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Introduction 
Working West Virginians with modest incomes lost nearly 

$13 million of their 2006 federal income tax refunds to tax 

preparers who promised them “fast cash.” 

Refund anticipation loans (RALs) are short-term loans that 

provide a credit or cash advance to quali�ed individuals 

based upon their expected tax refund, while charging high 

interest rates on the funds. Despite West Virginia’s strong 

laws prohibiting or limiting many forms of predatory 

lending practices, including payday loans,1 RALs are utilized 

frequently during tax season. In 2007, nearly 77,000 West 

Virginia residents, of whom 59 percent received the Earned 

Income Tax Credit (EITC), purchased a RAL.  
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Tax preparation companies present their customers with this 

option as an alternative to the IRS direct deposit or paper 

check, and market these loans with the promise of “fast 

cash,” as users typically receive money in one to two days. 

Jackson Hewitt’s Money Now loan can actually be received 

in one hour, faster than some prescriptions are �lled. 

According to the Center for  

Responsible Lending, RALs are  

“short-term cash advances against a 

customer’s anticipated income tax refund.”2  

H&R Block advertised its RAL with the slogan, “Fast 

money for less.” !e tagline read, “Save on a Refund 

Anticipation Loan when you put it on an H&R Block 

Emerald Prepaid MasterCard.”3 As Table 1 demonstrates, 

these so-called savings are negligible compared to the fees 

charged. Jackson Hewitt’s commercials in 2009 featured 

former NBA superstar, Magic Johnson, playing basketball 

with young children. His words perfectly highlight 

the marketing strategy taken by these tax preparation 

companies. “Sooner or later we all need help. If you need 

cash quickly, Jackson Hewitt has the Money Now loan. It’s 

fast. It’s simple. It’s money like magic.”4 Such advertising 

fails to mention how much this magic costs the borrower.

!ese “fast cash” loans clearly are marketed to those who 

need money quickly during tax season. However, they hold 

special appeal to cash-poor individuals without personal 

bank accounts who cannot take advantage of the IRS’ direct 

deposit service, which normally gives taxpayers access 

to their refund in a matter of days. !e alternate option - 

receipt of a paper check - takes two to three weeks if the 

individual �les electronically or six to eight weeks if he 

or she �les a paper return. For those individuals without 

bank accounts dealing with a �nancial emergency, whether 

medical debt or avoiding an eviction notice, the fast cash 

promise of a RAL presents itself as the obvious choice. 

!e tax preparation company either deposits the loan 

into a temporary account set up with a partner �nancial 

institution or issues a paper check. !ose West Virginians 

who do not have a bank account5 or access to other forms 

of credit through the �nancial mainstream can turn to 

RALs if money is needed in a hurry. 

As to why West Virginians, especially low- to moderate-

income working families, continue to use RALs at such 

a high rate, the answer remains purely speculative in the 

absence of data. It may be that individuals decide that that 

the costs associated with evictions, utility turno"s, medical 

emergencies, and other unforeseen emergencies are greater 

than the lost fees associated with a RAL. Others may simply 

be lured by the promise of instant money. Until there are 

better data on the usage of RALs, an analysis of the issue 

can only examine costs and some general demographic 

traits of the majority of RAL purchasers.
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The Cost of Purchasing a RAL 
Although borrowers pay nothing out of pocket on the day 

they have their taxes prepared, they end up having high 

fees deducted from the loan amount. Table 1 illustrates 

this point using data from H&R Block, the largest tax 

preparation company in the country. If an individual took 

out a loan for $2,000, he or she would receive only $1,700 

at the end of the day. Purchasing a RAL costs nearly $300, 

not including the additional fees the borrower encounters 

once the loan is received, such as the $1.95 transaction fee 

accrued each time he or she uses an ATM.6 According to 

the Center for Responsible Lending, the e"ective interest 

rate for these very short-term loans ranges from about 40% 

to over 700% APR.7

TA B L E  1

  
Fixed Fees

 Variable Delivery Fees

   Fees Option A Option B

Sample Tax Preparation Refund Account Finance Emerald Bank Amount of  Amount of RAL  

Loan ($)  Fee ($)* Fee ($) Charge ($) Card ($) Check ($)
 RAL Received Received 

        (via Emerald Card) ($) (via Bank Check) ($)

Source: H&R Block. www.hrblock.com/taxes/pdf/2008_RAL_pricing_tool.pdf    

* Using fee quoted in the source.

