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Tax Benefit Complexity and Take-up:
Lessons from the Earned Income

Tax Credit

JACOB GOLDIN*

INTRODUCTION

The Internal Revenue Code is notoriously complex, and the provi-
sions governing low-income tax benefits like the earned income tax
credit (EITC) and the child tax credit (CTC) are no exception. Tax-
payers seeking to claim these benefits must learn that the benefit ex-
ists; navigate a labyrinth of interdependent tests to assess their
eligibility; apply additional rules and tiebreaker tests to determine
which of their dependents qualify for which benefit; and calculate the
dollar value of each credit they end up claiming.

Or must they? In recent years, more and more taxpayers are pre-
paring their returns with commercial software or professional tax as-
sistance.1 These assisted preparation methods (APMs) dramatically
reduce the complexity associated with claiming tax benefits: taxpayers
(or their preparers) enter the relevant information into the software,
and the software determines the taxpayer's eligibility and credit
amount. Because APMs prompt the taxpayer for the information re-
quired to assess each credit for which the taxpayer is potentially eligi-
ble, the taxpayer never even needs to know that a particular credit
exists-even if the taxpayer ends up claiming it on the return. Thus
although the legal rules governing tax benefits remain mind-numb-
ingly complex, the rise of APMs means that the vast majority of tax-
payers never need to engage with that complexity when claiming tax
benefits.

* Assistant Professor of Law, Stanford Law School. For helpful conversations and
suggestions, I am grateful to Joseph Bankmian, Lily Batchelder, Leslie Book, Daniel Ho,
Sarah Lawsky, Zachary Liscow, Janet McCubbin, Alison Morantz, Lisa Ouellette, Sarath
Sanga, Daniel Shaviro, Ariel Kleiman, and Kathleen Thomas, and to seminar participants
at Michigan, Northwestern, NYU, Stanford, Syracuse, Tulane, and UCLA. Mitchell Kane,
Jeremy Bearer-Friend, and the staff of the Tax Law Review provided fantastic editorial
suggestions and guidance. Taylor Cranor and Sarah Kotb contributed excellent research
assistance.

See Part III.B.
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In this article, I argue that the growing use of APMs has dramatic
and largely unappreciated implications for policy efforts to increase
the take-up of social benefits administered through the tax code. In-
complete take-up of tax benefits is a persistent policy concern; in the
context of the EITC alone, nonprofit organizations, state and local
governments, and the Internal Revenue Service (IRS) all devote sub-
stantial resources to efforts to raise participation by eligible individu-
als.2 Despite these efforts, an estimated one in five of those who
qualify for the EITC-about 5 million people per year-fail to claim
it. The complexity of the EITC's rules is one of the leading explana-
tions for why there are so many EITC-eligible nonclaimants.4

To study tax benefit complexity and take-up in light of the preva-
lence of APMs, I distinguish between two types of complexity that can
prevent taxpayers from claiming a benefit for which they are eligible.
A benefit's informational complexity refers to the difficulty of ob-
taining the informational inputs that determine a taxpayer's eligibility
for the benefit, and, if eligible, the benefit amount. In turn, a benefit's
computational complexity refers to the difficulty a taxpayer faces in
determining eligibility and benefit amount, on the basis of the re-
quired information.5 The use of APMs mostly eliminates the computa-
tional complexity associated with claiming a benefit but does not
meaningfully reduce a benefit's informational complexity. Applying
these concepts to the EITC, I argue that the EITC's informational
complexity is actually quite modest, and as a result, there are few hur-
dles to claiming the credit for EITC-eligible tax filers who use an
APM. And because the vast majority of tax filers do use an APM to
prepare their taxes, in practice there is a tight link between the filing
of a tax return and the claiming of the EITC if one is eligible.

I use this insight to draw lessons for policy efforts to increase EITC
take-up.6 The most important takeaway is that in the modern world of

2 See Part I.C.
3 See Part I.B.
4 For example, the National Taxpayer Advocate writes, "The law related to Earned In-

come Tax Credit (EITC) eligibility is complex. At the same time, the EITC is directed
toward a population of taxpayers who are least able to navigate its complexity." Nat'l Tax-
payer Advoc., 2015 Annual Report to Congress 247 (2015), https://taxpayeradvocate.
irs.gov/Media/Default/Documents/2015ARC/ARC15_Volumel.pdf.

5 I borrow the term computational complexity from Lawrence A. Zelenak, Complex Tax
Legislation in the TurboTax Era, 1 Colum. J. Tax L. 91 (2010).

6 Throughout, I assume that increasing the take-up of tax benefits is a worthy social
goal. To the extent that eligibility for the tax benefit cannot be perfectly conditioned on
need (i.e., to the extent substantive eligibility for the benefit is overbroad), incomplete
take-up could actually be desirable. In that case, the optimal degree of complexity depends
on which individuals the complexity is screening out. See Henrik Jacobsen Kleven &
Wojciech Kopczuk, Transfer Program Complexity and the Take-Up of Social Benefits, Am.
Econ. J.: Econ. Pol'y, Feb. 2011, at 54. In the context of the EITC, however, there is little
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BENEFIT COMPLEXITY AND TAKE-UP

APMs, the key determinant of whether a person who is eligible for the
EITC claims the credit is whether the person files a tax return. Conse-
quently, efforts to increase take-up should focus on increasing the fil-
ing rate among EITC-eligible nonfilers. Because the vast majority of
these new filers will use an APM to prepare their return, there is a
near-mechanical relationship between their filing a return and their
receiving the tax benefits for which they are eligible. Hence, policies
that affect incentives to file for this population can significantly influ-
ence EITC take-up-even if doing so is entirely unrelated to, or oppo-
site from, the policy's intended consequences. For example, by
significantly increasing the income threshold at which taxpayers are
legally required to file a return,7 the recently enacted 2017 Act may
end up reducing the filing rate among those who are eligible for the
EITC, and hence take-up of the credit.

A corollary to this argument is that outreach campaigns aimed at
spreading awareness of the EITC-of the type traditionally relied on
by governments and nonprofit organizations-are unlikely to succeed
at raising take-up, except to the extent they induce more people who
qualify for the EITC to file a return. The reason why is that the only
taxpayers who need to be aware of the EITC in order to claim it are
those who do not use an APM. Taxpayers who use an APM and pro-
vide it with the correct information will receive the EITC if they qual-
ify for it-even if the individual never becomes aware of the credit's
existence. Because so few taxpayers prepare their taxes without an
APM, the scope for awareness efforts to raise take-up among current
filers is limited.

Understanding the link between complexity and take-up of tax ben-
efits is crucial for those concerned with income transfer programs in
the United States, particularly given the large and growing number of
social benefits administered through the tax code.8 Most important
among these benefits is the EITC, which provides an average credit of
about $2500 to over 25 million households each year.9 Other refund-

reason to believe that the EITC's complexity is channeling the benefit to those who need it
most. Indeed, it seems more likely that the opposite would be true. See, e.g., Saurabh
Bhargava & Dayanand Manoli, Psychological Frictions and the Incomplete Take-Up of
Social Benefits: Evidence from an IRS Field Experiment, 105 Am. Econ. Rev. 3489, 3516-
17 (2015) (finding that complex EITC reminder notices reduce take-up by at least as much

among those with high potential benefits and low earnings as among those with low poten-
tial benefits and relatively higher earnings).

7 Pub. L. No. 115-97, § 11021, 131 Stat. 2054, 2072 (2017); § 11041(e), 131 Stat. at 2082.
8 See, e.g., Christopher Howard, The Hidden Welfare State: Tax Expenditures and So-

cial Policy in the United States (1997); Susannah Camic Tahk, Everything Is Tax: Evaluat-
ing the Structural Transformation of U.S. Policymaking, 50 Harv. J. on Legis. 67 (2013).

9 IRS, About EITC, https://www.eitc.irs.gov/eitc-centrallabout-eitc/about-eitc (last up-
dated Jan. 29, 2018).
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able tax credits also provide important support to low-income taxpay-
ers, such as the CTC for households with children and the premium
tax credit (PTC), which subsidizes the cost of health insurance for
low- and middle-income households.10 While my focus in this Article
is primarily on the EITC, the rise of APMs also has lessons for the
take-up of other tax benefits, depending on the benefit's mix between
informational and computational complexity.

This Article considers tax complexity in the context of benefit take-
up, but complexity can affect other margins as well, most importantly
how taxpayers adjust their behavior in response to the incentives a tax
benefit creates." To the extent that the complexity of a tax benefit
obscures the incentives the benefit creates, it can mute taxpayers' be-
havioral responses to it and make tax planning costlier.12 And whereas
the use of an APM reduces the importance of complexity for taxpayer
behavior with respect to take-up, APM usage does not reduce the im-
portance of complexity with respect to the tax's effect on other aspects
of behavior, such as tax planning. The desirability of such behavioral
effects is ambiguous: On the one hand, complexity can cause taxpay-
ers to incur additional costs when adjusting their behavior because of
the tax and can lead taxpayers to make suboptimal behavioral choices.
On the other hand, to the extent taxpayers' behavioral responses to
the taxes reduce social welfare-i.e., when behavioral change repre-
sents deadweight loss-benefit complexity can be efficient.13 Such is-

1o See generally IRC §§ 24, 36B.
11 David Bradford labeled this "transactional complexity," which refers to "the

problems faced by taxpayers in organizing their affairs so as to minimize their taxes within
the framework of the rules." David F. Bradford, Untangling the Income Tax 267 (1986).
The two forms of complexity on which I focus, informational and computational complex-
ity, both fall into Bradford's category of "compliance complexity," which refers to "the
problems faced by the taxpayer in keeping records, choosing forms, making necessary cal-
culations, and so on." Id. at 266-67. I set aside the final type of complexity Bradford de-
scribed, "rule complexity," which refers to problems of interpreting the tax law. Id. As with
other areas of the law, ambiguities in the proper interpretation of the tax law contribute to
the law's complexity. I set this type of complexity aside because most of the interpretive
ambiguities in the rules that apply to taxpayers in the EITC context have been resolved.
Another useful approach for analyzing tax complexity is the distinction between substan-
tive and procedural complexity set out in Kathleen Delaney Thomas, User-Friendly Tax-
paying, 92 Ind. L.J. 1509, 1516-17 (2017). Both informational and computational
complexity fall into the procedural category, since both refer to barriers the taxpayer faces
during the preparation and filing process (although, like other forms of procedural com-
plexity that Thomas discusses, both are shaped by substantive complexity in the tax law,
such as the rules for what information is required).

12 Johannes Abeler & Simon Jager, Complex Tax Incentives, Am. Econ. J.: Econ. Pol'y,
Aug. 2015, at 1; see also Jacob Goldin & Yair Listokin, Tax Expenditure Salience, 16 Am.
L. & Econ. Rev. 144 (2014).

13 To illustrate this dynamic in the EITC context, raising awareness of the credit could
strengthen the effectiveness of the credit's intended pro-work incentives. On the other
hand, it could also raise the deadweight loss associated with the high marginal tax rates
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BENEFIT COMPLEXITY AND TAKE-UP

sues are important to consider when evaluating policy reforms that
would affect the complexity of a tax benefit, but are not directly re-
lated to my focus here.

The remainder of the Article proceeds as follows. Part I provides
background on the EITC and on the problem of incomplete take-up
of its benefits. Part II develops a framework for assessing the com-
plexity of a tax benefit and applies it to the EITC. Part III describes
the rise of APMs and considers how their use affects the complexity of
claiming a tax benefit. Part IV applies the lessons about tax benefit
complexity to shed light on policy efforts to raise EITC take-up. Part
V concludes.

I. BACKGROUND ON THE EARNED INCOME TAx CREDIT

This Part briefly describes the EITC and the provisions governing
eligibility for it. I then describe the issue of incomplete EITC take-up
and provide some background information on how take-up is mea-
sured and on current policy efforts to raise the take-up rate.

A. Design of the EITC

The EITC is a refundable tax credit for low-income, working tax-
payers.14 Over 27 million households received the EITC during
2016-representing 20% of all taxpayers and 44% of taxpayers with
children.15 The maximum credit amount varies widely by income and
family size, ranging from $506 for taxpayers with no qualifying chil-
dren to $6269 for taxpayers with three or more qualifying children.16

associated with the credit phase-out. For theoretical work explaining similar trade-offs in
other tax contexts, see Jeffrey B. Liebman & Richard J. Zeckhauser, Schmeduling (Oct.
2004) (unpublished manuscript), https://sites.hks.harvard.edu/fs/rzeckhau/Schmedul-
ing._Octl72004.pdf; Brian Galle, Hidden Taxes, 87 Wash. U. L. Rev. 59 (2009); Jacob Gol-
din, Optimal Tax Salience, 131 J. Pub. Econ. 115 (2015); Alex Rees-Jones & Dmitry
Taubinsky, Measuring "Schmeduling" (Nat'l Bureau of Econ. Research, Working Paper
No. 22884, 2018). For empirical evidence on the effect of EITC knowledge on behavior, see
Raj Chetty, John N. Friedman & Emmanuel Saez, Using Differences in Knowledge Across
Neighborhoods to Uncover the Impacts of the EITC on Earnings, 103 Am. Econ. Rev.
2683 (2013) (finding EITC expansions led to larger changes in labor supply in locations
with greater knowledge of the credit); Raj Chetty & Emmanuel Saez, Teaching the Tax
Code: Earnings Responses to an Experiment with EITC Recipients, Am. Econ. J.: Applied
Econ., Jan. 2013, at 1, 33 (finding that providing taxpayers with knowledge of the EITC
incentives led to changes in reported income that increased credit amount).

14 IRC § 32.
15 IRS, Publication No. 1304, Individual Income Tax Returns Complete Report 2015, at

120 tbl.2.3, 123-30 tbl.2.5 (2017), https://www.irs.gov/pub/irs-soill5inalcr.pdf.
16 These dollar amounts correspond to tax year 2016. Rev. Proc. 2015-53, 2015-44 I.R.B.

615.
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It is estimated that without the EITC, the number of children growing
up in poverty would be 25% greater than it is today.'7

Eligibility for the credit depends on a taxpayer's income and the
number of EITC-qualifying children the taxpayer claims.18 Only tax-
payers with some earned income can claim the credit; those without
any income (such as the unemployed) receive no benefit.'9 Earned
income primarily captures compensation for employment and net
earnings from self-employment.20 In contrast, taxpayers do not qualify
for the EITC based on "unearned" income derived from sources like
interest, Social Security, unemployment insurance, alimony, or child
support payments.21

Up to a limit, the more earned income a taxpayer receives during
the tax year, the higher the value of the credit.22 In this sense, the
EITC induces negative marginal tax rates, with tax liability declining
with each additional dollar earned. The threshold at which the EITC
"phase-in" is complete-i.e., the dollar amount at which additional
income does not raise the taxpayer's EITC amount-varies based on
the number of qualifying children a taxpayer claims.23 These features
of the credit-the fact that taxpayers must have positive earned in-
come to receive it, and the fact that the credit amount goes up for
some taxpayers as they earn more income-amplify taxpayers' eco-
nomic incentives to seek and maintain employment.24

Taxpayers whose income exceeds a second (higher) income level,
referred to as the phase-out threshold, experience a reduction in their
EITC benefit with each additional dollar of income that they earn.
The phase-out threshold also varies based on the taxpayer's number
of qualifying children, as well as the taxpayer's marital status.25 Be-
cause the rate at which EITC benefits phase-out by income is the
same for all taxpayers, the maximum income limit at which a taxpayer
can qualify for the EITC varies based on the taxpayer's marital status
and number of qualifying children. Whereas only earned income qual-
ifies a taxpayer to claim the EITC, the EITC phase-out is triggered

17 Ctr. on Budget & Policy Priorities, Policy Basics: The Earned Income Tax Credit 2
(2018), https://www.cbpp.org/sites/default/files/atoms/files/policybasics-eitc.pdf.

