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President’s Message

In 2006, we at the Federal Reserve Bank of 
Richmond began a process to make MARKETWISE
more useful. We convened a focus group and have

made changes consistent with our
readers’ feedback. The “new and
improved” MARKETWISE will
serve not only as a primary infor-
mation resource on community
development issues but will also
serve as a bridge between broader
economic policy issues and the
specific challenges that commu-
nity development practitioners

face throughout the District.
In our inaugural redesigned issue, we focus on the

Earned Income Tax Credit (EITC), a federal program
that highlights the intersection between economics and
community development. The EITC provides a tax
reduction for eligible lower-income working house-
holds. The intent is to offset the load of social security
taxes to provide an incentive for people to work. 
So how does a subsidy program relate to economics?

Something like the EITC was proposed in 1962 
by renowned economist Milton Friedman, a proponent
of the negative income tax and ardent supporter of free
markets. Realizing that market forces cannot always
ensure a distribution of income that society finds 
satisfactory, Friedman proposed the tax to replace multi-
ple welfare programs with just one lump sum payout of
cash. His exact proposal was never adopted, but Congress
created the EITC, which is essentially the same idea
except that only people who are employed receive the
benefits. I think it is noteworthy that this credit has been
popularized and embraced by both sides of the political
aisle. The EITC program is about getting the incentives
right. And that’s something that both economists and
community development practitioners can agree on.

JEFFREY M. LACKER, President

Federal Reserve Bank of Richmond

Spring 2007

To inquire about CAO publications, contact:
The Federal Reserve Bank of Richmond

Community Affairs Office
P.O. Box 27622, Richmond, VA 23261-7622
Phone: (804) 697-8457, Fax: (804) 697-8473

www.richmondfed.org/community_affairs

The mission of MARKETWISE is to provide both progres-
sive and practical information about community economic
development that supports economic growth in the Fifth
District. The Fifth District consists of Mary land, North Car-
olina, South Carolina, Virginia, most of West Virginia and
the District of Columbia.

MARKETWISE is published two times a year by the Federal
Reserve Bank of Richmond. Free subscriptions and addi-
tional copies are available upon request.

Text may be reprinted with the disclaimer in italics below.
Permission from the editor is required before reprinting
photos, charts and tables. Credit MARKET WISE and send
the editor a copy of the publication in which the reprinted
material appears. 

The views expressed in MARKETWISE are those of the 
contributors and not necessarily those of the Federal 
Reserve Bank of Richmond or the Federal Reserve System.
We welcome MARKETWISE article ideas and suggestions 
from community economic development practitioners.
Email comments to Jennie.Blizzard@rich.frb.org.
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EITC Achieves
Gains But 
Challenges
Remain
By Dr. Lucy Gorham, Director, EITC Carolinas Initiative, MDC, Inc.

Photo: Getty Images
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W
ith the tax season complete, filers find themselves
in two categories; those who pay the government
back and those who receive refunds. But for low-
income workers who

file taxes, the season brings even more
rewards, especially if they’ve claimed
the Earned Income Tax Credit (EITC).
First enacted in 1975 under President
Gerald Ford, the EITC is a federal tax
credit for low-income workers. The EITC
offsets the impact of employment taxes
paid by low-wage workers and is
also designed to “make work pay”
by rewarding employment over
public assistance.

Based on a recent Treasury audit,
the federal government spent $31 bil-
lion for the EITC, making it the nation’s
largest anti-poverty program. This
outlay surpassed federal government
spending for food stamps—$19 billion,
and Temporary Assistance to Needy Families, the replacement for
welfare—$21 billion. Recent data find that each year the EITC lifts
roughly five million people out of poverty, almost half of them
children. Families often use the EITC refund to pay for home repairs
and transportation. In some cases, recipients use the refunds to help
boost their earning potential by investing in additional education or
training. President Ronald Reagan and his successors Bill Clinton and
George Bush each expanded the EITC, which continues to receive
strong bipartisan support. When signing the Tax Reform Act of 1986,
which included budget increases for the EITC, President Reagan
called the legislation “the best anti-poverty bill, the best pro-family
measure and the best job creation measure to come out of the
Congress of the United States.”

The EITC’s Eligibility Requirements and Structure

Administered by the Internal Revenue Service (IRS), the EITC is only
available to persons with earned income who file a federal income tax
return to claim the credit. The tax credit amount is based on the level
of earnings of the tax filer, whether he/she is married or single, and the
tax filer’s number of children. To encourage work, the EITC benefit

12.3%12.3%
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Percent of Fifth District* EITC Recipients
By Location - 2003
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Source: Brookings Institution
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increases as earnings increase to a certain level, then tapers off gradu-
ally. For the 2006 tax year, these were the EITC benefits and eligibility
requirements:

• Families with one child are eligible for a credit of up to $2,747 and
can earn up to $32,001, if single; $34,001, if married;

• Families with two or more children are eligible for a credit of up to
$4,536 and can earn up to $36,348, if single; $38,348, if married; 

• Workers between the ages of 25 and 64 without a qualifying child
are eligible for a credit of up to $412 and can earn up to $12,120,
if single and $14,120, if married;

In addition, eligible workers and
their family members must have a social
security number valid for employment
and must not have investment income
that exceeds $2,800. 

EITC Obstacles

Despite its success, the EITC faces three
challenges to maximizing its benefits for
the working poor:

1. A considerable percentage of eligi-
ble workers fail to claim the EITC;

2. Families need help in keeping all of
their refund and avoiding high tax
preparation fees; and

3. Families need more help in using
the EITC to build assets and a
more stable economic future.

First, an estimated 15 to 25 percent of eligible workers fail to
claim the EITC. Why do so many eligible workers fail to claim the
credit? Some workers don’t realize that they’re eligible. If their
incomes are low enough, they’re not required to file a federal tax
return. In addition, the eligibility requirements for the EITC are 
complex, resulting in 52 pages of detailed IRS regulations. Workers
who file their own tax return may not claim the EITC because of 
concerns about making an error. Recent changes in IRS rules to make
the definition of a qualifying child more consistent across tax credits
(such as the Child Tax Credit and the Child and Dependent Care
Credit) have helped in this regard, but the regulations need to be 
further simplified. Groups of taxpayers who are most likely to miss out

19.2%
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Dollar Amount of EITC Claimed

Fifth District States & D.C.
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on the EITC, but could be the target of effective community outreach
campaigns fall into these categories:

• Very low-income workers who are not required to file a federal 
tax return;

• Taxpayers with children who use the 1040EZ form, which does
not include the option to file for the EITC;

• Workers who are self-employed, such as home child-care operators;

• Workers who are new parents, foster parents or caring for 
relatives such as grandchildren;

• Workers with disabilities; 

• Newly employed workers or newly unemployed workers who 
have only worked part of the year; and 

• Workers for whom English is their second language.

