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I. Introduction

I
n 2002, the federal Earned Income Tax
Credit (EITC) will provide more than
$30 billion in refundable credits to low-
income working families. The credit

represents one of the nation’s largest—and
most effective—anti-poverty policies, as it
lifts an average of 5 million Americans above
the poverty line each year. Previous research

■ In the Washington, D.C. area, tax-
payers claiming an Earned Income
Tax Credit (EITC) of $1,500 spend,
on average, more than 10 percent 
of this amount on tax preparation,
electronic filing and a refund loan if
they use a commercial tax preparer.
One local preparer’s prices were typical
of those for national chain preparers:
$60 for preparation of a federal return
with the EITC, $34 for a state return,
$20 for electronic filing, and up to $90
for a refund loan, for a total of $204.

■ The nation’s largest commercial tax
preparation service and tax refund
lenders earned $357 million from
“fast cash” products in fiscal year
2001. This more than doubled the
approximately $138 million these com-
panies earned on similar products in
fiscal year 1998.

■ Electronic tax filing and preparation
services cluster in neighborhoods
where large numbers of families
claim the EITC. High-EITC zip codes
are home to 50 percent more elec-
tronic tax preparation services per filer
than low-EITC zip codes. Cities and
suburbs in the U.S. South and West
are home to low-income neighbor-
hoods with the highest concentrations
of tax preparers. 

■ An estimated $1.75 billion in EITC
refunds in 1999 was diverted toward
paying for tax preparation, elec-
tronic filing and high-cost refund
loans. In 1999, nearly half of the 
$30 billion in EITC claimed nation-
wide was refunded through
high-priced loans.

Findings

A study of how low-income taxpayers collect tax refunds, including an analysis of the spa-
tial distribution of commercial tax preparers and “rapid refund” loans in the nation’s 100
largest metropolitan areas, finds that: 
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has demonstrated the large economic
impact that the EITC makes in cities
and metropolitan areas throughout the
U.S.2 For instance, Los Angeles
County received nearly $1.3 billion in
EITC refunds in 1998, and nearly one
out of every four families in the city of
Los Angeles received an average credit
of $1,700. In addition, 14 states, the
District of Columbia, and two local
jurisdictions offer earned income cred-
its through their own tax codes that
build off the federal EITC and further
help to make work pay for low-income
families. This paper documents that
proliferating tax preparation services
and products in low-income neighbor-
hoods are diverting significant EITC
dollars away from working families.

Like other taxpayers, many families
who earn the EITC seek help in
preparing their tax returns. After all,
the process of filing for the EITC, as
well as the newly-enacted refundable
child credit, can be quite daunting,
especially for low-income families
whose first language is not English.3 In
fact, recent survey research confirms
that low-income Hispanic parents, in
particular, are less likely to know
about the EITC; they may thus be
more likely than other families to rely
on tax preparation services to help
them claim the credit.4 Nor are they
alone. Rather than contend with the
system on their own, more than half of
Americans today—and 68 percent of
filers who receive the EITC—hire a
tax preparation service to navigate the
intricacies of the tax code and prepare
their returns.5

These services, meanwhile, are carv-
ing out a profitable niche—albeit one
that exacts a steep price in low-income
communities—as they help low-
income, often urban, working families
obtain their often-large EITC refunds.
Many tax preparation services offer
not only assistance in preparing and
filing returns, but also refund anticipa-
tion loans (RALs), refund transfers,
and other products intended to help
taxpayers obtain cash quickly. For

these services, though, filers pay
dearly in the form of numerous prepa-
ration fees, “filing fees” and other
costs. And as this survey shows, these
costs are large enough to consume a
significant portion of the EITC dollars
that flow into a community.

In this study, we first present find-
ings from an informal survey in the
Washington, D.C. area on the typical
costs of tax preparation services and
products for low-income filers. Sec-
ond, we show how the “rapid refunds”
that are sold primarily to lower-income
taxpayers have contributed to growth
in the commercial tax prep industry
over the last several years. Third, we
demonstrate that tax preparation serv-
ices are concentrated in low-income
urban and suburban neighborhoods
where large shares of filers earn the
EITC, especially in the U.S. South
and West. Finally, we use new data
from the Internal Revenue Service
(IRS) to estimate the aggregate dollar
amount diverted from low-income tax-
payers for tax preparation services and
associated products.

Our research finds that high-cost
tax preparation services and products
can significantly diminish the eco-
nomic benefits of the EITC—both for
low-income working families and for
the neighborhoods in which they live.
Federal, state and local officials
should therefore take steps to ensure
that tax preparation and expensive
refund loans do not erode govern-
ment’s efforts to support work
through the EITC. The federal gov-
ernment should reduce filing
complexity for lower-income families
by simplifying the rules behind the
EITC and the new partially refund-
able child credit. All levels of
government can expand the availabil-
ity of free or very low-cost tax
assistance through the IRS Volunteer
Income Tax Assistance (VITA) pro-
gram or through other local programs.
The IRS should also stem the demand
for high-priced loan products by mak-
ing free or low-cost electronic filing

widely available to low-income taxpay-
ers through web-based technology.
The federal government, with support
from local leaders, can help connect
low-income, “unbanked” filers to 
low-cost accounts into which their
refunds can be directly deposited,
eliminating the need and the tempta-
tion to rely on high-priced refund loan
products. Finally, government should
promote consumer awareness about
the high price of “rapid refunds” and
the alternative options available to
low-income working families for
receiving their EITC dollars.

II. Methodology

T
his survey analyzes informa-
tion on the commercial tax
preparation industry and the
spatial distribution of its firms

and clients in the nation’s 100 largest
metropolitan areas. These metropoli-
tan areas, and their central cities, were
the focus of an earlier Brookings
Urban Center report, “A Local Ladder
for the Working Poor.” Using IRS data,
that report detailed the spatial distri-
bution of the EITC in those 100 metro
areas. This study focuses attention on
the relationship between EITC earn-
ings and the location of tax
preparation services that offer elec-
tronic filing of returns (“electronic
returns originators,” or EROs). The
report also details, for the first time,
the concentration of “rapid refund”
loans in low-income communities
throughout the 100 largest metropoli-
tan areas, and provides an estimate of
the total amount spent on tax prepara-
tion and loans by EITC recipients
nationwide.

A few words are in order about the
sources and types of information con-
sidered here:

Electronic Return 
Originators (EROs)
EROs, versus smaller paper-only pre-
parers, receive the bulk of the scrutiny
in this survey for several reasons. The
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IRS maintains a national database of
ERO name and address information
because these firms are required to reg-
ister with the service in order to submit
electronic returns. We found that this
database provides a more systematic
source of information on tax preparers
than is available through phone book
searches and a more complete source
than is available through Census sur-
veys and private-sector sources. 

Lower-income taxpayers who are
eligible for the EITC are also more
likely than higher-income individuals
to use EROs to prepare their taxes.
The demand for refund dollars is high
among earners eligible for the EITC;
while a considerable share save at
least a portion of their refunds for
some longer-term use, most use
refunds right away to pay down credit
card bills and to meet immediate
needs such as rent and utilities.6 By
filing electronically, low-income filers
are also able to receive their refund
dollars more quickly. Finally, EROs are
the largest vendors of the “rapid
refund” products that receive scrutiny
in this study. 