18 IRC § 32(b).
19 IRC § 32(a)(1).
20 IRC § 32(c)(2).
21 IRC § 32(c)(2).
22 IRC § 32(a), (b).
23 IRC § 32(b)(2).
24 There is a large empirical literature on the employment effects of the EITC. For a

recent overview, see Austin Nichols & Jesse Rothstein, The Earned Income Tax Credit, in
Economics of Means-Tested Transfer Programs in the United States 137 (Robert A. Mof-
fitt ed., 2016).

25 IRC § 32(b)(2). Specifically, the credit begins to phase out at a higher income amount
for married taxpayers than for single ones.
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BENEFIT COMPLEXITY AND TAKE-UP

based on the presence of any income, whether earned or unearned.26

Finally, taxpayers earning too much investment income during the tax
year ($3500 in 2018) are ineligible for the EITC, even if they would
qualify based on the other rules.27

Both the income limits that govern EITC eligibility as well as the
EITC schedules that govern benefit amount depend on the number of
EITC-qualifying children a taxpayer claims.28 Consequently, that de-
termination is a crucial step in assessing EITC eligibility and in com-
puting one's allowable EITC amount.

An individual must satisfy several requirements to be considered a
taxpayer's qualifying child for purposes of the EITC. First, the individ-
ual must satisfy an age test: The child must be eighteen years or
younger during the entire tax year, twenty-three years or younger and
a full-time student, or any age if totally and permanently disabled.29

Second, the individual must satisfy a residency test: The child must
live with the taxpayer for more than half of the tax year.30 Third, the
individual must satisfy a relationship test: The individual must be the
taxpayer's child, grandchild, sibling, niece, or nephew.31 Finally, note
that unlike other child-related benefits in the tax code, individuals are
not required to provide less than half of their own support to be a
qualifying child for purposes of the EITC. 3 2

If two or more taxpayers would be eligible to claim the child, a se-
ries of tiebreaker rules come into play to determine whose qualifying
child the individual is. Most significantly, the tiebreaker rules priori-
tize the claims of parents over nonparents.33 As between multiple
claimants who are each a parent, priority is determined first by the
duration of residence with the child during the tax year and second by
the taxpayer's income.34 For multiple nonparents claiming a child, pri-
ority depends only on income.35 Even when a parent opts not to claim
a child, another taxpayer may claim the child only when the child's
income exceeds the income of the parent.3 6

Taxpayers without any qualifying children are also able to claim the
EITC, but as noted above, the maximum credit for this group is much

26 IRC § 32(a)(2)(B).
27 IRC § 32(i); Rev. Proc. 2017-58, 2017-45 I.R.B. 489.
28 IRC § 32(b).
29 IRC §§ 32(c)(3), 152(c)(1)(C).
30 IRC §§ 32(c)(3), 152(c)(1)(B).
31 IRC §§ 32(c)(3), 152(c)(1)(A).
32 IRC § 32(c)(3)(A).
33 IRC § 152(c)(4)(A)(i).
3 IRC § 152(c)(4)(B).
35 IRC § 152(c)(4)(A)(ii).
36 IRC § 152(c)(4)(C).
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smaller than for those with qualifying children.37 Taxpayers seeking to
claim the childless EITC must meet several additional requirements

beyond the ones required of taxpayers with qualifying children. First,
the taxpayer must have resided in the United States for at least half of

the tax year.38 Second, the taxpayer must not be a dependent of a

different taxpayer.39 Third, the taxpayer must be between the ages of

twenty-five and sixty-five at the end of the taxable year for which the

credit is claimed.40

In addition to the basic rules governing EITC eligibility described

so far, there are a number of additional rules that limit a taxpayer's

eligibility or ability to claim the credit, whether or not the taxpayer

claims any qualifying children. First, the taxpayer must not be an

EITC-qualifying child of any other taxpayer.4 1 Second, the taxpayer
must not have had the EITC disallowed in the past two years due to

reckless or intentional disregard of the rules or regulations, or in the

past ten years due to fraud.4 2 Third, the taxpayer must be either a U.S.
citizen or U.S. resident alien.43 Fourth, the taxpayer must either be

single, or, if married, must file a joint return with the taxpayer's
spouse.44 Finally, the taxpayer, as well as any qualifying children
claimed for the credit, must have a valid Social Security number that
authorizes the holder to work in the United States.4 5

B. Incomplete Take-up of the EITC

Although the EITC is generally considered a policy success, an is-

sue of persistent concern is the lack of take-up by some eligible house-
holds. Incomplete take-up of the credit is potentially worrisome for a

number of reasons, the most important of which is that nonclaiming
households miss out on the income transfer associated with the credit

and the corresponding improvements in financial security. An addi-
tional concern is that if eligible taxpayers fail to claim the EITC, this

could indicate that at least some individuals are not aware of the pro-
work incentives the credit creates, and hence, work less than they

would if they were to take the credit's incentives into account.
The problem of incomplete take-up is by no means unique to the

EITC: Take-up is well below 100% for virtually all means-tested social

37 IRC § 32(b).
38 IRC § 32(c)(1)(A)(ii)(I).
39 IRC § 32(c)(1)(A)(ii)(III).
40 IRC § 32(c)(1)(A)(ii)(II).
41 IRC § 32(c)(1)(B).
42 IRC § 32(k).
43 IRC § 32(c)(1)(D).
44 IRC § 32(d).
45 IRC § 32(c)(1)(E), (c)(3)(D), (m).
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welfare programs that exist in the United States today, such as the
Supplemental Nutrition Assistance Program (SNAP); the Supplemen-
tal Nutrition Program for Women, Infants, and Children (WIC); Tem-
porary Assistance for Needy Families (TANF); as well as other
benefits administered through the tax system, like the CTC.46

In general, individuals who qualify for a social welfare program may
choose not to claim the benefit for a myriad of reasons, including
stigma, the perceived hassle or effort required to sign up, or lack of
awareness that the benefit exists.4 7 When an individual's failure to
claim a tax benefit reflects an accurate determination that the advan-
tages of doing so do not exceed the costs, the welfare gains from rais-
ing take-up will be limited. In contrast, when incomplete take-up
reflects inattention or a mistake on the part of the would-be claimant,
the welfare gains from raising take-up can be substantial.48

46 Historically, EITC take-up has been estimated to exceed take-up of other social wel-
fare programs that are not administered through the tax code. See Janet Currie, The Take-
Up of Social Benefits, in Public Policy and the Income Distribution 80, 88-108 tbl.3.1 (Alan
J. Auerbach, David Card & John M. Quigley eds., 2006). However, recent estimates of the
SNAP take-up rate suggest it has risen above EITC take-up, rising to 83% among eligible
individuals in fiscal year 2015. U.S. Dep't of Agric., Trends in Supplemental Nutritional
Assistance Program Participation Rates: Fiscal Year 2010 to Fiscal Year 2015, at 8 tbl.1
(2017). Because of differences in the methodology by which the take-up estimates for these
two programs are produced, one should exercise caution in directly comparing the esti-
mated take-up rates. For example, the numerator of the SNAP take-up rate is equal to the
total number of SNAP claimants, which implicitly assumes that every SNAP claimant is
eligible to do so. If that methodology were applied in the EITC context, it is likely that the
resulting EITC take-up estimate would be near 100%, or even above it.

Similar estimation approaches yield Medicaid and the Children's Health Insurance Pro-
gram (CHIP) participation rates that are similar to, or exceed, the EITC take-up rate.
Genevieve M. Kenney, Jennifer M. Haley, Clare Pan, Victoria Lynch & Matthew
Buettgens, Urban Institute, Medicaid/CHIP Participation Rates Rose among Children and
Parents in 2015, at 1 (2017) (finding that 80% of eligible parents and 93% of eligible chil-
dren participated in Medicaid/CHIP in 2015). However, take-up of these programs is not
directly comparable to voluntary tax benefits, given the existence of financial penalties that
sometimes apply to eligible individuals who choose not to participate, see IRC § 5000A,
and the ability for hospitals in some states to enroll patients in Medicaid/CHIP coverage
upon need, see Presumptive Eligibility for Medicaid and CHIP Coverage, https://www.
medicaid.gov/medicaid/outreach-and-enrollment/presumptive-eligibility/index.html (last
visited Nov. 7, 2018).

Finally, EITC take-up is still estimated to exceed take-up of WIC, TANF, and the CTC,
although as with the other comparisons, there are differences in the methodologies used
for estimation. U.S. Dep't of Agric., National- and State-Level Estimates of Special Sup-
plemental Nutrition Program for Women, Infants, and Children (WIC) Eligibles and Pro-
gram Reach in 2014, and Updated Estimates for 2005-2013 (Summary), at 1 (2017) (finding
55% WIC participation in 2014); Stacy Dickert-Conlin, Katie Fitzpatrick & Andrew Han-
son, Utilization of Income Tax Credits by Low-Income Individuals, 58 Nat'l Tax J. 743
(2005) (describing higher utilization of EITC compared to the CTC and TANF).

47 See Currie, note 46, at 87.
48 Intuitively, when nonparticipation decisions are rational, those induced to participate

by a change in policy will be near indifferent between participating and not participating.
In contrast, when nonparticipation decisions are magnified by behavioral frictions, policies
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1. Challenges in Measuring EITC Take-up

The take-up rate for a benefit is typically defined as the number of

eligible households that claim the benefit divided by the total number
of households that are eligible to do so.49 Although the statistic is easy
to understand, it turns out that measuring the take-up rate of a tax

benefit is surprisingly difficult. The main difficulty stems from the fact

that the denominator of the take-up rate is hard to measure because

there is no good source of information about the universe of house-

holds that are eligible for a benefit. Notably, tax return data is insuffi-

cient because it lacks information with which to calculate EITC

eligibility for those individuals who do not file a tax return.

More generally, there are two key pieces of information needed for

determining whether an individual qualifies for the EITC: the individ-
ual's income (along with the income of the spouse, if married) and the

number of EITC-qualifying children the individual can claim.50 As de-

scribed further in Part III.A, below, determining how many qualifying
children an individual has requires knowing information such as the

child's age, where the child lives during the tax year, and the child's
relationship to the taxpayer. Moreover, because a taxpayer who is the

qualifying child of another taxpayer may not claim the EITC, 51 infor-
mation about other individuals may be needed as well in determining

an individual's eligibility for the credit.
The best data source for estimating the number of EITC-eligible

households comes from surveys administered by the U.S. Census, spe-

cifically the Annual Social and Economic Supplement to the Current

Population Survey, and the American Communities Survey.52 These

surveys randomly select a representative sample of households from

the U.S. population and obtain age, relationship, and residency infor-

that raise participation make the new participants better off by a more substantial amount

(where the size of the welfare gain depends on the magnitude of the behavioral friction

that was standing in the way of enrollment). See Jacob Goldin & Daniel Reck, Rationaliza-
tions and Mistakes: Optimal Policy with Normative Ambiguity, 108 AEA Papers & Proc.

98 (2018).
49 Technically, this is the household participation rate. One might alternatively look at

the individual participation rate, or at the dollar participation rate, defined as the share of

claimed dollars to total eligible dollars. In the discussion below, I use "household" to refer
to the tax-filing unit.

50 For a complete account of the information required for claiming the EITC, see Table
1.

51 IRC § 32(c)(1)(A)(ii)(III).
52 See U.S. Census Bureau, Annual Social and Economic Supplement (ASEC) of the

Current Population Survey (CPS), https://www.census.gov/programs-surveys/saipe/gui-
dance/model-input-datalcpsasec.html (last visited Nov. 7, 2018); U.S. Census Bureau,
American Community Survey (ACS), https://www.census.gov/programs-surveys/acs (last
visited Nov. 7, 2018).
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mation for each member of the household.53 The survey also asks
about each household member's annual income. From this informa-
tion, researchers can estimate which of the surveyed households qual-
ify for the EITC. The number of such households in the survey is then
extrapolated to estimate the number of EITC-eligible households in
the U.S. population (which provides the denominator in the EITC
take-up rate).54

Once the set of EITC-eligible households has been identified, the
next step in measuring EITC take-up is determining which of those
households actually received the credit. Simply counting the total
number of households in the U.S. population that claimed the EITC
on their tax returns does not answer this question, since some of the
households that claim the credit are not actually eligible to do so. A
different approach would be to survey the EITC-eligible households
identified from the survey about whether they received the credit.
However, a concern with self-reported data about tax-claiming behav-
ior is that many taxpayers do not have accurate perceptions of what
was claimed on their returns.55

Researchers have gotten around the problems described in the prior
paragraph by directly linking the survey data to the tax returns of
those who were surveyed.56 In this way, one can first determine which
households are EITC eligible using survey data, and then use tax re-
turn information to determine the fraction of households that were
identified as eligible by the survey that actually claimed the credit.57

An important consideration when interpreting EITC take-up rates
is that participation is defined for potential eligible taxpayers, not for
potentially eligible children.

Example. To illustrate the importance of this distinction, sup-
pose a child, C, satisfies the definition of a qualifying child

53 Id.
54 See Dean Plueger, Earned Income Tax Credit Participation Rate for Tax Year 2005,

IRS Res. Bull., 151, 154 (2009), https://www.irs.gov/pub/irs-soil09resconeitcpart.pdf; Mag-
gie R. Jones, Changes in EITC Eligibility and Participation: 2005-2009 (Ctr. for Admin.
Records Research & Applications, U.S. Census Bureau, Working Paper No. 2014-04,
2014), https://www.census.gov/content/dam/Censuslibrary/working-papers/2014/adrm/
carra-wp-2014-04.pdf.

ss See, e.g., Dickert-Conlin et al., note 46, at 746.
56 See Plueger, note 54; Jones, note 54.
57 Although it represents the state of the art, this method for estimating EITC take-up is

still far from perfect. One problem is that the measure of income in the survey data is self-
reported, so that estimates of EITC eligibility derived from that income measure are likely
to exhibit substantial measurement error. The best estimates of EITC take-up replace the
self-reported income data with income data from information returns. E.g., Jones, note 54.
This step substantially raises the estimated take-up rate. However, this step does not solve
the problem because the information return income data is not available for households in
the survey that are not matched to the tax return data.
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for taxpayer A but not for taxpayer B, either because C does
not satisfy one of the qualifying child requirements with re-
spect to B, or because C does satisfy all of the qualifying
child requirements with respect to B but A has priority to
claim C under the tiebreaker rules. Despite this, suppose that
with A's consent, B claims C on B's tax return, including for
purposes of the EITC. Without a qualifying child, A does not
qualify for the EITC, and does not claim it. In this scenario,
C is only used to qualify one taxpayer for the EITC. How-
ever, A's nonclaiming of the credit contributes to the incom-
plete take-up rate and B's claiming of the credit contributes
to the EITC overclaim rate.

2. The Current EITC Take-up Rate

In this Article, I focus on the EITC take-up estimates produced in
collaboration between the U.S. Census Bureau and the IRS, according
to the methodology described above. The most recent estimates of
EITC take-up that are publicly available are for tax year 2013, and
suggest that EITC take-up is approximately 80%.58 In absolute terms,
this estimate implies that of the approximately 25 million households
who are eligible to claim the EITC, almost 5 million fail to do so.5 9

Thus although the clear majority of those who are eligible to claim the
EITC appear to do so, a substantial minority do not.

