HOW TAXFILING BENEFITS
FOSTER YOUTH

The foster care system does not consistently
help foster youth file their taxes. Neither state
nor federal law require it, and the income of
foster youth commonly falls below the IRS
threshold of $12,400. Additionally, foster youth
often do not have a parent or extended family
member to help them file their taxes, which
can be intimidating and confusing. Together,
these factors have led most foster youth to
lose out on the numerous benefits of tax filing.
Provided below is a summary of how tax filing

benefits youth in foster care.

@ Decreases poverty

Transition-age foster youth
experience high rates

of unemployment—and
subsequently poverty. At age

21, foster youth are less likely to
work 10 hours or more per week
than non-foster youth (54.0%

vs 64.7%) and more likely to live
below the poverty line (70.4% vs
50.9%).! Of those who worked,
their average annual income was
just $11,904.2 Assisting foster
youth with completing their taxes
provides them much-needed
financial support, increasing
annual income by 42% for foster
youth tax filers with a dependent
and 14% for single filer foster
youth in a Bay Area pilot.® This
income can help youth maintain
their housing, school enrollment,
food security and more.

@ Supports children
at heightened risk of
maltreatment

At age 19, 20.1% of foster youth in
California have become parents;
this increases to age 32.2% by
age 21 and 41.7% by age 234
Children of foster youth are at a
heightened risk of maltreatment.®
Poverty is a key factor, with low-
income children twice as likely
to have a substantiated report
of maltreatment by age five than
non-low-income individuals.®
Assisting foster youth with

filing their taxes reduces this

risk by moving parenting foster
youth out of deep poverty and
providing critically needed

financial support to their children.

@ Uncovers identity theft

Identity theft is common
among foster youth because
their personally identifying
information is disseminated
among larger numbers of people
than youth within the general
population, including foster
parents, caseworkers, placement
providers, and volunteers.” A
2021 report found that15% of
foster youth who filed their
taxes required the use of an
identity theft pin or paper

filing process due to someone
fraudulently claiming their tax
refund.® Failure to identify and
address identity theft can have
long-term repercussions for
foster youth as they exit foster
care and establish households.
By assisting foster youth with
tax filing while they are still in
foster care, identify theft can
be uncovered and youth can be
assisted.



Assisting foster youth with filing their
taxes ensures that they receive the full
range of ongoing state and federal

income support programs as well as
one-time benefit programs, such as
those provided during the pandemic.

@ Ensures access to
the range of tax benefit
programs, including
state and federal
financial relief

Tax filing is the means to access
a wide range of programs to
assist low-income individuals,
including the state and federal
earned income tax credits,

the state renter’s credit, the
American Opportunity Tax Credit
for college students, the state
and federal child tax credits,

and childcare and dependent
expenses credits. In addition

to these permanent tax credit
programs, tax filing is also the
means to access pandemic-
related relief provided to lower-
income residents, including

the Golden State Stimulus and
the federal Economic Impact
Payments. A 2021 report found
that 60% of foster youth had not
received these relief payments
because they had not filed their
taxes.? Assisting foster youth
with filing their taxes ensures
that they receive the full range of
ongoing state and federal income
support programs as well as
one-time benefit programs, such
as those provided during the
pandemic.

@ Prevents use of high-
cost, inaccurate paid tax
preparers

A 2019 study found that 69% of
people who receive the federal
Earned Income Tax Credit (EITC)
used a paid tax preparer, which
cost an average of $400 per
return in 2016, the latest available
data.° These fees equate to

13% to 20% of the low-income
tax filer's return, depending on
their filing status. Additionally,
EITC tax filings prepared by paid
preparers have a high rate of
error: 94%, according to the same
John’s Hopkins Study." Assisting
foster youth with filing their

taxes educates them about the
availability of free filing resources,
including both in-person and
online resources, and prevents
the use of unnecessary, high-
cost tax preparation services,
which reduce the size of their
return.
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@ Increases access to
student
financial aid

All recipients of student financial
aid are required to provide their
tax return or provide an IRS
Verification of Non-filing Letter.
Financial aid is not distributed to
the student until this verification
is completed. For foster youth
who don't file their taxes, the
process of obtaining the required
documentation is difficult
because they are not able to
complete the process online. The
online process requires a credit
card, mortgage, home equity
loan, home equity line of credit,
or car loan, which foster youth

do not commonly have. Instead,
foster youth must complete the
paper process, which is time-
consuming and error-prone.
Assisting foster youth with
completing their taxes will ensure
that they have a tax return to
provide to receive student
financial aid.



@ Maintains eligibility
for mainstream public
benefit programs

Recent years have seen

a heightened interest in
guaranteed income programs,
with the California State
Legislature establishing a

$35 million guaranteed basic
income pilot for foster youth

in 2021. The income earned
from these programs can
jeopardize eligibility for public
benefits, including CalWORKs
and subsidized childcare. This
is particularly true for federal
benefit programs, such as SSI,
which require local county
child welfare agencies to obtain
a federal waiver to exempt
income earned through the
guaranteed income program.
The income gained from tax
filing, however, does not pose
the same challenge. Public
benefit programs have clearly
established policies about

how to treat income from tax
returns,specifically tax credits.
Additionally, while many universal
basic income programs are in
fact not universal, access to tax
filing is truly universal for foster
youth and is not limited by the
level of funding provided or the
ability to identify and recruit
foster youth.

@ Educates foster youth
about employment
practices and
establishes a practice of
tax filing

Through the process of filing
taxes, people learn important
information about employment
practices that they can use to
make informed decisions about
their employment. For example,
foster youth who receive
stipends will be issued a Form
1099, which provides the amount
paid to the individual. No state or
federal payroll taxes have been
withheld from this income, which
often results in a tax liability if
the youth does not know how

to claim qualifying business
expenses. Additionally, tax filing
is an activity that is conducted
throughout the entire working life
of an adult, which is on average
over 40 years. By helping youth
correctly file their taxes in their
youth or young adulthood, they
can learn how to file correctly
and learn about the benefits

of tax filing, which will continue
through their entire working adult
life.

@ Establishes official
income for the
determination of public
benefits, including
unemployment

Public benefit programs, such as
CalWORKs, CalFresh and other
means-tested programs require
an individual to provide their
annual income, to determine
eligibility. This is challenging
when an individual has no proof
of annual income. Additionally,
receipt of unemployment
requires proof of wages. Assisting
foster youth with filing their taxes
ensures that foster youth can
provide documentation of their
annual income and gain access
to critically needed public
benefit programs. This includes
the California’'s COVID-19 Rent
Relief Program, which can be a
resource for the estimated 3,500
young adults in California who
were authorized to remain in
foster care past age 21 during the
pandemic and are required to
exit foster care by December 3],
2021.

To learn more about the importance of tax filing and efforts underway to

assist foster youth file their taxes, contact JBAY Senior Project Manager

Anna Johnson at

or visit



mailto:anna@jbay.org
http://jbay.org
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