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The purpose of this study is to determine the effect 

tax complexity has on taxpayers' understanding of the tax 

law. The individual income tax system in the United States 

is based on self assessment by the taxpayer. A self 

assessing system requires a high level of voluntary 

compliance by the participants. Taxpayers who file returns 

on time and file correctly are considered to be in 

compliance with the tax law. A taxpayer who cannot 

understand the rules for tax reporting logically does not 

have the ability to comply with the law. 

A tax system predicated on the presumption that the 

average taxpayer can understand and comply with the tax 

rules must not become so complex that the taxpayer is forced 

into either seeking external help or not fully complying. * 

The question arises, does complexity affect the ability of 

taxpayers to understand, and thus comply with, the tax 

system? 

An experiment was conducted to determine the effect of 

various levels of reading and content complexity in the tax 

system on a subject's performance. Subjects who were not 



professional tax preparers were randomly assigned to one of 

two groups. The first group read and rated the reading 

complexity of tax instructions for two content areas from 

popular self-help booklets and then used the instructions to 

complete tax forms for a hypothetical taxpayer. The second 

group completed the tax forms without using tax 

instructions. The percentage of correct responses on the 

tax forms provided a measure of taxpayer performance, a 

surrogate for understanding. 

Analysis of the data, using hierarchical multiple 

regression, revealed that reading complexity and content 

complexity have separate significant effects on subject 

performance for tax problems. Performance decreased when 

content complexity increased and subjects were given tax 

instructions from a source rated for low readability. 

Performance increased when reading complexity was high and 

subjects were performing exercises with high content 

complexity. 
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CHAPTER 1 

INTRODUCTION 

The individual income tax system in the United States 

is based on self assessment by the taxpayer. Individuals 

are required to calculate their own tax liabilities and 

report the results to the federal government through the 

Internal Revenue Service (IRS). A taxpayer who files a 

correct return on time is considered to be in compliance 

with the law. Since the late 1970'sf however, there has 

been a measurable decline in compliance [Williams, 1983]. 

Statistics from the IRS Taxpayer Compliance Measurement 

Program (TCMP) reveal a greater than 50% error rate on Form 

1040 returns filed in the last ten years [Long and Swingen, 

1987]. 

Researchers have considered numerous factors as causes 

of taxpayer noncompliance. Jackson and Milliron [1986] 

created a taxonomy of the tax compliance literature 

identifying key tax compliance variables. One of those 

variables is complexity. 

Many critics [Surrey, 1969; Eustice, 1977; Berger, 

1981] of the income tax system argue that complexity is a 

major cause of inadvertent noncompliance by taxpayers. 

Kelly [1983] contends taxpayers who may intend to comply are 

hampered by their inability to understand the rules and many 

1 



2 

are forced to seek professional help. Hotaling and Arnold 

[1981] found that the public's recall of tax law was 

"woefully inadequate." They stated "the government cannot 

expect high voluntary compliance with a system which is 

beyond the understanding of ordinary citizens [p. 11]." 

Statement of the Problem 

In the last ten years, researchers have begun to 

consider the problem of complexity in the tax system and its 

possible link to taxpayer compliance. A general realization 

that the tax law is overly complex has led to a nationwide 

call for tax reform and simplification. 

Most people would agree the tax law is not simple. 

Because the economy of the United States is diverse, a 

certain level of complexity in the tax law is necessary. 

The concept of vertical equity dictates different tax 

treatment for taxpayers in different economic situations. 

Tax theorists often do not agree on how vertical equity 

should be attained, but most agree that the United States 

tax system should have a degree of vertical equity. Surrey 

[1969] notes the desire for equity or fairness results in 

extreme tax rule detail. Congress attempts to cover every 

possible economic situation with a rule and the result is 

complexity. 

To comply with the law, a taxpayer must file a correct 

return on time. If the level of complexity in the law 

increases to the point where a taxpayer no longer 



understands the law and thus does not have the ability to 

personally comply, the law may be overly complex. Eustice 

[1977, p. 28] stated "when we reach that level where most 

taxpayers with relatively uncomplicated economic 

circumstance are unable to function without professional 

help, something is badly wrong." Understanding is thus a 

necessary, though not sufficient, condition for compliance. 

Noncompliance may arise due to the frustration 

taxpayers experience when dealing with a complex rule. Lang 

[1988] posits that frustrated taxpayers may simply stop 

trying to comply, if the law has become so complex that a 

taxpayer has no hope of understanding it, that taxpayer may 

become noncompliant. 

A tax system predicated on the presumption that the 

average taxpayer can understand and comply with the law must 

not become so complex that the taxpayer is forced into 

either seeking professional aid or not fully complying. Two 

questions arise, does complexity affect the ability of 

taxpayers to understand, and thus comply with, the law? If 

so, what is the nature of this complexity? 

Purpose of the Study 

Rather than trying to determine taxpayers' intent or 

willingness to comply, this study assumes intent and 

concentrates on the impact of complexity on taxpayers1 

a b i l i t Y comply. The purpose of this study is to 

determine the effect complexity in the tax law has on 



4 

taxpayers' understanding of the tax law. A taxpayer who 

does not understand the law, and/or the instructions, 

logically does not have the ability to personally comply. 

The study is concerned with non-professional taxpayers 

and their ability to understand the tax law. A non-

professional taxpayer is usually ignorant of the tax code 

itself, relying instead on IRS instructions, self-help books 

or paid preparers. 

Definitions 

Investigation of the relationship between complexity 

and understanding can begin only after the concepts have 

been defined and means of measurement specified. 

Complexity 

The general definition of complexity used in this study 

is derived from one given by Roberts [1979, p. 34]: 

To a tax adviser, complexity means (1) a 
reasonably certain conclusion, in some instances, 
cannot be determined despite diligent and expert 
research; or (2) a reasonably certain conclusion 
can be determined only after an expenditure that 
is excessive in time and dollars. 

Revising this definition to conform to non-professional 

taxpayers rather than tax experts - the law is complex when 

a taxpayer cannot reach a reasonably certain conclusion 

after reading the IRS instructions or other instruction 

booklets and must resort to professional help. 

This complexity will be measured using the two facets 

of complexity, reading and content, identified by Koch and 
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Karlinsky [1984]. Reading complexity is the difficulty 

arising from presentation style and will be measured using 

an elicitation of readers' perceptions of complexity. 

Content complexity, the inherent difficulty of the subject 

matter, also will be based on a perceptual measurement. 

Understanding 

Understanding is defined as comprehension and assessed 

by measuring performance. Performance will be measured by 

testing a subject's ability to correctly complete a tax 

problem. 

Method 

An experiment was conducted to determine the effect of 

various levels of reading and content complexity on a 

subject's performance. Subjects, taxpayers who are not paid 

preparers, were randomly assigned to one of two groups. The 

first group read and then rated the reading complexity of 

different sets of tax instructions from popular self-help 

booklets and completed tax forms for a hypothetical 

taxpayer. The second group just completed tax forms. The 

percentage of correct responses from group 2 provided a 

measure of performance. 

Analysis 

Data collected from the experiment was analyzed using 

multiple regression/correlation technigues. The dependent 

variable, performance, was regressed against the independent 

variables of main interest, reading and content complexity 
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and their interaction, and sets of demographic variables and 

possible covariates. Hierarchical analysis allows the 

variables to be entered into the regression based on a 

theorized causal hierarchy. This type of analysis provides 

a means of determining the amount of variance in performance 

explained by the variables of interest independently of any 

confounding variables [Cohen and Cohen, 1983]. 

Organization of the Paper 

Chapter 2 provides a review of the literature relevant 

to complexity in the tax law and the measurement of 

understanding. A detailed explanation of the methodology 

used and the hypotheses tested is presented in Chapter 3. 

Chapter 4 reports the results of analysis of the data 

collected. A discussion of the implications of the study's 

results and recommendations for future research is contained 

in Chapter 5. 
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CHAPTER 2 

REVIEW OF THE LITERATURE 

This chapter contains a review of the literature 

pertinent to the problem and is divided into two major 

sections. The first section traces the development of 

research in the tax area focusing on complexity. The second 

section includes a review of literature related to the 

measurement of understanding or comprehension. 

Complexity Research 

In contrast to the large amount of tax compliance 

literature, few studies deal specifically with tax 

complexity. Only in the last ten years have researchers 

considered the problem of tax complexity and its possible 

link to tax compliance. These complexity studies have used 

different definitions and have taken various approaches to 

the measurement of complexity. 

Clotfelter. Witte and Woodbury 

Two studies concerned with tax evasion used an 

objective measure of tax complexity as an independent 

variable of interest. Clotfelter [1983] examined factors 

that might affect understatement of tax. He counted the 

forms used in returns and rated the use of four or more 

forms a complex return. His results found this complexity 
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measure significant for only non-business returns, witte 

and Woodbury [1985] measured tax complexity by counting the 

number of schedules required to file an average return. The 

count was used as a measure of "opportunities for non-

compliance. 11 The study dealt with the tax system and 

administration rather than the tax law and results indicated 

complexity was associated with greater under-reporting by 

individuals but not by businesses. 

Neither of these studies was directly interested in 

complexity, thus neither justified their measure for 

complexity. Both failed to consider that tax forms and 

schedules may not be of equal complexity. Nor did they 

consider that a single schedule may vary in complexity 

across taxpayers depending on the taxpayers1 economic 

situation. 

Karlinskv 

One of the first studies to focus on the issue of tax 

complexity also used an objective measure. Karlinsky [1981] 

concentrated on the complexity of capital gain and loss 

provisions in the tax law. Complexity was assessed by 

counting the total number of paragraphs in the Internal 

Revenue Code (Code) and Regulations (Regs) and the number of 

paragraphs that dealt with capital gains and losses. A 

complexity ratio was computed by dividing the capital gain 

and loss paragraph count by the total count. This measure 

assumed the paragraphs did not differ in complexity. This 
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measure is not highly reliable because the base of the ratio 

will change whenever the law changes, making the ratio 

unstable over time. 

Reckers and Staqliano 

Reckers and Stagliano [1980] contrasted the readability 

of state tax instruction booklets and federal individual 

income tax instruction booklets. They used the Gunning Fog 

Index, an objective measure of reading grade level, and the 

Flesch Readability Index, an objective measure based on 

sentence structure and vocabulary level, to obtain two 

tieasures for each booklet. Results showed that most state 

•ooklets are written at a higher index level than the 

federal booklets. 

The validity of the Gunning Fog and Flesch Readability 

indices for use on tax law was tested in a study by Koch and 

Karlinsky [1984], 

Koch and Karlinskv 

Koch and Karlinsky [1984] recognized that complexity 

could be divided into two major factors - reading complexity 

and content complexity. Content complexity refers to the 

inherent difficulty of the subject matter. Reading 

complexity refers to the difficulty experienced due to the 

presentation style of the subject matter. Koch and 

Karlinsky looked at reading complexity, holding content 

constant. Their study examined the effect of tax law 

reading complexity on students' performance. 
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Section 179 of the Code was chosen and evaluated for 

reading complexity. Commentary on Section 179 law, taken 

from Research Institute of America's Complete Analysis of 

the 1981 Economic Recovery Act, was also evaluated. 

Student subjects were randomly assigned to four groups. 

The task was to read a selection, either Code or commentary, 

and answer comprehensive questions on the reading. Students 

were also required to complete a Reading Complexity 

Elicitation (RCE) questionnaire designed by the authors to 

measure the students' perception of the reading's 

complexity. 

The RCE results rated the Code significantly more 

difficult than the commentary. Results from the Gunning 

Fog and Flesch Readability Indices indicated little 

difference between the Code and the commentary. Therefore, 

students' perceptions of readability did not match the 

readability levels found using the objective indices. 

Koch and Karlinsky hypothesized no difference in 

correct responses, length of time at the task or RCE ratings 

between the Code and commentary. However, students who read 

the commentary had significantly higher correct responses 

and took significantly less time at the task. Koch and 

Karlinsky concluded that the RCE was a better measure of 

reading complexity of tax material. 
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Raabe, Stevens and Stevens 

Raabe, Stevens and Stevens [1984] also looked at 

reading complexity. Their purpose was to assess the 

comprehensibility of tax texts. A cloze method measurement 

process was used to test for readability. 

The cloze method determines how well a subject can read 

a passage, based on the human tendency to complete familiar 

patterns. The technique deletes every fifth word from 

randomly select passages, for a total of at least fifty 

deletions. Cloze scores are the number of words correctly 

replaced by a subject in a test passage. A correctness 

percentage of 57 represents a 90% comprehension rate for 

students. Raabe, Stevens and Stevens used a cutoff rate of 

75% comprehension, or 44% correct, because they presumed the 

lower rate would better reflect the higher degree of 

difficulty in reading the selected texts. 

Six taxation texts were evaluated. Three passages were 

randomly chosen from each and retyped with blanks for every 

fifth word. Passages were also chosen from the Code and 

Regs. Subjects were advanced accounting students at both 

the graduate and undergraduate level who had no prior tax 

classes. Each subject read one passage. Replacements were 

scored and texts classified as readable if a 44% correctness 

or greater was achieved. Three of the six texts and the 

Regs, were above 44%. Raabe, Stevens and Stevens concluded 

that students with the innate ability to comprehend tax law 
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might be discouraged from pursuing tax studies by the 

reading complexity of the materials. 

Although the cloze method was originally devised as a 

readability measurement, Williams [1970] notes that it has 

had many diverse applications. Among those applications are 

measurements of information recall and content redundancy. 

Since a cloze score is not a clear measure of readability, 

it will not be used in this research. 

Milliron 

Milliron [1985a] looked at the meaning of tax 

complexity and its influence on taxpayer reporting 

positions. A two phase study was conducted. In the first 

phase, operational definitions of tax complexity were 

obtained using multidimensional scaling (MDS). Thirty 

subjects were used, randomly drawn from people waiting to 

serve jury duty. Subjects were asked to judge the 

similarity of pairs of tax scenarios in terms of their tax 

complexity. MDS results produced four dimensions of 

complexity: the nature of the topic, the quantitativeness 

of the presentation, the vulnerability of the law to misuse, 

and the readability of the passage. 