How much in unclaimed EITC refunds do eligible families 
“leave on the table” each year? In the Federal Reserve’s Fifth District
(Maryland, North Carolina, South Carolina, Virginia, most of West
Virginia, and the District of Columbia), a conservative estimate is that
working families leave $335 million unclaimed each year (Figure 3).
Making such an estimate is inexact since there is no way to know the
income of all potentially eligible families, particularly those who do 
not file a federal tax return. However, based on research that estimates
that, nationally, between 15 and 25 percent of eligible families fail to
claim the credit, it is possible to estimate the number of families that
fail to claim the EITC. This number can then be multiplied by an 
estimate of the average benefit lost. 

Data from Figure 3 show an estimate of the average unclaimed
EITC refund. as being only half of the average in each state, based on
the assumption that those leaving the EITC unclaimed would probably
receive a smaller amount than those who would qualify for higher
amounts (and therefore are most motivated to claim it). Because this
estimate of $335 million is calculated using the 15 percent figure for
the share of eligible families who fail to claim and half of the average
EITC benefit, it may understate the amount of EITC the region loses
each year. However, given that an exact figure is impossible to calcu-
late, it is only offered here to give a sense of the potential upside of
EITC outreach campaigns to working families and the communities in
which they live.

As a public policy and community development issue, helping 
eligible families claim the EITC can be used to help low-income 

ESTIMATE OF UNCLAIMED FEDERAL
EITC BY STATE, 2003*

Fifth Federal Reserve District

Number $ Value $ Average
Claim

Actual EITC Claims 

Number $ Value

Estimate if 15% Not Claiming

48,358

328,402

715,785

406,917

475,089

141,707

82,743,427

559,263,636

1,328,413,927

769,517,527

825,693,435

238,230,169

1,711

1,703

1,856

1,891

1,738

1,681

DC

MD

NC

SC

VA

WV

DC

MD

NC

SC

VA

WV

8,534

57,953

126,315

71,809

83,839

25,007

7,300,891

49,346,791

117,212,994

67,898,605

72,855,303

21,020,309

Number $ Value

Estimate if 25% Not Claiming

DC

MD

NC

SC

VA

WV

16,119

109,467

238,595

135,639

158,363

47,236

13,790,571

93,210,606

221,402,321

128,252,921

137,615,573

39,705,028

* This estimate is based on the assumption that, nationally,
between 15 and 25 percent of eligible tax filers fail to claim the
Federal EITC. Since we know the actual number that claimed by
state, we can estimate the number of additional claims there
would be if all eligible filers claimed. We then multiplied these
numbers (one based on 20 percent not claiming, the other based
on 25 percent not claiming) times 50 percent of the average EITC
claimed in each state (for example, the average in Maryland is
$1,732, so 50 percent of that is $866). We use only 50 percent
of the average EITC benefit because we assume that those who
claim the credit are more likely to be recipients of higher amounts
than those who leave the credit unclaimed. Using the 20 percent
nonclaimant figure and multiplying this by only 50 percent of the
average EITC benefit gives us a conservative estimate of the
money left unclaimed.

Source: National Community Tax Coalition, based on data 
supplied by the Center for Budget and Policies Priorities. 
NCTC web download: http://www.tax-coalition.org/
congressional/local_data_info-final.xls

F I G U R E  3
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families keep working and provide economic stimulus to local commu-
nities. (See the VACAP sidebar on page 10 as a public sector response to this
issue.) This can be particularly true for low-wealth communities. For

states and localities, increasing EITC
intake can achieve the following goals:

• Help working poor families increase
their financial stability;

• Draw people into the workforce;

• Reduce the use of state and local
benefits; and

• Stimulate the local economy because
most EITC dollars will be spent
locally.

Options to Refund Anticipation Loans

Second, families need help in keeping all
of their refund and avoiding high tax
preparation fees. A recent study by the
Community Reinvestment Association of
North Carolina estimates that tax filers
lose more than $44 million dollars to

refund anticipation loans (RALs) or “rapid refunds” each year in 
North Carolina alone. These short-term loan products carry interest
rates ranging from 36 percent to 700 percent, depending on the size of
the loan, fees and how long the loan is carried. In part, because of the
complexity of EITC rules, EITC claimants are more likely to use the
services of commercial tax preparers. According to research by the
Brookings Institution, 43 percent of EITC tax filers used a RAL when
filing their 2001 tax returns compared with just 6 percent of all tax filers. 

Concerns about the high cost of RALs have prompted action on 
a number of levels. Community tax campaigns provide free tax prepa-
ration in conjunction with the IRS Volunteer Income Tax Assistance
(VITA) program to taxpayers with incomes of $40,000 or less. The 
IRS created the Free File program to provide several tax preparation 
software products available to eligible taxpayers and free federal 
return electronic filing. This year, the Office of the North Carolina
Commissioner of Banks has distributed public service announcements
informing consumers about RALs and has sponsored a new website—
www.savetherefund.org—with information on RAL fees and alterna-
tives to their use. Nationally, some commercial tax preparers have

12.3%

F I G U R E  4

South Leads in High Usage of Refund 
Anticipation Loans

Percentage of EITC Recipients with Refund Anticipation Loans 
by Region and Area Type, TY2001
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Source: Alan Berube, Brookings Institution
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responded to public concerns by making RAL fees more transparent
and by starting to lower fees in order to compete. H&R Block went
further in 2006 when it announced plans to open low-cost bank
accounts for free for one million of its tax clients to significantly cut
the cost of refund lending. However, some commercial tax preparers
also offer RALs as early as November, based on a tax filer’s pay stub
information, which usually comes with an obligation to use the com-
mercial preparers’ tax preparation services. Advertisements for “pay-
stub RALs” that emphasize help with holiday expenses make it even
more important for consumer information campaigns to begin early in
the fall instead of after the New Year. (See the H&R Block sidebar on page
12 as a private sector response to this issue.)