Industry Background Sources
To describe the structure and size of
the commercial tax preparation indus-
try, we rely primarily on data culled
from the annual reports of the two
largest firms in the industry, H&R
Block, Inc. and Jackson Hewitt Inc.,
as well as annual reports of the finan-
cial institutions with whom these
companies partner to deliver products
and services. These sources offer an
in-depth look at only a portion of the
full tax preparation industry, since the
big chains encompass only about one
in six EROs in the 100 largest metro-
politan areas. However, these two
firms account for nearly a third of all
commercially prepared federal indi-
vidual income tax returns, and nearly
half of all returns that are filed elec-
tronically. Altogether, just over 30
percent of all year 2001 individual
income tax returns were e-filed. Simi-
larly, of the 65 million individual
income tax returns prepared by tax
professionals in 1999, 32 percent 
(21 million) were e-filed.7

Price Information
In addition to describing the size of
the industry and its growth over time,
annual reports from H&R Block and
Jackson Hewitt also reveal information
on revenues for several of these
chains’ most popular products and
services. To gather information on the
prices that these chains charge, as well
as the cost of products and services
offered by independent agents, we
telephoned 124 tax preparation serv-
ices listed in the Washington, D.C.
metropolitan area phonebook
between September 2001 (when
many offices were closed) and March
2002. Of the services contacted, 60
responded to our requests for price
information. Local franchises of
national chains, as well as independ-
ent agents, were surveyed in order to
gauge the degree to which local
prices may vary from the national
averages indicated in annual reports.

EROs, Rapid Refunds and the EITC
To describe the spatial distribution of
tax preparation services in cities, we
rely primarily on the aforementioned
IRS database containing name and
address information for commercial
originators of electronic returns—the
EROs. We use these data, in combina-
tion with a separate IRS database
containing 1998 zip-code level infor-
mation on EITC receipt, to compare
the location of EROs to the location of
EITC earners and those who file their
returns electronically.8 A third IRS
database provided to Brookings reports
zip code-level information on the
number of 1999 returns claiming the
EITC that have an associated RAL,
and the amount of EITC dollars
claimed on those returns. We use
price information from our survey of
Washington, D.C. area tax preparers
to generate a rough estimate of the
savings that could accrue to low-
income families if they prepared and
filed their returns at no cost.
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Glossary of Terms

ERO—Electronic return originator, alternately referred to in this report as
“tax preparer” or “tax preparation service.” An entity authorized by the IRS to
originate the electronic transmission of federal income tax returns.

RAL—Refund anticipation loan, alternately referred to in this report as
“rapid refund” or “refund loan.” Money borrowed by a taxpayer from a lender
based on the taxpayer’s anticipated income tax refund.

e-file—Electronic filing. The submission of a tax return to the IRS via elec-
tronic, rather than paper, means. Taxpayers can e-file through an electronic
return originator (ERO), personal computer software, or over the telephone
through the IRS TeleFile program. E-filing speeds IRS processing, reducing
turnaround time for refunds and the detection of errors on returns.

VITA—Volunteer Income Tax Assistance. A program involving IRS-trained
volunteers who provide free tax assistance at community locations to individ-
uals—often those with low incomes or limited English proficiency—who
need assistance with basic income tax return preparation. 



III. Background

How Large Is the Industry?
The tax preparation services industry
is highly fragmented, although one
name currently dominates the busi-
ness: H&R Block. According to its
publicly filed annual report for the fis-
cal year ended April 30, 2001, H&R
Block prepared 16,442,000 individual
income tax returns for the 2001 tax
year, or about 13.9 percent of all indi-
vidual returns filed with the IRS. Its
largest competitor is Jackson Hewitt,
which prepared more than 2.2 million
tax returns in 2001, or about 1.7 per-
cent of all returns filed.

The vast majority of paid tax prepa-
ration services, at the same time, is
provided by a disparate array of unaf-
filiated professionals, including
certified public accountants, attorneys
and enrolled agents, as well as fly-by-
night amateurs. Using IRS figures, the
National Association of Tax Profes-
sionals (NATP) estimates that there
are approximately 300,000 practicing
tax professionals in the U.S.10 Numer-
ous software companies also sell tax
preparation software or offer prepara-
tion and filing services online. 

Meanwhile, there are no general
national educational or professional
standards that tax preparers must sat-
isfy before they can take on clients,
although enrolled agents must be 
certified to practice by the IRS. Con-
sequently, the tax preparation industry
remains virtually unregulated. Ulti-
mately, quality control is maintained
mostly by the paid tax preparer’s signa-
ture on the return, which subjects the
preparer to liability for any fraud or
errors in the returns they prepare and
obligates preparers to defend their
clients before the IRS in the event of
an audit. 

Another peculiarity of this some-
what ad hoc industry is the part-time
status of many tax preparers, who fre-
quently follow the standard January
through April filing season. Our infor-
mal survey of tax preparation services

in the Washington, D.C. metropolitan
area, for example, revealed a signifi-
cant number of seasonally operated,
one-person storefronts. Of 80 Yellow
Page listings for tax preparation serv-
ices in the city of Washington, D.C.,
only 25, or about 31 percent, were
affiliated with a national chain. More-
over, there is a good deal of anecdotal
evidence that during tax filing season,
tax preparation services that operate
off-the-books sprout up in low-income
city neighborhoods nationwide.

Despite the industry’s current frag-
mentation, there is some indication of
consolidation and growth. While the
number of offices owned or affiliated
with H&R Block nationwide has held
steady since the mid-1990s, the num-
ber of Jackson Hewitt franchises has
expanded dramatically in recent years.
The company has grown from only 
22 locations 15 years ago to approxi-
mately 3,300 stores today.11 Over the
past four years alone, Jackson Hewitt
has more than doubled its number of
locations and returns filed.12

Revenues derived primarily from the
collection of various return-prepara-
tion fees from filers indicate that the
commercial tax preparation business
in the U.S. is growing fast. In the fis-
cal year ended April 30, 2001, H&R
Block earned revenues of nearly $1.7
billion from its tax preparation and
related services, including RALs, an
increase of 15.6 percent over the pre-
vious fiscal year.13 Although current
revenues for Jackson Hewitt are not
publicly available because of its status
as a subsidiary of Cendant Corpora-
tion, a recent company press release
announced that Jackson Hewitt’s rev-
enues for 2001 topped earnings in
2000 by 36 percent.14 In 1997, the last
year for which figures are publicly
available, Jackson Hewitt’s revenues
totaled $31.4 million.15 With Jackson
Hewitt now preparing more than twice
the number of returns it did in 1997,
and these two firms accounting for
only a third of all returns filed, it is
reasonable to extrapolate that tax

preparation is a multi-billion dollar
industry.

What Is a RAL?
Refund anticipation loans (RALs) are
an important reason for the industry’s
recent growth, and a large revenue
source for the commercial chains (see
Finding B). RALs are similar to “pay-
day loans” in that they provide
advances on a borrower’s anticipated
income—in this case, a tax refund—
and come at a steep price. In the case
of the RAL, the loan is repaid when
the IRS issues the borrower’s expected
refund. The principal attraction of
RALs is that customers are usually
able to receive cash proceeds from
their loans within about two days of
electronically filing their tax returns,
or about seven to ten days sooner than
if they had requested direct deposit 
of their refund to a personal bank
account. Some services even offer an
“instant” RAL, so that taxpayers can
receive a check as they leave the pre-
parer’s office.16 RALs also permit
taxpayers without bank accounts (and
who are consequently without direct
deposit capabilities) to obtain their
refunds without waiting for a paper
check from the IRS. And because 
tax preparation and other fees are
deducted from the proceeds of a RAL,
taxpayers who do not have the funds
to pay for services up-front may find
RALs particularly attractive. 

