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Q. Who would qualify for return-free filing? 

A. As many as 50 million taxpayers would qualify, including most of those 

who take the standard deduction and rely on wages for most of their 

income. 

The size and scope of a return-free system would depend on its administrative and structural features. At 
best, some 50 million would qualify. This group would consist mostly of earners whose incomes come from 
wages and who choose not to itemize their deductions. The system could be expanded to include taxpayers 
with income from dividends, interest, pensions, individual retirement account distributions, and 
unemployment insurance, as well as low-income earners qualifying for the earned income tax credit (EITC). 
Taxpayers with uncomplicated itemized deductions could also be brought into the system.  

In 2003, the Treasury conducted a study on how return-free filing could be implemented; the report was later 
updated to reflect 2007 tax data. Tables 1 and 2 break down the numbers. Note that the information is 
dated, as the 2017 Tax Cuts and Jobs Act changed the system with respect to personal exemptions, 
itemized deductions, and the standard deduction. 
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Filing system
Type of filer by change in administrative 

practice
Total (millions)

Percentage of 

current law 

filers

Current law Total filers 138.8 100.0

With current withholding rulesa 8.2 5.9

Plus more precise withholding rulesb 19.9 14.3

Plus expanded mandatory withholdingc 30.9 22.2

Plus delivering EITC through means 

other than tax return
43.5 31.3

Plus exempting two-earner couples 

from filing
46.7 33.6

Plus exempting taxpayers in higher brackets 

from filing
50.0 36.0

Source:  Holtzblatt, 2007.

(a) This category is limited to taxpayers whose income is derived solely from one job and who do not claim 

above-the-line or itemized deductions or credits other than the child tax credit. Dependent filers are excluded. 

The exact withholding system is assumed to be restricted to taxpayers in the 15% or lower rate brackets. 

(b) The withholding rules would be made more precise, so that the correct amount of taxes could be collected 

from filers who are claimed as dependents by other taxpayers or who have more than one job. However, two-

earner couples are excluded from this category.

(c) Mandatory withholding would be extended to income from pensions and individual retirement account 

distributions, unemployment compensation, interest and dividends.

Exact withholding

Agency 

reconciliation

TABLE 1

Filers Qualifying for Alternative Return-Free Systems 
By type of income, 2007

Filing system
1040 

(millions)

Percent of 

total

1040A 

(millions)

Percent of 

total

1040EZ 

(millions)

Percent of 

total
Total

Current law 87.1 62.8 30.0 21.6 21.7 15.6 138.8

Exact withholding 6.0 13.8 18.7 43.0 18.8 43.2 43.5

Agency reconciliation 7.5 15.0 21.4 42.9 21.0 42.0 50.0

Source:  Holtzblatt, 2007.

Note:  Amount may not add up to total because of rounding.

TABLE 2

Filers Qualifying for Alternative Return-Free Systems 
By type of return under current law, 2007
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ELIGIBILITY 

The Treasury reports that approximately 20 million taxpayers in 1999 had income solely from wages and 
salaries, claimed no credits (including the EITC), did not itemize deductions, and were in either the zero or 
the 15 percent tax bracket. Since almost all wage income is subject to withholding already, these taxpayers 
could more easily be shifted into a return-free system than the rest of the filing population. 

If withholding at the source were extended to interest, dividends, pensions, individual retirement account 
distributions, and unemployment insurance benefits, the number would rise by 21.6 million. To some extent, 
taxes are already withheld on these forms of income. Mandatory withholding would expand the scope of a 
return-free system and could improve compliance, but may also add to taxpayers’ administrative burdens. To 
reduce these burdens, small payments and some payers—for example, those who hold debt (such as seller-
financed mortgages), foreign banks, and other foreign-resident debt holders—could be exempted from 
withholding. 

THE EARNED INCOME TAX CREDIT 

The EITC could be retained under a return-free system, but its administration would work differently 
depending on how the system was designed. Administering the EITC under an exact-withholding system 
would be complex but feasible. Under a tax agency reconciliation system, the EITC could continue to be 
administered through the tax system. With the EITC included in the return-free model, an additional 13.5 
million taxpayers would have been eligible to use a return-free system in 1999. 

ITEMIZED DEDUCTIONS 

Some deductions could be accommodated within a return-free system. Three of the most common are for 
state and local taxes, mortgage interest, and charitable contributions. The Treasury predicted that 
incorporating these into a return-free system would raise the number of eligible taxpayers by 1.7 million in 
the zero and 15 percent brackets and another 1.9 million in higher brackets. But these numbers represented 
a modest fraction of the then-current 33 million itemizers, demonstrating that itemizers do not generally 
meet other restrictions needed to avoid filing.  
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