Linking the EITC with Asset Building

Third, more needs to be done to help families use the EITC to build
assets and move them toward economic stability. Almost all EITC
recipients receive their EITC in a lump sum with their federal tax
refund, using it as a means of forced savings over the year. Thus, tax
time is when people get a significant
portion of their potential savings. Can
families turn those refunds into assets?

Research shows that assets provide
greater household and community 
stability, create long-term thinking and
planning, and enhance the well-being
and life chances of children.

In addition, the benefits of savings
for low- and moderate-income families
are greatest because these families are
least likely to have access to employer
pensions and health insurance. Further-
more, their wages tend not to keep up
with the rising costs of housing and
education and they often have no finan-
cial cushion in the event of job loss or
unexpected health care debt. More
importantly, recent studies show that only about half of workers partic-
ipate in an employer-based pension plan in any given year, and partici-
pation rates in Individual Retirement Accounts (IRAs) are substantially
lower. For low-income workers, the participation rate is even more
acute. According to a recent Congressional Budget Office report, only

19.2%
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Percent of EITC Recipients Receiving Their
Refund via a Refund Anticipation Loan

Fifth District States & D.C.
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about one-fifth of workers in households with incomes below $20,000
participated in some form of tax-preferred savings plan (including an
employer-provided plan or an Individual Retirement Account). For
these reasons, the Individual Development Account (IDA) has become
an important tool for encouraging more lower-income households to
save more. With an IDA, eligible families can save for homeownership,
education or entrepreneurship and get those savings matched. Some
states have started to match deposits to college savings (529 accounts)
for low- and moderate-income families, a move that could eventually
reduce the demand for financial aid.

This year, for the first time, the IRS is allowing tax filers to 
split their refunds in up to three different financial accounts to
encourage families to save a portion of their refund (see Saving Made
Easy through “Split Refund” of Taxes on page 15). Community organiza-
tions are often trusted intermediaries between financial services
providers and customers. Tax site program staff also can be key to
encouraging customers to take advantage of asset-building opportuni-
ties. Early results from pilot savings programs show that U.S. savings
bonds available for purchase at free tax preparation sites are popular, 
especially as gifts for children and grandchildren. Working with a
variety of financial institutions, the field is designing and marketing
new products to bank the unbanked and help families save and build 

a more stable financial future. (See the 
Bon Secours sidebar on page 9 as a nonprofit
response to this issue.)

Getting the Word Out

For these reasons, many states and
localities have formed outreach 
campaigns to increase awareness of the
EITC, provide free tax preparation to
low- and moderate-income families 
and link families to asset-building
opportunities. EITC Carolinas in
Chapel Hill, North Carolina, is one
example of such an effort. EITC 
Carolinas is an initiative of MDC, a
nonprofit that has been working to
advance equity and expand opportunity
across the South for 40 years. EITC
Carolinas supports statewide efforts as

F I G U R E  6

Overall EITC Receipt 
is Highest in the South
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Kevin Jordan, Director
for Working Families,
Bon Secours of Mary-
land Foundation

1. What prompted Bon
Secours of Maryland
Foundation to become
involved in EITC efforts? 

The last financial institutions
left neighborhoods in the
southwest regions of the 
City of Baltimore in 1998.
So, our organization, 
Bon Secours of Maryland
Foundation and Operation 
ReachOut Southwest
(OROSW) decided to pre-
pare a comprehensive com-
munity planning process to
identify the neighborhoods’
needs. A 2001 study reveal -
ed that 50 to 75 percent of
the area’s residents did not
have bank accounts. We
identified the need to be
more proactive regarding
people’s finances. The *EIC
and tax preparation were
natural places to begin our
work. We found out about
the IRS’s Volunteer Income
Tax Assistance (VITA) pro-
gram at a meeting held by
the Maryland Center for
Community Development
and decided to get involved.
A year later, Bon Secours 
of Maryland Foundation
launched a VITA program to
encourage households to
claim the EIC and take
advantage of wealth-build-
ing opportunities. 

2. Why did Bon Secours
of Maryland Founda-
tion decide to link EITC

returns with asset
building? 

Money from the EIC and 
tax refunds are two results
of tax preparation that
could lead people to have 
a significant amount of cash
on hand. We realized that
if people would think about
using this income for asset
building, they could improve
their financial situation
faster than by simply saving
a small amount each month.
After conducting focus
groups, determining the
banking needs of neighbor-
hood residents and receiv-
ing assistance from the
FDIC, we opened Our
Money Place, Inc., in 2003.
This nonprofit organization
helps Baltimore Metro
Region residents develop
and meet financial goals
that ultimately lead to 
creating generational
wealth. Initially, we wanted
Our Money Place to provide
financial services for our
clients and to be a place
where they could have their
taxes prepared at low or 
no cost. Then we realized
that we could be a resource
to help residents improve
their financial management
skills and learn how to 
accumulate assets that 
could be passed on to the
next generation. We part-
nered with Securityplus 
Federal Credit Union 
financial services to offer 
savings and checking
accounts, emergency 
short-term lending, and 
market-rate loans. 

3. How does Bon 
Secours of Maryland
Foundation differentiate
itself from other VITA
sites? 

We provide a fee-based
service for people who do
not qualify for VITA because
they earn over the income
limit allotted for free tax
preparation. We’re open
year around and offer one-
on-one financial counseling,
in addition to offering
classes throughout the year.
These classes include credit
repair, estate planning,
Schedule C tax returns and
basic budgeting. Our staff
has received specialized
training in addition to IRS-
VITA training. Our director
for financial services has
taken several courses and
seminars with the IRS and
H&R Block. She has exten-
sive training and experience
in tax code for bankruptcy
and self-employment. Our
most popular class, a 12-
month homebuyers club,
teaches students the neces-
sary steps to save for pur-
chasing a home and prepar-
ing for contingencies and
emergencies associated 
with homeownership.

4. How do your con-
stituents feel about 
linking their EITC
returns with asset
building? 

It usually takes years to
encourage clients who have
their taxes prepared at the
VITA site to understand the
importance of linking their

refund to an asset-building
strategy. During our screen-
ing process, we ask clients if
they are interested in learn-
ing how to become better
managers of their financial
assets. Many use their
refund for immediate debt
reduction during the first
year at our site. When they
return for a second year, we
remind them that the previ-
ous year they indicated they
wanted to use their refunds
for wealth creation. Through
classes at Our Money Place
and reminders throughout
the year, we try to help
clients make better decisions
when managing their debt
so that their refund check
can be used to generate an
asset. People who return 
regularly begin to under-
stand that the EIC is not just
a way to pay off financial
obligations and take a well-
deserved vacation, but also
serves as a means of getting
ahead financially. 