A handful of banks have entered
into partnerships with tax preparation
services to issue RALs. Often, these
banks are nationally chartered and are
thus not subject to laws that many
states have adopted to regulate high-
cost consumer loans.17 There are two
varieties of arrangements between
banks and tax preparation services for
the issuance of RALs. The first of
these involves the payment of a flat
referral fee by the bank to the tax pre-
parer for each RAL application that is
approved.18 Under this arrangement,
the bank receives all application 
and processing fees in exchange for
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assuming all of the risk that the actual
refund will be insufficient to cover the
loan. Under the second type of
arrangement, the bank and tax prepa-
ration service share both the risks and
the fees.19 Because this arrangement
can be more profitable to tax prepara-
tion services, it is also more common. 

RALs are comparatively low-risk
loans, which is part of their appeal to
banks. Although default rates on RALs
are somewhat higher than on other
types of credit, banks have put a num-
ber of mechanisms into place to lower
their risks (in addition to the “debt
indicator” tool supplied by the IRS,
described below). The most significant
of these is a cooperative agreement
under which RAL issuers share 
information about outstanding delin-
quencies owed by RAL applicants.
Under this arrangement, if a taxpayer
owing money from a prior RAL applies
for another loan the following year
from another bank, the second bank
will deduct the funds owed to the first
bank before sending the remaining
proceeds to the borrower.20

In addition to RALs, tax prepara-
tion services typically offer a product
that is variously called an “acceler-
ated check request” or a “refund
transfer,” which is geared toward tax-
payers who either don’t qualify for a
RAL or who lack a bank account.
With these products, the IRS issues
refunds by direct deposit to the tax
preparation service, which then
issues a check to the taxpayer in the
amount of the refund, minus fees.
Refund transfer programs involve no
risk to the affiliated lender, since the
tax preparation service already has
the refund in hand when it makes out
a check to the taxpayer. This service
essentially enables taxpayers without
bank accounts to enjoy the benefits
of direct deposit, which is speedier
than the paper checks issued by the
IRS. These products also come at a
sizable cost to the filer and serve, like
RALs, to divert additional refund dol-
lars away from low-income families. 

IV. Findings

A. In the Washington, D.C. area,
taxpayers claiming an Earned
Income Tax Credit (EITC) of 
$1,500 spend, on average, more
than 10 percent of this amount on
tax preparation, electronic filing
and a refund loan if they use a 
commercial tax preparer. 
Information on the prices charged by
national chains, as well as data from
our informal survey of Washington-
area commercial tax preparers,
confirm that low-income taxpayers
who choose to file through a preparer
can expect to spend large sums to file
simple forms. Receiving refund dollars
via a RAL can double the price.

1. On average, services affiliated with
national chains charge at least $100 in
fees per customer for tax preparation
and filing, plus an additional $75 to
$100 for a RAL.
Because of the fragmentation of the
industry, fees and services among tax
preparation services (even among
those franchises affiliated with a
national chain) vary quite widely. The
fee structure for loans on refunds,
nevertheless, appears relatively stan-
dard. Borrowers generally pay an
application fee and/or document pro-
cessing fee, plus a finance charge that
is based on a percentage of the
amount borrowed.

For fiscal year 2001, H&R Block
reported that its average total fee per
client was $118, an 11 percent
increase over the prior year.21 Docu-
mentation from a return prepared by a
suburban Washington H&R Block in
January 2001 reveals that refund
loans, or RALs, can add significantly
to this price.22 The preparation fees for
a federal return (including the EITC)
and a District of Columbia return
totaled $95. A RAL for the anticipated
refund of $2,500 cost the taxpayer an
additional finance charge of $121—
$43 to H&R Block for its per-RAL
license and documentation preparation

fees, plus $78 to Household Bank.23

Given that this taxpayer probably
saved only about a week’s wait on her
refund, the annualized interest rate on
her RAL was roughly 250 percent.24

Fees for H&R Block RALs appear to
have increased again in 2002. A recent
report discloses that a $2,500 refund
loan in 2002 will generate a $90 fee to
Household Bank (presumably in addi-
tion to the license and documentation
preparation fees levied by H&R
Block).25

No recent information is available
on the average prices charged nation-
ally by Jackson Hewitt for preparing
and filing returns, though their per-
client fee has undoubtedly increased
from its $99 average in 1997.26 Jack-
son Hewitt’s fee structure for RALs,
however, appears to have remained
relatively constant since 1997. In
1997, Jackson Hewitt customers
applying for RALs each paid a $24
application fee, a $25 document pro-
cessing fee, and an additional RAL
finance charge equal to approximately
four percent of the amount of the
loan. At this price, a taxpayer antici-
pating the same $2,500 refund would
pay $149 in RAL fees alone. 

2. In the Washington, D.C. area, the
average EITC filer can expect to spend
$100 on tax preparation and filing, not
including additional fees for the pur-
chase of a RAL.
Gauging the average cost of tax prepa-
ration services in a major metropolitan
area proved to be quite challenging.
An informal telephone survey of 124
tax preparation services in the Wash-
ington, D.C. metropolitan area yielded
60 responses, a number of them
incomplete. In each case, we asked for
an estimate of the minimum cost of
preparing a federal Form 1040A (a
somewhat simplified form which most
EITC claimants are eligible to use),
including schedule EIC (required to
claim the EITC), as well as an accom-
panying state return. We also asked
about additional fees for electronic 



filing, and whether or not the service
offers RALs or similar financial prod-
ucts (and if so, the price). 

A number of the services contacted
refused to give quotes over the tele-
phone or were evasive in their
responses. Several services would not
provide even a minimum estimate of
costs and instead insisted that fees
would depend on the complexity of the
return and the type of services
involved. Many services providing esti-
mates gave them under the caveat that
actual fees might run much higher,
depending on the return. Some serv-
ices also provided estimates for certain
services but not others. Because a part
of this survey occurred over the fall of
2001, many offices were also closed
when first contacted. We did, however,
contact these offices again after Janu-
ary 1, 2002 with greater success.
Summarized below are the results of
our survey regarding the array of costs
associated with tax preparation: 

Fees for preparing federal Form
1040A and equivalent state form,
plus claim for EITC 
We asked each responding service to
estimate the minimum cost of prepar-
ing federal and state tax returns for a
taxpayer claiming the EITC. Many
responded with a range of prices,
depending on the complexity or the
refund amount involved.

Prices varied significantly. The low-
est estimate, provided by one service,
was $25. However, most services (38
of 60) quoted fees between $75 and
$100. Only 12 services responded that
a taxpayer could expect full service for
less than $50. Five services named
minimum prices of between $100 and
$150, and five others quoted fees in
excess of $150. Services that were part
of national chains generally quoted
fees of between $75 and $100. Over-
all, the price quoted for preparing an
EITC filer’s returns averaged between
$85 and $91.27

Fourteen of the 60 responding serv-
ices (23 percent) charged an extra fee

(in addition to the quoted minimums
discussed above) for preparation of the
schedules accompanying a claim for
an EITC. Of these services (which
included stores affiliated with national
chains), four quoted prices of less
than $15 and seven quoted charges
between $15 and $35. One service
responded that it charged $65 for
preparation of an EITC schedule, and
two others declined to give a specific
price. The average fee (using the low
end of any ranges given) was a little
under $20. 