!e e"ective interest rate for these

very short-term loans ranges from  

about 40% to over 700% APR.
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The Disproportionate Use of RALs  
by EITC Recipients
Although EITC recipients make up only 20 percent of West 

Virginia’s taxpayers, they account for nearly 60 percent of 

RAL purchases in the state. In 2007, three out of ten EITC 

recipients chose to buy a RAL rather than wait for their 

refund via direct deposit or paper check. !is high rate of 

use is problematic, because it redirects a signi�cant portion 

of federal EITC funds from their intended purpose. !is 

tax credit, aimed at low- to moderate-income working 

individuals and families, reduces the amount that a �ler 

owes in taxes and provides a refund to the taxpayer if the 

credit is larger than what he or she owed. !e income 

support received by this wage supplement helps West 

Virginia’s families make ends meet. Since the refund money 

typically is spent quickly and locally on goods and services, 

such as home repair, groceries or child-care, the EITC also 

brings important revenue into communities. !e EITC 

brought $261,351,817 into West Virginia in 2007, with an 

average refund of $1,800.8

Assuming that the average EITC recipient who buys 

a RAL loses approximately $280 from his or her 

actual refund in fees and services (see Table 1), low- 

to moderate-income working West Virginians were 

deprived of $12.66 million that had been intended 

to reduce poverty by helping them make ends meet. 

Instead, nearly 5 percent of the federal EITC funds 

coming into the state went toward paying fees associated 

with tax preparation and the purchase of RALs.
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The EITC’s Biggest Losers from RALs
An examination of the seven counties in West Virginia 

with the highest prevalence of EITC recipients purchasing 

RALs paints a grim picture (Table 2). Five of the seven 

counties had more than 20 percent of their population 

under the federal poverty threshold in 2007, ranging from 

21.8 percent in Mercer to 34.7 percent in McDowell. An 

approximation can be calculated of how much money in 

each county is redirected from its intended purpose when 

EITC recipients utilize RALs rather than waiting for their 

refunds to arrive in the normal time.

Five of the counties listed in Table 2 (Logan, Mingo, Boone, 

McDowell, Raleigh) saw more than 6 percent of their EITC 

dollars go to tax preparation companies instead of toward 

helping working families make ends meet. !roughout 

West Virginia, 4.85 percent ($12.66 million) of EITC 

refunds were redirected to buying RALs. Appendix 1 ranks 

the counties by an approximation of the EITC dollars 

spent on the purchase of these loans in 2007. Based on 

these �gures, EITC recipients in the counties making up 

the greater Charleston area (Kanawha, Boone, Lincoln, 

Putnam, Clay) spent about $2.31 million on the purchase of 

RALs, while those in the greater Huntington area (Wayne, 

Cabell, Mason) spent about $1.15 million.
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   Percentage of  Number of Total EITC  EITC Percentage of  
 County EITC EITC Recipients  EITC Recipients Dollars Dollars Spent EITC Dollars  
  Returns Who Purchased  Who Purchased Received on Purchase Spent on  
   RALs RALs in County ($) of RALs ($) RALs in County*

TA B L E  2

Counties with the Highest Prevalence  

Source: The Brookings Institution’s EITC Interactive. 2006 tax year data. Calculations by West 

Virginia Center on Budget and Policy. 

* Counties with over 20 percent of the population under the federal poverty threshold in 2007.  

 Data from the U.S. Census Bureau, West Virginia Quick Facts.
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Recommendations
A number of options could be pursued in order to reduce 

the number of Refund Anticipation Loans purchased by 

West Virginians, especially those receiving the Earned 

Income Tax Credit.

