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Large Consumer Tax Services Company:  Products & Fee Structures
 (for 2007 tax season)
Settlement Products: Refund Anticipation Loans
Refund anticipation loans are collateralized by a taxpayer’s pending tax refund. The tax refund gets paid back to lender. 
Consumer finance experts say default risk on the loans is minimal, because the credit effectively is secured by an obligation of the US government. This is good business because the loan carries almost no risk to tax preparers. They know the exact amount the government will send to pay off the loan.

However, the amount of the refund (and therefore loan payoff) could be jeopardized if the government deducts the following penalty fees from a taxpayer’s refund:

· if owes back taxes

· if behind on child support payments

· if behind on student loan payments

Therefore, the company does some checking before making a RAL, and may not make the loan for the full amount of the refund. Debt indicators are used to alert lenders to the fact that an applicant for a RAL may not be able to repay the loan because of an outstanding loan to the IRS. Tax preparers can also check with the IRS before granting the loan to make sure there are no liens against the refund.
Fraud is a concern. Identity thieves will file multiple federal tax returns online using stolen identities, and will get money within days through RALs. The IRS may not check the names on bank accounts (for direct deposit refunds) against the names on tax returns. 
According to the National Consumer Law Center, refund anticipation loans are used by about 30% of EITC recipients.
Up to a quarter of eligible taxpayers fail to claim the EITC, worth up to $4,536.  (USA Today, 2/1/07, Earned income tax credit to get a push by Sandra Block)

Classic Refund Anticipation Loan (RAL)

· loan, originated by a national bank, secured by client’s anticipated federal income tax refund

· tax return must be electronically filed
· proceeds available 1-2 days after loan application is approved and may not be for full value of tax refund

· RAL amount (for proceeds via direct deposit or prepaid debit card) = 
Anticipated tax refund 
· tax preparation fees (net average fee per retail tax preparation client is $165) 

· mandatory bank refund account fee ($29.95) 
· bank finance charge (36% APR)

· RAL amount (for proceeds via paper check) = 
Anticipated tax refund 
· tax preparation fees (net average fee per retail tax preparation client is $165)
· mandatory bank refund account fee ($29.95)

· bank finance charge (70% APR)

Instant Refund Anticipation Loan (IRAL)

· loan, originated by a national bank, secured by client’s anticipated federal income tax refund

· tax return must be electronically filed

· proceeds available same day that loan application is approved and may not be for full value of tax refund

· IRAL amount (for proceeds via prepaid debit card) =

Anticipated tax refund

· tax preparation fees (net average fee per retail tax preparation client is $165) 

· mandatory bank refund account fee ($29.95) 

· instant RAL surcharge ($24.95; is included in APR calculation)

· bank finance charge (% APR varies; finance charge is ~ 1.2% of loan amount)

· effective interest rate can range from 40% to 480%

· IRAL amount (for proceeds via paper check) =

Anticipated tax refund

· tax preparation fees (net average fee per retail tax preparation client is $165) 

· mandatory bank refund account fee ($29.95) 

· instant RAL surcharge ($24.95; is included in APR calculation)

· bank finance charge (% APR varies; finance charge is ~ 2.2% of loan amount)

· effective interest rate can range from 80% to 525%

Prepaid Debit Card
· nearly 16% of clients do not have permanent bank accounts

· claim that the prepaid debit card will save clients nearly $460 in annual check- cashing fees (at 3% fee)
· designed as a spending account for tax preparation clients, as an alternative to a traditional checking account or check-cashing outlets
· used just like a debit card, available anywhere major debit cards are accepted; some merchants will allow cash back at POS
· initially funded with proceeds from a settlement product such as a RAL 
· no credit check or bank history required 
· zero liability if lost or stolen

· can be used year-round and re-loadable at selected networks
· can be used next year at tax time for settlement proceeds or IRS direct deposit refund
· employer may direct deposit paycheck to card
· owner can view and manage the card by phone or online
· company claims it’s the lowest fee card on the market today
· 2007 Fee Schedule

· cash withdrawal at ATM: 


$  1.50 per transaction
· cash withdrawal at financial institution: 
$15.00 per transaction

· balance inquiry at ATM:


$  1.00 each

· denial at ATM:



$    .50 each
· monthly maintenance fee:


Free for first 3 months; then no
service fee if payroll is deposited to card or card balance is greater than $100; otherwise $2.50/month
· voice response unit account inquiry
Free
· Internet account inquiry


Free

· live customer service account inquiry
$2.50/call; first 2 calls/month are free

· payroll value load



Free

· retail reload provider value load

Free, but convenience fee of $2.95 –

$5.95 may be assessed by individual retailer