As described above, the take-up rate reflects the fraction of eligible
households that claim a benefit. If one instead considers EITC take-
up in terms of the fraction of eligible dollars that are claimed, the
resulting take-up rate is higher, at about 86%.60 The fact that take-up
is higher in dollar terms than in household participation suggests that
the households that have the most to gain by claiming the credit are
disproportionately likely to do so. The average credit amount that
EITC-eligible nonclaimants would receive if they were to file is ap-
proximately $1554.61

5 IRS, EITC Participation Rate by States, https://www.eitc.irs.gov/eitc-central/statistics-
for-tax-returns-with-eitc/statistics-for-tax-returns-with-eitc (last updated May 7, 2019).

59 Id.
60 U.S. Census Bureau, TY2013 IRS-CPS ASEC Exact Match (2013) [hereinafter Cen-

sus] (unpublished data and tabulations on file with author).
61 This figure is calculated based on four reported quantities for tax year 2014 refer-

enced above: the estimated EITC household take-up rate, EITC dollar take-up rate, the
total estimated households eligible for the EITC, and the average EITC dollar amount
among all claimants. Ideally, the last of these quantities should be calculated based on the
average EITC dollar amount among eligible claimants, but to my krowledge that figure is
not available.
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In addition to variation in the EITC take-up rate based on the size
of the potential credit, recent estimates suggest that EITC take-up
varies by age, with older households less likely to claim the credit than
younger ones.62 In addition, take-up rates appear similar by race
among white, black, and Asian households, but appear substantially
lower among American Indians.63 Finally, households with no EITC-
qualifying children are much less likely to claim the credit than are
households that do have EITC-qualifying children.64 Consistent with
the evidence cited above, this last fact may be partially explained by
the fact that the typical EITC benefit is much smaller for households
without any qualifying children.

For purposes of assessing barriers to take-up, it is helpful to divide
EITC-eligible nonclaimants into two categories: those who file a tax
return (but fail to claim the EITC) and those who do not file a tax
return at all. Overall, almost two-thirds (64%) of EITC-eligible non-
claimants are nonfilers.65 Because one must file a tax return in order
to claim the EITC, the take-up rate among non-filers is, by definition,
zero. Among those who do file a tax return, in contrast, the take-up
rate is 91.5%.66 These raw statistics foreshadow the policy conclusions
in Part IV relating to the importance of inducing EITC-eligible tax-
payers to file returns.

Finally, it is important to note that some degree of EITC nonpartici-
pation is probably intentional. Some eligible taxpayers may decline
the credit out of stigma or ideological opposition, and others might
agree to allow a different taxpayer to claim the credit on behalf of one
of their qualifying children (whether or not the other taxpayer is le-
gally eligible to do so).67 Other filers may prefer not to claim the
credit due to the higher audit risk faced by EITC claimants as com-
pared to other taxpayers, or a desire to avoid drawing attention to a
legally ambiguous immigration status of themselves or a family mem-
ber. For EITC-eligible nonfilers, the decision not to file might be due

62 The take-up rate is 89% for households headed by taxpayers under the age of twenty-
five compared to 73% for those headed by taxpayers over the age of fifty-five. Census,
note 60, tbl.4.

63 Id. The reported take-up rates by race are 79% (white), 82% (black), 82% (Asian),
71% (American Indian), and 82% (other categories). For an interesting discussion of the
omission of race in most analyses of tax policy, see Jeremy Bearer-Friend, Should the IRS
Know Your Race? The Challenge of Colorblind Tax Data, 73 Tax L. Rev. (forthcoming
2019).

64 The take-up rate is 87% for taxpayers with one or two qualifying children, 83% for
taxpayers with three or more qualifying children, and 67% for taxpayers with no qualifying
children. Census, note 60, tbl.3.

65 Id. tbl.6.
6 Id. tbl.5.
67 See, e.g., Steve Holt, The Role of the IRS as a Social Benefit Administrator, 2016

Am. Enterprise Inst. Ann. Rep. 7; Currie, note 46, at 80.
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to a (possibly accurate) perception that even with the EITC, filing a

return would still result in a net balance due to the IRS (especially

after taking tax preparation fees into account). Alternatively, a

nonfiler might expect to receive a net refund, but still choose not to

file based on a belief that the refund will be diverted to an offset pro-

gram to cover a liability like back taxes, child support, or student

loans.68

C. Current Efforts to Raise EITC Take-up

Because a significant fraction of individuals who are eligible for the

EITC fail to claim it, it is perhaps not surprising that efforts to raise

take-up have received significant policy attention. Both governments

and nonprofits devote substantial resources to awareness campaigns

designed to increase take-up of the credit.69 These campaigns involve

flyers and direct mailings with information about the EITC distributed

throughout low-income communities, social media communications,
and even "street teams" organized to canvass low-income neighbor-

hoods to spread EITC awareness.70 For example, each year the IRS

and a team of nonprofits promote EITC Awareness Day near the start

of filing season.71

In addition to efforts by governments and nonprofits to directly

communicate with EITC-eligible individuals, some governments re-

quire employers to provide notices to their employees to inform them

about the credit. At the federal level, for example, employers are re-

68 When EITC nonparticipation is mostly voluntary, there is a typically weaker norma-

tive case for efforts to raise take-up. And, as discussed in Part IV below, the set of policies

that are effective at raising take-up is likely quite different when nonparticipation is

intentional.
69 See, e.g., Emily Sachs, Fed. Res. Bank of Minneapolis, Expanding the Success of the

Earned Income Tax Credit, Community Dividend, Jan. 1, 2008, at 1, 8, https://

www.minneapolisfed.org/publications/community-dividendlexpanding-the-success-of-the-
earned-income-tax-credit (summarizing efforts to increase EITC take-up by some nonprof-

its); Nat'l Conference of State Legislatures, Tax Credits for Working Families: Earned In-

come Tax Credit, http://www.ncsl.org/research/labor-and-employment/earned-income-tax-
credits-for-working-families.aspx (last updated Apr. 17, 2018) (describing examples of

EITC outreach efforts by states and nonprofit organizations). For some specific examples,
see Bhargava & Manoli, note 6, at 3523 (reporting that Congress appropriated $716 million

in 1997 over five years for EITC outreach and enforcement); Cal. Health and Human Serv.

Agency, Notice of Funding Availability California Earned Income Tax Credit Education

and Outreach Grant 8 (2017) (allocating $2 million toward EITC education and outreach);

Md. Ctr. on Econ. Policy, Maryland CASH Campaign 1099-G Flyer Information (describ-

ing program in which Maryland pays to include EITC flyers in information sent to unem-

ployment recipients).
70 See, e.g., Pa. Dep't of Revenue, Earned Income Tax Credit for Philadelphians: Report

for Tax Year 2015, at 10 (2016).
71 See IRS, EITC Awareness Day, https://www.eitc.irs.gov/partner-toolkit/eitc-aware-

ness-day/eitc-awareness-day-2 (last updated Jan. 8, 2018).
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quired to provide Notice 797 to employees from whom they did not
withhold any wages and who did not claim an exemption from with-
holding.72 The notice is a two-page document providing eligibility and
dollar limit information about the credit.73

Along similar lines, a number of states (and one city) have adopted
their own rules that require employers to provide EITC information
to certain employees. Specifically, Maryland and New Jersey require
employers to give EITC notices to any employee whose yearly earn-
ings do not disqualify them from EITC eligibility, and California, Illi-
nois, Texas, and the city of Philadelphia require employers to provide
EITC notices to all employees, regardless of their income.74 These ju-
risdictions differ with respect to the flexibility of the notices that em-
ployers are required to provide; in many cases, employers are
required to provide employees with the federal Notice 797, or some-
thing close to it. Two additional states (Louisiana and Virginia) re-
quire employers to post notices regarding EITC in locations visible to
their employees.75 Considering just these state- and city-level require-
ments, approximately 46 million employees are required to receive
EITC-related information from their employers each year.76

II. TAX BENEFIT COMPLEXITY

This section presents a framework for analyzing the complexity as-
sociated with claiming a tax benefit. The basic idea is that claiming a
tax benefit requires overcoming two types of hurdles: (1) obtaining
the required informational inputs on which the benefit depends, and
(2) determining eligibility and benefit amount based on the required
information. I describe both forms of complexity in general terms and
in the context of the EITC. Distinguishing between the two types of
complexity is useful here because, as I argue below, only one of the
two is significantly alleviated by the use of APMs.77

72 Tax Reform Act of 1986, Pub. L. No. 99-514, § 111(e), 100 Stat. 2085, 2108; see also
IRS Notice 1015 (2016). It is not obvious what the rationale is for limiting the notice to this
particular subset of employees. One possibility is that the IRS believed individuals with
positive withholding would be likely to discover the existence of the EITC on their own.

73 See Appendix for a replication.
74 See Cal. Rev. & Tax. § 19853 (West 2017); 820 Ill. Comp. Stat. Ann. 170/15 (West

2018); La. Stat. Ann. §23:1018.2 (2005); Md. Code Ann., Tax-Gen. § 10-913 (West 2012);
N.J. Stat. Ann. § 54A:7-2 (West 2005); Tex. Lab. Code Ann. § 104 (West 2009); Va. Code.
Ann. § 40.1-28.7:3 (West 2009); Phila., Pa. Ordinance Bill No. 140488 (Sept. 10, 2014).

75 For additional details about these requirements, see Taylor Cranor, Jacob Goldin &
Sarah Kotb, Does Informing Employees About Tax Benefits Increase Take-up? Evidence
from Earned Income Tax Credit Notification Laws, 72 Nat'l Tax J. 397 (2019).

76 Id. at 398.
77 My focus in this Article is on the role of informational and computational complexity

in benefit claiming. Conceptually, it is useful to distinguish such complexity in the filing
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To frame the discussion that follows, one can think of a tax benefit
as a function that maps certain information related to a taxpayer to a

benefit amount. That is, the "inputs" to the function are all of the
pieces of information upon which benefit eligibility and benefit

amount could possibly depend, such as the taxpayer's income, number
of children, or expenditures made during the tax year that fall into a

particular category. The "output" of the function is the amount of the

tax benefit taxpayers may claim on their returns. The output of the

function is zero for taxpayers whose characteristics make them ineligi-
ble for the benefit.

A. Informational Complexity

The first form of complexity I consider is informational complexity,
which refers to the difficulty in acquiring the information upon which
a tax benefit depends.78 In this Section I first discuss informational
complexity in general terms and then apply the concept in the context
of the EITC.

1. Informational Complexity in General

A benefit's informational complexity depends on several factors.

First and most basically, the more information on which the benefit
function depends, the greater the informational complexity. A tax
credit for the elderly that depends only on age has less informational
complexity than a similar tax credit that depends on both age and in-
come, or age and work history. The level of detail at which the infor-
mation is required matters as well-for example, whether taxpayers
must report if they spent more than half of the year in the United
States, or whether they must report the exact number of days.

Second, a credit's informational complexity depends on how diffi-
cult it is to obtain and keep track of the required information. A tax
benefit that requires information that is easy for the taxpayer to pro-
vide-such as the taxpayer's marital status or birthday-will have lit-
tle informational complexity, even if the total quantity of
informational inputs is large. Conversely, when the required informa-
tion does not come up in other contexts, or when it requires extensive

process ("filing complexity") from complexity in the process by which taxpayers adjust
their behavior in response to the tax ("planning complexity"). The EITC's informational
and computational complexity are relevant to planning complexity as well, as I discuss
below.

78 To head off a potential source of confusion: As I use the term, informational complex-
ity is not about whether some piece of information is difficult to comprehend. A tax benefit
is informationally complex (in my usage) if the required informational inputs are easy to
comprehend but difficult to obtain.
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recordkeeping by the taxpayer over the course of the year, the infor-
mational complexity will be greater.79

A related point is that what matters for assessing how informational
complexity shapes benefit take-up decisions is the difficulty in ob-
taining the information at the time of filing. For example, it might be
reasonably easy to record one's charitable giving over the course of
the year as the giving occurs, but relatively difficult to obtain informa-
tion about one's giving after the fact, once the year has concluded
(especially if some of the payments were in cash).80 Along these lines,
information reporting, such as annual income information reported by
employers to employees on Form W-2, tends to reduce informational
complexity by making it easier for taxpayers to gather the required
information about their behavior over the course of the year.

A third factor shaping a tax benefit's contribution to informational
complexity is whether the information it requires is otherwise re-
quired elsewhere on the taxpayer's return. For instance, a tax credit
requiring information about gross income would not contribute to in-
formational complexity (above and beyond filing a tax return in the
first place) because gross income must already be reported on the re-
turn to determine taxable income. In contrast, a tax benefit that re-
quires more detailed income information than what is otherwise
required (such as a breakdown of whether the income is earned in a
rural versus urban area) would add to the overall informational com-
plexity associated with the return.

Finally, the manner in which a particular informational input shapes
a benefit's informational complexity can vary based on how many of
the taxpayers claiming the benefit are required to provide the infor-
mation. In many cases, some information is required only for a subset
of taxpayers claiming a credit, depending on the taxpayer's circum-
stances. For example, very low-income taxpayers might qualify for a
credit regardless of their family size, but the eligibility of a taxpayer
with higher income for the same credit might turn on the number of
children the taxpayer supports. In this example, family size is one of
the pieces of information upon which benefit eligibility might poten-
tially depend, but not all benefit recipients experience that informa-

79 For example, IRC § 25D creates an energy efficiency credit for taxpayers who invest
in certain residential energy efficiency improvements. Claiming the credit requires tracking
and reporting those expenditures. In a different domain, calculating the PTC requires in-
formation about the costs of certain health insurance plans in the region in which the tax-
payer lives, whether or not the taxpayer actually enrolls in that plan. IRC § 36B(b)(3)(B).

80 In an extreme case, in which it is quite easy for the taxpayer to record the required
information contemporaneously but quite difficult to obtain the information after the fact,
there may well be a stronger case for promoting benefit awareness, since learning about
the benefit may motivate the taxpayer to keep track of the required information.
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tional requirement as a source of complexity. For this reason, the
informational complexity of a single benefit can vary among
taxpayers.

2. The Informational Complexity of the EITC

How much informational complexity is associated with the EITC?
The first step in answering the question is to identify the information
upon which benefit eligibility and benefit amount could potentially
depend. However, the complexity of the EITC rules makes answering
even this seemingly straightforward question surprisingly difficult. 8 '
For example, might EITC eligibility depend on whether children pro-
vide more than half of their own support? In general, claiming chil-
dren as dependents requires that the children not provide more than
half of their own support.82 The definition of a qualifying child for
EITC purposes mirrors the definition of a qualifying child for pur-
poses of the dependent exemption, but specifically excludes the self-
support test.83 However, a distinct provision of the EITC statute ex-
cludes from the definition of a qualifying child an individual who is
married, unless the taxpayer can claim the individual as a depen-
dent.4 Thus, information about whether children provide more than
half of their own support is potentially relevant for determining EITC
eligibility.85

81 For a set of tools that can be applied in complicated settings like this to identify the
information on which eligibility depends, see Sarah B. Lawsky, Formalizing the Code, 70
Tax L. Rev. 377 (2017).

82 IRC § 152(c)(1)(D), (d)(1)(C). Although the qualifying relative test differs slightly
from this formulation, it cannot be satisfied when children provide more than half of their
own support.