1) !e statewide EITC Coalition could develop an 

outreach campaign to educate the public about the high 

cost of utilizing RALs and about the low- or no-cost 

alternatives. 

■ !e Attorney General’s o#ce could be a partner in 

this endeavor.

could be released just prior to tax season about the 

pitfalls of RALs, as has been done in Iowa, Illinois, 

and other states.

General’s website year-round.

with the state-level EITC Coalition and other 

partner groups.

Suggested Resources: !e National Consumer Law 

Center ( http://www.consumerlaw.org/initiatives/

refund_anticipation/ ); California Reinvestment 

Coalition ( http://www.calreinvest.org/predatory-

lending/refund-anticipation-loans ); United Way 

of the Midlands ( www.uway.org/public/�les/docs/

Refund_Anticipation_Loans.pdf ).

2) !e statewide EITC Coalition could increase the number 

and size of free tax preparation sites (e.g. Volunteer 

Income Tax Assistance, Tax Counseling for the Elderly) 

throughout the state, particularly targeting those ZIP 

codes with the highest RAL usage (see Appendix 2). !e 

Coalition could aim to have at least one VITA site in 

every county and could seek out additional sources of 

volunteers. 

3) !e statewide EITC Coalition could promote and 

expand existing partnerships with local banks and 

credit unions in order to encourage more people at tax 

preparation sites to open free or low-cost accounts that 

will bene�t them long a*er tax season ends.

 Some examples of successful partnerships in other states:

■ In Illinois, the Center for Economic Progress  

( http://www.centerforprogress.org/ ) has over 30 

community tax sites where people can have their taxes 

done for free and tax �lers without bank accounts can 

open a savings or checking account through one of 

the Center’s banking partners.  

■ Some of the Northern Kentucky University Asset 

Building Coalition ( http://access.nku.edu/litc/ ) tax 

sites can open a free bank account for �lers who do 

not currently have one.

■ !e Denver Asset Building Coalition  

( http://www.denverabc.org/sites.htm ) helps low- to 

moderate-income people open free checking accounts 

at its Tax SuperSites.

4) Non-pro�t organizations and/or local banks should 

create alternative options for refund loans.

 Some successful models in other parts of the country:

■ AccountAbility Minnesota ( http://www.

accountabilitymn.org ), a non-pro�t organization 

established in 1971 by accounting professionals, o"ers 

low-cost Express Refund Loans to some quali�ed 

individuals. !ese loans only cost $30, and the 

borrower has a free savings account opened for him 

or her at a local credit union partner. 

■ Alternatives Federal Credit Union ( http://www.

alternatives.org/ ) in Ithaca, NY, o"ers low-cost 

Refund Express Loans for a $20 fee plus any interest 

that accrues over 2 weeks at 12.95% (ranging from $5-

$30, depending on the size of the refund). !e Credit 

Union, which o"ers free tax preparation, sets up a 

Line of Credit when the IRS accepts the return. Once 

the borrower’s federal refund is directly deposited into 

the Credit Union savings account, it is transferred to 

pay o" the Line of Credit. 
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Appendices 
A P P E N D I X  1

Rankings of EITC Dollars Spent on Purchasing RALs, by County

   Percentage of  Number of Total EITC  EITC Percentage of  
 County EITC EITC Recipients  EITC Recipients Dollars Dollars Spent EITC Dollars  
  Returns Who Purchased  Who Purchased Received on Purchase Spent on  
   RALs RALs in County ($) of RALs ($) RALs in County*
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A P P E N D I X  1  -  CO N T I N U E D

Rankings of EITC Dollars Spent on Purchasing RALs, by County

   Percentage of  Number of Total EITC  EITC Percentage of  
 County EITC EITC Recipients  EITC Recipients Dollars Dollars Spent EITC Dollars  
  Returns Who Purchased  Who Purchased Received on Purchase Spent on  
   RALs RALs in County ($) of RALs ($) RALs in County*