* The Earned Income Tax
Credit (EITC) is also referred to
as the Earned Income Credit
(EIC).

Linking EITC Refunds To Asset Building

A Nonprofit Sector Response
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well as local community tax campaigns to get the word out about the
EITC and to provide free tax preparation and asset-building opportu-
nities. MDC is also involved in efforts to improve North Carolina’s
statewide asset-building policy framework, including initiatives to
adopt a state EITC. Similar to other EITC campaigns that are 
working in every state in the region, MDC works with a wide variety
of national, state and local partners. 

Last year, the community tax campaigns EITC Carolinas worked
with in North Carolina and South Carolina prepared free tax returns
for over 9,000 customers, helped families access over $9.4 million in
federal tax refunds and $3.8 million in EITC, and saved low-income
families over $1.35 million in tax preparation fees. Additional free 
tax preparation efforts through VITA, military VITA, and the Tax
Counseling for the Elderly program helped thousands more in the
Carolinas and across the country.

ANGLES

10 www.richmondfed.org/community_affairs 

Increasing EITC Awareness

EITC program, including vol-
unteer hours, the number of
filings submitted, the number
of filings approved for EITC,
the average refund amount, 
the number requesting direct
deposit, and this year, the
number participating in split
refunds. Grantees are also
required to report their 
success with different out-
reach tools, such as press
releases; public service
announcements; and direct
contact with local employ-
ers, social services
providers, and the media.

3. What is CASH?

VACAP conducts a
statewide annual campaign
called Virginia Creating
Assets, Savings and Hope
(CASH). Under the cam-
paign, VACAP, Virginia
Department of Social Serv-
ices (VDSS), the Internal 

Carolyn Spohrer
EITC Project Manager,
Virginia Community
Action Partnership

1. What is the Virginia
Community Action Part-
nership (VACAP)? 

VACAP is the statewide
membership association for
Virginia’s thirty community
action agencies (CAAs).
Providers of services that

help low-income individuals
become financially self-
sufficient, CAAs were 
created as part of the 
federal War on Poverty in
the 1960s. 

2. How did VACAP
become involved in 
EITC efforts?

VACAP became involved 
in the EITC in early 2004,
when the EITC project 

manager position was 
created. Several CAA’s 
and other community groups
were already doing free tax
preparation. VACAP helped
to expand the number of
coalitions providing free tax
preparation, leading to the
creation of the Virginia EITC
Initiative. In 2006, The Gen-
eral Assembly appropriated
$230,000 the first year
(2006-2007) to VACAP to
provide grants to local
organizations that provide
outreach, education and free
income tax preparation 
services to citizens, many
who may be eligible for 
the federal EITC. VACAP
then provided EITC mini-
grants to 23 organizations
providing free tax prepara-
tion services and financial 
literacy programs. VACAP
requires its grantees to track
data on all aspects of the

A Public Sector Response
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Learning from the Efforts?

• Public service campaigns about the availability of the EITC and
alternatives to costly RALs need to start well ahead of tax season;
involve a broad array of community partners from the private,
public and nonprofit sectors; and are a public investment with a
high rate of return to the community.

• Ideally, community practitioners should build a year-round system
of asset-building services with multiple access points, a variety 
of products for savers and incentives such as matched savings
accounts for low- and moderate-income families. 

• In order to be most successful, savings and asset-building 
programs need to work on multiple levels by providing financial
education for consumers, supporting public and private infra -
structure and products to help consumers save, and implementing

Revenue Service and the 
Virginia Individual Develop-
ment Account program 
promote the EITC through
education, outreach and
awareness; provide free 
tax preparation to avoid 
the high cost of professional 
preparers and refund antici-
pation loans; and promote
financial literacy, savings
and asset-building opport -
unities to the unbanked.

4. How are VACAP 
and its CASH partners
increasing awareness
of EITC in the state of
Virginia? What is your
strategy for targeting
potential clients?

One of VACAP’s CASH 
partners, VDSS, includes
information about EITC 
on all its clients’ vouchers 
during tax season. VDSS
also sends each local office

a list of clients with a record
of receiving income for the
tax year so the office can
target outreach efforts to
clients eligible for EITC.
VACAP targets three groups:
eligible recipients that file
their taxes but don’t claim
EITC; eligible recipients 
that choose not to file 
taxes because they are 
not required to do so; and
eligible recipients that go to

professional tax preparers
whose fees can offset the
value of the EITC. VACAP
and its partners target 
potential clients by partner-
ing with public and civic
service providers whose 
eligibility requirements 
mirror those of the EITC. 

5. What makes a suc-
cessful EITC Awareness
Campaign?

The effort is most effective
when information comes
from trusted community
sources with whom clients
have existing relationships.
These sources may include
faith-based groups, banks
and credit unions, local 
government agencies,
schools, IRS-sponsored 
volunteer income tax assis-
tance (VITA) programs, and
community service organiza-
tions. Businesses, employers,

community leaders and com-
panies are also encouraged
to take on partnership roles.
VACAP recommends using
IRS stock materials such 
as Outreach Strategies: 
Promoting Tax Credits for
Working Families, which 
recommends distributing
information at workplaces
about the EITC and free 
tax preparation; engaging
community organizations
and public agencies in
reaching out through their
own networks; holding out-
reach events that create
opportunities to file tax
returns; expanding the 
number and improving the
quality of free tax filing 
sites; and identifying 
funding sources to sustain
outreach efforts.

For more information visit
www.vaeitc.org.

(continued on page 14)
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John Thompson, 
Assistant Vice President,
Outreach and Business
Development Group,
H&R Block

1. Why did H&R Block,
a commercial tax 
preparer, decide to 
create an asset-building
product? 

Doing so offered constructive
financial solutions for our
clients, and at the same time
was a solid business oppor-
tunity for the company.
Understanding and finding
the right balance did take
some time and hard work.
We sought feedback and
guidance from our critics—
to understand the basis for
their views, see other
options that might be viable

and incorporate those 
into our own thinking and 
practices. 

