
JOINT ECONOMIC COMMITTEE • G-01 DIRKSEN SENATE OFFICE BUILDING • WASHINGTON, D.C. 20510 • 202-224-5171 

Filing income tax returns electronically has significant 
advantages for both taxpayers and the IRS.  Electronic 
filing (e-filing) is more convenient for taxpayers, re-
turn processing is faster, and refunds can be sent out 
more rapidly.  For the IRS, there are enormous cost 
savings from e-filing.  While each paper return costs 
roughly $2.50 to process, an e-filed return costs less 
than $.30.1 E-filing is also more accurate.  The IRS 
finds roughly 1 error in every 100 returns filed elec-
tronically (regardless of whether the return was pre-
pared professionally of self-prepared by the taxpayer), 
compared to about 1 error in every 5 paper returns.2 

 
While the number of returns filed electronically con-
tinues to grow, the IRS clearly has not met the goal set 
by Congress in 1998 of having 80 percent of returns 
filed electronically by 2007.  In the 2007 filing season 
79 million individual income tax returns were filed 
electronically, up from 73 million returns in 2006 (See 
Table). The percentage of returns filed electronically 
has increased from 10 percent in 1995 to about 58 per-
cent of tax returns filed last year. 
 
Paid preparers submitted approximately 30 million of 
the 58 million paper returns filed in 2007, costing 
American taxpayers billions of dollars.3  If these pro-
fessionally prepared paper returns had been filed elec-
tronically, the IRS would have saved roughly $65 mil-
lion in 2007.  If all paper returns had been electroni-
cally filed, the savings would have been nearly twice 
that. 
 
Current procedures impede the continued expansion of 
electronic filing. Taxpayers can file electronically only 
through certain intermediaries and e-filing is not free 
for all taxpayers.  Specifically, a taxpayer wishing to 
file an electronic return must do so through a paid pre-
parer or by using commercial tax preparation soft-
ware.  In addition to the fees paid to prepare the return 

or to purchase tax preparation software, taxpayers of-
ten must pay an e-filing to file an electronic return. In 
2007, taxpayers spent almost $1.1 billion on fees asso-
ciated with e-filings. The Joint Economic Committee 
estimates that in 2008, this cost will increase by ap-
proximately 10 percent to just over $1.2 billion.4    
 
Many taxpayers who could easily file an electronic 
return choose not to do so.  Over 43 million paper re-
turns filed in 2007 were initially prepared on a com-
puter but were then printed out and mailed to the IRS.5  
It would have been a simple matter for taxpayers to 
transfer the information from their computers to the 

 
 
 
 

The Joint Economic Committee 
ECONOMIC FACT SHEET 

Chairman, Senator Charles Schumer 
Vice Chair, Congresswoman Carolyn Maloney 

FREE E-FILING MAKES SENSE FOR BOTH TAXPAYERS 
AND THE IRS 

April 14, 2008 

Electronic Filing of Individual Income Tax 
Returns,      

 Fiscal Years 1995-2006 
 

  

Total 
Number of 

Returns 
(millions) 

Number of 
Electronically-
filed Returns 

(millions) 

 Electronically-
filed Returns 
as a Percent 
of All Returns 

2007 138.9 78.7 57 

2006 133.9 72.8 54 

2005 132.8 68.5 52 

2004 131.3 61.5 47 

2003 130.7 52.9 40 

2002 130.9 46.9 36 

2001 129.8 40.2 31 

2000 127.6 35.4 28 

1999 125.2 29.4 23 

1998 123.0 24.6 20 

1997 120.7 19.2 16 

1996 118.8 15.0 13 

1995 116.3 11.1 10 
Source: IRS data available at http://www.irs.gov/taxstats/index.html. 
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IRS if there were a direct, free option for doing so.  
Perhaps they were thinking the same thing as National 
Taxpayer Advocate Nina Olson, who observed in her 
testimony before Congress that, “Although I deeply 
believe that e-filing is best for both taxpayers and the 
IRS for a host of reasons, I resent the notion that I 
would have to pay separate fees to prepare my return 
and file it, so I printed out my return and mailed it 
in.”6 

 
In lieu of universal free electronic filing, in 2002 the 
IRS entered into an agreement with a consortium of 
tax preparation software companies (the Free File Al-
liance) to provide free online tax preparation and fil-
ing to taxpayers meeting certain income eligibility 
limits.  Under the new agreement, which was renegoti-
ated in 2005 and extends for 4 years, taxpayers with 
income below the income eligibility limit ($54,000 for 
2007 tax returns filed this year) can file for free, but 
companies in the Free File Alliance cannot extend free 
filing to taxpayers with higher income.  Approxi-
mately 30 percent of all individual taxpayers do not 
qualify for the Free File program.  The new agreement 
also places new requirements on the marketing of Re-
fund Anticipation Loans by software companies pro-
viding the free filing service. 
 
The Free File program has done little to increase the 
number of returns filed electronically.  Just over 5 mil-
lion taxpayers used Free File in 2005 and the number 
dropped in 2006.7  Although the number of taxpayers 
using this program has increased for the current tax 
filing season, this program remains underutilized and 
an ineffective tool for facilitating electronic filing.8 

 
The IRS could provide online forms for taxpayers to 
fill out and file directly.  Nearly half of the states cur-
rently allow taxpayers to file their returns directly 
online.  The claim that free electronic filing would put 
the IRS in competition with private tax preparation 
companies is a red herring because private tax prepa-
ration offers much more than just electronic filing.   
 
 
 
 
 
 

Paid preparers and tax preparation software offer step-
by-step guidance and suggestions to help taxpayers 
complete their returns, and are not the simple fill-in-
the blanks forms that IRS would offer.  Indeed, the 
IRS already provides forms that can be downloaded 
and filled out on a computer, but taxpayers must print 
out the forms and file them by mail. 
 
The national taxpayer advocate has recommended free 
filing for many years.   Legislation introduced in the 
109th and 110th Congress by Senators Akaka and Bin-
gaman would require the IRS to provide taxpayers 
with the ability to electronically file their returns 
through the IRS website without the use of an interme-
diary or through an intermediary that contracts with 
the IRS to provide the free access.  Free electronic fil-
ing would help taxpayers and save the IRS significant 
resources.  It simply makes sense. 

1Based on podcast with Bert Dumars, Director, Electronic Tax 
Administration, Internal Revenue Service, April 2, 2007. 
(www.sfgate.com) 
2Ibid. 
3Percentage of returns submitted by paid preparers comes from 
SOI Tax Year 2006 Taxpayer Usage Study, Weekly Report 16. 
4According to the IRS’s Filing Season Statistics, e-filings are up 
10% this year over last year.  See http://www.irs.gov/taxstats/
article/0,,id=96629,00.html 
5Percentage of paper returns prepared using a computer comes 
from SOI Tax Year 2006 Taxpayer Usage Study, Weekly Report 
16. 
6Written statement of Nina E. Olson, National Taxpayer Advo-
cate, before the Committee on Finance, United States Senate, 
April 4, 2006. 
7Statement of James R. White, Director Strategic Issues and 
David A Powner, Director Information Technology Management 
Issues, U.S. Government Accountability Office, before the Com-
mittee on Finance, U.S. Senate, April 12, 2007.  GAO-07-720T. 
8Percentage of returns received through Free File for current fil-
ing season comes from 2008 Filing Season Data – Returns/
Refunds for Week Ending 4/5/2008. 

END NOTES 
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