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ABSTRACT: An April 14 report from the Progressive Policy Institute depicts a "pattern of exploitation" by national
return preparation chains preying on low-income taxpayers, leading representatives from those chains to respond by
questioning the report's credibility.
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An April 14 report from the Progressive Policy Institute depicts a "pattern of exploitation" by national return
preparation chains preying on low-income taxpayers, leading representatives from those chains to respond by
questioning the report's credibility.

The report asserts that return preparation chains target earned income tax credit claimants by locating in areas where the
most claims are made and then charge them exorbitant fees for preparing EITC returns. And as government research
shows, the preparers often make mistakes on those returns, the report says.

Paul Weinstein Jr., a senior fellow at the institute in Washington and director of the master's in public management
program at Johns Hopkins University, coauthored the report with Bethany Patten, policy and research manager with
Excellent Schools Detroit. In the study, they wrote that Congress didn't mean for tax credits to be used to "pad the
bottom line" of private companies, and they called for several policy responses, including authorizing the IRS to require
competency exams for paid preparers, increasing awareness of free taxpayer assistance programs, and overall tax reform
and simplification.

"U.S. policymakers should establish a national goal of reducing the dependence of low-wage workers on paid tax
preparers," the report says.

In a statement released in advance of the report, H&R Block blasted its findings, saying that "this 'report' from the
Progressive Policy Institute is not worth the paper it was written on." It urged the media, policymakers, and the public to
"disregard it entirely given its lack of credibility."

AUTHOR: Tax Analysts van den Berg, David

Page 1



GEOGRAPHIC: United States

REFERENCES: Subject Area:
Return preparation;
Credits;
Tax system administration

TEXT:

Release Date: APRIL 14, 2016

Published by Tax Analysts(R)

An April 14 report (Doc 2016-7867) from the Progressive Policy Institute depicts a "pattern of exploitation" by national
return preparation chains preying on low-income taxpayers, leading representatives from those chains to respond by
questioning the report's credibility.

The report asserts that return preparation chains target earned income tax credit claimants by locating in areas where the
most claims are made and then charge them exorbitant fees for preparing EITC returns. And as government research
shows, the preparers often make mistakes on those returns, the report says.

Paul Weinstein Jr., a senior fellow at the institute in Washington and director of the master's in public management
program at Johns Hopkins University, coauthored the report with Bethany Patten, policy and research manager with
Excellent Schools Detroit. In the study, they wrote that Congress didn't mean for tax credits to be used to "pad the
bottom line" of private companies, and they called for several policy responses, including authorizing the IRS to require
competency exams for paid preparers, increasing awareness of free taxpayer assistance programs, and overall tax reform
and simplification.

"U.S. policymakers should establish a national goal of reducing the dependence of low-wage workers on paid tax
preparers," the report says.

In a statement (Doc 2016-7872) released in advance of the report, H&R Block blasted its findings, saying that "this
'report' from the Progressive Policy Institute is not worth the paper it was written on." It urged the media, policymakers,
and the public to "disregard it entirely given its lack of credibility."

H&R Block has weighed in on EITC administration before. In 2014 its CEO, William C. Cobb, sent IRS Commissioner
John Koskinen a letter (Doc 2014-28042) advocating for changes to the form claimants file that would require all EITC
taxpayers, regardless of how their returns are prepared, to submit additional eligibility information. He noted an
increasing error rate in self-prepared EITC returns.

The proposal led some low-income taxpayer advocates to accuse the company of attempting to drum up business for its
return preparation services, which H&R Block denied. (Prior coverage (Doc 2015-21760).)

Weinstein and Patten dismissed Cobb's proposals in their report. "It's difficult to see how making the process of filing
for EITC refunds more complicated and cumbersome will help," they said. "Pushing EITC filers to utilize paid
providers would reduce the value of the EITC and would not likely be effective in reducing EITC errors given the high
error rate of paid tax preparers."

The credit's consistently high error rate has attracted congressional scrutiny for years. Weinstein and Patten cited
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Government Accountability Office reports, including one in 2014 (GAO-14-467T (Doc 2014-8540)), that found
significant preparer errors. However, in its response, H&R Block said the GAO reports cited weren't statistically valid
and that the Progressive Policy Institute's report failed to cite an IRS study (Doc 2014-21157) showing that EITC error
rates for national tax return preparation firms were lower than those for all paid preparers, including CPAs and enrolled
agents.

Weinstein told Tax Analysts April 14 that he and Patten attempted to compile prior studies regarding the credit's error
rate for their paper. And while he had seen only portions of H&R Block's response, it seemed the company was trying
to cloud the issue without addressing the paper's main points, he said.

The institute did an informal survey of major tax return preparer chains in Baltimore and Washington from January 29
to February 6 and found low-income taxpayers can count on spending 13 to 22 percent of the average EITC refund to
file their taxes, which Weinstein described as surprising.

The institute also found that ZIP codes with the highest concentration of EITC filers have about 75 percent more tax
return preparation storefronts per filer than moderate-EITC ZIP codes and that large-chain preparers cluster in
high-EITC ZIP codes.

H&R Block said it is "an absolute falsehood to suggest we try to take advantage of lower income Americans by locating
our offices in their neighborhoods" and that the report "provides no correlative data on population density and ZIP
codes that might provide additional reasons for why offices are more prevalent in urban ZIP codes."

Liberty Responds

Liberty Tax Service agreed with H&R Block's views in a statement (Doc 2016-7956) it sent to Tax Analysts.

"We locate our franchise territories by population, not income," the company said. "We're still building out our system,
but metropolitan areas where the customers are nearby tend to be more popular."

The institute's report also misstates the ease of completing EITC returns, Liberty said: "Even if they don't have high
incomes, many EITC customers have challenging returns." It added, "Some have primarily cash income and few
records, and need to work with their preparer to piece together their income and expenses. This requires due diligence
by preparers and is time-consuming."

But John T. Plecnik of Cleveland State University's Cleveland-Marshall College of Law said the return preparation
companies play a part in diminishing the EITC's value. "Fraud is one issue with the plan, but capture is another," he
said. "Tax return preparers indisputably capture a large share of refundable credits, like the EITC, for themselves."

"If we fail to deliver the dual benefit and incentive of the EITC to the working poor, there is no point to the
expenditure," he added.
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