Some years ago, the
company adopted the mis-
sion, “To help our clients
achieve their financial objec-
tives by serving as their tax
and financial partner.” For a
significant majority of our
clients, the terms of financial
partnership are very different
from traditional constructs
and practices of financial
services delivery. Nearly 64
percent of our office clients
have adjusted gross incomes
(AGIs) under $35,000 per
year at the household level,
and nearly 80 percent have
AGIs under $50,000. Over
3.5 million of our clients sur-
veyed have told us that they
do not have a bank account,

and we estimate that more
than three million more are
“underbanked,” operating
on the fringes of the tradi-
tional financial services
industry, and in many 
cases, paying a premium 
in the process. 

Becoming a tax and
financial partner to our
clients was going to take
something different—begin-
ning with a different under-
standing of the financial
lives of our clients on a daily
basis, the issues/risks/
barriers that they face, 
the solutions they choose to
use and the reasons behind
those choices. In pursuing
this, we began to learn on
our own and through part-
nerships we developed 
with leading academicians,

practitioners and thinkers to
enhance our understanding. 

From this discussion and
outreach, we created the
H&R Block Emerald Prepaid
Mastercard® (the Emerald
Card) issued by H&R Block
Bank, a FDIC bank. The
H&R Block Emerald Card is
a low-cost card account 
tailored to the needs of
many lower-income clients 
A client can direct deposit
their IRS refund directly on
the Emerald Card. The debit
card account is initially
funded by the client’s tax
refund, or with proceeds
from a refund anticipation
loan (RAL) or a refund antici-
pation “check.” Signature
and PIN transactions are
free, but there are ATM fees
for accessing cash and
include many of the con-
sumer protections that clients
wanted (FDIC insurance, 
no overdraft capability and 
protections for lost and
stolen cards).

2. What prompted the
company’s decision to
reduce the cost of RALs
for recipients of EITC
refunds?

A number of factors came
together. One, as a part of
the process of introducing
the Emerald Card, RAL fees
when used with the Emerald
Card, were reduced. To be
clear, the fee reductions are
in no way linked to EITC;
they apply to all clients who
receive the proceeds of a
RAL on the Emerald Card.
The solution, we felt, would

Turning Refund Anticipation Loans into Bankable Opportunities

Photo: AP Images/Paul Sakuma

A Private Sector Response
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create incentives and
bridges for clients to use
such platforms, and we
hoped that the action would
trigger reforms throughout
the industry. Second, H&R
Block received a charter to
create H&R Block Bank,
which allowed the bank the
opportunity to be a card
issuer and participate fully 
in the economics of such
products (interchange,
spread and so on).Third, a
new agreement with HSBC
(the bank that provides
RALs), provided us an
opportunity to make sugges-
tions regarding the pricing
of refund loan products,
which we didn’t have before.
Fourth, was an evolution of
our understanding through 
a number of previous pilot

WEBSITES

Brookings Institution EITC Home Page
www.brookings.edu/es/urban/eitc.htm

EITC Q&A – IRS
www.irs.gov/pub/irs-pdf/p3211m.pdf

EITC Estimator Tool
www.cbpp.org/eic2007/calculator/
eitcchoose.htm

Earned Income Tax Resource Library
www.hud.gov/local/or/library/eitc2005
home5.cfm

Earned Income Tax Credit Outreach Kit
www.cbpp.org/eic2007/

Make Tax Time Pay! Outreach Kit 
www.cbpp.org/eic2005

National Community Tax Coalition
www.tax-coalition.org

National Community Tax Coalition
www.tax-coalition.org/

West Virginia EITC Coalition
www.wveitc.com

North Carolina & South Carolina EITC
for Working Families
www.eitc-carolinas.org

VITA description:
www.irs.gov/individuals/article/
0,,id=107626,00.html

Our Money Place 
www.ourmoneyplace.com/

FDIC Money Smart
www.fdic.gov/consumers/consumer/
moneysmart/overview.html

Refund Anticipation Loan Information
www.consumerlaw.org/action_agenda/
refund_anticipation/

www.consumerlaw.org/initiatives/
refund_anticipation/content/RALBrochure.pdf?

www.thebeehive.org/Templates/Money/Level3
Image.aspx?PageId=1.194.387.6745.6756

www.responsiblelending.org/issues/refund/

*These figures are based on estimates of check cashing usage and costs
from the Consumer Federation of America, and are net of actual
card usage costs incurred by our clients. On average, an Emerald
Card client might spend $14-$18 to receive and use an ‘average’
refund amount of around $2,900. Compare that to a check cashing
fee of over $89 (using 3.08 percent average rate), and the immedi-
ate benefits begin to accrue for each family. 

programs related to banking
solutions. 

We have opened more
than two million accounts.
Clients have received tens 
of millions of dollars in
reduced refund lending costs
and clients have avoided
more than $50 million in
check cashing fees just
related to tax time.* If a client
chooses to use the account
for payroll deposit (more than
80,000 people have already
started), then the benefits
increase dramatically and
continue over time.

For more information
about this program, contact
John Thompson in Kansas
City at 816.854.4759 
or email
jthompson@hrblock.com.

Photo: Getty Images
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CONTACT

EITC CASH Campaigns:
Virginia - Carolyn Spohrer, 
804.644.0417

BOOKS AND RESEARCH 

Meyer, Bruce D. and Douglas Holtz-Eakin, eds.
2001. Making Work Pay: The Earned Income
Tax Credit and Its Impact on America’s
Families. New York: Russell Sage Foundation.

Brookings Institution Earned Income
Tax Credit Series:
www.brookings.edu/metro/eitc.htm

Welfare Transitions in the 1990s: the
Economy, Welfare Policy, and the EITC 
www.nber.org/papers/w9472.pdf

Relationship between the EITC and
Food Stamp Program Participation
Among Households with Children
www.urban.org/UploadedPDF/411033_
EITC.pdf

Did Expanding the EITC Promote 
Motherhood?
www.jstor.org/view/00028282/sp040002/
04x0042p/0

Using the EITC to Help Poor Families:
New Evidence and a Comparison with
the Minimum Wage
www.nber.org/papers/W7599.pdf

a policy and regulatory environment that protects consumers and
supports them in their efforts to build a stable financial future. 

Overall, experience with the EITC program shows that tax 
incentives can work. With straightforward information and free 
assistance, lower-income workers will file for the credit. The challenge
lies ahead of leveraging the benefits of the EITC into a wealth-build-
ing tool. Lessons from the field and continued improvements in 
policy will help the program to reach its maximum potential. 