Fees for electronic filing
Of the 60 services that responded to
our questions, 42 provided e-filing and
30 of those services reported charging
an additional fee to file a return elec-
tronically, over and above the fees for
preparation of returns. Of the services
providing a specific price, the average
(using the low end of any ranges
given) was $29.28 Many stores (includ-
ing the Jackson Hewitt franchises)
responded that e-filing is included in

the tax preparation fee but that they
will charge taxpayers an e-filing fee 
if they do not also have their returns
prepared at their stores. One store
(affiliated with a national chain)
quoted a stand-alone e-filing fee 
of $100. 

Fees for RALs and refund transfers 
Although all of the services affiliated
with a national chain offered refund
loans and similar products, less than a
third of the non-affiliated services in
our survey did. Of the 42 unaffiliated
respondents in our survey, only 13
offered RALs. Of the 31 total services
in our survey that offered RALs, fewer
than two-thirds would provide us with
an estimate of the cost of a RAL. Of
the respondents, ten declined to give a
specific estimate, saying that fees
would depend on what the partnering
bank would charge. Ten services
(including many of the Jackson Hewitt
outlets surveyed) reported that RAL
fees would equal a certain fixed
amount, ranging from $10 to $85,
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Figure 1.  Fees for Preparing and Electronically Filing Federal* and 
State Returns, Washington, D.C. Area, 2002
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plus the loan fees charged by the
bank. Eight services provided us with
widely varying ranges of potential
costs, with one service claiming that a
RAL could cost a taxpayer as much as
$1,000. Other services provided cost
ranges of $40 to $90, $70 to $150 and
$30 to $300, although one service
claimed that a RAL would only cost
$10 to $20, and another service
claimed it did not charge an extra fee.
Three services gave estimates of
around $90.

Total costs
We summed, for each responding serv-
ice, the total estimated costs provided
by that service for tax preparation and
e-filing (including additional charges
for EITC filers). We did not include
RAL fees, given the variance in cost
estimates. Again, where the respond-
ing service provided a range of costs,
we used the low end of the range in
arriving at a total. Excluding the
response of the service that quoted a
price of $700, the average total cost of
tax preparation fees in our study is
$101.65. (The number of responses in
different price ranges are shown in
Figure 1.)

The purchase of a RAL can easily
double this amount. If, for example, a
taxpayer paying the average amount of
$100 for tax preparation services also
purchased a RAL for $90 (the most
frequently cited response in our sur-
vey), total costs would equal $190, or
12.6 percent of the average federal
EITC refund in the Washington, D.C.
area (see Table 1).29 This outlay may,
in fact, be typical of customers at
national chains who opt for RALs.
One service in our study, a member of
a national chain, cited the following
prices: $60 for preparation of a federal
tax return, $34 for a state return, $20
for e-filing and up to $90 for a RAL,
for a total of $204. 

Fees for cashing checks
According to the Federal Reserve, 
22 percent of families with less than
$25,000 in income (the majority of the
EITC-eligible population) lack a bank
account of any kind.30 Many low-
income taxpayers may thus need to
avail themselves of a check-cashing
service in order to cash the RAL or
refund transfer check provided by the
preparation service. As a result, many
families pay an even higher price to

obtain the EITC. The largest national
check cashing chain, ACE Cash
Express, is partnering with H&R Block
to install automated check-cashing
machines in the firm’s offices. Anecdo-
tal surveys indicate that ACE actually
charges a premium to cash tax refund
checks, even though the risk associ-
ated with such checks is minimal.31

Even paying the national average 
2 percent fee to cash such a check
would add an additional $30 to the
cost of obtaining a $1,500 refund.32

B. The nation’s largest commercial
tax preparation service and “rapid
refund” lenders earned $357 million
from “fast cash” products in fiscal
year 2001. 
At a price of $90, one might think that
commercial tax preparers would have
difficulty selling short-term loans to
low-income customers. Industry data,
however, show that the purchase of
these “fast cash” products is common,
and spreading.

IRS initiatives have precipitated a
rapid growth in the demand for refund
loans. E-filing and direct deposit have
greatly reduced taxpayers’ wait for
their refund checks—from six weeks
to 14 days. At the same time, they
have reduced lenders’ risks in issuing
loans secured by a taxpayer’s refund:
direct deposit enables lenders to
receive RAL repayments directly from
the IRS, and the two-week average
term of RALs is relatively short. In
addition, the IRS now notifies lenders
if a RAL applicant owes any outstand-
ing federal debts (e.g., back taxes,
child support, student loans, etc.)
which his/her tax refund might be
used to offset. This so-called “debt
indicator” has become an important
underwriting tool for RAL issuers. 

Fees from refund loans and other
“fast cash” products have conse-
quently come to make up a significant
portion of the revenues generated by
national tax preparation companies.
For the fiscal year ended April 30,
2001, H&R Block earned approxi-
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Table 1. Average Fees for Tax Preparation, Electronic Filing and 
$1,500 Refund Loan in the Washington, D.C. Area

Basic preparation fees (one state and federal return) $84.96
Schedule EIC preparation fee* 4.69
Electronic filing fee* 12.00
Total—preparation and filing $101.65

RAL fees** $88.00

Preparation fees plus RAL fees $189.65

Total fees as percentage of $1,500 refund 12.64%

* Weighted average, including zero responses.

** Based on fee structure for H&R Block RAL obtained in 2001: $43 license and documentation

fee, plus bank fees amounting to roughly 3% of refund amount.

Source: PPI survey, March 2002



mately $134 million in RAL fees, an
increase of nearly $44 million over the
prior year. The company attributed
this growth to higher average fees per
RAL, which increased 44 percent over
the preceding year, and a surge in the
number of RALs issued. In 2001, the
company processed nearly 4.5 million
RALs, compared to 2.8 million only
two years earlier. Altogether, a “fast
cash” product accompanied approxi-
mately 48 percent of the 13.3 million
returns filed electronically by the com-
pany in fiscal 2001. 

In fiscal 1997, the last year for
which financial information is avail-
able, income from RALs and
accelerated refund products comprised
29.8 percent of Jackson Hewitt’s total
revenues.34 That year, the firm issued
472,000 RALs and related products
for fees of $9.4 million, an increase of
more than one third over the previous
year. According to the company, its
customers “consist primarily of low to
middle income taxpayers who typically
are entitled to tax refunds and want to
receive their refund checks as quickly
as possible.”35 Its annual report for
1997 noted that, “approximately 80%
of Jackson Hewitt’s customers had
annual gross wages under $30,000
and over 62% had annual gross wages
under $19,000. Many customers also
qualify for an increased refund as a
result of the Earned Income
Credit….”

The popularity of refund loans has,
in fact, been a major factor in the phe-
nomenal growth that Jackson Hewitt
has enjoyed in recent years, principally
in low-income markets. On its web-
site, the company bills itself as a
“leader in electronic filing and refund
anticipation loans,” and according to
the company’s public filings, more
than half of its customers purchase
RALs or similar products. During the
1997 tax season, for example, the
company reported that about 54 per-
cent of its customers bought RALs or
similar products. Assuming that a sim-
ilar percentage of its filers in tax year

2001 purchased RALs, Jackson Hewitt
processed approximately 1.2 million
RALs last year.

