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QUICK TAX LOANS DRAIN OVER A BILLION FROM AMERICAN
WORKERS

Reforms Urged to Protect Taxpayers

Washington, DC — As the last of the W-2s flood the mailboxes of Americans, two leading
consumer groups issued a new report documenting how fast tax refund loans continue to skim
over a billion dollars from the pockets of Americans and out of the U.S. Treasury. These loans
cost American workers $1.14 billion in loan fees in 2002, plus an additional $406 million in
other fees.

The report, entitled “All Drain, No Gain: Refund Anticipation Loans Continue to Sap the
Hard-Earned Tax Dollars of Low-Income Americans,” provides an annual update from the
National Consumer Law Center and Consumer Federation of America on refund anticipation
loans (RALs). About 1 in 10 American taxpayers took out RALs in 2002, over half of them low-
wage workers receiving the Earned Income Tax Credit.

The report discusses how a growing recognition of the harm caused by RALs has
prompted some state and local governments to pass laws or take action against RALs. “States
and cities can and should have a role in preventing RALSs,” stated Chi Chi Wu, NCLC attorney.
“They can protect their consumers by regulating the tax preparers who broker these usurious
loans.” Ms. Wu noted that there is a model statute available from NCLC for those interested in
these efforts.

Cost of RALs

RALs are extremely high cost bank loans secured by the taxpayer’s expected tax refund,
and that last about 10 days until the IRS refund repays the loan. They cost from $30 to $105 in
loan fees and $28 to $59 in “administrative” fees (with an average of $32). Some consumers will
also pay an extra $15 to $30 for “instant” products that give them a loan on the same day. This
year, a RAL for an average refund of around $2,100 will cost a total of $132 (on top of tax
preparation fees averaging $120) and bears an effective annual interest rate (APR) of about
180% (or 240% if administrative fees are included).

The effective APR for a RAL can range from about 70% to over 700% -- and if
administrative fees are included, the range is 94% to 1,837%. Some tax preparation chains and
RAL lenders have been reporting lower APRs by “unbundling” charges from the loan fees.
These lower APRs give a less accurate picture of the true “cost of credit” for RALs.

“Banks and tax preparers making quickie tax loans hide their true cost,” criticized Jean
Ann Fox, CFA Director of Consumer Protection, “By breaking the cost of a loan into a finance
charge, a bank account fee, and administrative fees, then calculating the APR based on only one
of these fees, banks and preparers make it difficult to understand what these loans really cost.”
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RAL volume increased moderately from 2001 to 2002, with approximately 12.7 million
RALSs taken out during the 2002 tax-filing season, compared to 12.1 million in 2001. H&R
Block is still the largest tax preparation chain offering RALs, processing 5.2 million RAL
applications in 2002. Household Bank, the largest RAL lender, processed 7 million RALs in
2002. In a victory for consumers, Intuit Corporation discontinued marketing RALs through
TurboTax, the nation’s best-selling do-it-yourself tax software program.

Impact on EITC

The NCLC/CFA report found that over half of consumers, or 55%, who got RALs in

2002 were low-wage workers who received the Earned Income Tax Credit (EITC), even though
EITC recipients are only 15% of taxpayers. Seven million working poor families spent $1.75
billion on RAL fees, commercial tax preparation, and (for some of them) check cashing fees, all
in order to get their tax refund monies less than two weeks sooner than they could from the IRS.
These families paid about $525 million in RAL loan fees, $224 million in administrative fees,
and $840 million in tax preparation fees. About 45% of them spent approximately $161 million
to cash their RAL checks with check cashers.

Type of Fee Cost to Taxpayer Drain on EITC Program
RAL loan fee $75 $525 million

System Admin./Electronic $32 $224 million

Filing Fee

Tax preparation fee $120 $840 million

Total $207 $1.59 billion

Check cashing fee (for 45% | $51 $161 million

of EITC recipients)

Total with check cashing | $ 258 $1.75 billion

“Each of these fees undermines the effectiveness of the EITC in supporting low-wage
workers,” stated Chi Chi Wu, NCLC attorney, “These fees transfer billions in wealth, paid out of
the U.S. Treasury, from working poor families to multi-million dollar corporations.”

