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1. INTRODUCTION 

Prior literature, for example Evans and Sandford (1999) and Evans (2000), shows that 
capital gains tax regimes are complex in their detail and often associated with significant 
administrative and compliance costs, while not necessarily raising significant tax 
revenue. This is true for capital gains taxes in Australia and the UK, and likely true 
elsewhere, and may contribute to the reluctance of some countries to introduce a CGT 
(e.g., New Zealand) despite calls for its introduction (White, 2017).  

Although there are very few (or no) research studies of the costs of operating capital 
gains tax in the US, it seems a reasonable axiom that the Capital Gains and Losses rules 
contained in Title 26 US Code, Subchapter P are just as complex as in other countries. 
For instance, accounting students seeking to work in tax will need to grapple with 
distinctions between short and long-term gains, issues relating to sales of businesses, 
capital gains deferrals, like kind exchanges, etc., and keep up-to-date with the frequent 
changes made to the Code. 

A common response when individual taxpayers and small firms face high compliance 
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showcase how experimental work can help explain the behaviour of taxpayers and tax 
professionals. 

This article is structured as follows. Section 2 defines client advocacy and presents prior 
research on client advocacy in an accounting setting. Section 3 outlines the case 
developed by Cloyd and Spilker (1999) where practitioners were asked to judge a case, 
and consider whether a taxpayer should be a dealer (reporting ordinary taxable income) 
or an investor (reporting capital gains ï taxable at a lower rate) and outlines the 
contribution of five extensions/replications using this case. In section 4, the article 
discusses the contribution of such experimental research and how this method can 
contribute to wider policy issues including tax complexity, tax reform, and tax 
professionalsô judgements and decisions ï particularly those involving client advocacy. 

2. PRIOR LITERATURE ON CLIENT ADVOCACY 

Nickerson (1998, p. 175) states that óconfirmation bias, as the term is typically used in 
the psychological literature, connotes the seeking or interpreting of evidence in ways 
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Table 1 (cont): Exemplars of Prior Literature Investigating Client Advocacy in a Tax Setting 

Kadous and Magro (2001) 
Advocacy Scale:    Davis & Mason (1994)           
Audit / Tax:    Tax 
Students / Professionals:  Practitioners (mean 12 years exp.) 
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Table 1 (cont): Exemplars of Prior Literature Investigating Client Advocacy in a Tax Setting 

Bobek et al. (2010) (cont) 
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órealistic possibilityô of a successful defence on its merits. Barrick et al. (2004) find that 
when either a biased or an unbiased memorandum did not meet an accuracy objective, 
supervisors were more persuaded by memoranda that offered encouragement that their 
advocacy objective might be met than by those that did not. Their results also showed 
that supervisors tried to remedy confirmation bias by asking more rework from staff 
who prepared biased memos, than from staff who prepared unbiased memos. 

Kadous, Magro and Spilker (2008) used 63 tax professionals to examine whether high 
practice risk (i.e., exposure to monetary and non-monetary costs of making 
inappropriate recommendations) reduces client advocacy effects. They report that when 
professionals face a client with high (vs. low) practice risk, their participants performed 
a more balanced search, reducing the indirect impact of client preference on judgements. 
Specifically, participantsô assessment of the probability of a court finding Investor status 
was: (1) Dealer-status preferred ï 28% (low risk client) vs. 51% (high risk client); (2) 
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Finally, at a broad level, a client advocacy bias is one feature that policy-makers and tax 
administrations in general, may wish to take into account when considering the 
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APPENDIX: TAX REPORTING CASE BASED ON CLOYD AND SPILKER (1999) 




