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such. Nevertheless, an annual return is required containing
an income statement; balance sheet; and schedules show-
ing the shares of income or losses and other items, such as
credits and foreign taxes, either distributed or allocated to
partners. The partners are required to report the distribu-
tions or allocations from the partnership on their own
income tax returns.

Counts of the number of partnerships since 1917 are
available from SOl The individual income tax return statis-
tics also show the number of returns with income or loss
from partnerships and the corresponding amounts starting
with 1917,

The Statistics of Income Division did not publish financial
data from the partnership returns until Income Year 1939,
when they were released in a supplemental SOI report [38].
Data for 1945 and 1947 were published as press releases
by the Department of the Treasury [39]. A separate SOI
report for partnerships was published for Income Year 1953

[40).

Annual partnership statistics were included in the Statis-
tics of Income—Business Income Tax Returns series (to-
gether with data on sole proprietorships) starting with 1957
until that series was discontinued after 1976 [41]. Thereaf-
ter, separate SOI reports on partnerships only, were re-
leased for 1977 through 1980 [42]. Because of budget
constraints, the separate partnership report was then dis-
continued, but with the inception of the quarterly Statistics
of Income Builletin in 1981, an alternate publication vehicle
became available in which to include some limited statistics
about partnerships annually, in each Summer issue [43].

The first of a series of so-called SOI partnership compen-
diums, Partnership Returns, 1978-82, was issued in Sep-
tember 1985 and included tables and analyses previously
published in the Bulletin for Income Years 1978-82, and in
the separate SOI reports for Income Years 1978-80 [44]. It
also included additional tables plus sections analyzing
trends in the data. Future publications are now planned at
5-year intervals.

Scope of Partnership Studies

The 1939 partnership report included data for the com-
plete income statement and on the number of partners,
classified by industry. These features were to continue for
most partnership programs for the years that followed.
Balance sheet data first appeared in the report for 1953 and
by the late 1950's had become a biennial feature of the
program. Data classifications aside from industry were
mainly by size of business receipts (starting with 1945) and
by size of total assets (starting with 1958). At various times
over these earlier years, detailed data were also provided
on such topics as the age of partnerships, depreciation and

inventory practices, joint ventures, and on some of the items
allocated to partners, e.g., “tax preferences” subject to the
“minimum tax” and items reported in connection with the
jobs or investment tax credits. Little of this information was
published for more than a few years, most of it not more
then once.

Currently, the annual program includes the income state-
ment, balance sheet, the number of partners and limited
partnerships, and capital gain distributions, by industry.
Balance sheet data are not included in the annual Statistics
of Income Bulletin release, but are published instead in
each 5-year partnership compendium [45]. State data and
data by size of business receipts are no longer compiled.

As in other areas, the partnership program content has
grown in response to the needs of its users. In the early
years, generally up to the early 1970’s when partnerships
were known primarily for their trade or service activities,
most economists were interested in analyzing the partner-
ship data along with data on corporations and sole propri-
etorships in order to obtain a complete picture of U.S.
business activity.

As the partnership form of organization became popular
as a “tax shelter” vehicle, more detail was added to the
program. For example, in the early 1980’s, in response to
Office of Tax Analysis requests, data began to be collected
on limited partnerships and from taxpayer-provided sched-
ules on which data for real estate deductions were reported.

Beginning with 1981 and continuing to the present day,
partnerships have reported significant overall losses prima-
rily attributable to tax shelter activity. Most of these losses
occurred as a result of real estate operations. In fact, as
shown in Figure H, if real estate, which accounts for about
one-third of the total number of partnerships, were removed
from the statistics, partnership net income (less deficit)
would be positive for all years.

Principal Users of the Data

Most of the requests for additional content in the partner-
ship program have come from the Bureau of Economic
Analysis and the Office of Tax Analysis. The Congressional
Joint Committee on Taxation is the third principal user.

The Bureau of Economic Analysis uses the data for the
National Income and Product Accounts. Partnership in-
come is a minor, but not insignificant, input to the overall
national accounts as well as to the personal income ac-
counts component. In this connection, the tax return data
are the only source of information about unincorporated
businesses. It is thus not surprising that the Bureau of
Economic Analysis was instrumental in having the Statistics
of Income Division produce partnership as well as sole
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proprietorship data each year starting with 1956. Previ-
ously, it used SOI data for small corporations as a proxy for
the partnership sector, but this proved to be increasingly
unsatisfactory. For recent years, the Department of Com-
merce has also assumed a major role in funding this
program.