Regulatory Action and Inaction

States and cities taking action to protect their consumers from RALs include Illinois,
Minnesota, and New York City, all of which passed RAL regulation during the past few years
requiring mandatory disclosures about RALs. Regulators in California, Illinois and Oklahoma
issued advisories cautioning consumers about RALs. The Massachusetts Commissioner of
Banks warned tax preparers that they are required to abide by the Massachusetts small loan cap
and obtain a license if they are brokering RALSs.

In contrast, the Internal Revenue Service (IRS) continues to tacitly promote RALs under
Congressional pressure to have 80% of tax returns filed electronically by 2007. To bolster
electronic tax filing, the IRS reduces the risk for RAL lenders by screening loan applicants for
tax refund offsets. The IRS for the second year permits commercial preparers to market RALSs
and other paid products through the IRS Free File program.



Better Disclosures But How Effective?

The NCLC/CFA report noted a bit of progress in the effort to inform consumers of the
true nature and costs of RALs. In addition to the new laws requiring mandatory warnings, H &R
Block recently announced improved written disclosures, including a cost comparison between
RALSs and other refund options. The IRS issued a statement that taxpayers are not required to
buy RALSs sold through its Free File program.

However, disclosure alone is not enough, and the effect of these new disclosures remains
to be seen. The report noted there are signs that many consumers remain unaware of the basic
fact that RALs are loans. The report includes the results of a small survey of 22 RAL consumers
taken in late 2003, in which 18 of the consumers (over 80%) did not realize that they had gotten
a loan.

NCLC has produced its own brochure warning consumers about RALs (copies are
attached and available at www.consumerlaw.org/initiatives/refund_anticipation), but improved
disclosures do not take the place of substantive protections. The report includes suggestions for
protections, such as limiting RAL fees to state usury caps, opening bank accounts for EITC
recipients so they can get direct deposit of their refunds, licensing tax preparers, prohibiting tax
preparer-fringe financial provider partnerships, and prohibiting RAL lenders from unbundling
charges in their interest rate disclosures.

Tax Preparers and High Cost Financial Providers Form New Partnerships

Commercial tax preparation chains have formed new partnerships with high-cost
financial service providers, including rent-to-own companies and purveyors of costly stored
value cards. The old partnerships with check cashers also appear to be flourishing. In addition,
car dealers and payday lenders continue to get their piece of the tax refund pie by preparing taxes
and brokering RALs.

Jackson Hewitt, the nation’s second largest tax preparation chain, announced a
partnership with Rent-A-Center, the nation’s largest rent-to-own company. Rent-to-own
companies are essentially furniture and appliance dealers that offer supposed “leases” masking
disguised sales made at astronomical and undisclosed effective interest rates. Jackson Hewitt has
also partnered with the Rush Prepaid Visa Card, a stored value card offered by a hip-hop mogul.
Stored value cards come with high costs, and the Rush Card appears to be targeted mostly at
minority communities.

“Instead of helping their customers open bank accounts to speed up tax refunds without
high cost loans, some tax preparers are stranding low-wage workers in the fringe market of check
cashers, rent-to-own stores, and stored value cards,” stated Jean Ann Fox, CFA.
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NCLC is a non-profit organization specializing in consumer issues on behalf of low-income people. NCLC works
with thousands of legal services, government and private attorneys, as well as organizations, who represent low-
income and elderly individuals on consumer issues.

CFA is a non-profit association of about than 300 groups, which, since 1968, has sought to advance the consumer
interest through advocacy and education.

The report was authored by Chi Chi Wu, NCLC staff attorney, and Jean Ann Fox, CFA Director of Consumer
Protection. The report is available at www.consumerlaw.org/initiatives/refund_anticipation and
consumerfed.org/RefundAnticipationloanReport.pdf.
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Ways to Save At Tax Time

Here are ways to take a pass on that RAL -
most folks don’t need one — and save
money at tax time:

E-File with Direct Deposit. File your tax
return electronically (E-file) to speed up
your refund. Tell the IRS to deposit the
refund directly into your bank account -
you provide your account number right
on your tax return. You can get a refund
in about 10 days this way - without pay-
ing one cent extra for a loan. Some of
the free tax preparation programs (called
“VITA” sites) can file taxes electronically.
If you have internet access, you may be
able to get free tax preparation and elec-
tronic filing at “www.icanefile.org”.

