Halting the Loss of Billions of Dollars in
Earned Income Tax Credit Benefits
This tax season, the Earned Income Tax Credit (EITC) will benefit millions of low- and modestincome working families by supplementing their earnings. Increased education and advocacy to
promote this federal credit has brought much success in helping working families claim the tax
benefits they have earned. However, a significant percentage of these taxpayers who will obtain
their EITC refunds will also opt to purchase a Refund Anticipation Loan (RAL) or other financial
product to receive their refunds. According to data from the Internal Revenue Service (IRS), tax
preparation fees, RALs and other commercial products used to access tax refunds drained nearly
$3 billion from EITC benefits in tax year 2005.i
While filing taxes can be difficult and expensive for many families who use commercial tax
preparers, the growth of free tax preparation sites in recent years has given taxpayers more
options at tax time. These sites offer electronic filing and direct deposit of refunds, allowing
taxpayers to get their money in two weeks or less without fees. With the money saved, families
can work towards financial stability by paying bills, purchasing needed household items and
increasing savings.
Tax Credit Benefits Reach Millions of Our Most Vulnerable Children
The EITC lifts more children out of poverty than any other anti-poverty program. In the most
recent year for which data are available, the EITC lifted 4.4 million Americans above the poverty
line, including 2.4 million children. Without the crucial income supplement that the EITC provides,
it is estimated that the child poverty rate would have been one-fourth higher.ii
According to the most recent year of available data from the IRS, more than 22 million taxpayers
received the EITC for the 2005 tax year, with an average benefit amount of $1,894. In total, this
2005 EITC outlay represented a $41.8 billion investment in low- and modest-income families with
children (as well as some childless adults).
Figure 1: Total Dollars Lost to Tax Preparation Fees, Refund Anticipation Loans (RALs) and Refund Anticipation
Checks (RACs) in U.S. Cities with the Highest Number of Returns Filed, Tax Year 2005
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New York, NY

3,384,565

824,724

76.9%

16.1%

Chicago, IL

1,132,144

277,041

73.8%

27.3%

$ 111,910,470
$ 40,030,170

Houston, TX

1,093,046

293,452

76.9%

28.8%

$ 44,115,990

Los Angeles, CA

883,651

233,721

83.0%

15.5%

$ 33,846,930

San Antonio, TX

611,971

162,765

66.5%

29.3%

$ 21,909,150

Philadelphia, PA

594,580

162,738

64.3%

26.4%

$ 21,106,440

Las Vegas, NV

561,704

92,214

74.6%

31.1%

$ 13,556,820

San Diego, CA

537,792

70,113

72.3%

16.5%

$ 8,937,960

Dallas, TX

498,753

127,442

76.6%

39.5%

$ 20,259,660

Miami, FL
U.S. TOTALS

493,334
130,354,745

126,958
22,053,667

75.4%
70.9%

12.7%
26.8%

$ 16,534,950
$ 3,029,007,780

SOURCE: Internal Revenue Service SPEC Information Database, Tax Year 2005 (December, 2007). Calculations by CDF.
Notes: *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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