The four dimensions of tax complexity were used in 

phase two to test whether complexity influenced tax 

reporting positions of the subjects. The four dimensions 

were incorporated into sixteen tax cases so that each case 

had either high or low complexity. Eighty-six subjects, 
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selected by the same process used in phase one, participated 

by reading one version, either high or low, of each case and 

then determining an amount of tax or income to be reported. 

Three decisions were made for each reading: what they would 

report, what they would advise another to report and what 

should be reported. Because of the three dependent 

variables, MANOVA was used to analyze the data. Results 

indicated that tax complexity significantly influenced the 

selection of reporting positions in all cases. 

Milliron [1985b] investigated the relation between tax 

complexity and equity. This study was an extension of 

1985a, described above, and concentrated on the third 

dimension of tax complexity - the vulnerability of the law 

to misuse. Descriptors of this dimension were the law's 

fairness, its ability to catch cheaters, its openness to 

abuse and the law's benefit to the subject. Results of 

Milliron's analysis suggested that "complexity may be viewed 

as diminishing equity if taxpayers perceive the law as 

unfair, personally nonbeneficial, or subject to abuse or 

cheating [p. 29]." Subjects seemed to believe that 

simplifying the tax law was consistent with improving equity 

and complexity was associated with inequity. 

Much of the interaction among variables was not 

explained in Milliron's studies. The model accounted for 

less than 20% of the variation in subjects' ratings. The 

dimensions Milliron extracted are not easy to differentiate. 
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For example, the vulnerability of the law to misuse can be 

an equity, compliance or complexity measure. 

Karlinsky and Koch 

Karlinsky and Koch [1987] evaluated the effect of tax 

law complexity on the task performance of accounting 

professionals. Reading complexity was measured using a 

revised form of the RCE they developed in 1984. Content 

complexity was not directly measured. 

A 2 X 2 factorial design was formed with Code versus 

commentary readings representing levels of reading 

complexity and IRC Sections 179 and 318 representing low and 

high levels of content complexity, respectively. 

Professional accountants completed a pretest of tax 

questions concerning the law in a specific Code Section and 

questions concerning their perception of the difficulty of 

the law and confidence in their answers. After reading 

either a Code or commentary selection, they again answered 

the questions posed in the pretest as well as the RCE and a 

demographic section. 

Karlinsky and Koch hypothesized that as complexity 

increased, the performance of the professionals would 

decrease. They concluded that the use of bureaucratic, 

legal language does not facilitate understanding. They also 

found both average and individual RCE scores correlated 

significantly with the number of correct responses given by 

subjects to questions regarding the law. 
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No attempt was made to measure the difference in 

content complexity between the two Code sections chosen for 

comparison. The study would be stronger if content 

complexity were measured and thus controlled. 

Long and Swincren 

Long and Swingen [1987a] focused on the content 

complexity of the tax law. Their purpose was to provide a 

definition and measure of complexity. They perceived a 

problem with the lack of a formal definition or empirical 

measurement of complexity in previous tax complexity 

literature. 

A complexity measurement was devised based on the 

expert judgment of tax professionals. A three part 

questionnaire designed to elicit complexity ratings was 

completed by 84 professional tax preparers. Subjects ranked 

line items of Form 1040 from simple to complex and rank 

ordered six potential factors of complexity. Results 

indicated that professionals rank and rate items and factors 

the same. 

Long and Swingen's perceptual measure of complexity 

measures content complexity directly, not indirectly, and 

provides a high level of detailed information. Results are 

limited to the items found on middle income ($25,000 -

$50,000) individual tax returns. 

A working paper by Long and Swingen [1987b] used data 

from the Taxpayer Compliance Measurement Program (TCMP) to 
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determine the impact of complexity on taxpayer errors. Line 

item complexity measurements were taken from Long and 

Swingen [1987a]. The authors considered whether more 

complex line items have significantly higher likelihood or 

size of errors. Two error rates were determined for 34 line 

items. Likelihood of error was computed for each line item 

as the ratio of the number of returns corrected as the 

result of an audit to the total number of returns audited. 

The ratio of the amount of dollar adjustments required per 

line item to the total dollars required to be reported was 

used to measure size of errors. Results indicated a higher 

likelihood and size of error for line items rated more 

complex. 

Use of TCMP data limited the study to aggregate data. 

Thus, Long and Swingen [1987b] were unable to examine 

individual error rates, nor were they able to control for 

possible confounding variables such as self-interest or 

expertise. 

Swingen. Long and Robercre 

Swingen, Long and Roberge [1987] expanded the Long and 

Swingen [1987a] study. The subjects again were professional 

tax preparers, but the questionnaire was expanded to include 

several taxpayer income levels. A total of 238 

professionals judged line item complexity based on three 

income scenarios: $15,000, $25,000 - $50,000, and $100,000. 

Line item complexity scores were determined as the average 
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of the ratings received. Results were consistent with Long 

and Swingen [1987a]. 

Watanabe; Watanabe. Bean and Stolen 

In her dissertation [Watanabe, 1985], later published 

with Bean and Stolen [Watanabe, Bean and Stolen, 1987], 

Watanabe devised an Error/Time Complexity Index (E/TCI) to 

measure the difficulty taxpayers experience in complying 

with the law. The purpose of the study was to compare the 

complexity levels experienced by taxpayers under the then 

current capital gains law with levels under a proposed 

alternative indexing method. 

Complexity was defined as the "degree to which a 

subject is difficult to understand, or perplexing [Watanabe, 

Bean and Stolen, 1987, p. 156]." Taxpayers' actions were 

used as surrogates for complexity experienced by the 

taxpayers. The actions measured were a combination of 

errors made and time required for completion. Time required 

was seen as a composite of complexity and taxpayer's 

familiarity with the situation. Error rate was a reflection 

of poor understanding of the law and simple error. Thus, 

complexity experienced was hypothesized to be a function of 

the way a taxpayer dealt with the laws, forms and 

instructions of a tax return. 

Faculty, staff and students at the University of 

Nebraska at Omaha were subjects for the study. They were 

given four sets of facts/transactions to use in making tax 
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decisions. The pertinent law was provided. Each subject 

completed the task for both the current law and the indexing 

alternative; thus, the two sets of results per person were 

matched pairs. 

The E/TCI was derived using the methodology of index 

numbers which measures a change in magnitude from one 

situation to another. The magnitude measure was complexity 

and the situations were the present method and the 

alternative method. Results indicated that the alternative 

indexing method was less complex than the current method in 

all but one transaction situation. 

Watanabe did not control for possible differences in 

the reading complexity between the current law and the 

alternative method proposed. Part of the complexity 

experienced by the subjects might be due to the differences 

between the presentation of each decision frame. 

The Error/Time Complexity Index seems to measure the 

performance of the subjects rather than the complexity of 

the two taxation methods. Error and time are defined as 

functions of the complexity levels experienced by the 

subjects; complexity is defined as a function of error and 

time. This tautology does not separate complexity from 

performance. 

Complexity Research Summary 

Current tax literature has related tax complexity to tax 

compliance, tax equity and tax education. In each study, 
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the first problem has been to construct a scale or other 

method for operationalizing tax complexity. 

Koch and Karlinsky [1984] note that two major factors 

contribute to tax complexity - reading complexity and 

content complexity. Content complexity refers to the 

intrinsic difficulty of the subject. Reading complexity 

alludes to the presentation of the content. Only three 

studies [Milliron, 1985a and 1985b, and Karlinsky and Koch, 

1987] consider both types of complexity, but none attempts 

to measure content complexity. Measuring only one type of 

complexity is a limitation found in prior research. This 

study measures both reading and content complexity. 

The majority of the studies that focus on content 

complexity measure complexity objectively. The objective 

measure developed by Watanabe [1985] evaluates taxpayers' 

experience with the law and not the complexity of the law 

itself. Only two studies [Long and Swingen, 1987a, and 

Swingen, Long and Roberge, 1987] use perceptual measures. 

Their survey measured tax professionals' perception of 

content complexity and devised a ranking of tax items. 

These rankings provide a usable measure of the content 

complexity of tax law and are used in this study. 

The studies that focus on reading complexity are 

equally split between perceptual and objective measures. 

However, Koch and Karlinsky [1984] use both objective and 

perceptual measures and find the perceptual measure to be 
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superior for tax readings. The Reading Complexity 

Elicitation (RCE) has been validated for use with students 

and professional accountants. Although it has not been used 

on non-professional taxpayers, there is no reason to doubt 

that it can be. Reading complexity is measured in this 

study by use of the RCE. 

Assessing Comprehension 

Comprehension is a specific form of understanding. 

Individuals comprehend when they know "what is being 

communicated and can make use of the material or idea being 

communicated without necessarily relating it to other 

material or seeing its fullest implications [Bloom, Madaus 

and Hastings, 1981, p. 332]." The problem in comprehension 

research is measurement. 

Simons 

Simons [1971] noted that determining the criteria 

necessary to measure comprehension is difficult because 

comprehension is a process, inaccessible to direct 

observation. Therefore, it must be studied by looking at 

the behaviors associated with it and inferring the process. 

Performance is the behavior generally measured. 

Johnston 

Johnston [1983] agreed that the problem in defining 

comprehension is separating the process from the product. 

"Comprehension is a mental activity, it is only available 

for indirect, second-hand scrutiny [p. 53]." The process of 
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comprehending leads to a change in knowledge. Thus, 

comprehension can be assessed by interpreting performance on 

a given task based on information provided. 

Johnston [1983] identified three factors which 

influence comprehension assessment. The text used in 

presentation is the first factor. Different samples from 

different texts may have different readability levels. When 

assessing comprehension, a study must vary the presentation 

style but hold content constant in order to test the 

influence of the text. 

The second factor is the background knowledge of the 

individual. The knowledge a subject brings to the task will 

influence performance. To deal with prior knowledge when 

measuring comprehension, a study must briefly measure the 

knowledge of material an individual brings to the test. 

Task design is the last factor specified by Johnston. 

Measurement of performance is the essence of comprehension 

assessment. If a subject cannot perform because the task is 

poorly specified or without purpose, no measurement is 

possible. A clear, explicit, and unambiguous task is 

essential. 

Farr and Carey 

Farr and Carey [1986] discussed problems with various 

measures of reading comprehension. Multiple choice tests 

given following a passage are often used to assess 

comprehension of material. These tests assume one correct 
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answer, thus they cannot capture the readers' creativity. 

The answers supplied in multiple choice format may also cue 

recall, confounding the finding of comprehension. Tests of 

pure recall assume no need of understanding, just of 

recollection. A good test of comprehension must require a 

subject to reason and interpret. 

Klare 

Klare [1984] also found comprehension hard to measure 

because it is a process that cannot be observed. However, 

he concluded performance was a valid representation of 

comprehension and could be modeled. 

Klare [1976] presented a detailed model, shown in 

Figure 1, of the relationship of comprehension, represented 

Figure 1 

MAJOR FACTORS INTERACTING WITH READABILITY MEASURES 

Test 
Situation 

c 
Reader 

Motivation 

V 

Reader 
Performance 

is a function of 1 

Readability 
Level of 
Material 

Reader 
Competence 

3 
Content of 
Material 

< — > indicates interaction 
Source: Klare [1984, p. 484] 
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by performance, and readability factors. Performance is a 

function of the interaction of five factors: the test 

situation, reader motivation, readability, content, and 

reader competence. 

The actual conditions of testing, the test situation, 

may compromise the study. Some influential components of 

the test situation are motivation and effectiveness. 

Motivating factors include the instructions given, threats 

or payments, and surroundings. High motivation can overcome 

poor readability, thus "readability is less important when 

motivation is high than when it is low [Klare, 1976, p. 

142]." Effectiveness factors are the time permitted for 

reading and allowing rereading or reference to the text. 

Effectiveness is increased when time and access to the text 

are unlimited. Increasing effectiveness decreases memory 

need. Eliminating the requirement for memory makes a study 

one of understanding and not learning. 

The factor reader motivation not only interacts with 

the test situation but also stands alone. Klare [1984] 

noted that when motivation, defined as self-interest, is 

high, subjects tend to compensate for low readability. 

Reader competence is also a factor that interacts with 

the test situation. Elements of competence are a reader's 

reading level, intellectual or maturity level, and knowledge 

of the material, if these elements are not controlled, it 

is difficult to measure the impact of the readability of the 
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material. Studies can control for the reader's knowledge 

through a pretest. The other elements can be assessed 

through the reader's education level and age. 

Material content interacts with the reader's prior 

knowledge and education level. Material unfamiliar to the 

subject decreases the problem of prior knowledge. If the 

background information or interest of the subject is high, 

readability is not an important factor in comprehension. 

Supplying several contents can provide some control for 

interest and background. 

Readability level of the material is the last major 

factor in performance measurement. The major problem faced 

in measuring the impact of readability on comprehension is 

controlling for the confounding presence of content. To 

isolate readability, content must be held constant, 

technical terms must be similar across presentations, and 

the length of passages must be comparable. The effect of a 

change in reading level on comprehension may be reduced if 

the texts present no new information or knowledge to the 

reader. 

Comprehension Summary 

Comprehension is a process that cannot be directly 

measured. However, the literature presents performance as 

an acceptable surrogate for comprehension or understanding. 

Klare [1984] and Johnston [1983] specify factors which 

influence performance. To determine the change in 
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comprehension prompted by a change in text styles, a 

research design must control for variations in the test 

design and situation, subject competence and motivation. 

Contsnt must be held constant while testing for the change 

in comprehension due to readability and readability must be 

held constant when testing for the change due to content. 