The Office of Tax Analysis and the Joint Committee are
authorized to receive microdata files which they use to
model proposed tax law changes and to analyze partner-
ship activity. As with the corporate program, the files
provided to the Office of Tax Analysis and Joint Committee
contain data which are not published, such as for distribu-
tions to partners, depreciation computations, and some
limited detail on farm income and deductions. The Bureau
of Economic Analysis is not allowed access to the micro-
data files; instead, it receives detailed tabulations pro-
cessed to avoid disclosure, which are produced to its own
specifications.

Although attempts have been made to construct public
use files, confidentiality problems so far have proved too
difficult to overcome [46]. As in the case of corporations,
requests for special tabulations are produced on a reim-
bursable basis from the existing data files.

Population Coverage

The earliest partnership studies included data from every
partnership return filed. Partnership returns were sampled
for the SOI studies beginning with 1953 using a three-tier
sampling 'scheme which continued with minor modifica-
tions until 1969. Using this system, partnerships were
sampled at one of three rates based on size of business
receipts and total income. (Total income was defined as
business receipts plus investment income minus cost of
sales and operations.)

From 1970 through 1976, the sample was based on
combinations of receipts and total assets with the size
stratifiers being adjusted periodically. For 1977, industry
was included as a stratifier in that partnerships in the real
estate industry were sampled at one set of rates and all
other industries were sampled at ancther [47]. This was
done because the characteristics of the large real estate
component of total partnerships are significantly different
from those of other industries. As before, within each of
these two major breaks the partnerships were stratified by
combinations of receipts and asset size.

The sampling scheme was redesigned for 1981 to im-
prove the sample in several strata which were poorly
represented previously, resulting in many additional sample
categories. However, returns were still classified by whether
the partnership was in real estate or not and, in addition, by
the absolute value of net income (or deficit) and total assets.
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Figure | shows the population and sample size for
Income Years 1956 through 1986. The significant changes
in sample size reflect the users’ changing levels of interest
over time and their ability and desire to help fund the
program.

Future Plans

One of the major developments now in the planning
stage is tied to a modification to Schedule K, Partners’
Shares of Income, Credits, Deductions, etc., of the partner-
ship return. This is the form the partnership uses to
summarize its distributions to partners. The tax form
change would also require partnerships to summarize their
distributions by type of partner. This kind of information can
currently be obtained from the 30,000 returns in the SOI
partnership sample only by abstracting data from over 3
million Schedules K-1 filed for partners. By having this
information, the Bureau of Economic Analysis will be able to
reduce the double counting in the national accounts that
occurs when the partner in a partnership happens to be a
corporation. Presently, income to the corporate partner is
counted once when it is distributed by the partnership and
again when it is reported by the corporation. In addition, the
Office of Tax Analysis needs to be able to distinguish
between “passive” and “active” partners, an important
distinction in the Tax Reform Act of 1986, in order to help
evaluate the new provisions [48].

SOLE PROPRIETORSHIP STUDIES

Information about sole proprietorship business activities
is reported as part of the individual income tax return, Form
1040. The profit or loss from nonfarm businesses or
professions is reported on Schedule C; that from farming,
on Schedule F. In addition, for some of the more recent
years, Form 4835 has been used to report the profits of
farm landlords, many of whom are indirectly engaged in
farm operations. Profits from each of these activities are
combined with personal income from other sources on
Form 1040 in order to compute “adjusted gross income”
(AGI). Therefore, sole proprietorship activities are not taxed
separately.

SOl data on the total profit or loss from sole proprietorship
activities have been published annually as a source of
personal income starting with 1917 (profits from farm
proprietorships have been published as a separate source
only since 1963). Statistics on at least some of the business
activities associated with these profits also began with
Income Year 1917. They continued annually thereafter
through Income Year 1939.

For 1917 and each year for the next 16 years, the sole
proprietorship data were published in the single reports that
contained SOl data from all tax returns. Then, from 1934
through 1955 (with exceptions for most alternate years after
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1941 when there were little or no sole proprietorship data),
the statistics were published in the SOI report that focused
on individual income tax returns [50, 51].

Statistics that excluded farming were compiled for 1956,
but they were not published [52]. Statistics of Income—
Business Income Tax Returns, the new series that began
with 1957, concentrated on unincorporated businesses—
sole proprietorships and partnerships [53]. This series was
discontinued after Income Year 1976, and was replaced by
separate reports for each of these two types of business

(54].