Two financial institutions dominate
the lender side of the RAL/refund
transfer industry: Pacific Capital Ban-
corp, and Household International
Inc., which is also one of the nation’s
largest lenders of subprime home
equity loans.36 Household, which pro-
vides all of the RALs for H&R Block,
more than doubled its RAL income
from $73 million in 1998 to $198 mil-
lion in 2001.37 In 2001, the company
originated about 6.4 million RALs,
with a loan volume of about $8.4 bil-
lion. The majority of these customers,
Household reported, “are renters 
with household incomes of less than
$25,000 who are entitled to refunds 
of greater than $2000.”38

Pacific Capital, which underwrites
Jackson Hewitt’s RALs, nearly quadru-
pled its RAL income over the past
three years, earning $25.2 million in
2001, compared to $6.8 million in
1998.39 Pacific Capital has also seen

significant increases in its income
from refund transfer services; rev-
enues from this product rose from
$4.8 million in 1998 to $7.3 million in
2000. In its most recent annual report,
Pacific Capital confidently predicted
that its RAL and refund transfer pro-
grams “will continue to increase in
volume because the IRS wants to
encourage more taxpayers to file elec-
tronically.” Altogether, H&R Block,
Pacific Capital and Household earned
$357 million in fiscal 2001 from the
sale of RALs and refund transfer serv-
ices, more than double the $138
million earned by these companies in
fiscal 1998 (Figure 2).

C. Electronic tax filing and 
preparation services cluster in
neighborhoods where large numbers
of families claim the EITC.
Research on the spatial distribution of
the EITC has found that the credit
boosts incomes and purchasing power
by significant amounts at the neigh-
borhood, city and metropolitan levels.
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Figure 2.  The Growth of Refund Loans: H&R Block, Household
International, and Pacific Capital Bancorp, 1998–2001
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For instance, in 1998, the $430 mil-
lion in EITC refunds flowing into the
city of Chicago boosted purchasing
power by an average of $2 million per
square mile. That same year, there
were zip codes in New York, Fort
Lauderdale, El Paso and a number 
of other cities where families collec-
tively earned over $20 million from
the EITC.

While serving as an economic boon
to low-income communities, tax
refund dollars also represent a busi-
ness opportunity for professional tax
preparers. In fact, our analysis of the
spatial distribution of tax preparers, as
represented by electronic return origi-
nators (EROs), indicates that the
concentration of EITC refund dollars
in low-income communities leads tax
preparation services to locate there
more frequently than in other, higher-
income neighborhoods. 

1. High-EITC zip codes are home to 
50 percent more EROs per filer than
low-EITC zip codes. Jackson Hewitt

stores are even more highly concen-
trated in high-EITC zip codes.
We first investigate, for zip codes in
the 100 largest metropolitan areas, the
relationship between the penetration
of commercial tax preparers, or EROs,
and the share of filers earning the
EITC. We divide the number of EROs
in a zip code by the number of filers in
that zip code to control for the fact
that tax preparation firms, like most
retail businesses, will choose to locate
near a greater number of potential
customers.40

There is a clear relationship
between the location of EITC earners
and the location of tax preparation
services. In zip codes where less than a
tenth of all filers earn the credit, there
are roughly ten EROs for every 10,000
filers. As Figure 3 shows, this figure
increases by about one ERO per
10,000 filers with each additional 5
percent of the filing population claim-
ing the EITC. The ERO penetration
rate reaches 15.6 per 10,000 filers in
zip codes where between 35 and 40

percent of all filers receive the credit.
These zip codes alone generated 2.2
million returns in 1999.

It may be that tax preparation firms
locate in higher-EITC zip codes
because population in general is
higher there, enabling them to benefit
from economies of scale even in the
face of greater competition. However,
the data confirm that the relationship
between EITC receipt and tax pre-
parer penetration is largely
independent of zip code population.
Across zip codes of different popula-
tion levels, the average number of
EROs per 10,000 filers does not devi-
ate much from the 100-metro average
of 11.5. Thus, these firms are clearly
over-represented in communities with
large concentrations of EITC earners,
regardless of population levels.

Jackson Hewitt storefronts, in par-
ticular, are disproportionately located
in high-EITC zip codes. Table 2 shows
the share of all returns, all EROs, and
all H&R Block and Jackson Hewitt
stores located in zip codes of varying
EITC receipt in the top 100 metro
areas. As the previous charts revealed,
EROs in general are over-represented,
based on return volume, in higher-
EITC zip codes. The share of all H&R
Block stores located in zip codes with
above-average EITC receipt (20 per-
cent and up) is similar to the share of
all returns in those zip codes. Jackson
Hewitt stores, on the other hand, are
highly over-represented in these neigh-
borhoods—even more so than EROs
generally. Whereas 23 percent of all
returns originate in zip codes where
more than 20 percent of filers earn the
EITC, 38 percent of Jackson Hewitt
stores are in these zip codes. 

As noted previously, the faster
refund turnaround available through
electronic filing—and the accompany-
ing access to refund anticipation
loans—appeal to many low-income fil-
ers expecting substantial refunds. The
concentration of EROs in neighbor-
hoods with large numbers of EITC
earners leads to high e-filing rates
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Figure 3.  Tax Preparer Penetration, and Number of Returns in 
100 Largest Metropolitan Areas, 

by Share of Zip Code Filers Earning EITC
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among the lower-income population.
For every 5 percentage point increase
in the share of a zip code’s filers that
earn the EITC, the share of taxpayers
filing their returns electronically
increases 3 percentage points (Figure
4). This is consistent with a recent
IRS finding that 52 percent of all
EITC recipients file returns electroni-
cally (versus 32 percent of all filers).41

The average share of a zip code’s tax-
payers using a paid preparer, in
contrast, does not change much as the
share earning the EITC increases.
Unlike higher-income families, who
are likely to have access to software
that allows them to file their own
return electronically, the large majority
of families that e-file for the EITC
probably do so through a paid tax 
preparer.42

2. Cities and suburbs in the U.S. South
and West were home to low-income
neighborhoods with the highest concen-
trations of tax preparers. 
Across the 100 metropolitan areas,
there is a consistent relationship
between the share of the filing popula-
tion that earns the EITC, the share
that files electronically, and the num-
ber of EROs per filer. Underlying this
relationship are some strong regional
patterns. In general, cities and suburbs
in the U.S. South and West exhibit a
higher concentration of EROs in
neighborhoods where large shares of
the population earn the EITC.

The concentration of tax prep firms
in high-EITC neighborhoods is not 

a central-city phenomenon alone. 
Figure 5 shows that ERO penetration
increases with increasing share of
EITC filers, regardless of whether the
zip code is located in the central city.
While there are more EROs per filer
in low-EITC central city zip codes,
once the share of filers earning the
EITC exceeds 20 percent, average
ERO penetration rates are almost
identical in cities and suburbs.43 Tax
preparers appear to cluster wherever
EITC recipients do.

While city-suburb differences in

ERO penetration were not pro-
nounced, at all levels of EITC receipt,
zip codes in the South and West have
more EROs per filer. Table 3 shows
that at the low end of the EITC range,
the regional disparities are not large;
an average of between 9.1 (Northeast)
and 11.5 (West) EROs per 10,000 fil-
ers are located in zip codes where less
than 10 percent of filers earn the
credit. As the share of filers receiving
the EITC increases, however, the dif-
ference between regions grows. The
ERO penetration rate climbs highest
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Figure 4.  Share of Zip Code Taxpayers Filing Electronically in 
100 Largest Metropolitan Areas, 

by Share of Zip Code Filers Earning EITC
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Table 2. Percentage of Total Returns, Tax Preparers, and National Chain Tax Preparers in 
Top 100 Metropolitan Areas, by Share of Zip Code Filers Earning EITC

< 10% 10%-20% 20%-30% 30%-40% > 40%

All Returns 48.2% 29.0% 12.4% 6.8% 3.6%
All EROs 43.0 29.6 14.1 8.8 4.5
H&R Block 43.1 33.8 12.9 7.1 3.1
Jackson Hewitt 25.5 35.8 19.0 12.7 7.0

Source: 1998 IRS zip code files; IRS e-file provider database

Source: 1998 IRS Zip Code Files; IRS e-file Provider Database



in areas of the South where between
30 and 40 percent of all filers earn the
credit, and there are more than 18
EROs per filer on average. In San
Antonio, for instance, the nine zip
codes in that range of EITC receipt
have an average of 20 EROs for every
10,000 filers. 