Conclusion 

Chapter 2 has reviewed the relevant literature on tax 

complexity and comprehension. The complexity of the tax 

system probably can be best measured with a combination of 

reading and content metrics. This study measures reading 

complexity of tax instructions using the Reading Complexity 

Elicitation. Content complexity of the law is determined 

using the rankings of tax line items found in Swingen, Long 

and Roberge [1987]. Understanding is operationalized as 

performance and investigated using factors from Johnston 

[1983] and Klare's [1984] model of performance. Chapter 3 

provides a detailed explanation of the methodology used in 

this study. 
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CHAPTER 3 

METHODOLOGY 

This chapter describes the methodology employed and the 

hypotheses tested in this study. The first two sections 

describe the experimental design and procedure used to 

obtain the data. The third section details the independent 

and dependent variables of interest to the study and their 

surrogate measurements. The same section includes 

descriptions of variables or other manipulations included to 

control for possible confounding effects. In the fourth 

part of this chapter, hypotheses are developed. A 

description of the analysis conducted appears in the fifth 

section. 

Research Design 

The purpose of this research is to determine the effect 

complexity has on taxpayers1 understanding of the tax law. 

A two part experiment was conducted to collect the data 

necessary for testing the research hypotheses developed in 

this chapter. 

A Posttest-Only Control Group Design [Campbell and 

Stanley, 1963], shown in Figure 2, was used to measure the 

effect of different types and levels of complexity on 

performance. This design was selected for the control it 

30 
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introduces over threats to internal validity due to Testing 

and to external validity due to Interaction of Testing and 

Treatment [Cook and Campbell, 1979]. 

Subjects were randomly assigned to one of two groups. 

Only one group was exposed to the experimental variable, X. 

All subjects completed the same measuring instrument, 0. 

Figure 2 

THE POSTTEST-ONLY CONTROL GROUP DESIGN 

X 0, 

°2 

Source: Campbell and Stanley [1963, p. 25] 

Random assignment was used to assure the initial congruence 

of the two groups. The results from the measuring 

instrument of the second group thus serve as the measurement 

of subjects' prior knowledge. This measurement is necessary 

to test for confounding by reader competence. 

Procedure 

Experiment 

Subjects were labor union representatives from Texas, 

Arkansas, Oklahoma, Louisiana, and New Mexico attending 

continuing education courses in Dallas and Houston. They 

were grouped into two sections (Figure 3). Subjects 
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performed the experimental task based on the Posttest-Only 

Control Group Design and were randomly assigned to either a 

test or control group. The test group (Group 1) corresponds 

to the top line of the experimental design shown in Figure 

2. The experimental variables were various reading 

presentation styles of tax instructions. The measuring 

instrument was IRS tax forms. The test group performed the 

experimental task for two different tax items, moving 

expenses and cash contributions. 

Figure 3 

SUBJECT DISTRIBUTION 

Subj ects R 

Group I 

Group II 

Posttest-Only Control 
Group Design 

Group 1 The test group was randomly appointed to one 

of three presentation sources1 as shown in Figure 4. For 

each subject, reading presentation style was held constant 

while content was varied. Two fact scenarios were created; 

one dealing with moving expenses and the other with cash 

1The selection process for the presentation styles is 
described in the section explaining the pilot study. 
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Figure 4 

EXPERIMENTAL TASK, GROUP 1 

R 

Presentation 
Source I 

Presentation 
Source II 

Read facts and 
Tax Instructions 

for Scenario 

Presentation 
Source III 

Complete RCE* 

-in-
complete Tax Form 

JikL 

Complete RCE* 

Repeat for Other Scenario 

RCE will be completed either before or after completion of 
the tax form. Position will vary to control for possible 
order effect. 

contributions.2 Subjects were required to complete tax 

forms pertaining to both situations. They were given facts 

about one situation and tax instructions pertinent to that 

2 The selection criteria for the two tax items is explained 
in the section detailing independent variables. 
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topic from the assigned presentation source. After reading 

the tax instructions they completed the individual income 

tax form pertaining to their scenario. Subjects also 

completed an RCE for the tax instructions they read. At the 

completion of each step, subjects recorded the time. 

Scenario order was varied. When both tasks were finished, 

subjects completed a demographic questionnaire. Copies of 

the tasks are presented in Appendix A. 

Group 2 Participants in Group 2 were randomly assigned 

to either the moving expense topic or the contribution topic 

(Figure 5). They received just the facts about a taxpayer 

and an IRS form, not any tax instructions from the three 

Figure 5 

EXPERIMENTAL TASK, GROUP 2 

R 

Read Moving Facts 
and 

Complete IRS Form 

Read Contribution Facts 
and 

Complete IRS Form 

Read Contribution 
Presentation and 

Complete RCE 

Read Moving Presentation 
and 

Complete RCE 

presentation styles. The subjects completed the form based 

on the facts and recorded their time of completion. When 
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the form was completed, they were given tax instructions to 

read for the opposite topic from one of the three 

presentation styles and completed an RCE. Their reading 

complexity measure served as a reliability check for the ' 

results from Group 1. Once both tasks were finished, 

subjects also completed the demographic questionnaire. 

Scoring Performance was determined by the ratio of the 

number of correct answers supplied on the forms to the total 

answers necessary. Items left blank that should have been 

completed or a number in a space that should have been blank 

were considered errors. 

Expert Panel 

Seven Certified Public Accountants (CPA) with tax 

preparation experience served as an expert panel. The CPA 

panel was a convenience sample. These experts were asked to 

complete the IRS forms based on the fact situations 

supplied. They were not restricted from the use of any 

reference material. The answers supplied by the experts 

were used to ensure that a certain solution existed for each 

task. The panel supplied comments on the reality and 

comparability of the fact scenarios. Specifically, they 

were asked to determine that the facts contained no "gray" 

areas of the law. Their comments led to the elimination of 

one item from the cash contributions list and an increase in 

the dollar amounts given for moving expenses. 
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The panel spent an average of 5.3 minutes completing 

the cash contributions form and all found the same answer. 

On the moving expense Form 3903, the panel averaged 13 

minutes. The majority (5) obtained the same answer. The 

two who differed made computation errors. These errors were 

discussed and a correct solution agreed upon. 

Pilot Study 

A pilot study was conducted using 65 students from 

first year accounting classes at the University of North 

Texas and Schreiner College. The students were randomly 

divided into two groups in order to complete the experiment 

as previously described. They were encouraged to comment on 

the clarity of the task instructions and presentation. 

Following the testing, a percentage of correct responses was 

determined for each form. Performance and time required to 

complete the task were evaluated and the moving expense 

facts were reworded so that their presentation was similar 

to that of the cash contributions. 

The students' RCE responses were used to rate four 

self-help instruction booklets and IRS Publication 17 (Pub 

17) to determine an order of readability. The RCE scores 

were tested for mean difference using the Student's t-test. 

Results indicated a significant difference (p < .01 for 

moving and p < .05 for contributions) between ratings given 

to tax instructions from J. K. Lasser's Your Income Tax 1989 

(JKL) and Consumer Reports Books; Guide to Income Tax 
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Preparation (CRG). The students also rated tax instructions 

in Pub 17 significantly (p < .06) different from tax 

instructions in for contributions. The Jonckheere test for 

ordered alternatives was also used to confirm the order of 

the readability differences between the three passages. The 

order CRG < Pub 17 < JKL was significant at p < .068 for 

moving and at p <.031 for contributions. 

As a preliminary check on the design of the 

experimental task, a t-test was run to determine whether the 

mean performance scores differed between the experimental 

and control groups. If the tax instructions added 

information, the mean scores of the experimental group would 

exceed the mean scores of the control group. The t-test was 

completed for the moving topic. Results confirmed the mean 

scores of the experimental group given tax instructions were 

significantly (p < .01) higher than the group without. 

Variables 

Dependent Variable 

This study has one dependent variable, taxpayer 

understanding, operationally defined as performance. The 

surrogate for performance is the number of correct answers 

given by each subject as a percentage of total answers 

requested. Prior research, detailed in Chapter 2, has 

measured performance using cloze scores, multiple choice 

test scores and information gain. Both cloze scores and 

multiple choice tests are tests of recall or recollection. 
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They do not measure understanding because they do not 

require the subjects to interpret information. This study 

is interested in taxpayer understanding, therefore the use 

of either the cloze procedure or multiple choice tests is 

deemed inappropriate. Information gain is a measure of the 

change in knowledge experienced by the subject, from pretest 

to posttest, and is a suitable measurement of understanding. 

In experiments that use the same instrument for the 

pretest and the posttest, there is a threat to the external 

validity of the study due to the interaction of the test 

instrument and the experimental treatment [Campbell and 

Stanley 1963], Subjects who have completed a pretest are 

often more aware of the problem and more likely to 

concentrate on the treatment, increasing its effect. 

Because this study uses individual income tax return forms 

as the test instrument, the instrument cannot be varied from 

pretest to posttest. The Posttest-Only Control Group Design 

was selected to control for this limitation by eliminating 

the pretest while retaining a baseline measure for prior 

knowledge. 

Subjects' random assignment to treatment and control 

groups controls for prior knowledge in performance scores. 

It is assumed that random assignment yields two groups with 

equivalent previous knowledge of the subject material and 

ability to perform. 
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Independent Variables 

Klare's [1984] model of performance specified that 

performance was a function of five factors: test situation, 

reader competence, motivation, readability and content. 

Johnston [1983] identified three factors that influenced 

comprehension: readability, prior knowledge and task design. 

In this study, the factors readability and content are of 

major interest. The other factors were considered as 

possible alternative explanations of a change in performance 

and the experiment was designed to control for them. 

Reading Complexity Reading complexity is the 

difficulty experienced by a taxpayer due to the presentation 

style of the tax information. Both objective and perceptual 

measures of reading complexity have been used in prior 

research. Battison and Goswami [1981, p. 9] noted that 

objective readability formulas either do not correlate or 

correlate negatively with comprehension. Koch and Karlinsky 

[1984] found that objective measures of readability (the 

Flesch and Gunning Fog Readability Indices) were not useful 

in measuring readability of income tax material. They 

developed a measure of perceived reading complexity, the 

Reading Complexity Elicitation (RCE), to invoke readers' 

judgments of the complexity of written information. 

The RCE (Appendix B) is a series of statements about 

the complexity of a written passage. Subjects read a 

passage and then designate their opinion about each of the 
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statements. The RCE is designed to elicit opinion through a 

seven-point Likert scale [Koch and Karlinsky, 1984]. Data 

gathered from the RCE is numbered and averaged to obtain a 

reading complexity score. 

The seven statements on the RCE were worded positively 

or negatively, according to a coin flip, to control for 

possible response bias. The order of the questions also was 

changed to generate separate versions of the instrument. A 

different version of the RCE was completed by the subjects 

after each tax instruction presentation to control for 

possible order effects. 

Johnston [1983] contended that content must be held 

constant while varying the level of readability to yield 

different levels of comprehension. This study looked at two 

levels of reading over a constant content. 

Presentation styles were tax instructions taken from 

three different instruction booklets. The instruction 

booklets chosen based on results from the pilot study were 

J.K.Lasser's Guide. Consumer Reports Books Guide and IRS 

Publication 17. The Internal Revenue Code and Regulations 

were not chosen for incorporation in this study because the 

study focuses on the non-professional taxpayer. "The man in 

the street does not read the tax regulations and is not 

going to read them no matter how simple they are [Hickman, 

1977, p. 316]." 
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Content Complexity Content complexity is the 

difficulty experienced by the taxpayer due to the basic 

challenge of the topic. Klare [1976] noted that 

comprehension is not affected as much by an interesting 

passage as a less interesting passage. To control for the 

level of interest, more than one content is needed. Content 

will be varied while holding reading presentation constant 

to test the effect of content on comprehension. 

Two tax items were chosen, one with high content 

complexity and one with low. The tax items were chosen in 

two steps. First, the rankings found by Swingen, Long and 

Roberge [1987] were used to determine items ranked as the 

five highest and five lowest in complexity. Because these 

rankings were made based on tax law prior to the Tax Reform 

Act of 1986, some items, such as income averaging and the 

zero bracket amount, are no longer applicable and were 

dropped from consideration. Second, the error ratings for 

the ten line items from step one were determined from Long 

and Swingen [1987]. To narrow the choices to items that 

posed some difficulty to taxpayers, items with the highest 

error rates were retained. Moving expenses were chosen to 

represent high content complexity and cash contributions 

were chosen to represent low complexity. Content complexity 

is measured using a dummy coding of 1 for moving and 0 for 

contributions. 
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Covariates 

Time has appeared in prior research both as a measure 

of overall complexity and as a measure of performance. 

Watanabe [1985] used time in combination with error rate to 

formulate the Error/Time Complexity Index used as a measure 

of complexity. Koch and Karlinsky [1984] and Karlinsky and 

Koch [1987] used time as a performance measure and found 

that subjects (students and accounting professionals) took 

less time on a task that has an easy readability level. In 

this study, time was recognized as a possible covariate with 

complexity. Subjects' time taken on the task was partialled 

out to remove its influence on performance. 

Control Variables 

Other factors that may influence performance were 

included as control variables. Any measurement data for 

these variables not obtained through the experiment was 

collected through a demographic questionnaire completed by 

all subjects. 

Performance measurement may be compromised by the test 

situation through effectiveness and motivation factors. A 

test situation's effectiveness refers to its intrusion upon 

the subject. The physical setting or the design of the task 

may confound performance. Klare [1976] describes 

effectiveness components as the time allowed for the task 

and the presence or absence of the reading instrument. He 

states that liberal allowance of time for reading and task 
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completion as well as allowing the subjects to refer to the 

reading instrument throughout the test keeps the test from 

being one of memory. The test becomes one of comprehension 

and not of recall. Since comprehension, measured as 

performance, is the major concern in this study, subjects 

were allowed unlimited time and unrestricted access to the 

reading presentations, as they would have in a real world 

situation. 

The artificiality of a test situation may increase or 

decrease a subject's motivation. It is difficult to control 

or measure this motivation. Methods often used to try and 

influence a subject's motivation include offering a reward 

or payment for participation or threatening the subjects. 

Subjects were given a calculator as a reward for 

participation in the experiment and were encouraged to use 

the calculators to reduce mathematical errors. A 

questionnaire was also included with the demographics to 

attempt to measure the sincerity of the subjects. 