83 IRC § 32(c)(3)(A).
8 IRC § 32(c)(3)(B).
85 The preceding example illustrates how the EITC's computational complexity can

make it difficult to identify the full range of the EITC's informational inputs, but the rea-
soning is fairly straightforward. Assessing whether other information is potentially re-
quired necessitates more extreme mental gymnastics. Consider a related example,
involving the question of whether the EITC eligibility of a hypothetical taxpayer, A, could
potentially depend on whether A provides more than half of her own support. Suppose A
is married, and that A satisfies the basic requirements to be treated as the EITC-qualifying
child of a different taxpayer, B. Under § 32(c)(1)(B), A cannot claim the EITC if she is B's
qualifying child. Because A is married, § 32(c)(3)(B) states that she is treated as B's quali-
fying child only if B can claim A as a dependent. As discussed above, whether B can claim
A as a dependent turns on whether A provides more than half of her own support; thus it
would appear that A's EITC eligibility turns on whether A provides more than half of her
own support. However, § 152(b)(2) provides that an individual cannot be a dependent of
another taxpayer if the individual files a joint return with his or her spouse. And because
§ 32(d) limits the EITC eligibility of married taxpayers to those who file a joint return, the
case in which A files a separate return-and is thus potentially able to be claimed as B's
dependent-need not be considered (since A is not EITC-eligible in this scenario). Hence,
A's EITC eligibility does not depend on whether A provides more than half of her own
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Table 1 presents a fairly complete list of the information that is po-
tentially required for assessing EITC eligibility. What makes the uni-
verse of possibly relevant information so large is that many of the
EITC eligibility requirements have exceptions that are triggered if the
basic requirement is not met, and many of these exceptions require
additional information to assess. For example, as described above,
EITC-qualifying children must generally be eighteen or younger dur-
ing the year they are claimed, but children up to the age of twenty-
three can be claimed if they were a full-time student for five months
or more during the year. In addition, children of any age can be
claimed if they are totally and permanently disabled. Hence, assessing
whether the EITC's age requirement for qualifying children is satis-
fied can potentially depend upon the child's age, student status, and
disability status.

TABLE 1
INFORMATIONAL REQUIREMENTS OF THE EITC AND OTHER

TAx PROVISIONS

EITC-Required Source of Requirement Also Required for Determining:
Information

CTC Dependent Taxable Income

Exemption
8 6  

or Tax Liability

Information about
Taxpayer

Age § 32(c)(1)(A)(ii)(II); § 152(c)(3)(A) X x x

Marital status § 32(b)(2)(B) X X

Filing status § 32(d) X X X

Months spent in U.S. § 32(c)(1)(A)(ii)(I) X

Earned income § 32(a) X X

Adjusted gross § 32(a)(2)(B) X X X
income

Investment income § 32(i) x

Subject to 2-year or § 32(k)
10-year EITC ban

Nonresident alien § 32(c)(1)(D) X
status

Months as full-time § 32(c)(1)(B); §152(c)(3)(A)(ii) X X
student

Disability status § 32(c)(1)(B); § 152(c)(3)(B) X X

SSN valid for § 32(m)
employment

support; whether she does or not, the fact that she is married and files a joint return means
that she cannot be claimed as another taxpayer's qualifying child.

86 Under the recently enacted 2017 Act, the dependent exemption is set to zero for tax
years 2018-2025, IRC § 152(d)(5). Even for these years, however, the definition of a
dependent remains in effect and continues to determine eligibility for related tax
provisions such as the child and dependent care credit under § 21 and the exclusion for
employer-provided childcare under § 129.
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Information about
Quahfying Children

Child's name § 32(c)(3)(D)(i

Child's age § 152(c)(3)(A)

Child's SSN/ TIN § 32(c)(3)(D),

Relationship to § 152(c)(2)
taxpayer

Length of residence § 152(c)(1)(B)
with taxpayer

Whether child's SSN § 32(c)(3)(D),
is valid for
employment

Months as a full-time § 152(c)(3)(A)(
student

Disability status § 152(c)(3)(B)

Marital status

Country of principal
abode

Whether child
provides half of own
support

TAX LAW REVIEW

~m)

'in)

ii)

§ 32(c)(3)(B)

§ 32(c)(3)(C)

§ 32(c)(3)(B), § 152(c)(1)(D)

Information about
Each Other Taxpayer
the Child Lived with
During Year

Duration of shared §152(c)(4)(B)(ii); §152(c)(1)(B)
residence

Relationship to other §152(c)(4); §152(c)(2)
taxpayer

Income of other §152(c)(4)(A)(ii), (c)(4)(B)(ii),
taxpayer (c)(4)(C)

Age of other taxpayer §152(c)(3); §152(c)(4)

Whether other §152(c)(4)
taxpayer is claiming
child

Information about
Each Other Taxpayer
the Taxpayer Lived
with During Year

Duration of shared §32(c)(1)(B);
residence §152(c)(1)(B)

Relationship to other §32(c)(1)(B);
taxpayer §152(c)(2)

Age of other taxpayer §32(c)(1)(B);
§152(c)(3)

x

x

x

x

x

x

x

X

x

x

X

X

X

X

x

x

Table 1 makes clear the large quantity of information that can po-
tentially be relevant for determining the taxpayer's allowable EITC.
However, the effect of these requirements on the EITC's informa-
tional complexity is tempered by several factors. First, not all EITC
claimants will need to consider all, or even most, of the information
listed in Table 1. For example, taxpayers whose children are five years
old will not have to provide information about student status or disa-
bility status. And since the five-year-old is presumably unmarried, the
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taxpayer will not have to consider information for determining
whether the child can be claimed as a dependent. Such taxpayers can
also avoid providing the information required to assess eligibility for
the childless EITC, such as their own age, and the number of months
during the tax year that they spent in the United States.87

Second, the EITC's incremental contribution to informational com-
plexity is tempered by the fact that much of the information required
by the EITC is also required by other provisions in the tax code.88 For
example, information about the age of one's child is not only required
for determining whether the child qualifies the taxpayer for the EITC,
but is also required for determining whether the child qualifies the
taxpayer for the CTC and as the taxpayer's dependent.9 Similarly,
information about taxpayers' citizenship or resident alien status is po-
tentially required for the EITC, but is also required for assessing one's
U.S. tax liability more generally.90 Even the disaggregation of income
into earned versus unearned income is relevant for assessing the
amount of one's CTC that is refundable.91 Thus, among individuals
who already plan to file a tax return, and especially among individuals
who already plan to claim other child-related benefits, the informa-
tional requirements of the EITC are unlikely to significantly reduce
take-up.2

8 Admittedly, it could be that the quantity of potential informational requirements does
contribute to incomplete take-up for the subset of taxpayers for whom more of the require-
ments are relevant, such as taxpayers with married children. Assessing the practical impor-
tance of this concern would be aided by more finely grained EITC participation statistics
than are currently available (such as whether taxpayers who face fewer informational re-
quirements claim the credit at higher rates). A piece of evidence suggesting variation in
informational complexity is not the only factor driving incomplete take-up is that estimated
participation rates are lowest for taxpayers without any qualifying children-a group that
is not required to provide many of the most difficult pieces of information (such as infor-
mation for resolving the tiebreaker tests). Census, note 60.

8 As discussed below, even if an informational requirement does not contribute to the
EITC's incremental informational complexity relative to other parts of the tax return, the
existence of the informational requirement might nonetheless discourage some EITC-eligi-
ble individuals from filing a tax return at all. However, it is the credit's incremental contri-
bution to informational complexity that is relevant for assessing whether the complexity
constitutes a barrier to claiming the credit for APM filers-the key step in the argument
below.

89 IRC §§ 24(c)(1), 151(c), 152(c)(1)(C).
9 See, e.g., IRC § 7701(a)(30).
91 IRC § 24(d)(1)(B)(i). Technically, all of the information used to determine the EITC

is potentially relevant to assessing the allowable amount of CTC a taxpayer can claim
under § 24(d)(1)(B)(ii)(II), which limits the refundable portion of the CTC based on the
amount of EITC one is allowed. However, this provision only applies to a subset of those
CTC claimants with more than three qualifying children.

92 Whether a potential EITC claimant would claim other child-related benefits absent
the EITC is relevant here because taxpayers who would not otherwise provide the infor-
mation for some other benefit will face the full burden of providing it if they claim the
EITC. It is important to consider not only whether the information is required by some
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Columns 3-5 of Table 1 investigate the degree of overlap between
the information required to claim the EITC and the information re-
quired for other tax provisions. From Table 1, it is apparent that most
of the information required for determining one's EITC is also re-
quired by other parts of the tax code. With respect to the determina-
tion of EITC-qualifying children, virtually every informational
requirement is also required by the CTC and the dependent exemp-
tion. Although some taxpayers may choose to forgo all of these bene-
fits, the substantial degree of overlap in their informational inputs
significantly reduces the EITC's incremental contribution to informa-
tional complexity, and hence the likelihood that informational com-
plexity will prevent a filer from claiming the credit.

Turning to the EITC's informational inputs that relate to the tax-
payer, here too much of the required information is also required by
other provisions of the tax code. For example, claiming the EITC re-
quires that the taxpayer not be a qualifying child of another person,
but that determination relies on a subset of the information used to
determine whether the taxpayer can be claimed as a dependent of an-
other person.93 This overlap matters because taxpayers who can be
claimed as a dependent of another person are able to claim only a
reduced standard deduction for themselves;94 hence, this information
would be required even absent its role in determining eligibility for
the EITC.

The third factor mitigating the EITC's informational complexity is
that most of the EITC's informational inputs are easy for taxpayers to
obtain. This is apparent from reviewing the required information
listed in Table 1. Most taxpayers will know their child's age, for exam-
ple, as well as the child's relationship to the taxpayer. Similarly, infor-
mation about the child's student status and months living with the
taxpayer would usually be readily available. Unlike, say, the charita-
ble deduction, the EITC's informational inputs are straightforward to
obtain at the time of filing even if the taxpayer did not put special
effort into information gathering over the course of the year.

To be sure, some of the EITC's informational requirements are not
so straightforward. Some of the challenging informational inputs in-
volve questions about the income or residency of other taxpayers who
could potentially claim the child themselves. For example, if a child,
parent, and grandparent all live together, the grandparent would have
to have some sense of the parent's income to determine whether the

other tax provision, but also whether the other provisions that require it are mandatory
(e.g., taxable income) or elective (e.g., other tax benefits like the CTC).

93 See generally IRC § 152.
94 IRC § 63(c)(5).

Imaged with the permission of Tax Law Review of New York University School of Law

[Vol. 72:80 TAX LAW REVIEW



BENEFIT COMPLEXITY AND TAKE-UP

child is the grandparent's qualifying child.95 Depending on the circum-
stances, this type of information may be difficult for taxpayers to
acquire.

Although the tiebreaker rules can result in significant informational
complexity for some taxpayers, several factors mitigate the impor-
tance of informational complexity for take-up here as well. First, as
with the EITC's other informational inputs, the information required
by the tiebreaker tests is also required for other child-related tax ben-
efits. This overlap makes it less likely that the informational complex-
ity will deter taxpayers from claiming the EITC, since doing so would
mean forgoing the other child tax benefits as well. Second, in many
cases the required information will not be difficult to obtain because
both potential claimants will try to claim the child, but only one will
be the child's parent (resulting in priority under the tiebreaker rules).
Third, even if exact information about another taxpayer's income or
residence is unknown, applying the tiebreaker rules requires only rela-
tive comparisons. For example, taxpayer A might not know the exact
length of time that taxpayer B lived with child C, but A might none-
theless know that A lived with C longer than B lived with C. Similarly,
A might not know B's exact income, but still have a good sense of
whether B's income is more or less than A's.

In summary, although determining EITC eligibility potentially re-
quires a substantial quantity of information, the overall informational
complexity of the credit is quite low. This is because many of the in-
formational requirements apply only to a minority of taxpayers; many
of the informational inputs overlap with other provisions in the tax
code; and most of the required information is easy for taxpayers to
keep track of and provide when preparing their returns.

B. Computational Complexity

Once the informational inputs to a benefit are acquired, a second
source of complexity in claiming the benefit is determining, on the
basis of the acquired information, how much (if any) benefit the tax-
payer is eligible to claim. Computational complexity thus refers to de-
termining one's eligibility for a benefit as well as complexity
associated with computing the dollar value of the benefit that one can
claim. Hurdles associated with knowing that a tax benefit exists during
the return preparation process present a third component of computa-
tional complexity. Whereas informational complexity describes the
"inputs" to the tax benefit function, computational complexity is a
property of the rules that map the inputs into the function's output-

95 IRC § 152(c)(4)(C).
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i.e., the amount of benefit the taxpayer is entitled to claim. The fol-
lowing Subsections consider the EITC's computational complexity, fo-

cusing in turn on complexity with respect to eligibility determinations,
computation of credit amount, and knowing that a credit exists.

1. Complexity in Determining Eligibility

As with informational complexity, several factors shape the degree
of complexity associated with determining one's eligibility for a tax

benefit. First, all else being equal, the more requirements for eligibil-

ity there are, the more complicated the eligibility determination will

be. If there is just one requirement to be eligible for a credit, there is

less computational complexity than when several separate require-
ments must be met.

Second, a benefit's computational complexity depends in part on

the degree to which the eligibility requirements interact with one an-
other. For example, if eligibility for a credit depends on the taxpayer's
age being within some range and the taxpayer's income being in some
range, there is a sense in which that is simpler than if eligibility de-

pends on age and income, but the allowable income range varies by
the taxpayer's age.

Third, as with informational complexity, a tax credit will have less
computational complexity if it relies on legal analyses that are already
required for other parts of the tax code. For example, a credit that
depends on the number of dependents a taxpayer claims requires de-
termining who count as the taxpayer's dependents; but this determina-
tion must already be made in other contexts, such as the dependent
exemption, as well as for nonbenefit provisions, such as the obligation
to provide minimal health insurance coverage for each individual that

can be claimed as a dependent.96

Turning to the EITC, the rules for determining eligibility exhibit a
high degree of computational complexity. As described in Part I.A,
the EITC has numerous eligibility requirements, and some of these
requirements interact with one another. For example, determining
whether an individual is a taxpayer's qualifying child for EITC pur-
poses requires working through the age, residency, and relationship
tests for whether an individual is considered the taxpayer's qualifying
child, and possibly through the tiebreaker rules as well if other taxpay-
ers would be able to claim that individual. The eligibility rules are also
interactive, in the sense that the requirements for eligibility are con-
tingent on other eligibility tests being met. For example, if the relevant
tests imply that a taxpayer has no EITC-qualifying children, then a

96 See IRC § 5000A.
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different set of eligibility requirements apply, relative to the case in
which a taxpayer is determined to have at least one EITC-qualifying
child.

On the other hand, as with informational complexity, the overall
contribution of the EITC to computational complexity is lessened by
the fact that the qualifying child rules substantially overlap with the
definition of a qualifying child used to determine eligibility for other
child tax benefits. For example, if taxpayers determine that an individ-
ual qualifies them for the dependent deduction, less work is needed to
determine whether the individual also qualifies the taxpayer for the
EITC. An important caveat, however, is that the EITC-qualifying
child rules are not identical to the analogous rules for the other child
tax benefits. For example, claiming children for the dependent deduc-
tion, the CTC, or head of household filing status requires that the chil-
dren not provide more than half their own support;97 no such
requirement exists for a child to be claimed for the EITC.98 Similarly,
under certain circumstances, parents can transfer the right to claim a
child for certain tax benefits-such as the dependent exemption-to
the other parent.99 However, the EITC rules do not provide this form
of flexibility. 100 Because the legal tests for claiming a child for EITC
purposes do not entirely overlap with the legal tests for claiming a
child for other tax purposes, the EITC exhibits substantial computa-
tional complexity with respect to determining a taxpayer's eligibility
for the credit.

2. Complexity in Determining Benefit Amount

For taxpayers who are eligible to claim a benefit, a second source of
computational complexity is determining the precise amount of the
benefit for which they qualify. The degree of computational complex-
ity associated with determining benefit amount depends on how many
pieces of information enter into the benefit amount formula and on
how many steps it takes to calculate. The simplest case occurs when
the benefit amount is uniform for each taxpayer who qualifies. The
presence of a phase-out or phase-in makes the calculation more
complicated.

