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The German Solution to the Incompetent
Tax Preparer Problem

Marion C. Argo, CPA
Tacoma, Washington

The author describes the German system
of licensing tax return preparers.

In West Germany tax return preparers
must be licensed — so why not in the
United States? This may be just the solu-
tion to the American problem of incompe-
tent or even fraudulent tax return prepa-
rers.

In the United States income tax returns
are prepared for a fee not only by attor-
neys, certified public accountants, and
licensed public accountants (the latter
being a vanishing group since no new
licenses are being issued), but also by
persons who are not required to prove
their competence in the field of taxation to
a state examining body. It is true that
nationwide firms of income tax preparers
instruct their employees during a short
training period; however, the standards
of expertise to be achieved are those of the
particular firm, rather than those of the
state licensing office. And, of course,
there are the individual preparers who
hang up their shingles — some for the
duration of the tax season only — and are
not examined or supervised by anyone.

It is astonishing that a person must pass
a rather rigid state test before he or she
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can style, cut, or otherwise treat another
person’s hair, while no equivalent test is
required of those who prepare another
person’s income tax return. The most un-
fortunate aspect of this situation is that
many taxpayers are ignorant of the fact
that the signature of a preparer on a tax
return is not necessarily indicative of the
preparer’s ability to compile an accept-
able return. Unless taxpayers engage a
CPA, an LPA, or an attorney, they cannot
count on assistance or representation in
case of an IRS audit. Most taxpayers don’t
know this until it is too late.

A report filed by the House Govern-
ment Operations Committee states that
investigations by the IRS and the Federal
Trade Commission have uncovered
“widespread incompetence, dishonesty
or unethical conduct in the tax prepara-
tion business, which last year prepared
almost half of all individual returns.”
While noting that the IRS is moving to
prosecute those commercial tax preparers
who have engaged in fraudulent prac-
tices, the committee said that there are no
restrictions on entering this rapidly grow-
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ing field. The report recommends that the
IRS monitor preparers more closely, that
the Federal Trade Commission increase
its investigation of fraudulent advertising
in the industry, and that the IRS upgrade
the quality of its taxpayer service
representatives.! These measures, if car-
ried out, may result in improvement of
the situation but seem unlikely to bring
forth an adequate solution.

The adoption of a licensing system
similar to West Germany’s would insure
the fee-paying public of a minimum level
of competence achieved by all tax prepar-
ers. At the same time it would enable
those tax preparers who do not have the
inclination to become CPAs to strive for a
worthwhile goal which they may be ca-
pable of reaching.

The German Licensing System

There are three types of tax preparers or
consultants in West Germany:

1. the authorized preparer of indi-
vidual tax returns (Steuerbevollmaech-
tigte),



2. the tax advisor-preparer of and ad-
visor on all types of tax returns (Steuer-
berater), and

3. the business auditor, equivalent to a
CPA, preparer of tax returns and audited
statements (Wirtschaftspruefer).

The authorized preparer of individual
tax returns is allowed to do so for a fee. In
order to be so licensed, one is required to
pass a state board examination after fulfil-
ling the following educational and ex-
perience requirements:

A. Completion of six years of high
school. (The German education system of -
fers to those who want to pursue careers
of higher education four years of elemen-
tary school and nine years of high school
after which entrance to a university is
permissible. For those who are not plan-
ning a college education but want a
semi-professional or white collar career,
six years of high school with special train-
ing following the formal schooling is
acceptable.)

B. Subsequent completion of a three-
year apprenticeship in a tax advisor’s or
business auditor’s office or completion of
four semesters in a recognized accounting
school (similar to a U.S. vocational school
or possibly a junior college).

C. Completion of four years of full-time
employment in the area of taxation.

After the above requirements have
been met, the candidate is examined by a
state examining body on the subjects of
tax law, basic accounting, commercial
law, and labor law. In addition to achiev-
ing a passing grade on this examination,
the candidate must also prove no previ-
ous conviction for a crime, prove to be of
moral fiber, and prove that his or her fi-
nances are in order. After all these condi-
tions are met, the candidate will be per-
mitted to practice as an authorized pre-
parer of individual income tax returns.