Klare [1984] lists motivation as a factor distinct from 

the test situation; motivation arising from self-interest 

rather than the test situation. Subjects' self-interest and 

innate drive can affect performance. Klare found that when 

self-interest was high, readers were able to compensate for 

diff1erent reading presentations and thus showed no 

difference in comprehension. 
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The implication for this study is that in situations of 

low self-interest, readability is more important. If the 

subjects have high self-interest, there is less chance of 

finding that a change in readability prompts a change in 

performance. Low motivation must, therefore, be measured 

and controlled. Familiarity with the topic and perceived 

usefulness of the information were measured to assess self 

interest. Subjects who anticipate personal usefulness or 

are familiar with the instructions may have higher self-

interest. Thus, subjects were asked whether their personal 

tax return had ever included or was likely to include cash 

contributions or moving expenses. 

Reader competence is another factor that could explain 

a change in performance. A highly competent reader may 

perform well regardless of readability or content. 

Characteristics of reader competence are reading level, 

intellect, maturity and prior knowledge of the subject 

matter. To isolate the possible influence of these 

variables on performance, they must be controlled. Age, 

education level and their interaction were used to measure 

maturity and intellectual level. Prior knowledge was 

measured by the performance scores of the second group of 

the experimental task design. Subjects were also asked to 

indicate whether they completed their own returns or hired a 

professional preparer. 
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In a study of the impact of graphic communication 

techniques and communications on comprehension, Sturges 

[1988] found that comprehension was significantly effected 

by the visual aspects of the text. Subjects' comprehension 

scores were affected by the quality of print - dot matrix, 

near-typeset or laser - used in the test materials. These 

results have implications for any materials used for 

experiments. If different treatments are presented in 

different type styles, some of the variance in results may 

be the effect of the presentation and not the treatment. To 

control for that possibility, all materials seen by subjects 

in this study were produced in the same type style. 

Hypotheses 

The question investigated in this study is whether 

complexity affects the ability of taxpayers to understand 

the tax law. The first issue to be examined is the relation 

°f the two different facets of complexity to taxpayer 

performance. 

Studies focusing on readability and comprehension of 

text material have found high correlations between the 

presentation style and a reader's understanding of the 

material [Klare, 1984, p. 179]. Thus, the manner in which 

tax law is explained to taxpayers may affect their 

understanding of that law. As Johnston [1983] noted, to 

consider the effect of reading complexity alone, content 

complexity must be held constant. 
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Ho1: Reading complexity, holding content 
constant, is not related to taxpayer 
performance. 

Ha.,: Increasing reading complexity, holding 
content constant, is inversely related 
to taxpayer performance. 

The substance of the tax law may also affect taxpayers' 

ability to comprehend. To isolate content complexity, 

reading presentation style must be held constant. 

HO2: Content complexity, holding readability 
constant, is not related to taxpayer 
performance. 

Ha2: Increasing content complexity, holding 
readability constant, is inversely 
related to taxpayer performance. 

Taxpayers do not all have the same economic situation. 

The concept of vertical equity provides for different 

treatment of taxpayers with different economic positions. 

To comply with vertical equity, the tax law must provide for 

various levels of economic complexity. Some content 

complexity is thus unavoidable. Because a degree of content 

complexity is inherent in the tax system, reading complexity 

becomes more important. Reading complexity may be 

alleviated by changing the presentation style and wording of 

tax instructions. Emphasis should be placed on making 

instructions for areas in the law with inherently high 

content complexity even more readable. The second issue 

then is, does making instructions more readable have a 

greater effect on performance than changing content 

complexity? Will increasing readability be enough of a 
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change to make the law understandable even with high content 

complexity? 

HO3: A change in reading complexity does not 
affect taxpayer performance any more or 
less than a change in content 
complexity. 

Ha3: A change in reading complexity affects 
taxpayer performance differently than a 
change in content complexity. 

Though complexity can be defined as having two facets, 

reading and content, and measurements can be devised for 

both facets, there is probably no way to completely separate 

the influence of one from the other. Low reading complexity 

will never make quantum theory understandable for all 

people. Thus, a third issue to examine is the interaction 

of content and reading complexity. 

HO4: The interaction of content and reading 
complexities has no effect on taxpayer 
performance. 

Ha4: The interaction of content and reading 
complexities has a greater inverse 
relation to taxpayer performance than 
either type of complexity alone. 

Analysis Procedure 

Reliability 

Reliability exists when a measuring instrument is 

dependable; when repeated uses of that instrument deliver 

the same result. In this study, readability is measured 

using the Reading Complexity Elicitation (RCE) developed by 

Koch and Karlinsky [1984]. Because the wording on three 

items was changed and a substitution was made for one item 
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in the RCE from that study, the reliability of the 

instrument was reevaluated. 

The internal consistency of the RCE was evaluated using 

the method "Cronbach's alpha" [Carmines and Zeller, 1979, p. 

43]. This method establishes the correlations between 

responses for all items on the form and was selected rather 

than the alternative-forms method to overcome the difficulty 

of constructing parallel alternative forms of the RCE. 

Treatment of the Data 

Multiple regression/correlation analysis (MRC) is used 

to analyze the data of this study because of its ability to 

model the complexity of the relationships hypothesized. 

Hierarchical analysis, as presented in Cohen and Cohen 

[1983], is the primary analytical strategy employed. 

In hierarchical analysis, a hierarchy, or entry 

sequence, is determined for the independent variables (IV). 

This sequence is dictated from the theory being examined and 

the review of the literature. A full hierarchical procedure 

is a series of MRC calculations, with a new IV or set of ivs 

entered at each step. As each IV or set enters the 

equation, the amount of dependent variable (DV) variance 

explained (I?2) increases, the incremental increase in i?2 is 

the amount of variance uniquely explained by the IV. 

Thus, the IVs which are covariates or control variables 

are entered first, so that their influence over the DV is 

"partialled" out. As the variables of interest enter the 
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equation, the increase in DV variance accounted for reflects 

the effect of the IV beyond what has been accounted for by 

the covariates and controls. The final MRC is equivalent to 

a simultaneous entry regression analysis. 

In this study, time, a variable sometimes used as a 

surrogate for complexity, is entered first to remove its 

effect on the DV, performance. The set of variables that 

control for self—interest (familiarity with the topic and 

personal usefulness of the information) are entered next. 

Immediately prior to the main effects variables is the set 

of reader competence measures (age, education, and their 

interaction) • The variables of interest, average RCE 

scores, content complexity dummy variables and the 

content/reading interaction are entered last. 

Overall Significance The significance of the 

regression equation is of primary importance. When IVs are 

entered into the MRC in sets, the contribution to the DV 

variance of each set is tested for significance using the 

standard F-test [Cohen and Cohen, 1983], If the F value is 

significant, the individual IVs are considered and tested 

for significance using the t~test. If the setwise F is not 

significant, tests on the individual IVs will not be 

productive. 

If interaction terms are entered as a set, significance 

is measured by considering the change caused in i?2. If the 

setwise change in Rz is significant, only the interaction 
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terms carry information that may be interpreted 

meaningfully. Cohen and Cohen [1983] explain that this 

procedure of determining the overall significance for the 

set provides protection from Type I errors. If the R2 

change is not significant, the F value from the entry of the 

prior main effects set is checked for significance. If the 

F value is significant, further analysis is possible. If 

not, any variation attributed to individual IVs would be 

variation by chance. 

Analysis of Residuals An important point in data 

treatment is examination of the residuals in the analysis. 

Lewis-Beck [1980, p. 38] defines residuals as the prediction 

errors from the regression model. Analysis of these error 

terms is a way to detect a violation of the basic 

assumptions of regression analysis. A visual inspection of 

a plot of the residuals will show a random scattering of 

points if the assumptions are not violated. If a pattern is 

revealed, potential threats to data interpretation may be 

present. 

Violations of regression analysis assumptions are major 

sources of inadequacy of a regression model. Cohen and 

Cohen [1983, p. 125] state a low i?2 does not imply 

inadequacy of the model, nor does a high R2 imply adequacy. 

Analysis of the residuals will reveal violations that can be 

corrected to increase the adequacy of the regression model. 
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Interpretation If the regression equation has overall 

significance and an analysis of the residuals reveals no 

data problems, the individual IVs are analyzed using 

hierarchical procedures. 

The R2 is computed for each analysis step and 

represents the total explained variance in the DV related to 

the IVs entered in the analysis to that point. Incremental 

change in the R is the amount of change introduced by the 

last entering IV; the amount of variance explained uniquely 

by that IV. An F change value is computed and indicates 

whether the variance explained by the new IV is significant. 

For significant IVs, the standardized regression 

coefficient, Beta, is compared to the correlation of the 

entering IV with the DV to determine if any redundant or 

suppressant relationships exist between IVs. if, upon entry 

of a new IV, the Beta of an IV currently in the equation 

becomes smaller than its correlation, redundancy is present. 

The two IVs carry common information in their relationship 

to the DV. If Beta becomes larger or changes sign, 

suppression is occurring. Suppression occurs when the new 

IV hides, or suppresses, a portion of the variance of the 

present IV not associated with the DV. in that case, the 

relationship of the present IV with the DV could be 

overstated. 
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Conclusion 

This study was designed to investigate the relationship 

between taxpayer performance and complexity types and levels 

in tax instructions. Set strategy MRC was selected as an 

analysis technique to provide a method to determine the 

amount of variance in performance explained by each variable 

of interest, the difference between the means of different 

groups and the difference between regression coefficients. 

Chapter 4 relates the results of the analysis. 
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CHAPTER 4 

RESULTS 

This chapter presents the results of the research. 

Data analysis techniques are discussed and the results of 

the analysis are explored. 

The purpose of this research is to determine the effect 

of complexity on taxpayers' performance. The study is 

designed to investigate the relationship between subjects' 

performance on a tax problem, the content complexity of the 

problem, and the levels of reading complexity in tax 

instructions. 

Data Collection 

Subi ects 

Musselman and Grayson [1986] report that in 1986 only 

39.5% of taxpayers itemized their deductions, 45% used a 

paid professional preparer, and the average age of a 

taxpayer was 42.9 years. By comparison, 53% of the subjects 

in this study itemized their deductions in 1987, 42.5% used 

a paid professional preparer, and their average age was 40.8 

years. Table 1 presents the demographic characteristics of 

the subjects. Subjects in the experimental group completed 

the task using tax instructions. Control group subjects 

received no instructions. Assignment to groups was random. 

55 
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The control group contained a smaller percentage of female 

subjects but was otherwise comparable to the experimental 

group. 

TABLE 1 

DEMOGRAPHICS 

Experimental Control 
Grout) l Grouo 2 

63% 52% 
54% 52% 
65% 68% 
3% 0 

13% 16% 
19% 16% 
17% 16% 
34% 29% 
34% 32% 
15% 23% 
4% 0 

27% 39% 
42% 52% 
8% 6% 
19% 3% 
33% 19% 
41 40 

Return Self-prepared 
Itemized on 1987 return 
Filing Status: Married filing joint 

Married filing single 
Single 
Head of household 

Income Level: Below $20,000 
$20,001 to $35,000 
$35,001 to $50,000 
Over $50,000 

Education: Below high school 
High school graduate 
Some college 
Bachelor's degree 
Above Bachelor's 

Gender (female) 
Age (mean years) 

The experiment was administered to labor union 

representatives at the finish of continuing education 

seminars and to graduate students at the beginning of class. 

200 of 239 (83.6%) possible subjects volunteered to 

participate. 163 (81.5%) usable forms were completed. Two 

forms were eliminated because the subjects had worked as 

paid professional preparers. The other 35 were unusable 

because the subjects failed to complete the demographic 

section or the Reader Complexity Elicitation (RCE). On 

twelve of the 163 forms, subjects had failed to record their 
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completion time. Examination of the forms with missing data 

revealed no obvious distribution pattern. Because the 

unusable forms were evenly distributed among groups, mean 

substitution was used for the missing data. 

Reliability 

The RCE used in this study was based on the form 

developed in Koch and Karlinsky [1984]. Because the wording 

was changed on three items and a substitution was made for 

another, the continued reliability of the form must be 

confirmed. Two versions of the RCE (Appendix B) were used, 

created by changing the order of the seven statements. Six 

of the statements were included to elicit a subject's 

opinion about the complexity of the passage read. The 

seventh was reversed wording of one of the items. 

Cronbach's alpha was determined for each version of the 

RCE administered. Results showed an internal consistency of 

alpha = .86 for one version and alpha = .88 for the other. 

The reliability of the reversed statements was determined to 

be alpha = .75 for the first version and alpha = .91 for the 

other. Koch and Karlinsky [1984] found a correlation of .81 

between statements with reversed wording. All alphas 

indicate high confidence in the reliability of the 

statements as measuring the same construct [Carmines and 

Zeller, 1979]. 
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Task Intrusion 

The subjects for the main experiment were randomly 

assigned to either an experimental or control group. A 

t-test was performed to determine if the RCE ratings of the 

control group were significantly different from those of the 

experimental group. If a significant difference exists, the 

task probably affected reading comprehension. There were no 

significant differences in the mean RCE ratings of the 

control group and the experimental group for presentation 

style or content. Thus, no intrusion is evident from 

performance of the task. 

Reading Complexity 

In order to test the proposed hypotheses, the tax 

instructions presented to subjects must differ in reading 

complexity. Karlinsky and Koch [1987, p. 30] stated the 

"RCE may be used as a stand alone measure of reading 

complexity." The results of the RCE administered in the 

pilot study served as an a priori rating of reading 

complexity among the presentation styles. The pilot study 

student subjects ranked Consumer Reports Books Guide to 

Income Tax Preparation (CRG) lower in reading complexity 

t h a n J. K. Lasser's Your Income Tax (JKL) for both the 

moving and the contributions tax instructions and lower than 

IRS Publication 17 (Pub. 17) for the contributions tax 

instructions. 
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A t-test was used to test for a significant difference 

between the RCE mean results for the three presentation 

styles. If a significant difference was found, the 

Jonckheere test for ordered alternatives was used to ' 

determine the order of readability. Table 2 presents the 

results of t-tests on readability level. Significant 

differences were found for contributions instructions 

between CRG and JKL (p < .06). These results support the 

order posited based on the pilot study rating. However, the 

TABLE 2 

ORDER OF READABILITY 

t-test 

Contributions: 
CRG vs. Pub. 17 ! 2.1 
CRG vs. JKL 2*59 
JKL vs. Pub. 17 _q[48 

Moving: 
CRG vs. Pub. 17 _! 5 1 

CRG vs. JKL o'c, 
JKL vs. Pub. 17 -2 09 

.14 

.06 

.63 

.07 

.30 

.02 

pilot study also rated CRG significantly less complex than 

Pub. 17, a result only marginally supported (p < .14) here. 

