
Riddled Returns

How Errors and Fraud by Paid Tax Preparers Put Consumers at
Risk and What States Can Do
Each year, tens of millions of consumers rely upon paid tax preparers to help them file accurate and
compliant tax returns, yet the majority of these preparers are not subject to any minimum standards.
This National Consumer Law Center report documents how a lack of regulation has allowed
incompetence and fraud by tax preparers to flourish and urges states to require paid preparers to
demonstrate basic competency and skills as well as to provide upfront fee disclosures.
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Executive Summary
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Number of Taxpayers Using Paid Tax Preparers by State

Press Release

This report builds on NCLC’s advocacy and public policy work on consumer protections related to
tax-time financial products to promote family financial well-being. Learn more about NCLC’s work in
this area.

https://www.nclc.org/issues/riddled-returns.html
https://www.nclc.org/images/pdf/pr-reports/report-riddled-returns.pdf
https://www.nclc.org/images/pdf/pr-reports/riddled-returns-es.pdf
https://www.nclc.org/images/pdf/high_cost_small_loans/model-individual-tax-preparer-reg-act.pdf
https://www.nclc.org/images/pdf/pr-reports/riddled-returns-states.pdf
https://www.nclc.org/images/pdf/pr-reports/pr-riddled-returns.pdf
https://www.nclc.org/issues/refund-anticipation-loans.html


Overview

Tens of millions of United States residents, including over 60% of lower-income Earned Income Tax
Credit (EITC) recipients, use paid tax preparers. Yet 46 states have more regulatory requirements
for hairdressers than tax preparers. Indeed, certified public accountants, enrolled agents
credentialed by the IRS, and unpaid volunteers at the Volunteer Income Assistance sites are the only
tax preparers subject to testing and regulatory oversight.

The Internal Revenue Service attempted to develop a system to regulate tax preparers to ensure
basic competence levels. A 2013 court decision ruled that the regulations exceeded the agency’s
authority. Therefore, states must take the lead to prevent incompetence and fraud by paid tax
preparers.

Key Findings

Incompetence and fraud by paid tax preparers point to a widespread and endemic problem
across the industry. Mystery shopper testing done by the government agencies, consumer
groups, and advocacy organizations over the last several years have found that a significant
percentage of paid tax preparers’ tested resulted in errors, fraud, and other abuses.
Lack of transparency in fees is highly problematic. High and inflated tax preparation fees of up
to $500 for simple returns were documented by mystery shoppers. Tax preparation is one of
the few consumer services for which consumers cannot comparison shop because they can’t
obtain a price prior to services being delivered.

Key Recommendations

To ensure that consumers, as well as state and federal treasuries are protected, state legislatures
should require paid tax preparers to:

Obtain a registration unless they fit into one of exceptions for the limited number of tax
preparers already regulated, such as certified public accountants, enrolled agents, and
lawyers.
Pass a basic competency exam.
Have 60 hours of initial education and 15 hours per year of continuing education.
Provide a standardized disclosure of their fees.

Related Links

NCLC Materials

NCLC has worked for over a decade on the issue of tax-time financial products, particularly
refund anticipation loans (RALs). NCLC’s annual RAL reports and other materials are available
at www.nclc.org/issues/refund-anticipation-loans.html
To assist states in developing a system to regulate tax preparers, NCLC has developed the
Model Individual Tax Preparer Regulation Act, based on the laws of three states that do
regulate tax preparers (Maryland, Oregon and California), as well as the IRS regulations.
Mystery Shopper Reports from 2008, 2010, and 2011

Other Materials

Improving Tax Preparation with a Model Fee Disclosure Box by David Rothstein (June 2013)
First Nations Development Institute Mystery Shopper Reports from 2011 and 2012

https://www.nclc.org/issues/refund-anticipation-loans.html
https://www.nclc.org/images/pdf/high_cost_small_loans/model-individual-tax-preparer-reg-act.pdf
https://www.nclc.org/images/pdf/high_cost_small_loans/ral/shopper_report.pdf
https://www.nclc.org/images/pdf/high_cost_small_loans/ral/mystery_ral_report.pdf
https://www.nclc.org/images/pdf/pr-reports/report-mystery-ral-shopper-2011.pdf
http://www.policymattersohio.org/wp-content/uploads/2013/06/FeeDisclosure_Jun2013.pdf
http://www.nmlegis.gov/lcs/handouts/IAC%20092412%20FNDI%20Taxtime%20Mystery%20Shopper.pdf
http://www.nmlegis.gov/lcs/handouts/IAC%20092412%20FNDI%20Taxtime%20V3.pdf


 