An example of a computationally complex credit is the PTC, which
subsidizes health insurance purchased through a state's health insur-

9 IRC §§ 24(c)(1), 152(c)(1)(D).
98 IRC § 32(c)(3)(A).
9 IRC § 152(e) (allowing parents who are divorced, legally separated, or who live apart

from one another for the past six months of the calendar year to transfer such rights to the
other parent).

100 IRC § 32(c)(3)(A).
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ance exchange marketplace.'10 A taxpayer's PTC is determined ac-
cording to a formula designed to limit health insurance costs to a set
percentage of the taxpayer's income. The set percentage varies by tax-

payer; determining which percentage applies requires computing in-
come as a fraction of the applicable federal poverty line (based on
family size), and substituting the resulting number into a piecewise
linear function. Next, taxpayers use the applicable percentage they
have computed, in conjunction with their household income, to deter-
mine an upper limit of health insurance premium costs for which they
are responsible. Finally, the taxpayer compares this upper limit to the
cost of the second lowest health insurance plan (among plans of a cer-
tain quality category) available to the taxpayer's family within the tax-
payer's region. The PTC is equal to the difference between the income
limit and the cost of this plan.10 2

An additional factor that increases a benefit's computational com-
plexity is when taxpayers must calculate a benefit in multiple ways to
determine the allowable benefit amount. One setting in which this oc-
curs is when taxpayers have flexibility in how the benefit amount is
determined. Although such provisions are taxpayer favorable in the
context of tax benefits, they increase the amount of effort that goes
into computing the maximum allowable benefit, since a taxpayer must
make the computation in multiple ways. Returning to the PTC for an
example, the credit allows taxpayers who were married during the tax
year the ability to treat themselves as unmarried until the end of the
year if doing so would increase the total amount of subsidy they qual-
ify to receive.03 Similarly, although not a provision that grants taxpay-
ers additional flexibility, the alternative minimum tax is a classic
example of computational complexity because taxpayers must recom-
pute their taxes using an alternative formula to determine their ulti-
mate tax liability.104

With respect to benefit amount, the EITC's computational com-
plexity arises from having to calculate the amount of the credit for
which one qualifies based on the taxpayer's adjusted gross income,
earned income, and number of qualifying children. The number of
EITC-qualifying children a taxpayer can claim-anywhere from zero

101 See generally IRC § 36B for the rules described in this paragraph.
102 This is the simple case. Determination of the PTC can quickly get more complicated

when the taxpayer's household for tax purposes does not overlap perfectly with the indi-
viduals for whom the taxpayer purchases health insurance. Other difficulties arise from
electivity in the rules for alternative calculations for the year in which a taxpayer gets
married.

103 IRS, Publication No. 974, Premium Tax Credit (PTC) 40 (2018), https://www.irs.gov/
pub/irs-pdf/p974.pdf.

104 See generally IRC § 55.
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to three-along with the taxpayer's marital status, determines the tax-
payer's benefit schedule. As described above, each of the EITC bene-
fit schedules has both a phase-in and phase-out region. Perhaps to
counterbalance the computational complexity that the phase-in and
phase-out regions would introduce, the EITC statute provides that a
taxpayer's actual benefit amount is to be governed by a table, pub-
lished in the tax return instructions, that taxpayers can use to look up
the amount of EITC for which they qualify, based on income, filing
status, and number of qualifying children.105

A second source of computational complexity in the EITC is that
determining the correct credit amount requires computing one's EITC
two ways: once using adjusted gross income and once using earned
income, using whichever approach yields a smaller value.10o

A third factor increasing the computational complexity of the EITC
is that in some circumstances, taxpayers can elect to have income clas-
sified in different ways, and this election can affect the amount of
EITC one is allowed (as well as the amount of total tax refund or
balance due). For example, taxpayers in the armed services with com-
bat pay can elect to have the combat pay excluded from their income
(which reduces their tax liability by reducing their taxable income) or
they can elect to include it as earned income.107 Depending on
whether taxpayers' other income places them in the phase-in or
phase-out range of the EITC schedule, characterizing the combat pay
as earned income can increase or decrease their benefit. The availabil-
ity of this election increases computational complexity because tax-
payers have to consider both possibilities to maximize their benefit
amount.108

Finally, the EITC introduces computational complexity by requiring
taxpayers to determine which portions of their total income fall into
the category of earned income. Although I argued in the prior Subsec-
tion that requiring information about one's earned income does not
greatly increase informational complexity (since each component of
earned income is otherwise required to be reported on one's return),
this requirement does increase computational complexity by requiring
the taxpayer to wade through the rules concerning which sources of
income count as earned income and which do not.

105 IRC § 32(b), (f).
106 IRC § 32(a)(2)(B).
107 IRC § 32(c)(2)(B)(vi).

108 Assuming, that is, that taxpayers even realize they have this choice-recent research
indicates that many fail to select the tax minimizing option. See, e.g., Suzanne Gleason &
Patricia K. Tong, Treasury Dep't, Nontaxable Combat Pay Election and the Earned In-
come Tax Credit (2016), https://www.irs.gov/pub/irs-soi/15resconong.pdf.
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A unique consideration in the EITC context that potentially
reduces some of the computational complexity in determining benefit

amount is the fact that the IRS gives taxpayers the option of it com-

puting the taxpayer's allowable EITC for them. Taxpayers wishing to

exercise this option write "EIC" in the box corresponding to the

credit.109 Although this step reduces the complexity associated with

determining EITC amount, it does not simplify the determination of

EITC eligibility or the determination of the number of EITC-qualify-
ing children the taxpayer may claim.

3. Hurdles in Knowing a Tax Benefit Exists

A third component of computational complexity in claiming a tax

benefit is a basic hurdle: learning that the benefit exists and remem-
bering its existence when preparing one's return. Even taxpayers who
have collected all the information on which a tax benefit depends may

fail to claim the benefit if they don't know that the benefit exists or
fail to indicate their desire to claim the benefit on their return.

A related hurdle is that certain tax benefits necessitate taking extra

steps to claim them, like filing an extra tax schedule, or filing some
other document along with one's return. For example, for noncus-
todial parents to claim the dependent exemption for a child, they must
submit a written agreement with the custodial parent along with the
tax return.110

Knowledge that a benefit exists can be shaped either before the tax
preparation process begins (such as through informational cam-
paigns), or during the tax preparation and filing process itself, such as
by providing reminders or prompting the taxpayer in the instructions
to the tax return form or in a box on the form itself.

Turning to the context of the EITC, taxpayers who are not aware of
the credit might inadvertently fail to claim it while filling out their
returns by leaving blank the EITC box on their tax return form. Simi-
larly, a taxpayer who knew about and intended to claim the EITC
could fill out the EITC box on the return but fail to submit the supple-
mentary schedule that is required to claim the credit."' Alternatively,
a taxpayer completing a return who did not previously know about the
EITC might be alerted to its existence by the box on the tax return or
the tax return instructions, depending on which version of the tax re-
turn form was being filled out.

109 IRS, 1040 Instructions-2017, at 57, https://www.irs.gov/pub/irs-pdf/il040gi.pdf.
110 IRC § 152(e)(2).
111 IRS, 1040 Instructions-2017, note 109, at 59.
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III. ASSISTED TAx PREPARATION AND COMPLEXITY

In this Part I briefly describe the use of APMs in the United
States.112 I then consider how the various sources of tax benefit com-
plexity are (or are not) alleviated by the use of APMs.

A. Types of Assisted Preparation Methods

This Section briefly describes the two main types of APMs that tax-
payers use to prepare their taxes: expert preparation and self-prepara-
tion with software.

1. Expert Preparation

The first type of APM a taxpayer might use involves an expert who
assists in the preparation of the return. The expert might be an ac-
countant or lawyer the taxpayer works with for other purposes, or one
hired specifically for tax preparation. Preparers who are not lawyers
or accountants must be "enrolled agents" to represent taxpayers
before the IRS, which requires mandatory education and a basic com-
petency examination.113 Others can prepare returns for compensation
but cannot represent taxpayers before the IRS without supervision.114

Low-income taxpayers often rely on retail tax preparation stores,
such as Jackson-Hewitt, Liberty Tax, and H&R Block, as well as
smaller, independent tax preparers that often lack IRS certification."i5

At these stores, the taxpayer provides information to an employee,
who uses the information to prepare and file the tax return. In almost
all cases, the expert uses tax preparation software to complete the re-

112 I take no stance on whether the growing use of APMs is net beneficial to society. In
addition to their beneficial aspects I focus on here, it is likely that they obscure the link
between taxpayers' characteristics and their ultimate tax liability or refund, which might
undermine the extent to which taxpayers hold Congress accountable for poorly designed
tax policies. Zelenak, note 5, at 118-19. In addition, the fees associated with the use of
APMs can undermine the ability of tax benefits to redistribute resources to the poor. See
Elaine Maag, Urban Inst., Paying the Price? Low-Income Parents and the Use of Paid Tax
Preparers (2005), https://www.urban.org/sites/default/files/publication/51786/411145-Pay-
ing-the-Price-.PDF.

113 Circular 230, 31 C.F.R. § 10.4 (2014).
114 Id. I use the phrase "expert APM" to refer to all paid preparers, even those who lack

certification or substantial training.
115 Nat'l Taxpayer Advoc., 2014 Annual Report to Congress, More Can Be Done to

Reduce Improper Payments of the Earned Income Tax Credit (EITC) and Other Refund-
able Credits Without Unduly Burdening Taxpayers and Undermining Taxpayer Rights
27-31 (2015), https://docs.house.gov/meetings/GO/GO24/20150415/103340/HHRG-114-
G024-Wstate-OlsonN-20150415.pdf; see also Maag, note 112; Chi Chi Wu, Nat'l Con-
sumer Law Ctr., Taxpayer Beware: Unregulated Tax Preparers and Tax-Time Financial
Products Put Taxpayers at Risk 4 (March 2015), http://www.nclc.org/inages/pdf/pr-reports/
report-tax-time-products-2015.pdf.
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turn.116 In addition to the software making the process of preparing
the return simpler for the expert, the federal government as well as

many states require that most paid preparers file their returns elec-

tronically, which is facilitated by software preparation."7

A final category of expert preparation worth mentioning is Volun-

teer Income Tax Assistance (VITA) and Tax Counseling for the Eld-

erly (TCE) sites, which provide free tax preparation services to

qualifying taxpayers.s18 The VITA and TCE programs are adminis-

tered by the IRS, but the individual sites are typically operated by
nonprofit organizations. VITA provides free preparation and filing

services to taxpayers whose income falls below a particular dollar

threshold, with the dollar amount varying by year. In recent years, the
income limit on VITA participation was $54,000 (although some sites

may further limit eligibility)." 9 The TCE program also provides free

tax preparation services and is aimed at taxpayers over the age of

sixty.120 Despite widespread eligibility to participate in VITA and

TCE, the number of taxpayers using these services is dwarfed by the

number relying on paid experts.121
Apart from VITA and TCE, most expert tax preparation is not pro-

vided for free. The cost of preparing a return typically varies based on

the return's complexity. The average price for low-income taxpayers is

believed to be in the range of $200 to $400 per return, although there

is limited high-quality data available to support this figure.122 Paid

116 The fraction of expert preparers using software to prepare returns has risen along

with the use of software by individuals in preparing their own returns. For an account of

this trend, see Zelenak, note 5, at 94-95.

117 Since 2012, tax return preparers who prepare over ten returns a year are required to

file electronically. IRC § 6011(e)(3)(B).
118 IRS, Free Tax Return Preparation for Qualifying Taxpayers, https://www.irs.gov/indi-

viduals/free-tax-return-preparation-for-you-by-volunteers (last updated Jun. 5, 2018).
119 Id.
120 Id.
121 There are a number of factors that might explain why so few taxpayers use VITA and

TCE. First, taxpayers might perceive the free, volunteer-run sites to be of lower quality

than paid sites. Second, VITA sites are often underfunded and are not always well-run.
During busy parts of the filing season, sites may be understaffed and have long delays to be

seen. Third, sites are often only open a couple of days per week, making it hard for work-

ing taxpayers to find a time to go. Fourth, sites may not have language services available in

the taxpayer's native language. Fifth, VITA sites typically require more documentation
than paid preparers, potentially discouraging some taxpayers from using them. For qualita-
tive evidence relating to several of these theories, see generally Sarah Halpern-Meekin,
Kathryn Edin, Laura Tach & Jennifer Sykes, It's Not Like I'm Poor: How Working Fami-
lies Make Ends Meet in a Post-Welfare World (2015).

122 See, e.g., Michael Cohn, Average Tax Prep Fee Inches Up to $273, Accounting Today
(Jan. 14, 2015), https://www.accountingtoday.com/news/average-tax-prep-fee-inches-up-to-
273?regconf=1(reporting results of a survey conducted by the National Society of Account-
ants); Paul Weinstein Jr. & Bethany Patten, Progressive Policy Inst., The Price of Paying
Taxes II: How Paid Tax Preparer Fees Are Diminishing the Earned Income Tax Credit
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preparers sometimes offer additional products that have extra costs,
such as refund anticipation loans (RALs) or refund anticipation
checks, which can speed the rate at which the taxpayer can access the
anticipated refund associated with a return.123

2. Software Preparation

The second major category of APMs in use today is software that
assists taxpayers with the preparation of their returns without the di-
rect involvement of an expert. In prior years, the software may have
been purchased at a store and installed on the taxpayer's computer
(like TurboTax), but in recent years tax preparation software is more
commonly accessed over the Internet (either through the taxpayer's
computer, or more and more commonly, using the taxpayer's phone).

As with the VITA and TCE programs, the IRS administers tax
preparation software that is free for taxpayers to use. It does this
through the Free File program, which is a partnership between the
IRS and about twelve commercial software preparation providers (the
exact number of participating software companies varies by year).124

Taxpayers qualify for Free File if their income is below a particular
dollar limit, set annually so that 70% of U.S. taxpayers are eligible to
participate (the dollar limit was $64,000 in tax year 2016).125 Depend-
ing on the company, taxpayers who use Free File to prepare and file
their federal tax returns may face a fee for filing their state tax returns
using the software. Despite its low cost and the fact that it offers tax-
payers commercial software programs, fewer than 3% of taxpayers
participate in the program.126

As with expert APMs, there is limited data available to assess the
average cost of software preparation. In many cases, pricing varies de-
pending on the point during the tax filing season at which the return is
filed and on the complexity of the return. A number of companies

(EITC) 1 (2016) (reporting an average fee of about $400 for EITC returns at national tax
preparation chains).

123 Regulatory changes in recent years have significantly affected the availability and use
of these charges. For accounts of these changes and investigations into their effects, see
Andrew T. Hayashi, The Effects of Refund Anticipation Loans on the Use of Paid
Preparers and EITC Takeup (Va. L. & Econ. Res., Working Paper No. 2016-9, 2016),
https://papers.ssrn.com/sol3/papers.cfm?abstract id=2801591; Maggie R. Jones, A Loan by
Any Other Name: How State Policies Changed Advanced Tax Refund Payments (Ctr. for
Admin. Records Research. & Applications, Working Paper No. 2016-04, 2016), https://
econpapers.repec.org/paper/cencpaper/2016-04.htm.

124 IRS, Free File: Do Your Federal Taxes for Free, irs.gov/freefile (last visited Dec.
2017).

125 Id.
126 Jacob Goldin, Participation in the IRS Free File Program, 157 Tax Notes 543 (Oct.

23, 2017).
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offer their software for free to some or all taxpayers, with the number

of companies doing so trending up in the past couple of years.127 Typi-
cally, the cost of preparing a return with software is believed to be
much less than the cost of preparing the return with an expert.