Dr. Gorham directs the EITC Carolinas initiative at MDC, Inc. and focuses
on the economics of work poverty and asset building for low and moderate-
income families. Her previous positions have included senior research associate
at the Center for Urban and Regional Studies (CURS) at UNC-Chapel
Hill, staff member for the Joint Economic Committee and the Subcommittee
on Intergovernmental Relations and Human Resources of the U.S. Congress,
and consultant to the North Carolina Governor’s Rural Prosperity Task Force
and the Office of Economic Development at the University of North Carolina
at Chapel Hill. 

ENDNOTES

Community Reinvestment Association of North Carolina
“The High Cost of Refund Anticipation Loans in North Carolina.”  
Available for download at www.cra-nc.org/Links/2006RALReport.pdf 

Berube, Alan 
Speech to EITC Funders Campaign, June 24, 2004. 
Website: http://www.brookings.edu/metro/speeches/
20040621_EITC.pdf

Orszag, Peter 
“Progressivity and Saving: Fixing the Nation’s Upside-Down Incentives for Sav-
ing.” Testimony before the House Committee on Education and the Workforce,
February 25, 2004.
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Remarks by Chairman
Ben S. Bernanke
At the Community
Affairs Research 
Conference, 
Washington, D.C.,
March 30, 2007 

The Community Reinvestment
Act: Its Evolution and 
New Challenges 

The Future of the CRA 

... The CRA was created to help ensure lower-income 
communities have access to credit and financial services.
When it passed the legislation, the Congress could not
have foreseen the extensive changes in financial markets
and the economy that have occurred over the past thirty
years; thus, the decision to write the statute broadly and
with considerable flexibility appears wise in retrospect. 
In implementing the law, the banking agencies have tried 
to learn from market developments, from research, and 
from the comments of financial institutions, consumers, and
other interested parties. The regulations have thus changed
over time in response to the changing financial landscape
and as we have learned more about what works and 
what doesn’t. We do not know how the economy and the
financial system will change in coming decades, but it is
safe to assume that change will be rapid. Considerable 
creativity and flexibility will thus be necessary to ensure 
that the CRA continues to assist community economic 
development without placing an undue burden on 
financial institutions.

The entire speech can be accessed at
www.federalreserve.gov/boarddocs/speeches/2007/20070330/default.htm

NEWSFLASH

Saving Made Easy through 
“Split Refund” of Taxes
Beginning in 2007, the IRS is offering a
“split refund” option to allow the direct
deposit of refunds into two or three savings
or checking accounts. Now, tax filers have
the convenience of dividing up their refund 
in accounts to spend on immediate needs
and save for future use.

The split refund emerged in response to 
“a growing crisis—the disappearance of 
savings in the American economy,” accord-
ing to scholars at the New America Founda-
tion (New America), who promote the split
refund as a means of jumpstarting Ameri-
cans’ savings. In 2005, the personal savings
rate was the lowest in the U.S. since the
Great Depression.

Whether the objective is to promote
retirement security, improve educational
attainment, provide a financial cushion for
life transitions or increase national savings,
according to New America, the need to
increase household savings is vitally clear.

Considering that the average refund is
$2,000, and the research that shows 401(k)
participants save more when they use direct
deposit, New America points to tax filing as 
a good place to start encouraging savings,
especially since all Americans file taxes. 
Filers will receive a combined total of more
than $200 billion in refunds. If they were 
to deposit 25 percent of those refunds into 
savings accounts, total new savings each 
year could exceed $55 billion. 

The IRS offers more information at
http://www.irs.gov/individuals/article/
0,,id=163764,00.html. There is a link to 
Frequently Asked Questions and to Form
8888: Direct Deposit of Refund to More 
Than One Account, which is similar to 
forms used for direct deposit of wages 
or other common transactions.

� CRA TURNS 30 �
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DISTRICTHIGHLIGHTS

Statewide CDFI Plans Commercial Bank 

Virginia Community Capital (VCC), a statewide com-
munity development financial institution (CDFI), plans
to open a regulated community development
bank later this year. VCC will file an application
to become a state-chartered bank that will focus on commercial banking,
socially-conscious investing and deposits that meet Community Reinvestment
Act (CRA) requirements, according to Jane Henderson, VCC President.
Begun in 1995 as a CDFI offering microloans and individual development
accounts in three counties, VCC now has $17 million in equity capital and
operates throughout the Commonwealth. With $15 million of equity already
received from the state of Virginia, VCC also has plans for a community
development financing network in Virginia. For more information about
VCC, visit www.vacommunitycapital.org/.

State Forces Payday Lenders to Cease Internet Business
and Offer Refunds

The West Virginia Attorney General
filed suit on November 6, 2006, to
force 14 Internet payday lenders to stop
offering Internet loans in West Virginia.
State law bans payday lending, includ-
ing over the Internet. “Payday
loans” are short-term loans or cash
advances secured by a postdated
check or by an agreement
authorizing an electronic
debit for the full loan amount,
plus interest from the consumer’s
account. According to the Consumer
Federation of America, a clearinghouse
for information on consumer issues, pay-
day lenders try to circumvent state laws

by lending over the Internet. The compa-
nies named in the suit deposit loans
electronically into consumers’ accounts
and charge interest rates of more than
44 times the maximum annual percent-
age rate of 18 percent allowed in West
Virginia. The Attorney General reached

a settlement with 18 other Internet
payday lenders in which they
promised to permanently discon-
tinue their payday loans in West

Virginia and to refund all unlawful fees
and charges collected from West Vir-
ginia consumers. For more information
visit www.wvago.us/consumernews/view
topic.php?t=170 or call 1-800-368-8808.

More People, More Jobs,
Not Enough Housing 
Forecast for Greater D.C.

“Growth Trends to 2030,” a report
released last fall by the Metropolitan
Washington Council of Governments
(MWCOG), found that the region’s
population will continue to grow, 
the number of jobs will grow even
more, the supply of housing isn’t 
meeting demand and the imbalance 
is likely to continue.

The overall regional population 
is expected to increase by one-third 
to 6.6 million by 2030. The outlying
counties will continue to experience 
the fastest rates of growth. For exam-
ple, the population of Loudoun County
is expected to grow by 94 percent,
Stafford County by 83 percent and
Prince William County by 58 percent.
The District of Columbia is expected 
to grow by more than 25 percent—
the same rate expected in Arlington
and Alexandria.

