
EITC  recipients are six times more likely to purchase a RAL than 
taxpayers who did not file for the credit.  According to IRS data, 
more than 367,000—almost 17 percent— of California’s EITC tax 
filers receiving refunds for 2005 also took out RALs, whereas 
only 3.0 percent of non-EITC taxpayers who received refunds 
purchased RALs for the same year.   
 
Recent data from the IRS shows that 17% of California EITC 
taxpayers who received a refund anticipation check drained 
$11.2 million from their total refund.  
 
While RAL usage has dropped among EITC recipients for the 
second year in a row, new industry developments put lower-
wage families at greater financial risk.⁴  Vendors    introduced the 
pay stub or holiday RAL, which is available to taxpayers prior to 
receiving their W-2s and is taken out against their expected 
return.  As advocates educate taxpayers about the dangers of 
purchasing RALs, lenders are finding more ways to reach 
taxpayers earlier.  These developments hurt community efforts to 
encourage the use of free tax filing sites because money is now 
accessible before the tax season begins.  To complicate matters, 
some preparation businesses require pay stub and holiday RAL 
purchasers to return to the same office to have their tax returns 
completed.⁵ 
 
Effects on Economic Activity 
RAL fees and tax preparation costs represent a significant drain 
on local economies across California.  Figure 2 summarizes the 
total dollars lost in California’s largest urban areas while Figure 3 
shows counties with the highest number or returns filed. Lastly, 
Figure 4 highlights the losses endured by counties with the 
highest percentage of RAL purchases among EITC claimants. As 
these Figures illustrate, counties with high rates of RAL usage 

also tend to have higher rates of child poverty than the national 
average.  
 
While only a handful of studies have measured the economic 
impact of the EITC on local economies, their results are telling.  An 
analysis of EITC population and participation rates by researchers 
in San Antonio, Texas concluded that increasing the number of 
EITC claims would benefit the city’s economy.  Not only would two-
thirds of additional EITC dollars be spent locally on retail, general 
services and utilities, but each additional dollar received would 
generate roughly $1.58 in local economic activity.  
 
Unfortunately, cities such as San Antonio do not benefit fully from 
increasing EITC participation rates because money that was 
intended for working families is diverted into the portfolios of 
commercial tax preparers and lending institutions. California 
families are similarly affected because fewer dollars in the hands of 
working families means less economic activity locally. 
 
 
Recommendations 
 
California families lost an estimated $320.2 million because of tax 
preparation fees and RALs in 2005. Government officials and 
community leaders are in a unique position to develop public 
policies that address the cause and mitigate the effect of RALs and 
costly tax preparation on lower-income communities.  To that end, 
Children’s Defense Fund–California recommends the  following: 
 
 
1.Strengthen consumer protections. California is ahead of many 
states in the laws on the books that protect consumers. It has 
adopted legislation to regulate tax preparers by establishing ethical 

Figure 2: Total Dollars Lost to Tax Preparation Fees, Refund Anticipation Loans (RALs) and Refund Anticipation 
Checks (RACs) in CA Cities with the Highest Number of Returns Filed, Tax Year 2005 

  
  Number of Tax Number of EITC % of EITC % of EITC Dollars Lost to 

City Returns Tax Returns Returns Who Returns with Tax Preparation 
      Used Paid a RAL* RACs and RALs** 
      Preparers     

LOS ANGELES            883,651            233,721  83.0% 15.5%  $           33,846,930  

SAN DIEGO            537,792              70,113  72.3% 16.5%  $             8,937,960  

SAN FRANCISCO            395,231              39,678  64.7% 8.0%  $             4,198,620  

SAN JOSE            388,531              42,247  75.6% 11.6%  $             5,335,950  

SACRAMENTO            303,733              54,371  70.6% 24.8%  $             7,305,510  

FRESNO            193,551              52,153  71.0% 24.8%  $             7,123,590  

LONG BEACH            190,206              39,673  80.2% 20.5%  $             5,742,900  

BAKERSFIELD            169,552              42,876  79.3% 26.5%  $             6,489,630  

OAKLAND            158,225              26,248  71.2% 23.4%  $             3,475,830  

RIVERSIDE            149,430              28,160  78.5% 19.3%  $             3,988,050  

CA TOTALS       14,801,518         2,376,158  76.3% 16.5%  $         319,651,470  

U.S. TOTALS     130,354,745       22,053,667  70.9% 26.8%  $      3,029,007,780  

SOURCE: Internal Revenue Service SPEC Information Database, Tax Year 2005 (December, 2007). CDF calculations. 
* Of those who receive a refund     

** Calculated based on a $150 average tax preparation fee, a $100 average RAL fee and a $30 average RAC fee 
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