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More than 13 million children live in poverty in the United States.  Across the country this tax
season, millions of their low- to moderate-income families will receive tax refunds through
the Earned Income Tax Credit (EITC) program—one of the most effective federal weapons

against poverty.  More than 21.4 million taxpayers claimed over $38.3 billion in 2003.  The EITC not
only helps to alleviate poverty among working families, it also boosts local economies since refunds
are often used to pay for rent, utilities, food and child care. Unfortunately, up to 20 percent of eligible
low-income taxpayers do not claim the EITC, while others claim the credit but pay exorbitant fees to
have their taxes prepared or to receive their refund more quickly.  Millions of dollars are lost to
families and communities nationwide through Refund Anticipation Loans (RALs), high-interest loans
that tax filers take out against their expected tax refunds, commonly marketed as “Rapid Refunds” or
“Fast Money.”  Approximately 70 percent of families claiming the EITC use commercial tax preparers,
unaware of other choices available to them, including free tax preparation at Volunteer Income Tax
Assistance (VITA) sites.  

In the District of Columbia, 49,500 taxpayers claimed $84 million in the EITC, but they lost an
estimated $6.76 million to tax preparation and high-interest loans during the 2003 tax year.1 Much
more needs to be done on the national, state, and local levels to ensure that EITC dollars make it into
the pockets of the needy recipients who the program was designed to help. 

Earned Tax Credits for Working Families
The EITC has wide bipartisan support and has been a part of the federal tax system since 1975. It is
the most effective work support tool to assist families who work full- or part-time but earn low wages.
EITC refunds received for the 2003 tax year helped lift 4.4 million people, including 2.4 million
children, out of poverty.2 Recipients can use the credit to help pay income taxes owed or, in most
cases, even get money back in the form of a refund.  

The EITC means real money in the pockets of eligible individuals and families. For the 2005 tax year,
the EITC is worth up to $4,400 for workers who earned less than $35,263 ($37,263 if married and
filing jointly) and have two or more qualifying children.  Workers earning less than $31,030 ($33,030
if married and filing jointly) with one qualifying child may be eligible for up to $2,662. Working adults
between the ages of 25 and 64 with no children, who earned less than $11,750 ($13,750 if married
and filing jointly) may also qualify for an EITC worth up to $399.

In addition, many EITC recipients are also eligible for other tax credits such as the Child Tax Credit
(CTC).  The Child Tax Credit is a federal tax credit for working families with children and incomes
above $11,000 that may be worth up to $1,000 for each child claimed in 2005. In 2003, the
average total refund for Washington, D.C., taxpayers claiming the EITC who also received other tax
credits was $2,698.

Costs of Using Commercial Tax Preparers and Refund
Anticipation Loans (RALs)
To claim the EITC and other tax credits for which they are eligible, taxpayers need to complete and
file their federal and state income taxes—a task that can be quite complex since tax laws, especially
those regarding the EITC, are very complicated and often change from one year to the next. In
addition, many low-income families face language and literacy barriers. Consequently, it is not
surprising that nearly 70 percent of the District of Columbia’s low-income families eligible for the EITC
hire commercial tax preparers to do their tax returns. It is estimated that these recipients spend an average
of $120 to have their taxes prepared and electronically filed.3 For EITC families living paycheck to
paycheck, this is a significant amount of money—four percent of their total refund.4 District-wide tax
preparation costs represent about $4.12 million lost to poor working families.5



In addition to paying high fees to commercial tax preparers, many working families also use Refund
Anticipation Loans, or RALs, to get their refund money on the same day or within a few days. These
short-term, high-interest loans are based on the filer’s expected tax refund and can end up costing
the client a large percentage of their refund. The average District EITC family purchasing a RAL paid
$130—equal to a loan with an Annual Percentage Rate (APR) of about 185 percent 6 —just to get their
refund one or two weeks sooner.  This means needy District families lose an additional $2.64 million
dollars in RAL fees.7 When tax preparation fees are included, the typical family getting a RAL loses
more than eight percent of its federal refund. Between $4.12 million in tax preparation fees and an
additional $2.64 million in RAL fees, the District of Columbia’s working families, and their
communities, are deprived of $6.76 million. 

In most cases, RALs are paid off once the Internal Revenue Service (IRS) processes the tax return and
transfers the funds.  But RAL loans can actually place families at greater financial risk since they are
responsible for paying the interest accruing on the loan if the IRS denies part of the refund for any
reason or even withholds it temporarily for audit purposes. According to a recent study by the
National Taxpayer Advocate, nearly 75 percent of the tax returns frozen by the IRS because of
suspected fraud belonged to low-income taxpayers claiming the EITC, although well over half of all
frozen refunds (56-66 percent) were ultimately found to be free of fraud.8 Given their often pressing
financial needs, it is unlikely that EITC families budget for this possibility. There is also ample anecdotal
evidence showing some families, especially those with limited English proficiency, do not fully
comprehend that they are taking out a loan.  Families could actually end up in debt due to their efforts
to claim EITC and other tax benefits intended to assist them in becoming more financially secure.