Job growth is projected to increase
by almost 40 percent, most of which is
expected to occur by 2010. Service
industries are projected to account for
two-thirds of all new jobs. Although the
largest percentage of job growth is
projected to occur in the outer suburbs
of Maryland and Virginia, the District 
of Columbia is expected to hold the
largest number of jobs that will account
for a fifth of the region’s job base by
2030.The study is available from
MWCOG at www.mwcog.org/uploads/
pubdocuments/8llaXQ20061010135838.
pdf

State Increases Tax Credits for Businesses
Investing in High-Poverty Areas

North Carolina has expanded its largest tax-credit program
designed to recruit business to the state. The William S. Lee Act

was passed in 1996 to attract more companies to the state, and to rural areas in
particular. Revisions to the law, which went into effect on January 1, established
“urban progress zones” and “agrarian zones,” or high-poverty areas within 
counties. Businesses locating and expanding in these zones receive enhanced job 
creation and business property credits. The Act continues to require businesses to 
provide health insurance to employees, enforce environmental and worker safety 
and health laws, and meet all tax obligations. For more information visit www.ncga.
state.nc.us/gascripts/BillLookUp/BillLookUp.pl?Session=2005&BillID=H2170.
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Regulatory Agencies Release Adjust-
ment to Asset Thresholds Under CRA

The Federal Reserve System, Federal Deposit Insurance
Corporation and the Office of the Comptroller of the 
Currency have announced the annual adjustment to the
asset-size thresholds used to define “small bank” and
“intermediate small bank” under CRA. The adjustments,
which took effect January 1, are based on the 3.32
increase in the Consumer Price Index (CPI) for Urban
Wage Earners and Clerical Workers for the period 
ending November 2006. ”Small bank” now means a

bank that, as of December 31 of either of the prior two
calendar years, had assets of less than $1.033 billion.
“Intermediate small bank” now means a small bank 
with assets of at least $258 million as of December 31
of both of the prior two calendar years, and less than
$1.033 billion as of December 31 of either of the prior
two calendar years. For more information about the
adjustment visit www.federalreserve.gov/boarddocs/press/
bcreg/2006/20061227/default.htm. For a list of the 
current and historical asset size thresholds, visit the 
web site of the Federal Financial Institutions Examination
Council at www.ffiec.gov/cra.

REGULATORY ALERT

South Carolina 
Collaborative to Help 
the Working Poor

The South Carolina Asset Development
Collaborative (SCADC), launched in
September 2006, seeks to improve the
future economic potential of working
poor families in South Carolina.
SCADC will help develop and imple-
ment asset-building policies and pro-

grams and raise the
awareness of economic
and educational opportuni-
ties already available to
the working poor. The Fed-
eral Reserve Bank of Rich-

mond’s Community Affairs Office facil-
itated SCADC in response to IRS
statistics showing that in 2002, more
than $132 million in Earned Income
Tax Credits available to South 
Carolina families went unclaimed. 
In addition, CFED, formerly the Corpo-
ration for Enterprise Development, a
national non-profit group that studies
and promotes individual development
accounts and other means of asset
building, produced a scorecard that
showed that South Carolina ranks
44th among U.S. states in households
with checking accounts. SCADC
brings together South Carolina’s 

Association of Community Develop-
ment Corporations, the Commission
for Minority Affairs, and the Consumer
Affairs Department, along with 
Benedict College and local financial
institutions to advance policy and ini-
tiatives that maximize dollars for the
working poor. For more information,
visit www.communitydevelopmentsc.org/
news/category/news/ or contact 
the South Carolina Association of

Initiative Expands 
Foreclosure Prevention
Services in Baltimore

The City of Baltimore’s Homeowner-
ship Preservation Coalition (BHPC)
has launched a three-
year Homeownership
Preservation Initiative
(the Initiative) to reduce
the number of home foreclosures
in the city. According to the city,
in 2005, approximately 2,500
homes were foreclosed on (about
50 homes per week). As a part of
this new initiative, homeowners 
facing fore closure can now call
311, the City’s One-Call Center,
where operators will connect them

Community Development Corporations
at 843-579-9855.

DISTR ICT  H IGHL IGHTS COMPILED BY:

Jennie Blizzard, Courtney Mailey, Franklin
McNeil, Carl Neely and Tovah Rom.

to trained nonprofit counselors
available 24 hours a day. The Ini-
tiative also enables the St. Ambrose
Housing Aid Center to expand its
services in default and delinquency
prevention and in legal assistance,

and supports Baltimore
Community Lending’s
emergency loan program
for borrowers of high-cost
predatory loans. BHPC
brings together city 

agencies, local and national 
foundations, private lenders and
NeighborWorks America, a 
leading national community 
development group. For more 
infor mation about the BHPC, visit 
www.preservehomeownership.org.
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The Keys to Establishing 
a Successful VITA Site 

by Joyce Robbins, Senior Tax Specialist, 
Internal Revenue Service

Financial solvency and stability can be
elusive to many low-income workers. 
In the event of financial shocks that
result in lost wages, a “nest egg” can
mean the difference between having 
a residence or being homeless. For
low-income working families, the 
additional income provided from the
Earned Income Tax Credit (EITC) is
important. That’s why volunteers,
organizations and businesses who 
offer free income-tax preparation,
check cashing and counseling can
make a difference. 

An important first step for claiming
the EITC is filing an accurate tax

return. That’s where the Volunteer Income Tax Assistance
(VITA) program fits in. The Internal Revenue Service’s VITA
Program offers free tax help at sites with volunteers who
prepare and electronically file tax returns for lower income
taxpayers (generally those making $39,000 and below)
individuals with disabilities, non-English-speaking people
and others on limited incomes who find it difficult to pay for

commercial tax preparation assistance. 
Volunteers sponsored by various organizations

receive training to help prepare basic tax returns 
in communities across the country. VITA sites are 
generally located at community and neighborhood 
centers, libraries, schools, shopping malls and other 
convenient locations. Most of these locations offer free
electronic filing. 

Communities are unlikely to be saturated with VITA
services, especially since VITA taxpayers typically do not
have the resources to travel long distances for assistance.
So any group planning to offer effective VITA services
should consider the following tips.

Start Early

People who go to VITA sites to have their taxes prepared 
usually expect refunds. Volunteers should begin planning 
their EITC efforts in the fall prior to the tax year. Your site
needs to operate mid- to late January each year. 