For budgetary reasons, these reports are no longer
published. The last sole proprietorship report was for
Income Year 1981. However, sole proprietorship statistics
have continued to be produced, although in a much
reduced form and with data on farming no longer tabulated
on a regular basis. After 1981, just one or two tables on sole

proprietorships have been published each year in the

Summer issue of the Statistics of Income Builletin.

Scope of Sole Proprietorship Studies

characterized by several breaks in continuity. Even though
the series dates from 1917, the industries and businesses
covered, as well as the content of the program, have
changed over time. These changes were due primarily to
changing user needs, changes in the tax law, introduction
of the first SIC system in 1938, processing decisions, as well
as budgetary considerations. Sole proprietorship studies
predate those on partnerships by many years and have
been far more varied in terms of their scope and coverage.

Data for most of the earlier years were confined to the
number of businesses with net income and an amount for
net income, classified by 19 industry groupings. The 1917
data also included business receipts, but the statistics for
that year were limited to returns with net income $2,000 or
more. For 1917, there were 252,000 such businesses
reported in SOI, with net income that totalled $2.7 billion
[55). Loss business were not tabulated for any of the early
years.

This emphasis on businesses “with net income” contin-
ued for many years. With exceptions for 1921 through 1925
and then for 1928, the earlier statistics by industry were
confined not only to businesses with net income, but to
returns that showed a net income from all sources of at least
$5,000 [56]). Most individuals were not subject to the
income tax and of those who were, many were thus
excluded from the sole proprietorship statistics. Business
coverage was, therefore, extremely limited. As a result, the
industry data published were probably of limited use for
most economic analyses. Nevertheless, for the early years
of the series they were the only financial data published by
the U.S. Government about sole proprietorship businesses,

_continued to be»used until recent times.

just as they are now.

Starting with 1933, totals by industry were published for
businesses reporting a loss. The data also began to be
classified by size of business net income or deficit. in
addition to profits, data were presented for business re-
ceipts and wages paid. Meanwhile, the industry detail
gradually increased so that by 1939, information was

provided for more than 100 groups.

Throughout the 1930’s until 1939, the statistics continued
to be limited to businesses reported on returns with net
income of $5,000 or more. The expansion in coverage for
1939 to include returns with net income under $5,000 was
thus a major improvement. Mainly as a result of this
change, the number of sole proprietorships shown in the
statistics increased from almost 130,000 for 1938 to nearly
1.1 million for.1939 [57]. The corresponding net income
(less deficit) rose from $0.8 billion to nearly $2.5 billion [58].
in addition to business receipts and net income or deficit,
data for the cost of goods sold, purchases of merchandise
bought for sale, and total business deductions were also
included in the 1939 statistics; and another size distribution
was added, based on business receipts. This classifier

During the 1940’s and early 1950's, detailed business
data were not produced as frequently, fewer industry
groupings were used, and no industry detail was provided
for loss businesses. On the other hand, there were major
improvements in coverage. When the tax code was broad-
ened during the early 1940’s to include most of the
population (and therefore most of the sole proprietors), the

* resulting increase in the businesses reported on individual

income tax returns was clearly reflected in the statistics.
Sole proprietorships grew in number from 2.0 million for
1940 to 5.7 million for 1945 [59]. A further refinement in
coverage resulted from enactment of the social security
self-employment tax in 1951. When appended to the
income tax filing requirements based on gross income, all
proprietors with net earnings of $400 or more from- self
employment had to file individual income tax returns that
also included information about their business or profes-
sional activities. The filing requirement for self-employment
tax purposes increased the stability of the sole proprietor-
ship coverage; while the income tax filing thresholds were
to change several times over the years that followed, the low
filing threshold for self-employment tax remained the same.

The complete income statement was first tabulated for
1945, by industry division. Only business receipts and
profits were then presented separately for more detailed
industry groupings. A similar pattern of presentation was
resumed starting with 1959, in the Business Tax Returns
series, and also continues to the present (although currently
farm data are excluded). Data for 1986 (the most recent
year available) show that there were 12.2 million nonfarm
proprietorships distributed over more than 200 industries.




Statistics of Income Studies of Business Income and Taxes 95

Their net income (less deficity was $90.4 billion [60]. In
comparison, for 1959, there were 5.8 million nonfarm
proprietorships, and their net income (less deficit) totalled
$18.9 billion [61].