For moving instructions, the pilot study rated CRG 

significantly less complex than JKL. Again, these results 

are not confirmed, in the experiment, Pub. 17 was rated 

significantly less complex in readability than both CRG 

(P < .07) and JKL (p < .02). 
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The Jonckheere test confirmed an order of readability 

for moving instructions with Pub 17 < CRG < JKL (p < .01). 

For contributions instructions, the Jonckheere test found 

only marginal significance (p < .14) in the order of 

readability with CRG < Pub 17 < JKL. Although JKL was 

consistently rated more complex, the order of complexity 

between CRG and Pub 17 is not conclusive. 

The pilot study subjects were undergraduate students 

unfamiliar with federal income tax instructions. While 

their ratings of readability were useful in setting a priori 

estimates of reading complexity, it is not unwonted to find 

a difference in results from students and adult subjects 

[Abdel-Khalik, 1974; Ashton and Kramer, 1980]. 

T-tests run on the RCE ratings from the control group 

found no significant difference in readability, in no area 

did the control group reject the null proposition of no 

difference. These results are surprising, especially in 

light of the finding of no task intrusion. No significant 

difference was found in the mean RCE ratings of the control 

group and the experimental group, yet, the experimental 

group developed levels of readability while the control 

group did not. The answer to this apparent conundrum may be 

the small size of the control group, with only four to six 

subjects completing an RCE for any instruction passage, 

there may not have been enough diversity in scores to 

generate a significant difference. 
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Prior Knowledge 

The control group completed tax forms based on a set of 

facts about fictitious taxpayers without benefit of separate 

tax instructions. The mean score of the control group was 

thus a measure of the prior knowledge of the subjects, how 

competently they could perform the task. Subjects who 

received instructions were expected to perform better than 

those without. 

A t-test was performed to determine the difference 

between the mean scores of the control and experimental 

groups. Surprisingly, there was significant difference 

between the scores in only one case. For subjects 

completing the moving form, the experimental group scored an 

average of 68.4% when given the ORG tax instructions. The 

control group averaged 56.7% on the moving form. The t 

value from testing the difference between the means was 

1.67, significant at p < .05. All other cases have p > .20. 

These results seem to indicate that the presence of 

instructions had no effect on performance except in the case 

of high content complexity in combination with high reading 

complexity. In that case, subjects performed better when 

given instructions. 

Considering the control group mean score as an 

indication of prior knowledge, the lack of significance 

between control and experimental groups could mean that the 

subjects did not need instructions because they possessed 
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sufficient knowledge of the task. One of the questions 

asked as part of the demographic questionnaire was whether 

the subject was familiar with the tax problem - Did you 

report moving expenses (cash contributions) on your tax 

return? 35% of the experimental group answered yes compared 

to 29% of the control group. Consequently, the possibility 

of the control group having greater prior knowledge of the 

problems seems small. 

Another possible explanation of the lack of 

significance is that the tax forms themselves provide enough 

information for correct completion. Most of the mistakes 

made in completing either form related to omission of items 

that were deductible or including items that were not 

deductible. While the forms themselves indicate where to 

include deductible items, neither addresses the question of 

deductibility. A more plausible explanation would be that 

the instructions added information overload, and were 

disregarded. 

The Hypotheses 

Hierarchical Set Analysis 

Cohen and Cohen [1983] present the set approach of 

hierarchical analysis to determine each variable set's 

significance in contributing to the variance in the 

dependent variable (Y). Independent variables (X) are 

grouped into sets to represent a common research factor or 

function. Rather than entering each X separately, the 



63 

grouped variables are entered as a set in one step. A set 

of possible confounding variables can be entered into the 

equation first so that their total effect is partialled from 

the Y variance. Table 3 shows the variables assigned to 

each set. 

TABLE 3 

VARIABLE SETS USED IN HIERARCHICAL ANALYSIS 

Set A 

Time 
Subject's familiarity with tax topic 

Subject's perception of topic's usefulness 
Age of subject 

Education level of subject 
Interaction of Age and Education 

Set B 

RCE 
Presentation source 

Content 

Set C 

Interaction of RCE and Content 

Covariate and possible confounding variables are designated 

Set A, the main effects variables Set B, and interaction 

terms Set C. 

The multiple regression/correlation (MRC) is run, 

regressing Set A against the Y of performance, then adding 

Set B and last adding Set C. Table 4 shows the F-ratio and 

its corresponding p value, the change in R2 as each set 

enters analysis and its p value. The overall regression 
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TABLE 4 

FULL HIERARCHICAL SET ANALYSIS 

Variable F-ratio p Change 

S e t A 4.310 0.0005 0.185 0.0005 
Set B 4.642 0.0005 0.060 0.027 
S e t c 4.393 0.0005 0.001 0.546 

is significant at p < .0005. This significance for the 

overall analysis provides protection against potential Type 

I errors for the hierarchical analysis of the interaction, 

main effects and covariate sets [Cohen and Cohen, 1983]. 

Hierarchical entry of variables also facilitates the 

identification of possible suppressions or redundancies 

among the Xs. As each new set is added to the regression 

analysis, the coefficients, correlations, and explanatory 

effects of the variables already in the regression will 

change. Inspection of those changes can reveal that the new 

variable is suppressing part of the variance of the present 

X, or is redundant with it. In this study, no significant 

(p < .20) cases of redundancy were found. When the content 

variable was added, the changes in the RCE variable 

indicated significant (p < .04) suppression. This effect 

was investigated by the addition of the RCE*content 

interaction variable. The interaction was not significant. 

Analysis of Residuals 

The examination of the residuals of the full regression 

is a crucial part of MRC. To test for linearity, the 

residuals, or error terms, were plotted against the 
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predicted values for Y. No perceivable patterns were noted, 

the residuals seemed randomly distributed. A normal 

probability plot was drawn for the cumulative distributions 

of the residuals against those of the predicted value. The 

resulting straight line indicates that the residuals are 

normally distributed. No outliers were found among the 

residuals. 

Residuals were also examined for each separate 

regression run to test individual hypotheses. Again, no 

problems were found. 

Hypothesis l 

Hypothesis 1 posits that an increase in reading 

complexity, holding content constant, will result in a 

decrease in performance. This hypothesis can be tested by 

comparing the mean scores of a group presented with low 

reading complexity to the mean scores of a group with high 

reading complexity. To hold content constant two 

regressions were run, one for moving and one for 

contributions. 

The variables of interest in Hypothesis 1 are the 

presentation styles of the tax instructions. Dummy coding 

was used to denote which of the three presentation styles 

were given to a subject. Pub. 17 was coded as the reference 

group. When using dummy coded nominal scales, Cohen and 

Cohen [1983] show that the Y intercept is the sample mean of 

the reference group (equation (1)). The mean of the other 
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presentations is then their coefficient plus the intercept 

(equation (2)). Standardized coefficients are not used with 

Y0 = A (1) 

Y, = A + B, (2) 

nominal scale coding because the variability of a dichotomy 

can not change without changing its mean [Cohen and Cohen, 

1983, p. 194]. The raw score coefficients are the 

difference between the means and do not vary with sample 

size. 

Moving Content Selecting only data dealing with the 

moving topic, a regression was run with Set A entered first, 

and RCE and the presentation style dummy codes entered as 

Set B. The F ratio for the overall regression is 5.26 

(p .0005). The change in Rz as Set B enters the equation is 

0.07, significant at p < .006. The test of readability, 

reported above, indicated that Pub. 17 rated lower in 

complexity than CRG or JKL. Both associations were examined 

and results are reported in Table 5. Since presentation 

style was entered as a dummy coded variable, the 

coefficients for JKL and CRG (B,- in Table 5) represent the 

difference between their mean performance scores. The mean 

score of Pub. 17 is the Y intercept. The difference in the 

means of Pub. 17 and CRG is the coefficient of CRG, 0.177. 

This difference is significant at p < .002. 
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TABLE 5 

REGRESSION RESULTS FOR MOVING CONTENT 

Variable Intercept + B- = 
Pub. 17 0.400 o .'400 
CRG 0.400 + 0.177 = 0.577 
JKL 0.400 + 0.001 = 0.401 

The is not a significant difference (p < .914) in the means 

of Pub. 17 and JKL. Therefore, Hypothesis 1 is not 

confirmed for the increase in complexity from Pub. 17 to 

JKL. 

According to Hypothesis 1, the mean performance score 

for CRG should be less than the mean score for Pub. 17 if 

higher reading complexity is inversely related to 

performance. Note, however, that the mean score for CRG, 

0.577, is found to be significantly larger than that for 

Pub. 17 - a reverse of the expected. Hypothesis 1 is not 

confirmed. Results significantly support the proposition 

that as reading complexity increases, performance increases 

for subjects dealing with high complexity content. 

Contributions—Content A new regression was run similar 

to that for the moving content except that contributions 

data was selected. Readability measures for the 

contributions instructions rated CRG lower than JKL. The 

overall F ratio for the full regression was 1.400, p < .191. 

When Set B entered the equation, the change in R2 was only 

.015, an insignificant value (p < .505). Lack of 
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significance precludes further analysis and the null 

hypothesis of no effect is not rejected. 

Hypothesis 2 

Hypothesis 2 proposed that as content complexity 

increased, with reading complexity held constant, taxpayer 

performance would decrease. This hypothesis can be tested 

by considering the mean differences between high and low 

levels of content complexity. Three regressions were needed 

to hold readability constant, one for each presentation 

style. 

TABLE 6 

REGRESSION RESULTS FOR PRESENTATION STYLE 

Stvle 
Pub. 17 
CRG 
JKL 

Overall F (p) 
3.217 (.002) 
3.585 (.001) 
2.600 (.007) 

0.407 
0.711 
0.736 

0.296 
0.681 
0.556 

0.230 
0.776 
0.007 

Although, as shown in Table 6, each of the three 

regressions has a significant overall F, only for the JKL 

style is there a significant difference in the mean scores 

for moving (YJ and contributions (Yc) . The mean score for 

contributions is significantly higher than the mean score 

for moving, confirmation of Hypothesis 2. But, the 

hypothesis is confirmed only in the case where subjects were 

given instructions with a high reading complexity. 

The lack of significance for CRG may be caused by the 

different readability ratings the presentation style 
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received. For contributions instructions, CRG rates low in 

complexity; for moving instructions, the rating was high. 

Readability was not held constant in this case. 

Readability may not be constant in the case of Pub.17 

either. Pub. 17 was rated low in complexity for moving 

instructions but not rated significantly low or high for 

contributions. 

Hypothesis ^ 

Hypothesis 3 looks at the effect of content and reading 

complexity on performance, postulating that performance is 

affected differently by a change in reading than by a change 

in content. The regression used to examine Hypothesis 3 

contained both reading complexity and content complexity 

variables. Set A was entered first to pull out its effect, 

then the full Set B was entered. 

The test is whether the coefficients of the two 

variables of interest are significantly different. Because 

RCE is a quantitative variable and content is dummy coded, 

the analysis uses the standardized coefficient, Beta. Beta 

is the direct effect of the independent variable on 

performance. Looking at the difference in the Betas equates 

to looking at the difference in the two variables' direct 

effects on performance - whether they both cause an 

equivalent change in performance. 

The overall F ratio of 5.350 was significant at 
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2 
p < .0005. When Set B entered the equation, R changed by 

0.060, p < .02. Since the change is significant, the 

individual independent variables are considered. 

The difference in Betas can be examined by considering 

the standard error of their differences. Cohen and Cohen 

[1983, p. 479] give the formula for determining the standard 

error of the difference as 

SE = [((1 - R2)/(n - k - l))*(rrr + rcc - 2rrc)]1/2. (3) 

where: n = degrees of freedom, 
rrr, rcc, rrc = correlation elements of 

' ' the inverse matrix of the 
correlation matrix of 
IVs, 

£2 = total explained variance 
for the full equation. 

Dividing the observed difference by Equation (3) yields, 

t = (Betar - Betac) / SE. (4) 

wheret Betar
 = the standardized coefficient for 
r reading complexity (RCE), 

Betac = the standardized coefficient for 
content. 

The solution for SE = .1238. Substituting SE into 

Equation (4) yields a t value of 1.801, df = 246, p < .10. 

Hypothesis 3 is confirmed; performance is affected 

differently by a change in reading complexity than a change 

in content complexity. No direction was hypothesized. 
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Hypothesis 4 

In order to look at the possible interaction between 

reading and content complexity, a full regression was run 

with all sets. The setwise F ratio is 4.990, significant at 

p < .0005. When the interaction term, RCE*Content, was 

added to the regression as Set C, it uniquely explained an 

insignificant portion (1.4%) of the Y variance. Because the 

independent variable of interest is insignificant, further 

analysis would not be productive. The null hypothesis can 

not be rejected and Hypothesis 4 is not confirmed. 

If an interaction term is not significant in 

hierarchical set analysis, its insignificance implies that 

the important information is contained in the individual 

terms rather than in their product. The independent 

variables have a separable effect on Y. This interpretation 

finds support in Hypothesis 3 which confirmed that 

readability and content complexity affect performance 

differently. 

Conclusion 

Set hierarchical strategy for multiple 

regression/correlation analysis was used to investigate data 

collected in a laboratory experiment. Analysis of the data 

found that, separately, reading complexity and content 

complexity have significant effects on subject performance 

in tax problems. Performance is decreased when content 

complexity increases where subjects are given instructions 
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from a source rated for low readability. Performance is 

increased when reading complexity is high where subjects are 

working on a problem with high content complexity. 