B. Prevalence and Trends in the Use of Assisted Preparation
Methods

This Section describes trends in the use of APMs among taxpayers,
with a special focus on taxpayers whose incomes are likely to qualify
them for the EITC.128

FIGURE 1
TAx PREPARATION METHOD BY YEAR
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M 0
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--- Expert Preparer
- - - - - Self-Prepared with Software
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Source: Author tabulations from administrative (de-identified) federal tax return data.

Figure 1 plots the use of alternative types of preparation methods

by year, from 1998 to 2015. In tax year 1998, at the start of the sample,
approximately 50% of taxpayers prepared their taxes with the help of

127 See, e.g., Lauren Debter, Credit Karma Takes On TurboTax, H&R Block With Free

Tax Filings, Forbes (Dec. 7, 2016, 7:00 AM), https://www.forbes.com/sites/laurengensler/
2016/12/07/credit-karma-free-tax-filings/#31adlbO82c9d.

128 For discussions of these and related trends for prior tax years, see Rosemary

Marcuss, George Contos, John Guyton, Patrick Langetieg, Allen Lerman, Susan Nelson,
Brenda Schafer & Melissa Vigil, Income Taxes and Compliance Costs: How Are They

Related?, 66 Nat'l Tax J. 833 (2013).
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an expert, 18 percent used software, and 32 percent prepared their
returns on their own without the use of an APM.

By tax year 2015, the most recent year for which data is available,
the use of APMs had become much more prevalent. The fraction of
taxpayers preparing their returns without an APM had fallen to 4%,
with many of the taxpayers who had been using an APM turning to
software (40% in 2015), and a smaller fraction turning to expert
preparers (56% in 2015).129

Figure 2 restricts the sample to taxpayers who claim the EITC. The
patterns and trends in Figure 2 are quite similar to those in Figure 1.
This similarity is striking, because previous research that had focused
on earlier tax years had found that the rise in APMs was primarily
concentrated on higher-income and better-educated taxpayers.30 As
shown in the Figure 2, the fraction of EITC claimers preparing their
returns without an APM fell from approximately 27% in 2000 to less
than 2% in 2015, with all of the increase in APM use over the sample
period associated with an increase in software (a 28 percentage point
increase) and a very slight reduction in the use of expert preparers (4
percentage points).'3 1

129 The figure suggests a sizable discrete shift from self-preparation with software to
expert preparation in tax year 2003, which may reflect a change in how expert preparers
are recorded in the tax data. If this shift is interpreted as an artifact of the data (which
seems possible), growing use of self-preparation software plays an even larger role in the
rise of APM than otherwise suggested by the figure.

130 Austan Goolsbee, The TurboTax Revolution? Can Technology Solve Tax Complex-
ity, in The Crisis in Tax Administration 124, 138 (Henry J. Aaron & Joel Slemrod eds.,
2004).

131 As described above, if the 2003 shift from self-preparers to expert preparers is an
artifact of the data, the implied reduction in use of expert preparers among EITC recipi-
ents would be even larger.
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FIGURE 2
TAX PREPARATION METHOD AMONG EITC CLAIMANTS

BY YEAR
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C. The Effect of Assisted Preparation Methods on Tax Benefit

Complexity

APMs dramatically reduce the computational complexity associated
with claiming a tax benefit. Once taxpayers have entered the required
information about their characteristics (whether directly through
software, or indirectly through an expert intermediary), the APM au-
tomatically determines which credits the taxpayer qualifies for as well
as the appropriate credit amount. At least in theory, taxpayers need
not assess their eligibility for a benefit, determine the proper benefit
amount, or even remember that the benefit exists.13 2

In contrast, APMs generally do not eliminate a tax benefit's infor-
mational complexity, since the relevant information must still be com-
municated to the expert preparer or inputted into the tax preparation

132 In practice, of course, not all APMs operate in this idealized fashion. A poorly
trained expert preparer might incorrectly determine a taxpayer's eligibility for a benefit.
As another example, a software program might ask taxpayers whether they can be claimed
as a dependent by any other taxpayer, which is a legal conclusion that is determined based
on information the software has not solicited from the taxpayer. Others have recognized
how tax preparation software reduces computational complexity, including Goolsbee, note
130; Zelenak, note 5, and (presumably) the millions of taxpayers who choose to purchase
such software to prepare their taxes.
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software. That said, although APMs cannot entirely eliminate infor-
mational complexity, they can lessen it in several ways. First, APMs
can structure the process by which information is obtained from the
taxpayer intelligently, so that only relevant information is asked. For
example, if the taxpayer's age has already been collected, and the tax-
payer is seventy, the APM would not need to solicit any other infor-
mation to determine whether the taxpayer qualifies for the childless
EITC (such as the number of months the taxpayer spent in the United
States), since the childless EITC is only available to those under the
age of sixty-five.133

In addition, APMs can reduce informational complexity by utilizing
information from sources other than the taxpayer. For example, a
number of software companies now work with payroll providers to
directly input wage information into the tax return during the filing
process. Not only does this reduce the risk of data entry errors, it
reduces informational complexity by reducing the amount of informa-
tion the taxpayer is required to keep track of and provide. Along simi-
lar lines, APMs might further reduce informational complexity by
making it easier for the taxpayer to enter the required information,
such as by allowing the taxpayer to input an information return into
the tax return digitally, by taking a picture of the information return
with the taxpayer's smartphone.134

How does the use of APMs affect the overall complexity of claiming
the EITC? As discussed in Part II, the EITC's complexity is primarily
computational; the credit requires few informational inputs that are
not already required of filers, and what new informational inputs it
does add will often be easy for the taxpayer to provide. Consequently,
most of the taxpayers who prepare and file their taxes using an APM
will claim the EITC if they are eligible for it and wish to receive its
benefits.

To assess this claim empirically, it is helpful to disaggregate the
EITC take-up rate based on the preparation method of those who file
a tax return. As described in Part I.B, the overall EITC take-up rate is
approximately 80%. Among those who file a tax return using an
APM, however, the take-up rate is higher, approximately 92%.135
That is, 92% of those who are estimated to be eligible for the EITC
and who prepare their returns using an APM claim the EITC. The fact
that EITC take-up is quite high (although not 100%136) among those

133 IRC § 32(c)(1)(A)(ii)(II).
134 As some have pointed out, these steps could be implemented by the IRS as well,

possibly through an online account. See Thomas, note 11, at 1549-50.
135 Census, note 60, tbl.C-4.
136 There are several possible explanations for why EITC take-up is below 100% for

taxpayers in this group. First, in practice, APMs do not always function perfectly-some
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using an APM is consistent with the prediction that APMs substan-
tially reduce the complexity of claiming the EITC for those who are
eligible to do so.

In this Part, I have argued that claiming the EITC is complex for
taxpayers who do not use an APM, but that taxpayers who do file
their tax return using an APM face few hurdles to claiming the credit.
The basis for this conclusion (and for the policy implications that fol-
low from it) is that the EITC has high computational complexity and
low informational complexity. Hence, once computational complexity
is eliminated with an APM, the informational complexity that remains
does not pose a major barrier to take-up. In contrast, this conclusion
would not hold for other tax benefits-specifically, those for which
the balance between computational and informational complexity
looked different.

TABLE 2
VARYING PROFILES OF COMPLEXITY

Informational Complexity

High Low

Computational High I II

Complexity Low III IV

Table 2 presents a simple diagram highlighting this point. Each box
corresponds to a different combination of informational and
computational complexity. As I have argued, the EITC falls into Box
II. In contrast, a tax benefit with substantial informational and
computational complexity, such as the PTC,137 would fall into Box I;
even with an APM, the information it requires constitutes a significant
hurdle to claiming its benefits. Box III corresponds to tax benefits that
are the mirror of the EITC, in that they have high informational
complexity but low computational complexity. An example of a

preparers may mistakenly think a taxpayer is ineligible for the credit, and some software
programs may fail to take all of the EITC rules into account. Second, the EITC take-up
rate may underestimate the true degree of EITC take-up; for example, some households
may have higher income than what they report to the census, and are therefore less likely
to be eligible for the credit. Third, some degree of non-take-up is probably voluntary, as
discussed in Part I.B.

137 With respect to the PTC's computational complexity, refer to the discussion of that
credit in Part II.B.2. With respect to informational complexity, note that the PTC requires
information about (among other things) a taxpayer's dependents, individuals on the
taxpayer's health plan who are not dependents, national and regional health insurance plan
costs, employer offers of health insurance for each individual insured on the taxpayer's
plan as well as actuarial information about the offered plans (to determine if they are
affordable), as well as information about months of coverage and actual plan premiums
incurred.
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benefit in this category would be the charitable deduction-the
benefit is (relatively) easy to calculate, but claiming it requires
keeping track of the contributions one makes during the course of the
year. Hence, one might expect that a sizable number of taxpayers who
would benefit from claiming the charitable deduction might fail to do
so, even when using an APM. 138 Finally, some tax benefits have low
informational and computational complexity (Box IV), such as the
additional standard deduction for taxpayers over the age of sixty-five.
One would expect take-up of such benefits to be quite high, even for
taxpayers who do not use an APM.

In summary, although the EITC is far from the only complicated
tax benefit, the nature of its complexity is such that the barriers to
claiming it are significantly lessened when a taxpayer uses an APM.
The next Part considers, in light of this claim, how various policies
might affect EITC take-up-either intentionally or otherwise.

IV. LESSONS FOR EITC TAKE-uP

This Part considers the implications of tax benefit complexity on tax
benefit take-up, given the modern-day prevalence of APMs. As with
the rest of this Article, my primary focus is on the EITC, although
most of the conclusions apply to other tax benefits as well.

A. Efforts to Increase EITC Take-up Should Focus on Raising the
Filing Rate among EITC-Eligible Individuals

The pervasiveness of APM usage along with the theory described
thus far suggests that the key determinant of EITC take-up is the fil-
ing rate among EITC-eligible individuals. Because the use of APMs
eliminates most of the complexity associated with claiming the EITC,
there is a near-mechanical relationship between (1) using an APM to
file one's taxes, and (2) claiming the EITC, if eligible.13 9 Moreover,
because so many filers today prepare their taxes using an APM, sim-

138 In the context of the charitable deduction, failing to claim the benefit is made more
appealing by the existence of the standard deduction, which taxpayers may claim as a
substitute. For empirical evidence consistent with this hypothesis, see Youssef Benzarti,
How Taxing Is Tax Filing? Using Revealed Preferences to Estimate Compliance Costs 13
(Nat'l Bureau of Econ. Res., Working Paper No. 23903, 2017), https://www.nber.org/
papers/w23903 (providing evidence that taxpayers fail to claim itemized deductions even
when the financial benefits of itemizing would outweigh the costs, and finding that this
effect persists among taxpayers using software or a paid preparer to file).

139 More precisely, my claim is that there is a near-mechanical relationship between us-
ing an APM to file one's taxes and claiming the EITC if one is eligible to do so and wishes
to do so. As discussed in Part I.B, it is likely that some fraction of the EITC-eligible non-
claimants do not wish to claim the credit. Using an APM would not raise take-up for non-
claimants in this group.
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ply getting EITC-eligible individuals to file their returns (without fo-

cusing on the method of preparation) will in most cases result in those
individuals claiming the credit. For these reasons, efforts to increase
the EITC take-up rate should primarily focus on getting EITC-eligible
nonfilers to file their returns. If these eligible nonfilers begin to file,
they are likely to use an APM to prepare their returns, and hence,
they are likely to receive the EITC.

There are a number of potential ways to raise the filing rate among

those who qualify for the EITC. Broadly speaking, these efforts can
succeed by raising the perceived net benefit to filing, which can in-
volve raising the actual net benefit to filing (e.g., by reforming the
substantive provisions) or individuals' perceptions of the net benefit
(e.g., through education or outreach campaigns). Policies might also
raise the filing rate by reducing other hurdles (psychological or mone-
tary) to filing. An added benefit to any of these approaches is that
inducing individuals to file tax returns results in people claiming not
just the EITC but also the other tax benefits for which they are
eligible.

1. Raising the Actual or Perceived Benefit to Filing

Policies can raise the filing rate by increasing the actual or perceived
benefit to filing a tax return. For example, policies might increase the
perceived benefits to filing through education or outreach campaigns
that attempt to raise awareness of existing tax benefits. Emphasizing
the existence and availability of credits like the EITC and CTC could
increase the perceived benefit to filing, especially for taxpayers who
were previously unaware that the credits existed and who would ex-
pect to benefit from them. Notably, spreading awareness of tax bene-
fits other than the EITC could be at least as important for motivating
EITC-eligible taxpayers to file as spreading awareness about the
EITC itself, especially if awareness of the EITC is already relatively
high.140 Along the same lines, spreading awareness of even
nonrefundable credits could make people more likely to file, to the

In addition, although most of my discussion in this Section groups different types of
APMs together, it is often preferable for individuals to file using software or a certified
preparer, as opposed to an unenrolled agent. The reason is that unenrolled agents are more
likely to make mistakes when preparing returns, resulting in eligible taxpayers failing to
claim the credit or in ineligible taxpayers claiming the EITC on their return (which can
result in costly penalties or in being banned from claiming the credit in future years). See
IRC §§ 6662, 32(k).

140 Similarly, increased awareness of nontax benefits to filing, such as those relating to
immigration or Social Security benefits, could also serve as effective motivators for EITC-
eligible individuals to file returns.
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extent that the nonrefundable credits reduce the degree to which the
potential filer would have any positive tax liability.

More substantively, policies might affect EITC take-up by changing
the economic benefits to filing a return, not just people's perceptions
of them.141 This might take the form of a carrot, such as expanding the
size of existing tax credits like the EITC or CTC in ways that would
benefit EITC-eligible nonfilers,142 or a stick, such as expanding the
range of individuals who face penalties for failing to file a return.14 3

Similarly, Congress, Treasury, or the IRS could amplify the incen-
tive to file a return by reforming various features of tax administra-
tion. One policy that would accomplish this goal would be to alter the
withholding schedule so that EITC-eligible nonfilers are owed a larger
refund at year's end. Of course, those who continue not filing would
be made worse off by this reform, so the net welfare effect would de-
pend on how many more individuals were induced to file because of
the reform and the size of their benefit. Along similar lines, many in-
dividuals may not file a return because they are concerned that any
refund they receive will be diverted through an offset program (such
as for child support). Policies that limit these offset programs would
likely raise EITC take-up by inducing more individuals to file returns,
but at the obvious cost of undermining the goals that prompted the
offset program in the first place.

To illustrate how raising the benefit to filing can translate into new
EITC claims, consider the case of the 2008 Economic Stimulus Act
(ESA) tax credit. Congress created this temporary credit, which pro-
vided a onetime benefit of $300 to $600 for individual taxpayers ($600

141 Of course, changes in substantive benefits will only be effective at shaping take-up
behavior to the extent they are perceived by taxpayers. More generally, the effect on social
welfare of inducing new EITC claims by raising the benefits to filing depends on the reason
why take-up was incomplete in the first place. If the claimants induced to file by the new
policy were previously close to indifferent between filing and not filing, the (net) welfare
gains from inducing them to file will be limited. In contrast, if the new claimants previously
underestimated the gains from filing (or overestimated the costs), the welfare benefits of
the policy could be substantial. See Goldin & Reck, note 48 at 100.