During the 1960’s and 1970's, SOI sole proprietorship
statistics also explored a variety of special subjects in efforts
to meet as many data needs as practicable. Included were
depreciation and inventory practices; the cost of deprecia-
ble property; information about the investment and jobs tax
credits claimed by proprietors; and, in general, the nonbusi-
ness and total income characteristics of proprietors. For
several years the income and deductions unigue to farming
operations were shown and geographic data were fea-
tured. As with the partnership statistics, most of these
special subjects were not repeated on any regular basis
and none of them are included in the current statistics.

Principal users of the data

As in the case of partnerships, the Bureau of Economic
Analysis is the principal requester of nonfarm sole propri-
etorship statistics, for use in the National Income and
Product Accounts. The Bureau of Economic Analysis was
instrumental in reviving an annual sole proprietorship pro-
gram starting with 1956 and in expanding both its item and
industry coverage. For more recent years, the Department
of Commerce has also funded most of the program. Prior to
1956, Commerce used SOl sole proprietorship data for
years when they were available and filled in the gaps for the
national accounts by using statistics for small corporations
as a proxy for extrapolation, as it did for partnerships. Sole
proprietorship statistics are also used extensively by the
Office of Tax Analysis and the Joint Committee on Taxation.
Each utilizes the data in its continuing evaluation of the
effects of the tax law on small businesses and their owners.

The Department of Agriculture is the principal user of the
statistics on farm proprietorships. For years when SOl data
on farming are compiled, it uses them as a check on its own
farm income and expense data derived from surveys. Data
that show farmers’ principal source of receipts by type of
farm commodity and on farm deductions are of particular
interest.

As with corporations and partnerships, the Office of Tax
Analysis and the Joint Committee are authorized to receive
the microdata files containing information for each sole
proprietorship return in the SOI sample. These files also
include data for items not shown in the published statistics.
The Bureau of Economic Analysis does not have access to
the data files. However, the detailed tabulations it receives
are generally sufficient to meet its needs.

Public use files were created for Income Years 1980 and
1983. For 1982 only, a file was created that contains

information about farm businesses only. In order to pre-
serve taxpayer confidentiality, all three files exclude busi-
ness returns with AGI of $200,000 or more and the data
included have been “edited” [62]. In addition, steps have
been taken so that the sole proprietorship data cannot be
linked with other individual tax returns information, such as
that contained in the Individual Tax Model file [63]. There
are no public use files for more recent years, however,
special tabulations can be produced on a reimbursable
basis.

Population coverage

Number of Businesses.—In general, the sole proprietor-
ship studies provide data on all unincorporated, single-
owner businesses, whether conducted on a full-time or
part-time basis, so long as the owner (the sole proprietor)
meets the income tax or social security self-employment tax
filing requirements. Beyond this though, the population
shown in SOI is somewhat imprecise, especially over a
period of years. This imprecision in counting the number of
businesses is quite apart from the exclusion from the earlier
statistics of businesses reporting a loss and those reported
on returns with total net income under $5,000.

Often, classification for the statistics depends on how the
business income is reported and whether a business
schedule is attached as part of the tax return. Also, until
1937, the statistics included the relatively small number of
sole proprietorship businesses reported by fiduciary agents
of estates and trusts. Starting with 1937, the data have been
limited to businesses owned by individuals. More notable is
the imprecision caused by changes made in the treatment
of multiple businesses with the same owner. These changes
also compilicate comparisons with the number of business
“establishments” published by the Bureau of Labor Statis-
tics and the Bureau of the Census.

In the early years of SOl and currently, all businesses
reported by a taxpayer were combined and classified
based on the predominant business activity so that, in
effect, the industry statistics are actually for sole proprietors
{the business owners) rather than for sole proprietorships
{the businesses themselves). This simplifies data process-
ing and the discrepancy created is not large. In fact, the
relationship between the number of businesses and the
number of owners is close, about 1.1 to 1 [64].

In the intervening years, efforts were made to improve the
counting of multiple businesses for SOI, so that only
multiple businesses with the same business activity (and
the same spousal owner, in the case of joint returns) were
combined for the statistics. On the other hand, if the income
and expenses of an identical business were equally divided
between husband and wife on a joint return and separate
business schedules filed for each spouse, they were com-
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bined for SOI. Moving toward more recent times, busi-
nesses were counted however they were reported, although
for awhile they were limited to a maximum of three per
owner.

The sole proprietorship population is often thought to
‘equal the establishment population, especially for smaller-
size firms. However, if ownership of a business establish-
ment changes during a year, the establishment is counted
more than once for SOl because each owner files his or her
own business schedule to report for different parts of the
year. Some establishments can consist of more than one
_business, e.g., the restaurant facilities in a bowling alley or
the chair in a barber shop that is leased out by the owner
of the shop. Similarly, in the sense that an establishment has
a fixed place of business, some businesses may not be
establishments at all, e.g., self-employed taxicab drivers.