Chapter 5 discusses these findings and their 

implications. Limitations of the research and suggestions 

for extensions/corrections are also included. 
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CHAPTER 5 

DISCUSSION AND CONCLUSION 

The findings presented in Chapter 4 are summarized and 

discussed in this chapter. Limitations of the research are 

also reviewed and suggestions are made for future research. 

Summary of Findings 

This study investigated the effect of varying levels of 

reading and content complexity on taxpayer performance. 

Data were analyzed using hierarchical set strategy multiple 

regression/correlation techniques. Hypothesis 1, increased 

reading complexity over a constant content should decrease 

performance, was not confirmed. Using a test of mean 

differences, results indicated a significant reversal of the 

hypothesis for the case of high content complexity. 

Performance was increased when reading complexity was high 

and subjects were working on a problem with high content 

complexity. Hypothesis 2, increased content complexity over 

a constant reading level should decrease performance, was 

confirmed for the case of high reading complexity. Again a 

test of mean differences was used. Results demonstrated 

that subjects' performance was significantly decreased when 

content complexity increased and subjects were given 

instructions from a source rated for low readability. 
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Analysis of the data also found that, separately, 

reading complexity and content complexity have significant 

effects on subject performance in tax problems; support of 

Hypothesis 3. 

Discussion of Results 

The significant reversal of Hypothesis 1, performance 

increasing as reading complexity increased over a constant 

high content complexity exercise, is interesting. This 

finding contradicts the findings from prior research. With 

student subjects, Koch and Karlinsky [1984] found that 

increased reading complexity led to less effective 

performance. However, when dealing with professional 

accountants, Karlinsky and Koch [1987] found no difference 

in performance as reading complexity increased. This study, 

using non-professional adult subjects, found that increased 

reading complexity led to more accurate performance. 

The difference between the findings of the two prior 

studies was explained in Karlinsky and Koch [1987] as 

probably due to professional subjects' familiarity with the 

content. In this study only 35% of the subjects were 

familiar with the topics involved. 

When faced with low content complexity, contributions, 

subjects' results corresponded with the no significant 

difference found using professionals. With low content 

complexity, the level of reading complexity may not be a 

significant factor. To test that conclusion, a regression 
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was run over the data for contributions using Set A and RCE 

only. As RCE entered the regression, no significant change 

occurred in i?2. At that point analysis of the RCE variable 

became unproductive; any change could be due to chance. As 

posited, RCE was not a significant factor. 

When faced with high content complexity, moving, 

subjects' performance increased as reading complexity 

increased. An explanation could lie in the information 

content of the tax instructions. With highly complex 

content, readability may be secondary to information content 

of the passage. Future research needs to measure and 

control for this variable. 

Hypothesis 2 was confirmed only for the case of a 

constant high reading complexity. Performance decreased 

with an increase in content complexity only when the tax 

instructions given were highly complex. When tax 

instructions were not complex, no significant difference in 

performance resulted from an increase in content complexity. 

The lack of significance in low reading complexity 

situations could be an artifact of the experiment. The 

presentation style (IRS Publication 17) rated low in reading 

complexity for the moving topic was not rated significantly 

high or low for contributions. Consequently, reading 

complexity was not held truly constant over content. 

Without a constant reading level, the hypothesis cannot be 
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tested. Future research should preclassify reading 

complexity. 

There is an obvious contradiction in results between 

Hypothesis 1 and Hypothesis 2. Tests of Hypothesis 1 found 

increases performance when reading complexity increased over 

a constant high complexity content. Hypothesis 2 tests 

found decreased performance when content complexity was 

increased over a constant high reading complexity. This 

contradiction could be due to a difference in the 

information content within the tax instruction passages. If 

information content is a significant factor, the results 

here could mean that some instruction passages convey better 

information to the taxpayer regardless of the level of 

reading complexity. The increase in performance would be a 

reflection of better information and not a result of 

increased reading complexity. 

Limitations 

This study was not without limitations. The most 

significant, perhaps, was the artificiality of the cases. 

The subjects were asked to complete a tax filing task for a 

hypothetical taxpayer. Although care was taken to make the 

cases as realistic as possible, they could not be made to 

fit the reality of all the subjects. The external validity 

of the study is therefore limited. 

The tax items included in the experiment were just two 

of many possible items on an individual income tax return. 
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Thus, content was not fully represented. All possible 

variations within an item were also not addressed because of 

the lack of established measures of complexity. More items 

or expanded fact scenarios should be included in an 

extension to this study. 

Because the subjects were not determining their own 

taxable amounts, they may have exhibited atypical behavior. 

Questions were included in the demographic section of the 

task to try to determine the self-interest of the subjects. 

65.4% of the subjects classified the exercise as 

interesting, although difficult. Their responses indicated 

interest in the task, so this problem is probably not 

extreme. 

Motivation of the subjects also might have been a 

problem. Because of the artificial environment, subjects 

may have failed to approach the task in a serious manner. 

Subjects were given a calculator as an award incentive for 

completion of the experiment. When asked whether the reward 

had increased their effort during the exercise, 59.6% said 

no. And, when asked whether they would be willing to 

participate in a similar exercise in the future, 68.1% 

indicated yes. The time spent by the subjects on the task 

also indicated a sincere effort. 

Different competence levels of the subjects was also a 

potential limitation. Variables were included in the 

regression to control for the variance in performance 
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explained by disparate age, education level, prior 

knowledge, and experience. 

Contributions 

The primary contribution of this paper is provision of 

empirical evidence concerning the impact of tax complexity 

on taxpayers' performance. Prior studies considered only 

half of the complexity issue - reading complexity. This 

study examined the impact of both reading and content 

complexity as well as their interaction. The results from 

this study add evidence to the current research on 

complexity in the tax law of the need to concentrate on 

information content of tax instructions rather than merely 

reading or content complexity. 

The research results, discussed above and in Chapter 4, 

indicate that tax instructions may not give taxpayers 

information more useful than that found in the tax forms 

themselves. No significant difference was found between 

scores for subjects with and those without instructions. 

The fault may be not with the readability of the passages 

but with the amount of information within the passages. 

Reading and content complexity alone may not be the major 

causes of a change in taxpayer performance. The 

contradictory results reveal the need to measure the 

information content of tax instructions in addition to their 

readability or the complexity level of the law they explain. 
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Implications for Future Research 

For one factor at least, the findings of this study 

coincide with results from prior research. The Reader 

Complexity Elicitation measure is a reliable instrument for 

measuring perceptions of reading complexity. 

Readability should be premeasured. Although no task 

intrusion was found, readability levels were judged 

differently for the same instrument across topics. This 

ambiguous measurement might have affected the significance 

of reading complexity. 

Future studies should measure information content of 

passages as well as readability. The information found 

within a passage might have an effect on a readers 

performance. This study held general topic content 

constant, but did not control for the within passage 

information content. Readability was found not to be a 

significant factor in cases of low content complexity, and a 

significant factor in cases of high content complexity. 

Information content in combination with readability may be 

the reason. 

Conclusions 

This experiment was designed to examine the relation 

between tax complexity and taxpayer understanding. The 

focus of the inquiry was on the impact of reading and 

content complexity on performance. Set strategy multiple 
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regression/correlation analysis was chosen as the means of 

testing the research hypotheses. 

In Chapter 1, a question was asked: Does complexity 

affect the ability of taxpayers to understand, and thus 

comply with the law? The answer is, yes, complexity does 

affect a taxpayer's performance - the measure of his or her 

ability to perform. When taxpayers are faced with 

unfamiliar, highly complex topics, presentation style of tax 

instructions affects understanding, measured as performance. 

Readability levels affect a taxpayers chance to comply by 

filing a correct return. The information content of tax 

instructions may also be an important factor. When 

taxpayers are faced with low content complexity, readability 

is not as important. 
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This appendix contains facsimiles of the experimental 

task administered in the course of the research. As 

explained in Chapter 3, six versions of the task were used: 

one for each tax instruction passage (3) with both moving 

and contributions contents varied within (times 2). The 

fact scenarios for the hypothetical taxpayers did not 

change, nor did the tax forms or the RCE. 

A version of the complete task, using Pub 17 

instructions, is presented first. The complete version is 

followed by examples of the other tax instructions passages, 

first from JKL and then from CRG. 
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INFORMATION 

You have been asked to participate in a research 

project. The objective of this project is to attempt to 

understand how different aspects of the United States income 

tax law affect taxpayer understanding. 

You will complete two income tax forms. You will be 

given a set of facts about imaginary taxpayers and 

information necessary to complete the tax forms for them. 

At no point will you be asked to give your name since we do 

not need to know your identity. You will, however, be asked 

to supply other information about yourself to be used for 

statistical comparisons. 

Your participation in this experiment is totally 

voluntary, and you may cease participation at any time 

without penalty. Thank you for your cooperation. 
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INSTRUCTIONS 

This packet includes two problem sets. Each problem 

set consists of a set of tax instructions, a reading 

complexity elicitation form, a set of facts about fictitious 

taxpayers and a related income tax form to be completed. 

Please read each section carefully at your own pace and 

complete each form. 

Although there is no time limit for the packet, please 

record the time as you begin and finish each section. You 

may refer back to the fact sheet and instructions as often 

as needed. However, please finish one problem completely 

before starting the next. Do not change your answers to the 

first problem once you have gone on to the second problem. 

The problems are not related. 

After you have completed both problem sets, please 

complete the questionnaire attached at the end of the 

packet. These questions are asked for statistical 

comparison purposes. Please answer honestly and remember 

not to sign your name. All answers will be kept strictly 

confidential. 



87 

PROBLEM SET I 

Before you start reading the problem, please 
write the time here: 

Facts 

Mr. Jones normally files a joint return with his wife. The 
couple have no children. On January 5, 1988, Mr. Jones 
accepted a new job that required him to move from Los 
Angeles, CA to Washington, D.C.; a distance of 2,646 miles. 
The couple moved to Washington on January 30 and Mr. Jones 
began work on February 1, 1988. They lived and worked in 
Washington for the remainder of 1988. 

Mr. Jones paid the following expenses as they were incurred. 

On January 14, Mr. and Mrs. Jones flew to Washington to look 
for a new home to rent. They stayed through the 18th. They 
spent $900 on air fare. While in Washington, they paid $485 
for a hotel and $350 for meals. In order to look at houses, 
they rented a car for $125. Before they left they placed a 
$750 deposit on a rental home. 

Mr. and Mrs. Jones drove both family cars the 2,646 miles to 
Washington. The trip took from January 27 - 29. While on 
the trip, they spent $110 for motel rooms and $150 for 
meals. Gasoline for both cars cost a total of $294. 

The couple stayed in a hotel for 19 days until the new home 
was ready to occupy. The hotel cost $1,250. They had to 
eat in the hotel also, and meals cost $1,100. Mr. Jones 
drove 11 miles, one way, from the hotel to work each day. 
His gasoline cost for the 19 days was $23. 

They paid the moving company a total of $5,200 for transport 
of belongings from Los Angeles. Their furniture was 
delivered on February 17 when they moved into their new 
house. Mr. Jones received reimbursement from his new 
employer for the cost of transporting his belongings. 

Mrs. Jones purchased drapes for the new house at a cost of 
$750. 

Because they did not give thirty days notice prior to 
leaving the rental house in Los Angeles, Mr. Jones paid a 
penalty of $550. 

The distance from the Jones home in Los Angeles to Mr. 
Jones' former place of work was 48 miles. 

Now, read the tax instructions for moving expenses on the 
next page. 
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MOVING EXPENSES INSTRUCTIONS 

If you moved to a different home because of a change in the 
location of your job, you may be able to deduct your moving 
expenses. You may qualify for a deduction whether you are 
self—employed or an employee. However, you must meet 
certain tests explained below. 

Distance test - Your new workplace must be at least 35 miles 
farther from your old home than your old workplace. For 
example, if your old workplace was 3 miles from your old 
home, your new workplace must be at least 38 miles from that 
home. If you did not have an old workplace, your new 
workplace must be at least 35 miles from your old home. 

Time test - If you are an employee, you must work full time 
for at least 39 weeks during the 12 months right after you 
move. If you are self-employed, you must work full time for 
at least 39 weeks during the first 12 months and a total of 
at least 78 weeks during the 24 months after you move. 

Exceptions - You do not have to meet the time test in 
case of death, if your job ends because of disability, if 
you are transferred for your employer's benefit, or if you 
are laid off or discharged for a reason other than willful 
misconduct. 

MOVING EXPENSES IN GENERAL 
You may deduct most of the reasonable expenses you 

incur in moving your family and dependent household members. 
These include your costs to move to the new location, pre-
move househunting expenses, expenses of temporary quarters 
once you arrive in the new location, and certain qualified 
real estate expenses. 

You may not deduct expenses of a loss on the sale of your 
home, mortgage penalties, refitting draperies and carpets, 
or quitting club memberships. Neither can you deduct 
expenses for employees such as a servant, governess or 
nurse. 

Reimbursements 
You must include any reimbursement of, or payment for, 

moving expenses in gross income as compensation for 
services. If your employer paid for any part of your move, 
you must report that amount as income on page 1 of Form 
1040. 

Meal Expenses 
Only 80% of you meal expenses are deductible. You must 

state meal expenses separately in each section of Form 3903. 
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Transportation Expenses 
You may deduct the actual cost to pack, crate, move, 

store in transit, and insure you household goods and 
personal effects. 

Travel Expenses 
These include the costs of travel from your old to your 

new home. Include transportation, meals and lodging on the 
way and costs for the day you arrive. You may only include 
expenses for one trip. However, not all the members of your 
household have to travel together or at the same time. 

If you use your own car, you may figure the expenses in 
either of the following two ways: 

1. Actual out-of-pocket expenses for gas and oil, or 
2. At the rate of 9 cents a mile. 

You may add parking fees and tolls to the amount claimed 
under either method. 