142 Marsha Blumenthal, Brian Erard & Chih-Chin Ho, Participation and Compliance
with the Earned Income Tax Credit, 58 Nat'l. Tax. J. 189, 208-09 (2005); John Karl Scholtz,
The Earned Income Tax Credit: Participation, Compliance, and Antipoverty Effectiveness,
47 Nat'l. Tax. J. 63, 72-75 (1994); Jay Weismuller, Earned Income Tax Credit Expansions
and Filing Behavior Among Eligible Individuals 33-34 (Apr. 11, 2016) (unpublished
master's thesis, Georgetown University) (on file with the Graduate Theses and Disserta-
tions Collection-Public Policy, Georgetown University).

143 At the federal level, taxpayers whose income exceeds the standard deduction and
personal exemption are required to file a return, but monetary penalties for failing to file
apply only to those nonfilers who owe a balance. IRC § 6651. The same is true in many
(but not all) states. Consistent with the hypothesis that the filing requirement affects EITC
take-up, Blumenthal et al., note 142, finds that filing rates among EITC-eligible households
are over 50 percentage points higher above the filing threshold than below it.
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to $1200 for married couples), to stimulate consumer spending. A re-

cent study by Shanthi Ramnath and Patricia Tong documents that eli-

gibility for the credit resulted in an increase in the filing rate among
persistent nonfilers.144 Consistent with the predictions described

above, the study found that the increase in filing was also associated
with a positive and statistically significant increase in EITC take-up-
almost 50% of the persistent nonfilers induced by the ESA credit to

file a tax return claimed the EITC on that return.145 Thus although the

ESA credit was not designed with the EITC in mind, a side effect of

its creation was causing more EITC-eligible taxpayers to file a return,
resulting in a higher EITC claims rate.

In addition to creating new substantive tax benefits like the ESA
credit, changes in tax administration can also shape the desirability of
filing a return, and hence the rate of EITC take-up. To illustrate, con-
sider the introduction of electronic filing programs during the 1980's
and 1990's. With electronic filing, taxpayers could have their returns

processed in a shorter period of time, resulting in a quicker refund. In

addition, electronic filing allowed tax preparers to offer profitable ser-

vices such as RALs to taxpayers. Aggressive marketing to taxpayers,
in conjunction with shortening the delay between tax filing and receiv-
ing one's refund, could be expected to increase the perceived benefit
to taxpayers to filing a return-and hence, EITC take-up.146 Consis-

tent with this hypothesis, one study found that the introduction of
state electronic filing programs during the 1990's was associated with
an increase in electronic filing by taxpayers, and that the majority of

the new electronic filers claimed the EITC.1 47

144 Shanthi P. Ramnath & Patricia K. Tong, The Persistent Reduction in Poverty from

Filing a Tax Return, Am. Econ. J.: Econ. Pol'y, Nov. 2017, at 367. Interestingly, the study

finds that the positive effect on filing persists for several tax years. Id. at 382-83.

145 Id. at Online Appendix tbl.A4, Impact of Filing on Future Filing and EITC Claiming,
by Year, https://assets.aeaweb.org/assets/production/files/56

4 1.pdf.

146 The desirability of tax preparation services like RALs is quite controversial. On the

one hand, as a form of credit, RALs are quite expensive, often costing hundreds of dollars
to speed up a refund by only a few days to a few weeks. On the other hand, taxpayers
might benefit from these products to the extent they speed up refund receipt and hence

ease taxpayer liquidity constraints, preventing them from turning to other high-cost

sources of credit. See Paige Marta Skiba, Tax Rebates and the Cycle of Payday Borrowing,
16 Am. L. & Econ. Rev. 550 (2014). Even if taxpayers incorrectly perceive RALs to be
welfare enhancing, their availability may still be beneficial if they induce more individuals
to file tax returns, thus offsetting a different costly mistake the taxpayer might make. For a
good discussion of the issue, see Hayashi, note 123, at 30-36.

147 See Wojciech Kopczuk & Cristian Pop-Eleches, Electronic Filing, Tax Preparers and
Participation in the Earned Income Tax Credit, 91 J. Pub. Econ. 1351 (2007). Conceivably,
the increase in electronic filing and EITC claims that the authors document could come
from people who would otherwise have filed by paper, or from people who would other-
wise have failed to file at all. The authors speculate that their observed effect is driven by
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Finally, it is important to keep in mind that just as some reforms
would raise EITC take-up by increasing the benefits to filing, reforms
that limit the incentive to file are likely to have the opposite effect.
For example, recently enacted tax legislation would, by raising the
standard deduction, significantly raise the income threshold at which
one is required to file a tax return. Because this reform would reduce
the legal obligation of many individuals to file, it is likely that some of
those whose incomes were above the old filing threshold but below
the new filing threshold will now choose not to file. And because
many current EITC recipients have incomes in this range, it is likely
that a reform along these lines would have the effect of depressing
EITC take-up.148

2. Reducing the Real or Perceived Costs of Filing

Policies that reduce the perceived cost of filing are also likely to
raise EITC take-up. One obvious cost of filing is the monetary fee
associated with the use of an APM, so policies that tend to lower that
cost could raise the filing rate. For example, policies that promote
competition in the tax preparation market, such as reducing barriers
to entry or regulating advertising, are likely to lower prices. Con-
versely, policies that reduce competition, such as the government ap-
proving the merger of large tax preparation firms, would tend to raise
prices and hence reduce filing. Regulations that impose additional
burdens on tax preparation firms, such as imposing preparer educa-
tion or training requirements or adding mandatory forms for them to
fill out, are likely to reduce filing rates to the extent that the costs of
complying with these requirements are passed on to taxpayers.149

the latter group, consistent with the link between filing and EITC take-up discussed here.
Id. at 1366-67.

148 Under the assumption that individuals are perfectly rational in their decisions about
whether or not to file, raising the filing threshold can only make taxpayers better off. This
is because raising the filing threshold has the effect of reducing (to zero) the penalty at-
tached to nonfiling for certain taxpayers. After the reform, those taxpayers for whom filing
would be beneficial (even absent the penalty) would continue to do so. The only taxpayers
who cease filing because of the policy change would be those who would be better off from
doing so.

However, this reasoning fails when at least some taxpayers make mistakes with respect
to their decisions not to file. In particular, to the extent that taxpayers overweight the costs
of filing relative to the benefits, lowering the penalty could reduce welfare by increasing
the number of taxpayers who (sub-optimally) choose not to file a return.

149 Of course, the extent to which such regulations would actually translate into higher
prices for consumers is an empirical question, and one that has been hotly debated. For a
discussion of the issue, see Jay A. Soled & Kathleen Delaney Thomas, Regulating Tax
Return Preparation, 58 B.C. L. Rev. 151, 188-90 (2017). If successful, preparer regulations
could also reduce the rate of errors on returns claiming the EITC (which can translate into
penalties and bans on claiming the credit for the taxpayers making these errors). For statis-
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Other instruments that can affect the cost of APMs are tax credits
or deductions for the cost of such services. Until recently, taxpayers
could deduct their tax preparation fees on the subsequent year's tax
return (although the fact that this benefit was limited to taxpayers
who itemized their deductions limited its importance to most of those
who would qualify for the EITC). A tax credit for APM fees, espe-
cially one that was refundable, would more effectively reduce the cost
of filing for EITC-eligible nonfilers because it would provide an incen-
tive to nonitemizers with low or negative tax liabilities.150 On the
other hand, policies that subsidize the use of APMs would likely entail
significant revenue costs and could induce preparers or software com-
panies to raise their prices.

As with policies that affect filing by raising the perceived benefit, so
too can policies affect filing by altering the perceived rather than the
actual costs of APMs. One way to accomplish this goal is to increase
awareness of free methods of assisted tax preparation. As described
above, the majority of taxpayers qualify for free in-person assistance
at a VITA or TCE site, and free online software preparation through
the Free File program. Take-up rates for both of these programs is
quite low, 15 1 suggesting that raising awareness of them among

nonfilers may lead to increased utilization of the program, and hence
filing. In a related vein, policies that expand the number of VITA/
TCE sites or expand their capacity would also allow more taxpayers to
use their services and increase their appeal, reducing the cost of filing.

Finally, apart from the monetary costs of filing, policies that reduce
the hassle or effort required to file a return can also increase the filing
rate. As described above, although an APM reduces certain types of
complexity associated with filing a return, it does not eliminate the
informational complexity of a return; taxpayers must still keep track
of and supply the information upon which benefit amounts and tax
liability depend. And although (as discussed above) much of the infor-
mation required by the EITC is also required by other parts of one's
tax return, the fact that this information is required at all contributes
to the overall informational complexity associated with filing the tax
return. Hence, polices that reduce the informational complexity of fil-
ing a return can raise the filing rate, and hence EITC take-up.

tics relating to the high error rate among EITC returns prepared by unenrolled agents, see
IRS, Publication No. 5162, Compliance Estimates for the Earned Income Tax Credit
Claimed on 2006-2008 Returns, at v (2014), https://www.irs.gov/pub/irs-soiEITCCompli-
anceStudyTY2006-2008.pdf.

150 Francine J. Lipman, The Working Poor Are Paying for Government Benefits: Fixing
the Hole in the Anti-Poverty Purse, 2003 Wis. Law Rev. 461, 478-80 (2003).

151 See Goldin, note 126.
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Policies might reduce the informational complexity of filing a return
in at least two ways. First, reforms might eliminate some of the infor-
mational inputs upon which tax liability or benefit amount depend.
Such changes would require changing the substantive tax laws. For
example, a change in the rules for claiming a dependent that elimi-
nated the support test would reduce the informational complexity of
filing but would change which taxpayers benefited from the provision.

A second way that reforms might reduce the informational com-
plexity of filing would be to leave the existing informational require-
ments of the tax code in place, but make changes that reduce the costs
of providing that information on the return. Such changes could in-
clude automatically pre-populating the tax return using the taxpayer's
data from prior years or automatically importing the data from infor-
mation returns, as some software companies are beginning to do. A
more dramatic change from current policy would be for pre-populated
returns to be sent directly to the taxpayer already filled out, so that all
that would be required would be the taxpayer's verification of the in-
formation reported on it.152

Finally, raising the filing rate among EITC-eligible nonfilers re-
quires better information about why these individuals are choosing
not to file a return in the first place. Expanding the available data
linkages between the Census Bureau and the IRS would help shed
light on this issue because it would allow researchers to estimate
EITC-eligible nonfilers' total potential refund or balance due if they
were to file. Qualitative or survey evidence about their decision-mak-
ing process would also help researchers and policymakers understand
which interventions are most likely to be effective. For example, if the
main barrier to filing turns out to be that individuals perceive tax fil-
ing fees to be too high, campaigns that raise awareness of free APMs
like VITA or Free File may be effective. In turn, if the main barrier to
filing is that the nonfilers don't expect to receive much (if any) refund,
a potential intervention would be to provide those who would receive
a refund with personalized estimates of their refund amount (whether
from the EITC, over-withholding, or other credits). And to the extent
that the nonfilers' views about a lack of refund turn out to be correct,

152 See Joseph Bankman, Using Technology to Simplify Individual Tax Filing, 61 Nat'1
Tax J. 773 (2008); Austan Goolsbee, The Simple Return: Reducing America's Tax Burden
Through Return-Free Filing, Brookings Discussion Paper 2006-04, 7-10 (2006). If adopted,
such policies seem likely to dramatically raise the filing rate for all taxpayers (including
those who are EITC eligible) who would stand to receive a refund from filing. One caveat
is that incorporating EITC estimates into pre-populated returns would require either ex-
panded information collection efforts (e.g., residency information for potential EITC-qual-
ifying children) or changes to reduce the informational inputs on which the EITC depends.
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there may not be as strong of a social welfare case for inducing them
to file in the first place.

B. Efforts to Raise EITC Awareness Are Unlikely to Increase Take-

up Unless They Increase Filing

As described in Part I.C, above, the dominant approach today to
increasing EITC take-up involves raising awareness of the credit.
Nonprofit organizations and governments frequently sponsor EITC
awareness campaigns and outreach events to raise awareness of the
credit. Each year near the start of filing season, the IRS and a team of
nonprofits promote EITC Awareness Day.153 A number of state gov-
ernments have enacted expansive legislation requiring employers to
notify their employees about the EITC's existence; today, approxi-
mately 46 million employees (about 28% of the U.S. employee
workforce) fall under the ambit of these laws.1 5 4

Despite the prevalence of EITC awareness efforts, the theory of tax
benefit complexity described above suggests a limited potential for
such efforts to be successful at raising take-up. Mechanically, interven-
tions that raise awareness can affect take-up through two channels: (1)
by raising take-up among current filers who would otherwise fail to
claim the credit, or (2) by increasing the number of EITC-eligible in-
dividuals who file returns.

With respect to the first channel, there are several barriers to in-
creased awareness raising take-up. As discussed above, most of the
taxpayers using an APM to prepare their returns are already receiving
the EITC if they are eligible to do so. Hence, there is relatively little
scope for increases in take-up among taxpayers in this group. Relat-
edly, taxpayers using an APM do not need to be aware of a benefit in
order to claim it; they can simply provide the information solicited by
the APM, and will be automatically assigned the benefit based on
their answers.

A second barrier to increasing take-up by raising EITC awareness
among current filers is that such taxpayers would have already missed
a number of other prompts relating to the EITC. For example, non-
APM filers would have received prompts relating to the EITC on the
instructions to the Form 1040 and on the "EIC" line of the Form 1040
itself. And all filers-whether they use an APM or not-who are iden-
tified by the IRS as apparently eligible for the EITC but who fail to
claim it on their return are subsequently mailed a notice and simpli-

153 See IRS, EITC Awareness Day, https://www.eitc.irs.gov/partner-toolkitleitc-aware-
ness-day/eitc-awareness-day-2 (last updated Jan. 8, 2018).

154 Cranor, Goldin & Kotb, note 75, at 398.
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fied form for claiming the credit.15 5 To the extent that a taxpayer has
missed these other prompts and reminders, it seems unlikely that re-
ceiving additional information about the credit's existence in a way
that is temporally removed from the filing process itself would cause
the taxpayer to start claiming the credit.

Turning to the second channel through which awareness campaigns
can increase take-up, it is theoretically possible that such campaigns
could induce EITC-eligible nonfilers to file returns by raising their
perceived benefits from filing returns. However, there are a number
of reasons to expect such effects to be small in magnitude.

First, what matters to taxpayers is not only the availability of the
credit, but the overall amount of the refund. Some taxpayers might
expect to qualify for a positive amount of EITC, but nonetheless owe
a net balance due upon filing their return. This could be because they
owe back taxes, child support, or did not withhold enough of their
wages during the year. Awareness of the EITC might not affect the
taxpayer's (potentially accurate) assessment in this regard.

Second, even if presented with information about the EITC's exis-
tence, it is difficult for would-be filers to predict whether they would
be eligible for the credit and how much benefit they would receive if
they were to file. This difficulty is a direct result of the EITC's compu-
tational complexity; the prevalence of APMs reduces the importance
of such complexity during the return preparation process, but such
complexity remains important in people's ability to predict how much
their benefit would be if they were to file. Documents like the federal
Notice 797156 that attempt to increase awareness about one's potential
EITC benefits are likely too complicated for many recipients to digest.
The financial lives of low-income Americans are often extremely com-
plicated; absorbing and applying complicated EITC rules-communi-
cated prior to the actual filing of one's tax return-is likely to require

155 See Plueger, note 54, at 195, for a description of these notices and of the filters used
by the IRS to identify potentially EITC-eligible but nonclaiming taxpayers. Note that the
EITC take-up estimates discussed above count as EITC claimants those taxpayers who
claim the credit through this program. For a randomized evaluation of the IRS's EITC
notice program, see Bhargava & Manoli, note 6. Although one might interpret the success
of the notice program as evidence of the efficacy of EITC information campaigns, note that
the notices reduce computational complexity in a way that generalized outreach campaigns
do not by informing recipients of their apparent EITC eligibility and by providing a simpli-
fied form for claiming the credit. In addition, the fact that the effects of receiving a notice
quickly fade over time suggests the effect of the program is due to providing a simplified
process for claiming the credit rather than to the conveying of information that the credit
exists. See Day Manoli & Nick Turner, Do Notices Have Permanent Effects on Benefit
Take-Up?, 70 Tax L. Rev. 439, 442-445, 456 (2017).