Determine where you will recruit your volunteer base.
Most groups want to settle on a location and then select 
volunteers. However, where you find volunteer preparers will
likely determine your site locations. That’s not to say that you
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can’t pick a location first. But if you do your volunteers may
have to cross town to get to your site, and volunteers who 
are inconvenienced will tend not to stay with your program
very long.

Work with Volunteers to Find a Good Site Location 

Several characteristics make a good site location. First, 
your site should be in a stable location that is available 
each year. Second, the site should “belong” to everyone in
the community. Libraries and community centers often make
good choices. Banks and churches may also work but they
may feel less inclusive. Third, the site should allow easy
access. If the serviced population uses public transportation,
then the site needs to be on a public transportation route.
For clients who drive cars, try to make parking available
and choose a location that is easy to find. Be sure to 
analyze potential sites to ensure they serve the targeted 
population and do not present barriers.

Arrange for Volunteer Training 

You can order Link and Learn training for volunteers through
the IRS or through www.irs.gov. Your organization can 
provide classroom training or a self-
study option for its volunteers. Fre-
quently, certified VITA instructors
double as volunteers. Regardless of
how volunteers are trained, each
must pass a test to become certified
before preparing tax returns.

Obtain Equipment and 
Supplies  

You will need computers for elec-
tronic filing and Internet access for
transmitting returns. (Returns can be
prepared at a VITA site but transmit-
ted from another location, if neces-
sary.) Your site should be equipped
with a printer, computer paper, 
toners and diskettes.

Conduct a Marketing/
Publicity Plan 

Just as you had a marketing plan for
recruiting volunteers, you will need
one for getting taxpayers to utilize
your services. Use the media to reach your targeted 
audience. Building a VITA program is much like building a
business and you cannot have too much publicity, especially
during the first few years. 
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Recognize Your Volunteers

This may be as simple as providing doughnuts on the last
day the site operates or a thank you note to each volunteer.
Volunteers are the backbone of any VITA program, so make
sure they feel appreciated. Finally, VITA site coordinators
need to relax and enjoy the summer knowing that they have
helped people claim money that they may not have known
about. For some of those taxpayers, this will be the first 
“savings” of their lives and the beginning of the road to 
financial stability. 

Joyce Robbins has worked for the IRS in Columbia, 
South Carolina since 1981. She received her undergraduate
and graduate degree in social work from the University 
of South Carolina. She is also a member of Midlands 
Association of Volunteer Administrators, a professional 
association of managers and supervisors of volunteers.
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Back on Track:  
16 Promising Practices 
to Help Dislocated 
Workers, Businesses and
Communities

In North Carolina and other areas of
the nation, three major shifts have

helped to alter the economic land-
scape. First, the once highly industrial
economy has evolved into an informa-
tion economy. Second, the national
economy is becoming more global and
independent. Last, both the altered
composition and the slower growth of

the labor force
have contributed
to economic
changes. These

shifts may negatively affect groups of
workers employed in low-skilled indus-
tries. The report provides approaches
to five major challenges faced by dis-
placed workers and their communities
and studies “promising practices” from
several different communities outside of
North Carolina. The programs high-
lighted in these cases were selected
based on promising innovation or strat-
egy, practitioner support, sufficient
scope and scale, political and adminis-
trative feasibility, and attention to pro-
viding better job and career opportuni-
ties for residents. The North Carolina
Rural Economic Development Center,
and CFED produced “Back on Track”
as part of the Rural Center’s Dislocated
Worker Initiative. — Excerpt from 
original report
www.cfed.org/imageManager/
_documents/global_trade/Back_On_
Track.pdf
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RESEARCHCORNER

Toward a New Credit Path:  Lessons from a Survey
of Alternatives Federal Credit Union Members

This report sheds new light on how people move toward greater financial
security. The report is based on a conceptual framework, known as the

“Credit Path,” that identifies four stages people may pass through on their
way to asset accumulation and greater financial security: transactor (where
individuals rely primarily on a cash economy), saver, borrower and owner.
Although it was presumed that people move in a
sequential fashion through the four stages, the new
research found that people often hopscotch among
stages and sometimes can be in two stages or more
simultaneously. The research also revealed that shifts in
the financial services industry over the last decade have fundamentally
impacted the ordering of steps people take along the pathway. Previously,
people needed to establish reliable savings patterns and build sufficient sav-
ings in order to become borrowers. But loosening credit terms now make it
possible for some people to borrow before they save, often at great peril to
their household’s financial stability. The study surveyed Alternatives Credit
Union members about their financial lives, behaviors and attitudes toward
finances.— Excerpt from www.knowledgeplex.org
www.alternatives.org/CPResearchFull.pdf

A Heavy Load:  The Combined Housing and
Transportation Burdens of Working Families

This study examines the transporta-
tion costs incurred by low- to

moderate- income families moving
further from work in order to afford
housing. Many families spend as
much or more on transportation
costs than they save for housing.
The Center for Housing Policy, an
affiliate of the National Housing
Conference, also found that in all
of the 28 major metropolitan
areas studied, the combined burden of transportation and
housing costs remained constant for working families. On average, these

costs accounted for 57 percent of annual income. 
The study presents specific policy suggestions, which
include considering housing and transportation 
policies together, encouraging infill development, 

targeting employment, containing/connecting areas of sprawl, reducing 
the cost of commuting by car and preserving choice but revisiting existing
policies and incentives. — Excerpt from original study
http://content.knowledgeplex.org/kp2/cache/documents/2054/205403.pdf
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AROUND THE FEDERAL RESERVE SYSTEM

Preserving 
Homeownership:  
Addressing the 
Foreclosure Issue
Federal Reserve Bank of Dallas
http://dallasfed.org/news/ca/2007/
07home.cfm

2007 Community 
Development Policy 
Summit
Federal Reserve Bank of Cleveland
www.clevelandfed.org/commaffairs/
Conf2007/PolicySummit/Index.cfm

Strategies for Reaching
the Unbanked and 
Underbanked Series
www.stlouisfed.org/community/
conferences.html

June 12

June 21-22

July 19 & 
October 18

Tell Us What You Think 
About MARKETWISE’s Makeover!

We want your feedback 
about our 

publication’s redesign.

Visit www.richmondfed.org/community_affairs

to take a short survey to tell us how this new

format will meet your information needs.
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