Househunting Expenses 
Include the costs of travel before you move in order to 

look for a new home. You may deduct the costs only if: 
1. You took the trip after you got the job, and 
2. You returned to your old home after looking for a 

new one, and 
3. You traveled to the new work area primarily to 

look for a new home. 
There is no limit on the number of househunting trips taken, 
and you do not have to be successful to qualify for this 
deduction. If you used your own car, figure transportation 
costs the same way as you did for Travel Expenses. 

Temporary Quarters 
Include the costs of meals and lodging while occupying 

temporary quarters in the area of your new workplace. You 
may include the costs for any period of 30 days in a row 
after you get the job, but before you move into permanent 
quarters. 

Real Estate Expenses 
You may include most of the costs to sell or buy a home 

or to settle or get a lease. Examples of qualified real 
estate expenses you may include are: 

* Sales commissions 
* Advertising costs 
* Title, escrow and attorney's fees 
* Costs to settle an unexpired lease or to get a new 
lease 

Examples of expenses you may not include are: 
* Costs to improve your home to help sell it 
* Charges for payment or prepayment of interest 
* Payments or prepayments of rent 
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LIMITATIONS . . 
Your combined househunting and temporary living 

expenses are limited to $1,500. Overall pre-move expenses 
are limited to $3,000. 

When you have finished 
reading, please record the 
time. 

Now, please complete the form on the following page. 
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READING COMPLEXITY ELICITATION 

Please circle the description that best expresses your 
opinion about the tax instructions passage that you just 
finished reading. 

(1) I thought the instructions were easy to understand. 

Agree Agree Agree Neutral Disagree Disagree Disagree 
Very Strongly Strongly Very 
Strongly Strongly 

(2) I thought the instructions were not clearly written. 

Agree Agree Agree Neutral Disagree Disagree Disagree 
Very Strongly Strongly Very 
Strongly Strongly 

(3) I thought the instructions were too detailed. 

Agree Agree Agree Neutral Disagree Disagree Disagree 
Very Strongly Strongly Very 
Strongly Strongly 

(4) I thought the instructions were difficult to 
understand. 

Agree Agree Agree Neutral Disagree Disagree Disagree 
Very Strongly Strongly Very 
Strongly Strongly 

(5) I thought the number of calculations required was high. 

Agree Agree Agree Neutral Disagree Disagree Disagree 
Very Strongly Strongly Very 
Strongly Strongly 

(6) I thought the presentation of the instructions was easy 
to follow. 

Agree Agree Agree Neutral Disagree Disagree Disagree 
Very Strongly Strongly Very 
Strongly Strongly 

Next, complete the Moving Expenses Form 3903 that follows. 
You may refer back to the facts and instructions as often as 
you need. 
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SUBJECTS GIVEN FEDERAL FORM 3903 
TO COMPLETE. 
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PROBLEM SET 2 

Before you start reading the 
problem, please write the time 
here. 

Facts 

Mr. and Mrs. Smith file a joint return. During 1988 they 
made the following payments to various individuals and 
organizations. 
They have receipts for each payment. 

$2,000 to their church. 

$50 to their nephew - to be used for Cub Scout Camp. 

$100 to the local university fund drive. 

$150 to the American Cancer Society. 

$250 to the Shriner Burn Hospital (this was not a payment 
for services). 

$100 to Senator Martin's reelection fund. 

The Smiths also delivered Christmas baskets on behalf of 
their church. They drove 35 miles. 

Once you have read the facts, continue to the following page 
and read the tax instructions for cash contributions. 
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CASH CONTRIBUTIONS INSTRUCTIONS 

You may deduct what you actually gave to organizations 
that are religious, charitable, educational, scientific, or 
literary in purpose. You may also deduct what you gave to 
organizations that work to prevent cruelty to children or 
animals. 

Examples of these organizations are: 

* Churches, temples, synagogues, Salvation Army, Red 
Cross, CARE, Goodwill Industries, United Way, Boy and 
Girl Scouts, Boys and Girls Clubs of America, etc. 

* Fraternal orders, if the gifts will be used for the 
purposes listed above. 

* Veterans and certain cultural groups. 
* Nonprofit schools, hospitals and organizations whose 

purpose is to find a cure for, or help people who have, 
arthritis, birth defects, cancer, cerebral palsy, 
cystic fibrosis, diabetes, heart disease, mental 
illness or retardation, etc. 

* Federal, state and local governments if the gifts are 
solely for public purposes. 

Contributions you MAY deduct 
Contributions may be in cash (keep canceled checks, 

receipts or other reliable written records showing the name 
of the organization and the date and amount given), 
property, or out of pocket expenses you paid to do volunteer 
work for the kinds of organizations described above. If you 
drove to and from the volunteer work, you may take 12 cents 
a mile or the actual cost of gas and oil. Parking and tolls 
can be added to the amount you claim under either method. 

You MAY NOT deduct as contributions 

* Travel expenses (including meals and lodging) while 
away from home unless there was no significant element 
of personal pleasure, recreation or vacation in the 
travel. 

* Political contributions. 
* Dues, fees, or bills paid to country clubs, lodges, 

fraternal orders, or similar groups. 
* The value of your time or services. 
* Gifts to: 

Individuals 
Foreign organizations 
Groups that are run for personal profit 
Groups whose purpose is to lobby for changes in a 
law 
Civic leagues, social or sports clubs, or labor 
unions 
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When you have finished reading 
the instructions please write 
the time here. 

Now, please complete the form on the next page, 



96 

READING COMPLEXITY ELICITATION 

Please circle the description that best expresses your 
opinion about the tax instructions passage that was given to 
you. 

(1) I thought the instructions were clearly written. 

Agree Agree Agree Neutral Disagree Disagree Disagree 
Very Strongly Strongly Very 
Strongly Strongly 

(2) I thought the number of calculations required was low. 

Agree Agree Agree Neutral Disagree Disagree Disagree 
Very Strongly Strongly Very 
Strongly Strongly 

(3) I thought the instructions were too detailed. 

Agree Agree Agree Neutral Disagree Disagree Disagree 
Very Strongly Strongly Very 
Strongly Strongly 

(4) I thought the instructions were difficult to 
understand. 

Agree Agree Agree Neutral Disagree Disagree Disagree 
Very Strongly Strongly Very 
Strongly Strongly 

(5) I thought the presentation of the instructions was easy 
to follow. 

Agree Agree Agree Neutral Disagree Disagree Disagree 
Very Strongly Strongly Very 
Strongly Strongly 

(6) I thought the instructions were difficult to 
understand. 

Agree Agree Agree Neutral Disagree Disagree Disagree 
Very Strongly Strongly Very 
Strongly Strongly 

Your next step is to fill out lines 14 - 17 on the Schedule 
A, Itemized Deductions for Mr. and Mrs. Smith. You may 
refer back to the instructions and facts as often as needed. 
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SUBJECTS GIVEN FEDERAL FORM 1040, SCHEDULE A 
TO COMPLETE. 
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DEMOGRAPHIC QUESTIONNAIRE 

,the foll°wimJ questions will give us an idea 
your tax background. Remember that your responses are 

completely anonymous. Please check thecorrec^r^ponse? 

1. Did you report moving expenses on your tax return in: 

1986 Yes No 
1987 Yes No 

2. Will you report moving expenses this year (1988)? 

Yes No 

3* y° U r eP° r t c a s h contributions on your tax return 
XII • 

1986 Yes No 
1987 Yes No 

U988)?U < d i d y°U> r e P° r t ° a s h c°ntributions this year 

Yes No 

5* t h e £ o l l o w i n9 best describes how your most 
recent tax return was prepared? 

I prepared my return. 

? y
nf^

U r n WaI Pr?Pared by a friend or relative. 
I paid a professional tax preparer. 

Your filing status on your most recent tax return was: 

Married filing jointly Sinqle 

Married filing separately Head of Household 

Has your 1988 tax return been filed? 

Yes No 

b e a b l e t o u s e Schedule A, Itemized 
Deductions, on your 1987 tax return? 

Yes No 

Have you ever worked as a professional tax preparer? 

Yes No 

6. 
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The next set of questions will help us interpret the 
results. 

10. Your sex: Male 
Female 

11. Your present age: years 

12. What was your approximate family income from all 
sources, before taxes, in 1987? 

Not over $20,000 $35,001 to $50,000 
$20,001 to $35,000 Over $50,000 

13. Which is the highest level of school you have 
completed? (Check one only) 

Less than high school 
Completed high school 
Some college 
Completed college with a bachelor's degree 
College work beyond a bachelor's degree 

Finally, please give us your opinion. Circle the response 
that you feel is most appropriate. 

1. How interesting was the project for you? 

Very Somewhat Neutral Somewhat Very 
Interesting Interesting Uninteresting Uninteresting 

2. In general, how difficult was the exercise? 

Very Difficult Difficult Average Easy Very Easy 

3. If you were asked to take part in a similar experiment 
on a number of future occasions, how many times would 
you be prepared to participate? 

0 Times 1 Time 2 Times 3 Times 4 Times 

4. Do you think you would have tried less hard if you had 
not received an award? 

No Probably No Don't Know Probably Yes Yes 

THANK YOU FOR COMPLETING THIS PROJECT. 
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IF YOU WOULD LIKE TO RECEIVE A SUMMARY OF THE RESULTS, 
PLEASE LEAVE YOUR NAME AND ADDRESS ON THE SHEET PROVIDED 
WHEN YOU TURN IN THE PACKET. 
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(The following instructions are from the JKL passage.) 

CASH CONTRIBUTIONS 

Deductible Contributions 

Charitable contributions are deductible only as itemized 
deductions on Schedule A of Form 1040. 

You may deduct donations to religious, charitable, 
educational, and other philanthropic organizations which 
have been approved by the IRS to receive deductible 
contributions (see below). Donations to federal, state, and 
local governmental bodies are also deductible. 

Timing. You deduct donations on the tax return filed for 
the year in which you paid them in cash or property. A 
contribution by check is deductible in the year you give the 
check, even if it is cashed in the following year. A check 
mailed and dated on the last day of 1988 is deductible in 
1988. A postdated check with a 1989 date is not deductible 
until 1989. Donations made through a credit card are 
deductible in the year the charge is made. Keep a record of 
canceled checks or receipts from charities. 

Unreimbursed Expenses of Volunteer Workers 

If you work without pay for an qualified organization, you 
may deduct as charitable contributions your unreimbursed 
travel expenses, including commutation expenses to and from 
its place of operations, and meals and lodging on a trip 
away from home for the organization. To qualify for the 
deduction, the expenses must be incurred for a domestic 
organization which authorizes your travel. 

You may not deduct the value of your donated services. 
You may deduct either the actual operating costs of 

your car in volunteer work, or a flat mileage rate of 12 
cents a mile allowed by the IRS. Parking fees and tolls are 
deductible under both methods. The 12 cents per mile 
deduction is not mandatory. If your out-of-pocket expenses 
are greater, you may deduct your actual costs of operating 
the automobile exclusively for charitable work, such as the 
cost of gas and oil, in addition to tolls and parking fees. 

Organizations Qualified for Deductible Donations 

The following types of organizations may qualify to receive 
deductible contributions. 
1. The United States, a possession or political 

subdivision, a state, city or town. The gift must be 
for public purposes. The gift may be directed to a 
government unit, or it may be to a government agency, 
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such as a state university, a fire department, a civil 
defense group, or a committee to raise funds to develop 
land into a public park. Donations may be made to the 
Social Security system. Donations may be made to the 
federal government to help reduce the national debt. 

2. A domestic nonprofit organization, trust, community 
chest, fund or foundation operated exclusively for one 
of the following purposes -
Religious Payments for pew rents, assessments, and 
dues to churches and synagogues are deductible. 
Charitable In this class are organizations such as Boy 
and Girl Scouts, American Red Cross, Community Funds, 
Cancer Societies, CARE, Salvation Army, YMCA, and YWCA. 
Scientific, literary and educational Included in this 
group are hospitals, research organizations, colleges, 
universities, and other schools that do not maintain 
racially discriminatory policies; and leagues or 
associations set up for education or to combat crime, 
improve public morals, and aid public welfare. 
Prevention of cruelty to children or animals 
Fostering amateur sports competition However, the 
organization's activities may not provide athletic 
facilities or equipment. 

3. Domestic nonprofit veteran organizations or auxiliary 
units. 

4. A domestic fraternal group operating under the lodge 
system, only if contributions are to be used 
exclusively for religious, charitable, scientific, 
literary, or educational purposes, or for the 
prevention of cruelty to children or animals. 

5. Nonprofit cemetery and burial companies, where the 
voluntary contribution benefits the whole cemetery, not 
your plot. 

6. Legal service corporation established under the Legal 
Services Corporation Act which provides legal 
assistance to financially needy people in noncriminal 
proceedings. 

Nondeductible Donations 

The following types of contributions to philanthropic or 
other types of organizations are not deductible. 

1. Payments to an organization that devotes a substantial 
part of its activities to lobbying, trying to influence 
legislation, or carrying on propaganda or whose 
lobbying activities exceed certain limits set by the 
law causing the organization to lose its tax-exempt 
status. The IRS has disallowed contributions to a 
civic group opposing saloons, nightclubs, and gambling 
places, although the group also aided libraries, 
churches, and other public programs. 
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2. Gifts to needy or worthy individuals, scholarships for 
specific students, or gifts to organizations to benefit 
only certain groups. 

3. Gifts to organizations such as -
Fraternal groups - except when they set up special 
organizations exclusively devoted to charitable, 
educational, or other approved purposes. 
Clubs for social purposes - such as fraternities and 
sororities. 

4. Donations to civic leagues, communist or communist-
front organizations, chambers of commerce, business 
leagues or labor unions. 

5. Contributions to a hospital or school operated for 
profit. 

6. Donations of blood to the Red Cross or other blood 
banks. 

Unless you contribute to an organization exclusively 
operated for a charitable, religious, or other approved 
purpose, you may not deduct your contribution, even though 
your funds are used for a charitable or religious purpose. 