In contrast, tax preparers in the
Midwest generally do not appear to
concentrate in city and suburban
neighborhoods with high rates of
EITC receipt. At the same time,
though, Midwestern zip codes have
the highest e-filing rates at every level
of EITC receipt, anywhere from 3 to
10 percentage points above the
national average. These seemingly
contradictory findings may be attribut-
able to the larger presence of the two
large national chains, H&R Block and
Jackson Hewitt, in the Midwest than
in other regions. Nearly 27 percent of
EROs in the Midwest are members of
one of the two chains, versus 14 per-
cent in the other regions. With chains
handling a larger volume of returns
than their independent competitors,
high-EITC zip codes in the Midwest
may experience the same effective
level of tax prep supply as in other
regions, even though they are home to
a lower number of EROs per filer.

D. An estimated $1.75 billion in
EITC refunds in 1999 was diverted
toward paying for tax preparation,

electronic filing and high-cost
refund loans.
The evidence presented thus far sug-
gests that commercial tax preparers are
marketing their services and products
most heavily in low-income communi-
ties. New data from the IRS, explored
in this section, point to the “success”
of this strategy. The amount of EITC
dollars diverted away from low-income

families, to these firms and their affili-
ated lenders, is substantial.

Nationwide, 39 percent of taxpayers
who earned the EITC in 1999
received their tax refunds via refund
loans (Figure 6). By contrast, only 4
percent of taxpayers who did not
receive the EITC in 1999 purchased a
RAL. More importantly, almost half of
all EITC dollars were distributed via a
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Table 3. Tax Preparer Penetration in 100 Largest Metropolitan Areas, by Share of Filers Earning EITC and Region

EROs per 10,000 filers

Share Earning EITC Northeast Midwest South West Total

< 10% 9.1 10.0 10.6 11.5 10.3
10% to 20% 8.7 10.9 12.8 12.8 11.7
20% to 30% 9.9 10.4 15.1 13.2 13.1
30% to 40% 12.3 10.4 18.3 14.8 15.0
> 40% 12.3 10.7 16.4 13.8 14.4

Source: 1998 IRS Zip code files; IRS e-file Provider database

Figure 5.  Tax Preparer Penetration by Zip Code EITC Receipt: 
Cities and Suburbs in 100 Largest Metropolitan Areas
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refund loan, indicating that taxpayers
who received larger refunds as a result
of claiming the EITC were more likely
to purchase a RAL.

Because prices for most RALs are
based on the amount of the antici-
pated refund, these families paid more
for their loans on average than other
EITC recipients would have paid. In
1999, the average EITC nationwide
was $1,655, but the average EITC
claimed through a RAL was $2,003.
Applying our price findings from the
Washington region—that a refund
loan for $2,000 costs about $100 on
average—suggests that the 7.5 million
EITC recipients who purchased
refund loans in 1999 spent perhaps
$750 million on those products. 

Assuming further that, as the
national statistics indicate, 52 percent
of all EITC recipients filed their
returns electronically, and that they
spent an average of $100 to do so,
roughly $1.75 billion in EITC refunds
in 1999 was diverted to pay for tax
preparation, filing and rapid refunds.44

While price figures from our informal
Washington, D.C. area survey may not
be perfectly representative of the
nation as a whole, given the similarity
of local averages to the prices reported
by national chains, we think they serve
as reasonable estimates.

Providers of rapid refunds appear to
have made their greatest inroads in
neighborhoods where large shares of
taxpayers earn the EITC. As shown in
Figure 7, in zip codes where less than
10 percent of families claimed the
credit, 22 percent of EITC earners
purchased a RAL. In zip codes where
between 30 and 40 percent of families
received the EITC, more than double
that share (45 percent) got rapid
refunds. The share was even higher in
neighborhoods where at least 40 per-
cent of taxpayers earn the credit. 

Several factors may contribute to
this pattern. First, the concentration
of EROs marketing their services in
higher-EITC neighborhoods may stim-
ulate greater demand for rapid refund

products. After all, many tax prepara-
tion services market their products
aggressively—for example, by blanket-
ing neighborhoods with flyers
promising special rates or discounts.
Second, low-income taxpayers in high-
EITC neighborhoods receive higher
EITCs on average than taxpayers in
low-EITC neighborhoods.45 As a result,
they may desire quick (if expensive)
refunds, either because the amount is
greater or because they need the cash
to cover immediate expenses.46 Third,
social networks in high-EITC neigh-
borhoods may serve to encourage
low-income families to claim their
refunds via RALs. When most of a tax-
payer’s friends and neighbors file their
returns at a local tax preparation serv-
ice, and pay to receive their refunds
within two or three days, he or she
may be persuaded to do the same
thing. Whatever the relative roles of
these factors, the neighborhoods
where low-income working families
are most concentrated are clearly

those that spend the largest sums of
EITC dollars on tax preparation serv-
ices and products.

The nationwide statistics, moreover,
tend to mask considerable diversity
across metropolitan regions, cities and
neighborhoods in the usage of high-
priced tax services. As the ERO
location information suggested, the
percentage of EITC earners who pur-
chase rapid refunds is highest in
metropolitan areas in the South (Fig-
ure 6). A map of Washington, D.C.
shows wide swaths of the city in which
half or more of all EITC returns
include a refund loan (Figure 8). Many
of these neighborhoods are inundated
with tax preparation services. 

Rapid refund rates are also quite
high in the Midwest, perhaps reflecting
the prevalence of high-volume chain
outlets in that region. Somewhat
smaller, though still considerable,
shares of EITC earners in the North-
east and West receive their refunds
through a RAL. (Appendix A lists the
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Figure 6.  EITC Returns, and EITC Dollars, with Associated Refund Loan 
in 100 Largest Metropolitan Areas, by Region, 1999
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share of families earning the EITC,
and the percentage of EITC returns
and EITC dollars associated with a
RAL, for each of the 100 largest metro
areas, their central cities and suburbs.)

These regional patterns are evident
in a list of the cities in which the high-
est shares of EITC recipients received
RALs (Table 4A). Eight of the top ten
cities on this measure are located in
the South. In most of these cities, a
very high percentage of taxpayers
receive the EITC (Birmingham, AL
was second in the nation in 1999),
and the average EITC refunded
through a RAL is much larger than the
national average of $1,655. Two Mid-
western cities—Gary, IN and
Cincinnati, OH—also show up in the
top ten. In all of these cities, at least
six out of every ten EITC earners pur-
chased a rapid refund.