156 As reprinted in the Appendix, see IRS, Notice 797, Rev. 12-2015.
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more bandwidth than many eligible nonfilers will devote to the

issue.157

Although I have argued from a theoretical perspective that aware-

ness campaigns are unlikely to significantly raise EITC take-up, the

question is ultimately an empirical one, and different awareness cam-

paigns can have more or less success, depending on the context and

the target audience. Two recent empirical papers shed light on this

question.
The first such paper studies the effect on EITC take-up of the man-

dated employer notification laws described earlier, drawing on varia-

tion in the year that the laws were adopted.158 The paper finds

evidence against the hypothesis that the adoption of the laws was as-

sociated with an economically significant increase in the filing rate in

the jurisdictions adopting them. And, consistent with the theory de-

scribed here, that lack of an increase in filing rates translated into a

lack of increase in EITC claims.
The second recent paper that provides evidence on the effect of

EITC awareness on take-up reports evidence from an IRS field exper-

iment.159 The experimental intervention consisted of sending either a

postcard or a brochure with information about the EITC to prior-year

nonfilers who were likely to be eligible for the credit. The authors

observed a small but statistically significant increase in filing caused

by the informational treatment, and a corresponding increase in EITC

claims. Consistent with the theory described here, the increase in

EITC was driven by an increase in the filing rate rather than a change

in the fraction of those filing a return who claimed the credit.160 Given

that the study population was carefully selected to consist of nonfilers

likely to be EITC eligible, the magnitude of the observed effects prob-

ably represents an upper bound on the effectiveness of informational

interventions like the one tested. In contrast, generalized outreach

campaigns or employee notification laws cannot be so easily targeted;

many of the recipients are likely to be current filers who are already

claiming the EITC or who are ineligible to do so.

Finally, one potential downside to shifting EITC take-up efforts

away from awareness-based outreach approaches is that awareness-

based approaches might do a better job promoting the behavioral

157 See generally Sendhil Mullainathan & Eldar Shafir, SCARCITY: Why Having Too

Little Means So Much 39 (2013).
158 Cranor, Goldin & Kotb, note 75, at 405-06.
159 See John Guyton, Dayanand S. Manoli, Brenda Schafer & Michael Sebastiani, Re-

minders & Recidivism: Evidence from Tax Filing & EITC Participation Among Low-In-

come Nonfilers (Nat'l Bureau Econ. Res., Working Paper No. 21904, 2016), https://

www.nber.org/papers/w21904.pdf.
160 See id. at 12-13.
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goals the EITC was designed to support than approaches that attempt
to increase EITC take-up by raising the filing rate. Apart from redis-
tribution, the EITC's primary goal is to encourage employment.161 By
raising the return to employment for low-income workers, the credit
provides an incentive to enter the labor force and to stay in it. To the
extent that taxpayers-either EITC claimants or nonclaimants-are
unaware of the credit, they will not take the credit's incentives into
account when deciding whether and how much to work, undermining
this goal.

Although theoretically possible, there are a number of reasons why
this concern has limited force. First, there is little reason to expect that
awareness efforts will do much to amplify the credit's pro-work incen-
tives. As described above, the credit's computational complexity and
the limited attention that many low-income taxpayers will likely
devote to the intervention make it difficult to communicate who quali-
fies for the credit, and hence, how the credit should affect decisions
about employment. Taxpayers who know the EITC exists but do not
know whether they would qualify for it if they were to start working
will be less motivated to do SO.1 6 2

Second, the available empirical evidence does not support the view
that EITC awareness-based outreach is effective at encouraging em-
ployment. In the Cranor et al. study discussed above, there was no
evidence of an increase in employment following a state's adoption of
a law requiring employer notifications about the EITC. 163

Third, it is possible that taxpayers' employment decisions may still
be shaped by the EITC, even without direct knowledge that it exists.
This can occur when individuals make their decisions about employ-
ment based on their perceived return to working, and their perceived
return to working depends on their prior experience.64 Thus taxpay-
ers who know that their employment translated into $2000 a month
plus a $4000 refund at tax time may not know which (if any) portion
of these amounts is attributable to the EITC, but may still account for
this overall income profile when deciding whether or how much to
work in the future. Similarly, individuals who are not currently work-
ing may base their decisions on whether to work in the future on how

161 For a nice discussion of the goals of the initial EITC bill and the various legislative
amendments, see Margot Crandall-Hollick, Cong. Research Serv., The Earned Income Tax
Credit (EITC): A Brief Legislative History (2018).

162 This is not to say that well-designed outreach efforts are unable to boost a tax incen-
tive's motivational force. The point is simply that such efforts are more likely to be effec-
tive when the incentive being communicated is a simple one-which is not the case for the
incentive associated with the EITC.

163 See Cranor, Goldin & Kotb, note 75, at 416-17.
164 For a formal model along these lines, see David Laibson, Private Paternalism, the

Commitment Puzzle, and Model-Free Equilibrium, 108 AEA Papers & Proc. 1 (2018).
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much they expect to earn if they do work. And this expectation may
be informed by the financial condition of other people they know in

similar circumstances with similar jobs. Thus, to the extent that the

EITC improves those working people's financial conditions, it can in-

directly shape the incentives of the nonworker as well.
Last, it is not clear that increasing awareness of the incentives gen-

erated by the EITC is desirable. Although the credit creates an incen-

tive for nonworkers to enter the workforce, it also creates an incentive
for current workers to reduce their labor supply to avoid losing the
credit. That is, for taxpayers in the EITC's phase-out range, the credit
generates high marginal tax rates that distort labor supply and gener-

ate deadweight loss. Determining whether it is better, on net, for tax-
payers to become aware of and account for these high marginal tax
rates is a difficult question to answer in the abstract, and requires
comparing the change in deadweight loss from the distortion to labor
supply against the amount by which taxpayers are better off from bet-
ter optimizing how much they choose to work.165

C. Promoting APM Usage among Non-APM Filers

The final approach I will consider here for raising EITC take-up
based on the theory described above is the effort to switch non-APM
filers to APMs. Because using an APM reduces the computational
complexity and need to be aware of the EITC when filing, some of the
eligible nonclaimers may begin claiming the credit if they were to alter
their preparation method.166

On the one hand, policies along these lines are promising given that
they require a smaller amount of behavior change to be successful;
that is, they only require a change in preparation method, rather than
a change in whether or not one files a return in the first place. On the
other hand, the overall potential of such approaches is limited by the
fact that such a high fraction of tax filers already uses an APM (over
96% in 2015).167 That being said, the small fraction of non-APM filers
still represents almost 6 million taxpayers.168 Hence, there are sub-

165 For a discussion of these issues, refer to the articles cited in note 13.
166 One empirical finding consistent with this prediction is reported in Wojciech

Kopczuk & Cristian Pop-Eleches, Electronic Filing, Tax Preparers and Participation in the
Earned Income Tax Credit, 91 J. Pub. Econ. 1351, 1360-65 (2007), which finds that the
introduction by states of electronic filing requirements was associated with an increase in
both electronic filing rates and EITC claims. However, it is also possible that the increase
in EITC claiming observed in that paper was driven by a shift from nonfilers to filers, or a
change in tax preparer behavior that drove more aggressive claiming of the EITC.

167 See the discussion in Part III.B.
168 Rizwan Javaid et al., Can IRS Move Paper Filers to Assisted Tax Preparation, IRS

White Paper (2018) (on file with the Tax Law Review).
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stantial potential gains from inducing taxpayers in this group to switch
preparation methods, assuming they can be induced to do so in a cost-
effective manner.

How might non-APM filers be convinced to switch to APM filing
methods? Many of the interventions described in Part V.A will be ef-
fective here as well, such as policies that increase the salience of free
preparation methods like VITA or Free File or policies that reduce
the cost of paid preparers or software. The more effective such poli-
cies are at increasing APM usage, the larger their likely effects will be
on EITC take-up.

V. CONCLUSION

In this Article I have evaluated efforts to increase tax benefit take-
up in light of the modem-day prevalence of APMs in tax filing. To
assess the role of APMs, I distinguished between informational and
computational complexity in the benefit take-up setting-only the lat-
ter of which is reduced by APMs. Applying this framework to the
EITC, I argued that most of the EITC's complexity is computational
rather than informational, and hence that using an APM would elimi-
nate most of the barriers to claiming the EITC among eligible taxpay-
ers. Finally, I developed a number of policy implications to this line of
argument, the most important of which is that efforts to increase
EITC take-up should focus on inducing EITC-eligible individuals to
file a tax return.

Although my focus in this paper has been on how tax benefit com-
plexity affects the take-up of tax benefits, the framework developed
here sheds light on other issues as well. For example, one of the main
arguments for administering social welfare benefits through the tax
code is that they yield higher take-up rates than when administered on
their own. To the extent that some nontax benefit program relies on
the same informational requirements as are already required to be
reported on one's taxes, the analysis here suggests that the program's
informational complexity can be reduced by administering it through
the tax code, so that the required information can be collected once
rather than twice. That programs requiring overlapping information
should be run through the same agency for efficiency reasons has been
widely recognized; the point here is that reducing each program's in-
cremental informational complexity in this way can raise one or both
programs' take-up.169 More importantly, by administering the other

169 See, e.g., David A. Weisbach & Jacob Nussim, The Integration of Tax and Spending
Programs, 113 Yale L. J. 955, 997-1023 (2004) (evaluating the case for incorporating the
food stamp program into the tax code).
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benefit through the tax code, taxpayers who use an APM can avoid
the other program's computational complexity, further lessening the
barriers to take-up.170 In this way, the growing prevalence of APMs
bolsters the case for administering other social welfare benefits
through the tax code.71

170 For a related point, see Susannah Camic Tahk, Everything Is Tax: Evaluating the
Structural Transformation of U.S. Policymaking, 50 Harv. J. on Legis. 67,93-95 (2013) (ar-
guing that embedding a social welfare benefit in the tax code can result in eligible individu-
als becoming aware of the benefit when they would otherwise fail to do so).

171 An interesting application for this line of reasoning is the PTC-the health insurance
subsidy created as part of the Affordable Care Act. Although the PTC is administered
through the tax code, the vast majority of individuals who receive it actually sign up
through a separate agency (the exchange in which they purchase their health insurance)
rather than as part of their tax return. In practice, what taxpayers claim on their returns is
generally a reconciliation between (1) the subsidy they received over the course of the year
based on their estimated yearly income, and (2) the amount of credit the taxpayers are
entitled to, based on their actual income for the year. Hence, even though taxpayers can
take advantage of an APM to reduce complexity associated with the PTC reconciliation
process, the effect of the APM on PTC take-up is likely muted, relative to a credit in which
the entire claiming process occurs through the tax return. For additional discussion of the
decision to embed the PTC within the tax code, see Lawrence Zelenak, Choosing Between
Tax and Nontax Delivery Mechanisms for Health Insurance Subsidies, 65 Tax L. Rev. 723
(2012); see also Tahk, note 170.
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APPENDIX: IRS NOTICE 797

Department of the Treasury
Internal Revenue Service

Notice 797
(Rev. December 2015)

Possible Federal Tax Refund Due to the
Earned Income Credit (EIC)

What Is the EIC?
The EIC is a refundable tax credit for certain workers.

Who May Claim the EIC?
You may be able to claim the EIC for 2015 if you worked and all
four of the following conditions apply.

1. You (and your spouse, if filing a joint retum) have a valid
social security number (SSN) issued by the Social Security
Administration. For more information on valid SSNs, see Pub. 596,
Earned Income Credit (EIC).

2. Your 2015 eamed income and adjusted gross income are both
under $39,131 ($44,651 if married filing jointly) if you have one
qualifying child; under $44,454 ($49,974 if married filing jointly) if
you have two qualifying children; under $47,747 ($53,267 if married
filing jointly) if you have three or more qualifying children; or under
$14,820 ($20,330 if married filing jointly) if you don't have a
qualifying child. For a definition of eamed income, see the 2015
instructions for Form 1040, 1040A, or 1040EZ.

3. Your filing status on your 2015 tax retum is any status except
married filing a separate retum.

4. You were not a qualifying child of another taxpayer in 2015.
If you do not have a qualifying child, you must also meet these

conditions.
a. You, or your spouse if filing a joint retum, were at least

age 25 but under age 65 at the end of 2015. (You meet this condition
if you, or your spouse if filing a joint retum, were bom after
December 31, 1950, and before January 2, 1991.) If your spouse
died in 2015, see Pub. 596.

b. You can't be claimed as a dependent on someone else's
2015 tax retum.

c. Your home, and your spouse's if filing a joint return, was
in the United States for over half of 2015. If you are in the military on
extended active duty outside the United States, your home is
considered to be in the United States during that duty period and
you may be able to claim the EIC.

You cannot claim the EIC if any of the following conditions apply.
1. Your 2015 investment income (such as interest and

dividends) is over $3,400. See Pub. 596 for more information.
2. You file either Form 2555 or Form 2555-EZ (relating to foreign

eamed income).
3. You were a nonresident alien for any part of 2015 unless you

were married to a U.S. citizen or resident and elected to be taxed as
a resident alien for the entire year. See Pub. 519, U.S. Tax Guide for
Aliens, for more information.

(Continued on back)
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Who Is a Qualifying Child?
Any child who meets all four of the following conditions is a
qualifying child.

1. The child is your son, daughter, stepchild, foster child,
brother, sister, half brother, half sister, stepbrother, stepsister, or a
descendant of any of them (for example, your grandchild, niece, or
nephew). An adopted child is always treated as your own child. An
adopted child includes a child lawfully placed with you for legal
adoption. A foster child is any child placed with you by an
authorized placement agency or by judgment, decree, or other
order of any court of competent jurisdiction.

2. At the end of 2015, the child was under age 19 and younger
than you (or your spouse, if filing jointly); or under age 24, a
student, and younger than you (or your spouse, if filing jointly); or
any age and permanently and totally disabled.

3. The child lived with you in the United States for over half of
2015. If the child didn't live with you for the required time, there
are exceptions if the child was bom or died during the year, the
child is presumed to have been kidnapped by someone who is not
a family member, or there was a temporary absence.

4. The child does not file a joint income tax retum for 2015.

There are additional rules if a child is married or is the qualifying
child of more than one person. For details, see the 2015
instructions for Form 1040, 1040A, or 1040EZ.

How Do You Claim the EIC?
If you are eligible, claim the EIC on your 2015 income tax retum. If
you have a qualifying child, you must also fill in Schedule EIC and
attach it to your Form 1040 or Form 1040A.

If eligible, you can claim the EIC to get a refund even if you have
no tax withheld from your pay or owe no tax. For example, if you
had no tax withheld in 2015 and owe no tax but are eligible for a
credit of $800, you must file a 2015 income tax retum to get the
$800 refund.

More Information
This notice provides the basic requirements to qualify for the EIC.
Refer to the instructions for Form 1040, 1040A, or 1040EZ; Pub.
596; or www.irs.gov/eitc for details. You can get IRS forms and
publications at IRS.gov or by calling 1-800-829-3676.

Notice 797 (Rev. 12-2015)
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