All Counties 145,415 35.30% 45,226 261,351,817 12,663,280 4.85%

Source: The Brookings Institution. 2006 tax year data from the Internal Revenue Service.  

http://www.brookings.edu/projects/EITC.aspx

* Calculations by the West Virginia Center on Budget and Policy.
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A P P E N D I X  2

Percentage of EITC Recipients Using RALs in Regional Coalitions, by Zip Code

A Guide to the Coalition Maps
For the ease of understanding the data presented in these 

seven maps, the following guide should be read. All 

references contained in the guide below can be found on 

the map for EITC Coalition 6: Southern WV.  

Each map displays four pieces of information:

1) !e percentage of EITC recipients using RALs by Zip 

code, which provides a richer picture of the di"erences 

within each county. 

a. Some counties, such as McDowell, have enough 

variance between Zip codes that it is easy to identify 

individual Zip codes.  

b. In some instances, adjacent Zip codes have the same 

percentage and therefore appear as one large block of 

color (e.g. Monroe County). However, by zooming in 

for more detail, you can see the light gray outline of 

each individual Zip code.

c. Remember that overall in West Virginia, three out 

of ten EITC recipients purchased a RAL in 2007. 

!e areas of the map shaded in orange and red hues 

all indicate higher than average RAL usage by EITC 

recipients. 

d. Areas of dark gray indicate that no data was available 

for that Zip code from the Brookings Institution’s 

analysis of Internal Revenue Service data.

2) !e number of Electronic Return Originators (EROs) 

with an Electronic Filing Identi�cation Number (EFIN) in 

each Zip, since these are the preparers who could o"er 

RALs to their clients if they so chose. 

a. As mentioned in the map legend, the dots on the map 

represent the number of EROs within a Zip code, but 

do not correspond to an exact location.  

b. Many of the Zip codes with high numbers of EROs also 

saw a large percentage of EITC recipients purchasing 

RALs (e.g. most of Raleigh, Mercer and Summers 

Counties). 

c. Some regions of the state, such as McDowell County, had 

very high rates of RAL usage by EITC recipients, but only 

a handful of ERO preparers. In such cases, it is likely that 

individuals are driving a distance in order to have their 

taxes prepared and to purchase a RAL. 

3) !e locations of the Volunteer Income Tax Assistance 

(VITA) sites throughout the state, as well as the number of 

EITC returns prepared for free by the sites in that city.

a. Each city that is listed on the maps represents the 

location of a VITA site or sites. Note: the number that is 

reported next to each city re+ects the EITC returns �led, 

not the total number of returns prepared for free.

b. Some counties still lack even one VITA site (e.g. Fayette, 

Summers, Monroe). !e need for more VITA sites is 

pressing, especially in areas where a large percentage of 

EITC recipients are using RALs. 

4) !e percentage of the population in each Zip code that 

was Black or African-American in 2000, as there has been 

speculation that tax preparers are o*en located in minority 

neighborhoods and that RALs are targeted at Black 

communities.

a. Areas of the state where more than 10 percent of the 

population is Black o*en have high concentrations of 

EROs and above average RAL usage by EITC recipients. 

In Raleigh County, most EROs are located in the Zip 

codes with 10-25 percent Black population. Similar 

trends are seen in Summers and Mercer Counties. In 

McDowell County, only one ERO is located in a Zip code 

that does not have a Black population over 10 percent. 
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The West Virginia Center on Budget and Policy is a policy 

research organization that is nonpartisan, nonpro!t, and statewide. 

It focuses on how policy decisions a"ect all West Virginians, 

especially low- and moderate-income families. The Center is 

supported with funding from the W.K. Kellogg Foundation, 

Claude Worthington Benedum Foundation, Sisters of Saint Joseph 

Charitable Fund, Annie E. Casey Foundation, Center on Budget and 

Policy Priorities, Service Employees Union International 1199, and 

West Virginia A#liated Construction Trades Foundation.
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