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A very costly way to gain just a few days on tax refunds
Protecting Consumers It's tax season, and tax preparers may invite you to get a “Refund Anticipation Loan” or “RAL” — a loan borrowed against

o . the expected tax refund. Such a loan may come a few days faster than the refund — but you pay extremely high fees to
Fighting Crime borrow your own money.
Helping Victims of

Crime Remember, a “Refund Anticipation Loan” is a very short-term loan, secured by your expected tax refund, arranged by a

] tax preparer through a bank. You pay finance charges (and, most often, tax-preparation charges as well.) The loan is
Working for Farmers repaid when the IRS sends your full refund to the bank.

Protecting the

- Refund anticipation loans are expensive. According to a report in 2006 by the Consumer Federation of America and the
Environment

National Consumer Law Center, the loans cost $100, on average, depending on the size of the refund, add in an extra

Raising Child Support $146 for tax preparation, and an extra $100 for assorted other fees. That means the interest rate on “RAL” loans could
Awareness range from about 40% to over 700% APR (annual percentage rate of interest.) That's a bad bargain for an “advance” of
just 7 to10 days.

Representing State
Government Consumers need to ask tough questions:

Issuing Attorney

General Opinions . “How much will | pay for the loan?” An average refund is about $2150, with a typical finance charge of $100

Enforcing Tobacco Laws for a refund anticipation loan -- a 178% APR. Fees for tax preparation, electronic filing, or check-cashing can

Protecting Utility
Customers double or triple that cost.

Resources

File a Consumer . “What does the fee buy me?” An RAL loan gets your refund to you in 1-4 days, compared to just 7-10 days if

Complaint ) ) )
. by ordinary electronic refund deposit to your bank.
Other Complaint

Resources

Beware of “pay stub RALs.” Pay stub RALs are offered earlier than traditional RALs, before a taxpayer receives a W-2.
News Releases & The loans are based on a taxpayer's latest pay stub, which indicates his estimated tax return. However, the estimated
Publications amount may be incorrect. The taxpayer will have to pay the full amount estimated on the pay stub whether or not the
Legal Resources refund is large enough to cover the cost of the loan and fees. Pay stub RALs charge high fees like other RALs.
Jobs & Internships IRS data shows nearly 1 in 3 low-income workers or Earned Income Tax Credits (EITC) recipients took out an RAL.
Contact Us Avoid high costs — get free help from organizations that assist low-income filers. In February, a list of “Volunteer

Income Tax Assistance” sites and a list of “Tax Counseling for the Elderly” sites in lowa will be available at
www.lowaAttorneyGeneral.org. For more information, contact the Attorney General's Consumer Protection Division.

Call 515-281-5926, or 888-777-4590 toll-free.

Additional Resources

. Consumer Federation of America (CFA) warning on Refund Anticipation Loans (RALs) [PDF format]

Return to Consumer Advisories

State of lowaPrivacy StatementTranslationPDF Reader

http://www.state.ia.us/government/ag/consumer_advisories/credit_finance/rapid_tax_refund.html 1/3/2008 9:39:14 AM
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