Donation of services. You may not deduct the value of 
volunteer work you perform for charities. 

MOVING EXPENSES 

Deductible Moving Expenses 

Qualifying unreimbursed moving expenses to a new job 
location are deductible if you claim itemized deductions. 
Use Form 3903 to figure your deduction and attach it to Form 
1040. 

To deduct moving expenses, you must meet a 35-mile 
distance test and a time test for remaining in the area of 
the new job. These tests are explained below. 

Only certain types of expenses are fully deductible, 
such as the cost of moving your household goods and the 
travel costs of you and your household members. Other 
expenses, such as the costs of pre-move house hunting trips, 
or temporary quarters at your new job location, are 
deductible only within limits. 

The 35-Mile Distance Test 

The distance between your new job location and your former 
home must be at least 35 miles more than the distance 
between your old job location and your former home. For 
this purpose, your home may be a house, apartment, trailer, 
or even a houseboat, but not a seasonal residence such as a 
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summer cottage. If you had no previous job or you return to 
full-time work after a long period of unemployment or part-
time work, the new job location must be at least 35 miles 
from you former home. The 35 mile test applies to the self-
employed and employees. 

MEETING THE 35-MILE TEST 

Find the Shortest of most commonly traveled routes in 
measuring the distances under the 35 mile test. The 
following worksheet may be used as an aid. 

Distance between in miles 
1. Old residence and new job location 
2. Old residence and old job location 
3. Difference (must be at least 35 miles) 

The location of your new residence is not considered in 
applying the 35 mile test. However, if the distance between 
your new residence and the new job location is more than the 
distance between you old residence and the new job location, 
your moving expenses may be disallowed unless you can show 
(1) you are required to live there as a condition of 
employment, or (2) an actual decrease in commuting time or 
expense results. 

EXAMPLES 
1. Your company's office is in the center of a 

metropolitan area. You live 18 miles from your office. 
You are transferred to a new office. To deduct moving 
costs, you must show that the location of the new 
office is at least 35 miles from your previous 
residence. 

2. You old job was four miles from your former residence 
and your new job is 40 miles from your former 
residence. You move to a house that is less than 35 
miles from your old home. Nevertheless, you have met 
the 35 mile test since your new job is 36 miles further 
from your former home than your old job was. 

If you worked for more than one employer, you find the 
shortest of the most commonly traveled routes from your old 
residence to your former principal place of work. 

Your job location is where you spend most of your 
working time. If you work at various locations, the job 
location is where you report to work. If you work for 
several employers on a short-term basis and get jobs through 
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a union hall system, the union hall is considered your job 
location. 

39-Week Test for Employees 

In addition to meeting the 35-mile distance test, you must 
remain in the new locality as a full-time employee for at 
least 39 weeks during the 12 month period immediately 
following your arrival at the new job location. You do not 
need to have a job prior to your arrival at the new 
location. Your family does not have to arrive with you nor 
must you set up a new household. The 39 weeks of work need 
not be consecutive or with the same employer. You may 
change jobs provided you remain in the same locality for 39 
weeks. The 39-week test does not apply to employees who 
become disabled and lose their job, or who die. 

Moving Expenses You May Deduct 

The law distinguishes between two types of deductible moving 
expenses: 
1. Direct expenses of moving, which are fully deductible. 
2. Indirect expenses involving the disposition of your old 

residence and the acquisition of a new residence. 
These expenses are limited by ceilings discussed below. 

Direct Expenses; You may deduct in full these directly 
related moving expenses, except for unreimbursed meal costs 
which are subject to an 80% limitation: 

1. Traveling costs of yourself and members of your 
household en route from your old to the new locality. Here, 
you include the costs of transportation, meals and lodging 
along the direct route by conventional transportation for 
yourself and family; food and lodging before departure for 
one day after the old residence is unusable; food and 
lodging for the day of arrival at the new locality. If you 
use your own car, you may either deduct your actual costs of 
gas, oil and repairs (but not depreciation) during the trip 
or take a deduction based on the rate of 9 cents a mile. 
Also add parking fees and tolls. 

Meal costs (food and beverage) are not allowed in full; 
they must be reduced by 20% before they may be deducted as 
part of your moving expenses. 

2. The actual cost of moving your personal effects and 
household goods. This includes the cost of packing, 
crating, and transporting furniture and household 
belongings, in-transit storage up to 30 consecutive days, 
insurance costs for the goods, and the cost of moving a pet 
or shipping an automobile to your new residence. Also 
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deduct the cost of connecting or disconnecting utilities 
when moving household appliances. The cost of connecting a 
telephone in your new home is not deductible. 

It is not necessary for you and members of your 
household to travel together or at the same time to claim 
the deduction or the expenses incurred by each member. 

indirect Expenses: You may deduct, within certain limits, 
these indirectly related expenses of moving: 

1. The cost of pre-move house hunting trips. This 
includes the expenses of transportation, meals and lodging 
incurred by you and members of your household in traveling 
from your former home to the general area of you new job 
location and returning. Only 80% of the unreimbursed meal 
costs are allowed. 

You must obtain employment before the trip begins and 
the trip must be for the purpose of finding a place to live. 

You may deduct the expenses of more than one house-
hunting trip taken by you or a member of your household. 
Moreover, the trip need not result in your finding a 
residence. 

2. Temporary living quarters at your new job location. 
This includes meals (only 80% deductible) and lodging for 
yourself and members of your household while waiting to move 
into permanent quarters, or while looking for a new 
residence. You may deduct expenses incurred within any 30 
consecutive days after obtaining employment. You do not 
have to incur these expenses during the first 30 days after 
starting to work in order to claim the deductions. 

3. Expenses of selling, purchasing, or leasing a 
residence. Selling expenses include real estate agent's 
commissions, attorney's fees, escrow fees, transfer taxes 
and similar costs. 

$3,000 ceiling on indirect expenses. An overall limit of 
$3,000 is applied to deductions for indirectly related 
moving expenses (house hunting expenses, temporary living 
quarters, and costs related to sale and purchase or lease of 
your residence). Of this amount, only $1,500 incurred for 
temporary living expenses during a 30 day period and for 
house hunting trips is deductible. 

Nondeductible expenses. You may not deduct the cost of 
travel incurred for a maid, nurse or similar domestic help 
(unless the person is also your dependent), expenses of 
refitting rugs and drapes, forfeited tuition, car tags or 
driver's license for the state you move to, mortgage 
penalties or losses related to the sale of your old 
residence. Furthermore, if your employer reimburses you for 
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such costs, you realize taxable income for the amount of the 
reimbursement. 

Reimbursements 

Include all moving expense reimbursements received in 1988 
on your return as part of your salary or wage income. 
Reimbursements by employers of deductible moving expenses 
are not subject to withholding tax. 
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(The following instructions are from the ORG passage.) 

MOVING EXPENSES 

You can deduct the expense of moving to a new home if the 
move is business related. A move is business related if it 
occurs at or near the time when you start work at a new 
business location. 

Two tests must generally be met, subject to certain 
exceptions. 

1. Distance; Your new business location must be at least 
35 miles farther from your old residence than your old 
business location. For example, if you now travel 15 
miles to work every morning you would have to take a 
new job located 50 miles (15 plus 35) away from your 
old home before you could satisfy the distance test. 
(If you did not work prior to your move, your new 
business location must be 35 miles away from your 
former residence.) 

2. Time: You must generally work in the area of your new 
job as a full-time employee for 39 weeks in the 12 
months following your arrival in the general location 
of your new business location. 

The deduction for moving expenses is designed to 
compensate you in part for a job-related burden - moving to 
a new home in connection with a change of jobs. What if 
your move seems to put you in a worse position than before? 
For example, you new job is 50 miles away from you old home 
and 55 miles from you new home. On audit, IRS may seek to 
disallow your moving expenses because your move has 
apparently left you worse off than if you had stayed put. 

Your deduction may be preserved, however, if you can 
show that the move was a condition of your employment or 
that you wound up with a shorter commuting time. This can 
happen if you previously had to drive to work in stop-and-go 
traffic but can now breeze into the office by train. 

What is deductible? 
All reasonable and necessary expenses you paid for you 

and your household as a result of the move are deductible. 
Allowable expenses include: 

* The costs of actually packing up your goods and 
personal effects and moving them to your new home. 

* Temporary storage. 
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* The expenses involved in traveling to your new 
home, including meals and lodging for you and your 
family - the meal portion is subject to an 80 
percent limitation. 

* Travel expenses of trips to look for a new 
residence after obtaining employment, and of your 
final move. 

* Meals and temporary lodging for up to 30 
consecutive days while occupying temporary 
quarters in the area of your new job after you 
obtain new employment. 

* Expenses of selling your old residence and buying 
or renting a new one. 

The combined deductions for (1) house-hunting trips and (2) 
temporary lodging near your new home cannot exceed $1,500. 
Furthermore, the total of these combined deductions and (3) 
certain incidental costs of disposing of your old home and 
buying or renting a new one are deductible only up to 
$3,000. 

EXAMPLE You had the following moving expenses. 
You can deduct only up to $1,500 of those marked (1) 
and (2). You can deduct only $3,000 total for all four 
categories. 

Moving household contents $4,000 
Traveling to new home 1,000 
1. House hunting trips 2,000 
2. Temporarily living near new home 500 
3. Incidental costs of selling old home 1,400 
4. Incidental costs of buying new home 1.500 
Total costs incurred in moving $10.400 

Your allowable deductions are computed as follows: 

Amount Deduction 

Moving expenses $4, 000 $4, 000 
Travel to new home 1, 000 1, 000 

$3,000 limit overall 

$1,500 limit on items 1. and 2.: 
1. House hunting trips 2, 000 
2. Temporary living expenses 500 1, 500 
3. Costs of selling old home 1, 400 
4. Costs of buying new home 1, 500 1, 500 

$10, 400 8, 000 
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Nondeductible moving expenses 

The following are not deductible as moving expenses: 

* Mortgage penalties 
* Real estate taxes 
* Cost of new home 
* Fixing-up expenses and repairs incurred in 

connection with the sale of your old home which 
you apply to reduce your gain on its sale 

CASH CONTRIBUTIONS 

You may take a deduction for any contribution made to a 
qualified charitable organization. The contribution can be 
made by cash, check, credit card, or property, but must be 
actually paid or delivered to be deductible. A promissory 
note or pledge will not be deductible until the obligation 
is paid. If you charge a contribution on your credit card, 
it is deductible at the time of the charge, not when you pay 
the credit card bill. 

Qualified Organizations 
To be deductible, your contributions must be made to a 

qualified organization, including: 

* States and U.S. possessions and their political 
subdivisions, and the District of Columbia 

* The United States 
* Organizations created and operated solely for 

charitable, religious, educational, scientific, or 
literary purposes including most: 
- Nonprofit hospitals 
- Churches, synagogues, or other religious groups 
- Nonprofit medical research organizations 
- Nonprofit educational organizations 

* Veterans organizations 
* Nonprofit cemetery corporations 
* Domestic fraternal societies (to the extent gifts 

to them are used for eligible charitable purposes) 
* Nonprofit volunteer fire companies 
* Nonprofit day-care centers 

The following organizations are nonqualified, and 
contributions to them are not deductible: 

* Social clubs 
* Civic leagues 
* Business leagues or organizations 
* Most foreign organizations 
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* Communist organizations 
* Chambers of commerce 
* Political parties and candidates (and the 

political contributions credit has been abolished) 

Bear in mind: Contributions directly to or earmarked for 
the benefit of a particular individual, such as your priest 
or rabbi, are not deductible. Therefore, it is tax-wise to 
make any contributions payable to your church or synagogue. 

Contributions in connection with performing services 
You may deduct any unreimbursed expenses you incur 

while performing volunteer work or charitable services. 
This includes costs for uniforms, uniform upkeep, postage, 
stationery, equipment, advertising, and any other expenses 
essential to volunteer work. You may not deduct the value 
of your services. 

If you use your car while performing charitable 
services, you may deduct your actual expenses for gas, 
tolls, and parking fees, but not general maintenance, 
depreciation, or insurance. You may choose to elect to 
deduct 12 cents a mile instead of your actual expense. 
Parking fees and tolls may also be deducted. 

Nondeductible "contributions" 
The following are not deductible as contributions: 

* Donation of blood 
* Gift of use of property rent-free 
* Amounts paid to use church social hall 
* Purchase of raffle tickets 
* Loan to charity, unless the charity fails to repay 

or you later forgive the loan 

Recordkeeping 
In order to support a charitable deduction, you must 

keep one of the following types of proof of your 
contribution: 

* A canceled check 
* A receipt showing the name of the organization, 

the date of the contribution, and the amount of 
the contribution 

* A letter from the organization containing the same 
information if you have not received a formal 
receipt 

For small cash contributions, if you are unable to 
provide either the canceled check or a receipt, then the IRS 
may accept your statement as sufficient proof. 
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READING COMPLEXITY ELICITATION 

Please circle the description that best expresses your 
opinion about the tax instructions passage that you just 
finished reading. 

(1) I thought the instructions were easy to understand. 

Agree Agree Agree Neutral Disagree Disagree Disagree 
Very Strongly Strongly Very 
Strongly Strongly 

(2) I thought the instructions were not clearly written. 

Agree Agree Agree Neutral Disagree Disagree Disagree 
Very Strongly Strongly Very 
Strongly Strongly 

(3) I thought the instructions were too detailed. 

Agree Agree Agree Neutral Disagree Disagree Disagree 
Very Strongly Strongly Very 
Strongly Strongly 

(4) I thought the instructions were difficult to 
understand. 

Agree Agree Agree Neutral Disagree Disagree Disagree 
Very Strongly Strongly Very 
Strongly Strongly 

(5) I thought the number of calculations required was high. 

Agree Agree Agree Neutral Disagree Disagree Disagree 
Very Strongly Strongly Very 
Strongly Strongly 

(6) I thought the presentation of the instructions was easy 
to follow. 

Agree Agree Agree Neutral Disagree Disagree Disagree 
Very Strongly Strongly Very 
Strongly Strongly 
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