In several cities, RALs divert mil-
lions of federal dollars each year away
from low-income families to a handful
of national banks. The list of cities in

which the largest number of EITC
recipients receive refund loans
includes, not surprisingly, some of the
nation’s largest (Table 4B). The order
in which they appear, though, is
notable. Although there were 120,000
more EITC earners in Los Angeles/
Long Beach than in Chicago in 1999,
there were 43,000 more EITC recipi-
ents with RALs in Chicago that year.
The tenth largest city in the U.S.,
Detroit, appears seventh on the list
because of the large share of its 
taxpayers who earn the EITC (33 per-
cent) as well as the large share of
those families who receive rapid
refunds (57 percent). And Memphis
appears on both lists, thanks to the
extraordinarily high percentage of its
low-income working families who
receive the EITC via a RAL.

Regional differences aside, there
were cities, suburbs and neighbor-
hoods in every region of the U.S. in
which more than half of all low-income
working families received their refund

dollars via a RAL. Thirty-three central
cities in the top 100 metropolitan areas
saw a majority of their EITC earners
purchase RALs in 1999. Included were
Northeastern cities such as Harrisburg,
PA and Rochester, NY; Texas cities
such as Dallas and Fort Worth-Arling-
ton; and four of Ohio’s largest cities.
The same was true in the suburbs of
12 metropolitan areas—including eight
in Virginia, North Carolina and South
Carolina. More than 400 zip codes
nationally, collectively home to more
than half a million low-income working
families, saw more than three-quarters
of EITC dollars claimed through an
expensive rapid refund.47

V. Policy Implications

T
he EITC serves as the nation’s
largest and most effective pro-
gram for assisting working
poor families. Many house-

holds, however, rely on costly tax
preparation services to claim their cred-
its, thereby diminishing their net
benefits from the program by consider-
able amounts. As a result, loans with
triple-digit interest rates are now
attached to nearly half 
of all EITC refund dollars. Overall,
roughly $1.75 billion intended to ben-
efit low-income families flows instead
to commercial tax preparers and affili-
ated national banks. 

To be sure, the concentration of tax
preparation services in low-income
communities points to a considerable
demand for assistance in preparing
returns, and in gaining access to EITC
refunds quickly. Clearly, commercial
tax preparers provide a service of some
value to the many EITC recipients
who do not understand how to file for
the credit, or who want the comfort of
having a “professional” fill out their
forms.48 The fact that EITC claimants
are about eight times as likely to be
audited by the IRS as higher-income
taxpayers may further encourage work-
ing poor families to seek the assistance
of paid preparers.49 Additionally, the
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Figure 7. Percentage of EITC Returns with Refund Loan
in 100 Largest Metropolitan Areas, 

by Share of Zip Code Filers Earning EITC, 1999
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marketing that for-profit tax preparers
do for themselves has the beneficial
side effect of marketing the EITC;
low-income taxpayers who would oth-
erwise be unaware of the credit are no
doubt better off receiving their tax
refund—minus the associated fees—
than they would be if they had never
filed a tax return at all.

At the same time, while making no
assertions as to what the price of such
commercial assistance should be, we
must note that $100 is a considerable
sum for a low-income family to pay in
order to gain access to such an impor-

tant benefit. We further observe that a
high-interest short-term loan secured
by a tax refund, in contrast to the
preparation and filing of a return, 
provides little to no benefit to a low-
income taxpayer yet imposes an
extremely steep price.

What is behind the proliferation of
RALs and tax preparation in low-
income neighborhoods? Complexity in
the tax code is perhaps the most sig-
nificant driver of the demand for tax
preparation services. As H&R Block
notes in its annual report, “…histori-
cally, changes in tax laws have

increased H&R Block’s business.”50

That complexity supports industry
players other than tax preparation
firms and their partners. Accounting
firms, estate tax lawyers, and profes-
sional financial advisors all benefit
when federal and state governments
change tax laws, or the IRS changes
tax rules. 

There is no question, however, that
the public interest is not served when
a tax credit designed specifically to
supplement the earnings of low-
income workers with children
becomes an important profit center for
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Table 4A. Top Ten Central Cities by Percentage of EITC Earners with Refund Loans, 1999

Percentage of Percentage of Percentage of Average EITC
Taxpayers EITC Earners EITC Dollars Associated

Central City Earning EITC with RAL with RAL with RAL 

1 Greenville, SC 27.9% 69.9% 80.1% $1,804
2 Memphis, TN 31.5 66.2 73.6 2,069
3 Birmingham, AL 36.3 63.9 71.5 2,112
4 Little Rock, AR 19.4 63.3 73.3 2,094
5 Greensboro-Winston-Salem, NC 16.8 63.2 73.0 1,900
6 Atlanta, GA 24.7 62.8 71.8 2,068
7 Gary, IN 34.1 62.7 69.5 2,020
8 Baton Rouge, LA 25.8 62.3 71.2 2,200
9 Mobile, AL 34.3 60.5 67.8 2,227
10 Cincinnati, OH 19.3 59.3 70.2 1,969

Table 4B. Top Ten Central Cities by Total Number of EITC Earners with Refund Loans, 1999

Number of Number of Percentage of
Population Taxpayers EITC Earners EITC Earners

Central City Rank Earning EITC with RAL with RALs 

1 New York, NY 1 690,097 154,041 22.3%
2 Chicago, IL 3 266,395 130,039 48.8
3 Houston, TX 4 193,835 92,254 47.6
4 Los Angeles-Long Beach, CA 2 348,647 86,619 24.8
5 Dallas, TX 8 114,429 62,147 54.3
6 Philadelphia, PA 6 147,451 61,731 41.9
7 Detroit, MI 10 103,371 58,959 57.0
8 San Antonio, TX 9 111,634 54,896 49.2
9 Memphis, TN 18 77,834 51,517 66.2
10 Phoenix-Mesa, AZ 5 106,292 40,436 38.0

Source: 1999 IRS ETA IMF Marketing Database
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a multi-billion dollar industry. The
annual diversion of EITC dollars to
commercial tax preparers defeats the
intent of both Congress and the Amer-
ican public in their support for the
credit. Congress and the Administra-
tion have a clear obligation to consider
how changes to the rules governing
eligibility for the EITC and the child
tax credit could make the filing
process less intimidating for low-
income families, and reduce filing
errors related to the credit.

Beyond reducing complexity,
though, the evidence in this report
points to four additional opportunities
for federal, state and local officials to
connect more working Americans to
their full EITC earnings. 

1. Simplify the EITC and the partially
refundable child credit. 
Although complexity is an inevitable
consequence of using the tax code to
achieve public policy aims, the EITC
and the refundable child credit are
nonetheless needlessly complex. In
response to high error rates in EITC
claims, the Treasury Department
issued a series of recommendations to
simplify the rules, some of which were
enacted in last year’s tax bill. Congress
should enact the remainder of these
recommendations, including a recent
proposal from Treasury to adopt a uni-
form definition of qualifying child
across the tax code.51

Moreover, Congress should modify
the refundable child credit to simplify
the arithmetic involved. As passed, the
law requires taxpayers claiming the
child credit to calculate both a
“refundable” and “nonrefundable” por-
tion. Congress should consider various
proposals to simplify the multiplicity
of credits currently available to work-
ing families in addition to the EITC,
including the child care credit, and
the additional child credit. These
options include merging the various
credits into a single “super credit,”
eliminating a seldom-used child credit
that applies only to certain large fami-

lies and provides little by way of bene-
fits, and lowering the phase-out rate of
the EITC so that additional credits
become unnecessary.

In addition, the IRS should devise
simple, one-page worksheets that can
help families complete the necessary
paperwork on their own. These work-
sheets and other guides should be
available both on-line on the IRS’
website and at libraries, volunteer 
tax assistance centers and other 
central locations. 