One of the largest commercial tax preparers, H&R Block, is awaiting final federal approval on a
proposed settlement to four state class action lawsuits and potential claims involving its use of RALs
in 22 other states and the District of Columbia. Other lawsuits, including a national class action, are
still pending. Although H&R Block has made an effort to resolve its use of RALs, there are still many
other commercial tax preparers, both large companies and small store front operations, that continue
to market Refund Anticipation Loans.

Use of RALs in the District of Columbia
RAL vendors continue to target EITC families. According to IRS data, more than 20,000—over 42
percent—of the District’s EITC tax filers receiving refunds for 2003 also took out RALs, whereas only
6.3 percent of non-EITC taxpayers in the District who received refunds got RALs for the same year. 

As Table 1 indicates, zip codes with high rates of RAL usage also tend to have much higher rates of
poverty than the national average.  More than 42 percent of EITC families in the District of Columbia
receive their refunds with a RAL—higher than the national average of 34.2 percent. The child poverty rate
in the District’s 25 zip codes with the highest percentage of RALs was 32.3 percent, slightly higher
than the rate for the District of Columbia as a whole but nearly twice the national rate of 16.6
percent.9 In fact, research indicates that commercial tax preparers target low-income neighborhoods for
their services. Neighborhoods across the nation with high percentages of EITC filers have 50 percent
more electronic tax filing and preparation services than those with low percentages of EITC filers.10

Recommendations
1.  Strengthen consumer protection and education. Currently, there is little regulation of commercial

tax preparers—nearly anyone can hang a “tax preparer” shingle, regardless of education or
knowledge of ever-changing tax laws. The federal and state governments must do more to
regulate and monitor the practices of commercial preparers as well as their partner banks,
including:  

•  Licensing all commercial tax preparers.  
•  Requiring all RAL brokers to prominently display not only all associated fees and interest

rates, but also to inform customers that they could receive their full refund in one to two
weeks from the IRS through e-filing and direct deposit without paying for a RAL. 

Audrey, a longtime resident
of the District of Columbia
and the mother of two boys,
came to the Jubilee Jobs’
Volunteer Income Tax
Assistance (VITA) site fully
expecting to have to pay
taxes.  Like so many clients
of VITA sites, she had been
misclassified as a “contract”
employee by her employer.  
After visiting the Jubilee
Jobs VITA site, Audrey said,
“I left on a cloudy day, but
it was a sunny one for me.”
Between the Earned Income
Tax Credit (EITC) and the
Child Tax Credit (CTC), she
was able to take home
nearly $3,000 after paying
her self-employment taxes.
If Audrey had used a
commercial preparer, she
would have paid $120 to
have her taxes done and
another $130 if she wanted
to get a Refund Anticipation
Loan—spending $250, or
eight percent of her refund,
just to get the check a week
or two earlier.  The volunteer
tax preparer, a young
lawyer living in Washington,
D.C., was patient and
pleasant as he talked with
Audrey about her taxes and
explained many things she
could do to improve her tax
situation. Audrey said she
left Jubilee Jobs that day
feeling happy about the
refund but also felt a sense
of dignity because she had
been treated so respectfully.
Audrey’s visit to the CDF-
affiliated VITA site and her
surprise tax refund were
especially timely because
she was laid off from her job
a few weeks later. 

The Children’s Defense Fund® (CDF) mission is to Leave No Child Behind and to ensure every child a Healthy

Start, a Head Start, a Fair Start, a Safe Start, and a Moral Start in life and successful passage to adulthood

with the help of caring families and communities. The Children’s Defense Fund’s national Tax and Benefits

Outreach Initiative is entering its third year of working with coalitions across the country during the tax season.

CDF has partnered with organizations in local community coalitions to run Volunteer Income Tax Assistance

(VITA) sites and provide outreach to working families. These partnerships have resulted in helping families and

local communities get an estimated $170 million in tax refunds during the past two years.



•  Prohibiting RALs to be used with EITC refunds; or placing a cap on interest rates that
banks can charge for RALs.

Federal legislation has been proposed that addresses the issues of the Earned Income Tax Credit
and RALs.  The Taxpayer Protection and Assistance Act (S.832) would increase funds to sites that
offer free tax preparation for low- to moderate-income families; require those selling RALs to
register with the IRS; and provide oral disclosure to taxpayers regarding loan fees and interest rates.  