The tax advisor is allowed to prepare all
types of tax returns and to prepare finan-
cial statements for clients. This person is,
however, not qualified to prepare cer-
tified audit reports of publicly-owned
corporations. The requirements for a tax
advisor are as follows:

A. A bachelor’s degree in business ad-
ministration or law from an accredited in-
stitution of higher learning, and

B. three years of full-time experience in
the area of taxation, at the conclusion of
which a state examination must be suc-
cessfully completed.

The test for qualification as a tax ad-
visor covers the following areas: tax law
(income as well as property, value-added,
inheritance, and other taxes), business
administration and economics, account-
ing, business law, and labor law. The per-

sonal requirements of good character and
sound financial condition are the same as
those for the authorized tax preparer.

The business auditor has the highest
qualifications in the profession. The au-
ditor performs essentially the same tasks
as the American CPA. He or she is re-
quired to pass a comprehensive state ex-
amination after meeting the following
educational and experience require-
ments:

A. A bachelor’s degree in business ad-
ministration or law from an accredited in-
stitution of higher learning, and

B. six years of experience in business
concerns, of which at least four years have
been spent in the field of auditing.

The state examination of the aspiring
business auditor is similar to that of the
tax advisor in nature; however, a higher
level of knowledge must be demonstrated
in all areas under examination. Auditing
of private enterprises, municipalities,
and cooperatives is an additional subject
of the examination. The candidate must
also present to the examining board two
audit reports which he or she has pre-
pared independently. The clients’ ap-
provals to use the reports for this purpose
are required. The personal requirements
of good character and sound financial
condition are the same as those for the
authorized tax preparer and the tax ad-
Visor.

Conclusion

While a licensing system, such as the one
employed in West Germany, would no
doubt answer the American need for the
protection of the public, it seems cumber-
some in its application. The experience
requirement, particularly, does appear to
be unduly long. However, a committee of
experts in the field of American taxation
should be able to study the German sys-
tem and systems existing in other coun-
tries and adapt them to fit the American
tax structure and thus to protect the
American taxpayer from an incompetent
tax preparer.

Footnote

'Regulation of Income Tax Return Preparers,
Hearings before the Subcommittee on Legal
and Monetary Affairs of the Committee on
Government Operations; House of Represen-
tatives, Ninety-Second Congress — Second
Session, H.R. 7590.

CLASSIFIED NEWS

UNIVERSITY OF MASSACHUSETTS

TEACHING AND GRADUATE
STUDY OPPORTUNITIES

The University of Massachusetts at Amherst is
seeking new faculty members and graduate stu-
dents in accounting.

Faculty positions are in the areas of auditing and
taxation on the advanced and graduate levels.

Faculty appointments are normally made at the
Assistant Professor level and require a Ph.D. in
hand or in progress; CPA desirable but not neces-
sary. Appointments for visiting and adjunct profes-
sors are also made.

Salaries and fringe benefits are competitive with
similar institutions on the East coast.

Graduate students must have a bachelor’s de-
gree and are admitted to the MBA, MS in Account-
ing or Ph.D. program. Financial assistance is avail-
able for doctoral students. Teaching appointments
at the instructor level for better than average com-
pensation can be made.

Ambherst is a delightful New England town with a
large student population. It offers an active and
varied cultural life and is within easy driving distance
of Boston and New York City.

Massachusetts offers the usual set of degree
programs: B.S.B.A, M.S. with concentrations in var-
ious functional areas, M.B.A. and the Ph.D. Re-
search support is available through the Center for
Business and Economic Research. The School also
coordinates the ABLE program, a federally funded
consortium of six universities, providing educational
opportunities to minorities at the masters level in
business.

Interested persons should contact:
Professor Anthony T. Krzystofik,
Chairman
Department of Accounting
School of Business Administration
University of Massachusetts
Ambherst, Mass. 01002
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