments than non CPA returns.

The New Zealand studies produce mixed results. Although Tooley (1990) found agents to be considerably more disapproving of avoidance measures than both the accountants and the lawyers, he did not find any difference in aggressiveness of the three groups. However, a later study conducted by Attwell and Sawyer (2001) indicates that tax agents appeared to be least disapproving of avoidance, when compared to the other two groups.

Size of the establishment – Smaller practitioner firms may feel greater pressure from clients and competition to ignore ethical standards (Coyne & Smith, 1987). Within the professional class of CPAs in the US, significant differences in reporting recommendations are found between CPAs employed by large v small firms for individual deductions, factor mileage (Helleloid, 1989), individual taxpayer income and deductions (Carnes et al. 1996, quoted in Roberts, 1997), individual itemized deductions, education, travel, income recognition, prize, and capital gains situations (Saunders & Wyndelts 1989). Ayres et al. (1989) reported no difference in professionals’ judgments across firm type. Cuccia s (1995) study further shows that there are attitudinal differences between CPAs employed by different sized firms. Carnes et al (1996) study further shows that those working for Big 6 firms were more aggressive for high ambiguity scenarios. However for low ambiguity scenarios, non Big 6 firms were more aggressive in comparison.

4. Studies from both taxpayers’ and practitioners’ perspectives

An overwhelming majority of the research related to the tax practitioner’s effect on tax compliance were drawn from either the taxpayers’ perspectives only or from the tax practitioners’ perspective only. Studies which elicit information from practitioners and their clients are sparse. Two studies which gathered information from both parties are discussed below.

Christensen’s (1992) study which relates to taxpayer’s evaluation of tax services drew their sample from both the taxpayers and tax practitioners. Their results show that client’s satisfaction with the service is more dependent on what they actually receive from a tax service in the form of advice or a completed tax return than the way in which the service is delivered. Taxpayers also indicate that they would like their practitioners to provide more tax planning assistance as well as more informative newsletters. These findings were well supported by the study conducted by Chang and Bird (1993) discussed in Section 2.4. Many further expressed their disappointment in that they do not believe their practitioners adequately understood their individual needs with regard to tax services. Overall, the clients appeared to have a higher service expectations than their practitioners perceived it to be. 

Schisler’s (1995) experimental study was also conducted on both taxpayers and tax practitioners. His results indicate that taxpayers, as compared to tax practitioners, have lower equity perception of the tax system, and are more aggressive on ambiguous tax issues. The implication of this result, which is in sharp contrast with other prior findings that taxpayers prefer conservative advice, is that taxpayers may influence or instigate practitioners to provide aggressive advice. However, Schisler acknowledged that the instrument used did not capture the dynamic relationship between the practitioners and their clients and therefore it is hard to know the influence one has over the other.

5.

Conclusion

Practitioners with their expertise in tax law, unequivocally, know how to exploit the tax law. They can exert an extraordinary influence on the tax compliance process and can act either as an enforcer or exploiter of the tax law. Although exploitation within the letter of the law is legitimate, the extent to which they are creatively complied with is of concern, particularly to the government.

However, as the literature indicates, practitioners may or may not recommend reporting positions that is more aggressive or conservative in accordance with the risk preferences of their clients. Other external factors which may affect their recommendations include penalties imposed by tax law, audit probabilities, and client characteristics. Apart from these factors, the tax practitioner's characteristics could also explain their aggressiveness. For instance, the type of advice provided may be influenced by their professional identity (lawyer, accountant, others), professional membership, the size of the firm, the importance of the clientele, the number of years of experience, and their attitudes towards the tax system. 

Prior findings also suggest that there may be a communication gap or miscommunication between the client and their tax practitioner. It is possible that practitioners might have misinterpreted their client’s demand for tax minimisation as wanting aggressive advice. Clients on the other hand, might have different risk preferences. Christensen’s (1992) finding alludes to the mismatch between the expectations of both parties. His results show that practitioners’ beliefs about what the client wanted often differed from what was actually wanted; clients had significantly higher expectations than practitioners realised on nearly every item covered in their survey. The extant literature also indicates that there appears to be a conflict between what type of advice clients prefer and their tendency to accept whatever advice their practitioner provide. This conflict poses the question of who influences who? Is it the practitioner who influences their client’s tax compliance behaviour or is it the other way round? 

To sum up, the literature on tax compliance indicates that tax practitioners play an important role in society as they assist their clients with their tax obligations. With many taxpayers who rely on their expertise, practitioners have the capacity to moderate their behaviour (Duncan et al 1989, Helleloid, 1989). However, the assortment of prior findings does not provide a clear understanding of the role of the tax practitioner. The traditional approaches to the study of their role have not managed to capture its dynamic nature, i.e. the interaction between the practitioner and the client. As mentioned by Hite and McGill (1992), the relationship between the taxpayer and practitioner may be more complicated than previously considered. Certainly there are many factors at work in the relationship between taxpayers and their practitioners and better models are needed of the taxpayer preparer relationship and its impact on compliance.
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� Hite and McGill (1992) sample consists of those who engaged (58%) and those who did not engaged (42%) a paid preparer. When analysis was made on only subjects that usually engaged a paid preparer themselves, their results also imply that taxpayers tend to be loyal of their preparer regardless of type of advice received themselves. 


� In this context, conservative can be defined as only taking deductions (or omitting income) that can be easily defended upon IRS audit. Conversely, aggressive can be defined as taking tax positions where the outcome upon audit is dubious (Schisler, 1995, p.76).