2. Expand free or affordable taxpayer
assistance programs for low-income
families.
In order to stem the demand for
expensive commercial tax preparation
services, federal, state and local gov-
ernments must bolster the supply of
free or low-cost tax assistance in low-
income communities. The IRS offers
several services to assist low-income
families with their taxes, but these
programs are neither readily available
nor well-advertised nor comprehen-
sive. For instance, in tax year 1997,
the IRS identified only 101,000
returns completed by the Volunteer
Income Tax Assistance (VITA) pro-
gram, an IRS-sponsored source of free
tax preparation assistance for lower-
income taxpayers, that included the
EITC.52 The IRS will also calculate a
taxpayer’s EITC upon request; to take
advantage of this service, however, tax-
payers with children must complete
the necessary schedules and submit
their returns. The value added in
terms of convenience or speed is
therefore minimal. 

For FY 2002, Congress appropriated
$7 million for low-income taxpayer
clinics; these clinics by and large pro-
vide legal assistance to individuals
attempting to resolve tax disputes, and
not, in most instances, general assis-
tance in completing and filing returns.
Congress should provide at least this
level of support for VITA, if not more,
through a grant program to be admin-
istered by the IRS.52 Grants to

volunteer tax assistance organizations
throughout the U.S. would help them
to advertise their services and pur-
chase the computer hardware
necessary to e-file returns—a critical
service for competing against commer-
cial services and refund loans. A
matching requirement for the grants
might encourage state governments
that levy income taxes to support their
own volunteer tax assistance organiza-
tions.54 With costs for preparing a
return at a VITA site averaging roughly
$25, a $20 million program could sup-
port the filing of 800,000 returns for
low-income taxpayers annually.55

Local officials and community lead-
ers can bolster the capacity of these
organizations as well, particularly by
recruiting more volunteers to staff
their sites. Legal and accounting pro-
fessional organizations can urge their
members to participate in these
efforts, and firms can make it easier
for professionals to donate their time.
Leaders of local community tax prepa-
ration strategies can use information
from the IRS to identify the neighbor-
hoods where usage of “rapid refund”
loans is highest, in order to strategi-
cally position free tax assistance sites
where they are needed most. Addition-
ally, employers with large numbers of
low-wage workers could accommodate
free or affordable tax preparation on-
site during tax season, ideally
promoting linkages to bank accounts
at the same time (see #4 below).

3. Make free electronic filing available
to lower-income taxpayers, and con-
tinue efforts to expedite refund
turnaround.
The President’s FY2003 budget notes
that “…individuals have to pay
accountants, buy software, and pay
fees just to file their tax return. It
should not be so hard to pay taxes.”
For no group is this more relevant
than low-income filers. In light of 
this, the budget proposed a no-cost
option for taxpayers to file their
returns online, and termed free filing

May 2002 • The Brookings Institution • Progressive Policy Institute • Survey Series16



for citizens with simple tax forms a
“priority initiative.”56 Not surprisingly,
industry groups immediately criticized
the proposal as a government interven-
tion into a private sector business.57

The Administration’s proposal rec-
ognizes that tax filers should not have
to pay for a service that, in every
respect, constitutes a public accom-
modation. Online filing provides
benefits to taxpayers by simplifying the
process of completing a return and
expediting refunds and collections. At
the same time, it reduces the burden
on the government of handling paper
returns, and helps move the IRS
towards its goal of 80 percent e-filing
by 2007. 

Over the longer term, the IRS can
compete effectively against rapid
refund loans by continuing to modern-
ize its computer systems, which could
reduce waiting time for direct deposit
refunds to two to three days. In con-
cert with that effort, the IRS should
work to provide, at a minimum, free
web-based online filing for lower-
income taxpayers and those filing
simple returns like the 1040EZ. Con-
gress should appropriate the funds
necessary to ensure that this filing
option is available in local libraries,
schools, government offices, and vol-
unteer tax assistance centers, and to
help the IRS build on its existing out-
reach efforts to make eligible taxpayers
aware of free filing options. The IRS
could also do more in the short term
to publicize the availability of existing
tax preparation and filing software that
is free of charge to low-income filers.58

4. Couple tax preparation services with
efforts to bank the unbanked. 
The demand for RALs and other prod-
ucts is driven in part by the desire for
fast refunds among taxpayers who do
not have bank accounts and cannot
benefit from direct deposit. Perhaps 
4 million families earning the EITC
today are “unbanked,” and may thus
find a rapid refund or refund transfer
more appealing than waiting weeks for

the IRS to provide a check.59 A suc-
cessful effort to combat the demand
for high-priced refund-related prod-
ucts must include efforts to help more
low-income families gain access to the
financial services mainstream through
account ownership. Such efforts can
also help save these families money
they might otherwise have to spend at
a check casher.

In 2000 and 2001, Congress appro-
priated $12 million to the Treasury
Department to pilot innovative strate-
gies to help “bank the unbanked.”
These projects should involve locally-
based volunteer income tax assistance
organizations working together with
banks or credit unions to link lower-
income taxpayers to low-cost accounts.
Funding from Treasury can help to
offset marketing, outreach and train-
ing costs for the pilots, and the costs
incurred by banks or credit unions in
opening the accounts. Additionally, the
funds could sponsor financial educa-
tion classes to teach low-income
families the basics of household budg-
eting and managing debt. Treasury
recently announced the first round 
of awards under the “First Accounts”
program, which will support, among
other projects, a pilot in Chicago and
Detroit to connect 1,000 EITC recipi-
ents to bank accounts. Additional
support from Congress for this pro-
gram would permit Treasury to help
move a greater number of the 4 mil-
lion low-income “unbanked” families
into successful relationships with
mainstream financial institutions.60

5. Promote consumer awareness regard-
ing “rapid refund” loans.
Many filers may not recognize the real
cost of a rapid refund, or know of the
options available to them for claiming
their tax credit dollars. Raising con-
sumer awareness—through public
service announcements, social market-
ing efforts, or even a simple brochure
included with tax forms—can help
prevent costly mistakes. The IRS, the
new Office of Financial Education at

the Treasury Department, and state
and local consumer agencies can all
play an important role in informing
low-income taxpayers about the costs
of—and alternatives to—high-priced
refund loans. Building on their work
around payday lending, state attorneys
general and financial institution regu-
lators should also bolster their efforts
to educate consumers regarding the
true cost of RALs.

VI. Conclusion

T
he high cost of tax prepara-
tion services and related
products significantly blunts
the effectiveness of the EITC

in lifting the incomes of low-wage
workers and helping families escape
poverty. Every year, nearly $2 billion
intended to support working families is
diverted to an industry that is increas-
ingly reliant on these low-wage
taxpayers. Because the demand for tax
preparation services is essentially gov-
ernment-driven, government has an
obligation to ease the associated bur-
den on low-income families. Fulfilling
that obligation will ensure that fami-
lies receive the full benefit of the
EITC to which they are entitled.
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U.S., developed the $25 estimate. 

56 Budget of the United States Government,

Fiscal Year 2003, pp. 9, 247.

57 Glenn Kessler, “IRS Plans to Offer Tax Fil-

ing on Web; Opponents Say Proposal

Raises Privacy Issues, Interferes With Tax

Preparers,” The Washington Post, January

26, 2002 (A6).

58 For example, Intuit, the financial software

company, offers free online tax software

and filing services for anyone who earns

less than $25,000 a year. 

59 Estimated as 22 percent of 19 million fam-

ilies earning the credit in 2000. Kennickell

et al. (2000).

60 For more information on the an initial 
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