Get a bank account. If you don’t have a
bank account, open one up to take ad-
vantage of direct deposit. You can use a
savings account to receive your tax re-
fund, and maybe save some of it for a
down payment on a house or a car, or to
build a nest egg.

Wait just a bit longer. Do you really have
to get cash from your tax refund today?
Can you wait a few weeks to save almost
$100? If you have an urgent bill to pay,
ask for more time until the tax refund
check comes from the IRS. Don’t take on
a new expensive debt to pay an old bill.

Avoid check cashers. Check cashers
charge an extra fee to cash RAL and tax
refund checks. Some check cashers
charge up to 7% to cash a RAL check - the
average is about 3%. So if you receive a
$2,000 refund, it would cost you an av-

erage of $60 to cash the RAL check — on
top of the RAL and tax preparation fees.
A smarter move is to use a bank account.

Save $ and Avoid RALs -
Use a VITA Site

A great way to save money at tax time is to
go to a Volunteer Income Tax Assistance
(VITA) site. VITA sites provide free tax prepa-
ration to low- and moderate-income taxpay-
ers. VITA sites are sponsored by the IRS and
can be found in libraries, community cen-
ters, and other locations during tax time.

For the nearest VITA site, call the IRS
general help line at 1-800-TAX-1040
or go to www.tax-coalition.org.

The following is a VITA site serving
your community:

77 Summer Street ° 10th Floor
Boston, MA 02110
(617) 542-8010
Fax: (617) 542-8028
www.consumerlaw.org
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Don’t Pay to Borrow Your Own Money

How would you like to pay a super-high
price to borrow money that already belongs
to you? Sounds ridiculous, right? But that’s
pretty much what happens to many folks at
tax time in the crazy world of RALs, or re-
fund anticipation loans.

You may be tempted by tax-time advertise-
ments for “Fast Cash Refunds,” “Express
Money,” or “Instant Refunds.” These ads
will offer to get you your refund in just a
day or two, or even on the spot. Beware!
Many of these “fast refunds” are really
LOANS, refund anticipation loans.

When you get a RAL, you're borrowing
against your own tax refund money. And
RALs are often marketed to people who
need money the most — low- and moder-
ate-income workers who receive the Earned
Income Tax Credit.

Don’t Pay Triple-Digit Interest
Rates to Borrow Your Own Refund

RALs are extremely expensive. Loan fees
typically range from $30 to $90, which
translates into Annual Percentage Rates
(APRs) of about 60% to over 700%. If you
paid those rates on all your borrowing you’d
probably go broke! And all to get your tax
refund just a few days earlier than you can

for free from the IRS. You’re lining someone
else’s pockets with YOUR hard-earned money!

RAL fees, combined with tax preparation, elec-
tronic filing, and other fees, can end up eating
away a big chunk of your refund.

RALs Can Be Hazardous to
Your Financial Health

In addition to their high costs, RALs can be
risky. Since a RAL is a loan from a bank in

The Risks and Costs of Tax Refund Anticipation Loans

The “Tax Refund” That Really Isn’t
One: It’s a Refund Anticipation Loan

partnership with a tax preparer, it must be
repaid even if the IRS denies or delays your
refund, or your refund is smaller than ex-
pected. If you don’t pay back the RAL, the
lender will take actions to hurt your credit
rating and may send your account to a debt
collector. In addition, when you apply for a
RAL, you are giving the lender the right to
grab your tax refund to pay for old tax loan
debts that the lender claims you owe.

Example:

For a tax refund of $2000, you might pay to get a RAL:

RAL loan fee:
Electronic filing fee:

$75
$40

Combine that with the fee you will need

to pay to the tax preparer:
Total:

$100
$215

This is over 10% of your refund!

This RAL has an APR (Annual Percentage Rate) of /42%
if it beats the IRS by 10 days.

This brochure was funded in part by the Annie E. Casey Foundation
and the George H. & Jane A. Mifflin Memorial Fund. We thank them
for their support but acknowledge that the views expressed in this
brochure are those of the National Consumer Law Center, and do not
necessarily reflect the opinions of the Annie E. Casey Foundation

and the Mifflin Memorial Fund. This brochure was also supported
in part by a grant, number 90-AP-2640 from the Administration
on Aging, Department of Health and Human Services, Washing-
ton D.C. Points of view or opinions are entirely those of the
National Consumer Law Center.
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