2.  Expand access to free tax assistance. Although free tax assistance for low-income families is
available at Volunteer Income Tax Assistance (VITA), Tax Counseling for the Elderly (TCE), AARP,
and other preparation sites in many communities nationwide, less than two percent of EITC-
eligible taxpayers use them.  Federal, state, and local governments should partner with employers,
foundations, churches, and other community groups to provide financial assistance, make site
locations available, donate computers for electronic filing, help recruit volunteers, and conduct
outreach with potential EITC families. These preparation sites, along with free or low-cost filing
Web sites offered by the IRS and other organizations, should be better promoted to working
families. Throughout the United States, CDF state and regional offices operate VITA sites and work
with other organizations and federal and state agencies to provide and promote free tax
assistance. In Washington, D.C., CDF partners with the DC EITC Campaign to provide and
promote free tax assistance.

3.  Simplify the rules and process. Federal and state laws that govern working families’ income
taxes need to be simplified, and federal and state tax credit programs should be coordinated, so
working families can complete their own taxes without having to pay for professional assistance. 

4.  Connect families with financial services and help them develop financial literacy. Having
a tax refund electronically deposited directly into a bank account speeds up the turnaround time
significantly, but one out of four families with incomes less than $25,000 does not have a bank
account. Connecting families with banks and credit unions offering free or very low-cost bank
accounts can make a tremendous difference; and recent efforts by financial institutions to offer
free tax assistance and financial literacy are proving successful.

5.  Create a state EITC. Most poor children live in families with a working parent, and the creation
of a state EITC could supplement wages and help to lift a family out of poverty.  Nineteen states
including the District of Columbia have enacted a state EITC worth some percentage of the federal
credit.  Research indicates that tax refunds, including state EITC refunds, can be used to help
families build assets while stimulating local economies.

Conclusion
The District of Columbia lost an estimated $6.76 million in large fees to commercial tax preparers
and “rapid refund” vendors in tax year 2003—money that could have been used to help lift children
and families out of poverty and boost local economies. Much more can and should be done on the
local, state, and national levels to ensure that EITC dollars make it into the pockets of working
families. The Children’s Defense Fund’s efforts to educate and assist families are making a difference
in the lives of working families.  Only when every eligible working family has access to free and fair
tax preparation services can we truly Leave No Child Behind.
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Table 1: Percent of EITC and Non-EITC Returns with RALs and Dollars Lost
The 25 District of Columbia Zip Codes with Highest Percentage of EITC Filers Taking Out RALs (Refund Anticipation Loans), 
Tax Year 2003

Zip Number of Percent of Percent of Percent of Dollars Lost Dollars Lost Total Dollars Child Poverty 
Code EITC Returns All Returns EITC Returns Non-EITC Returns to Tax to Purchasing Lost to Tax Prep Rate

with EITC with RAL* with RAL* Preparation a RAL and RAL

20032 5,437 41.8% 54.7% 18.5% $464,280 $383,612 $847,892 46.9%
20020 7,338 36.8 53.7 16.9 648,480 507,702 1,156,182 47.4
20019 7,484 35.5 50.7 16.6 633,480 488,755 1,122,235 40.5
20002 5,579 24.7 47.1 11.1 466,440 335,310 801,750 35.6
20030 77 31.7 46.8 12.9 5,760 4,678 10,438 n/a
20018 1,446 20.0 45.4 11.7 122,760 83,272 206,032 23.5
20024 880 15.7 44.4 7.4 71,400 48,887 120,287 42.4
20003 1,209 11.4 42.9 6.4 93,600 65,144 158,744 42.7
20017 1,187 15.2 40.5 9.8 95,280 60,934 156,214 15.4
20001 3,433 26.9 39.1 11.1 280,200 167,947 448,147 34.5
20029 100 35.3 37.7 14.0 8,280 4,795 13,075 n/a
20090 40 17.0 34.1 16.8 3,240 1,637 4,877 n/a
20011 5,891 21.0 31.3 10.1 490,080 230,401 720,481 18.7
20013 102 16.3 29.0 5.3 6,960 2,699 9,659 n/a
20012 744 11.6 28.0 6.7 62,400 25,496 87,896 10.4
20009 3,070 12.1 25.9 4.8 246,120 97,073 343,193 34.2
20010 3,216 23.7 25.1 7.2 275,400 99,295 374,695 31.0
20037 92 2.3 16.9 2.2 5,280 1,214 6,494 13.3
20005 447 8.1 16.6 4.2 34,440 8,655 43,095 41.4
20016 375 2.6 8.1 1.7 24,240 2,267 26,507 1.4

D.C. Totals 49,483 18.7% 42.3% 6.3% $4.12 million $2.64 million $6.76 million 31.7%
U.S. Totals 21.4 million 16.9% 34.2% 5.1% $1.8 billion $909 million $2.7 billion 16.6%

n/a  Child poverty data not available for this zip code.

* Of returns with a refund

SOURCE:  IRS SPEC Return Information Data Base, Tax Year 2003 (October 2005).  Poverty figures are from U.S. Census Bureau, 2000 Census.  Calculations by CDF.
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