Sampling of returns.—Sampling of individual income tax
returns, including those with business schedules, started
with 1925. For many years, only returns with total net
income from all sources under $5,000 were sampled at less
than 100 percent [65]). The sampling classes were deter-
mined exclusively with reference to the return processing
categories used for tax administration. An early SOI report
.notes that, with the exception of 1928 when the sample of

- returns with net income under $5,000 was increased so that
certain returns including those with business schedules
were sampled at 100 percent, the SOl samples were
inadéquate for purposes of producing sole proprietorship
statistics for all businesses {66]. Limitations due to sampling
were avoided by limiting the sole proprietorship data for
most of the early years to businesses reported on returns
with net income of $5,000 or more [67].

For 1943, many new sampling classes were added and
other improvements introduced in selecting returns from
the various processing categories used for tax administra-
tion. Sampling of returns with net income under $20,000 at
less than 100 percent had become a necessity because of
the sharp increase in returns filed after the income tax was
extended to most of the population. This dollar cutoff for the
certainty sample was gradually increased as more sophis-
ticated designs were implemented and the size of the
overall samples declined substantially.

From 1945 through 1955, the so-called “basic” SOl
sample, now based on AGI rather than net income, was
augmented for the smaller returns with business schedules
in order to produce sole proprietorship statistics by industry
[68]. The additional returns were not used for the rest of the
_individual income tax return statistics, however. Since 1956,
the so-called business returns in the sample have been
selected at rates that are generally higher than those used
for other individua! income tax returns. In addition, the
same samples have generally been used for all of the

individual income tax return statistics, including those for
sole proprietorships. A major change for 1966 was the first
use of the social security number -as the basis of sample
selection. Previously, the sample had been selected based
on document or taxpayer account numbers.

Beginning with 1968, sample designation was comput-
erized, based on the tax return records processed for the
IRS Master File. (Previously, the samples had been manu-
ally designated from the IRS tax return categories.) This
enabled further improvements to be made in the sample
designs which no longer had to be based on the IRS
categories. The revised criteria were based on combina-
tions of the larger of AGI and the largest specific source of
income, and of business receipts reported by farm and
nonfarm proprietors. Until 1973, farm proprietorships were
sampled at the same rates as nonfarm proprietorships.
Since then, with an exception for 1982, they have been
sampled at the same lower rates used for nonbusiness
returns.

For 1982, the sample was redesigned and is currently
based on the larger of total positive income or total negative
income (i.e., total loss) per return, as well as on the size of
farm and nonfarm receipts of sole proprietorships. For 1982
only, farm returns were sampled separately at rates some-
what higher than nonbusiness returns in order to accom-
modate a reimbursable request by the Department of
Agriculture for farm industry statistics. Currently, there are
over 30 sampling classes.

Figure J is a summary for 1956 through 1986 of the total
number of individual income tax returns classified as busi-
ness returns, the total number in the SOl samples, and the
number in the samples that were included at the 100-
percent rate, i.e., in the certainty sample. For Income Years
1957 through 1980 the data in Figure J are based on the
number of individual income tax returns with Schedule C
(nonfarm proprietorships) or Schedule F (farm proprietor-
ships). For 1956 and in general since 1981, the data have
been based on returns with Schedule C (to reflect the
exclusion of farm proprietorships from the statistics).

Future Plans

In response to the increased attention focussed on “tax
shelters” and taxpayers’ participation in activities designed
to yield “passive” losses, information relating to these two
areas is being included in the sole proprietorship studies,
beginning with Income Year 1987 [69]. Through a series of
questions on the return form, the taxpayer is asked to
indicate whether the business is a registered tax shelter and
whether he or she materially participated in the operation of
the business. Responses to these questions are being
coded during statistical processing and statistics will be
developed based on them.
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In response to requests from users, information regard-
ing other aspects of taxpayers’ businesses is being gath-
ered and will be tabulated. To assist the Bureau of the
Census, the number of months the business was in oper-
ation during the year and information indicating whether or
not the business was operating at the end of the year will be
coded and included in the statistical file. In addition, data
will also indicate whether expenses for a home office were
deducted.

The “three martini lunch,” a popular topic among tax
reformers, also is being addressed in the sole proprietor-
ship program. Using the expanded reporting requirements
in the travel and entertainment area resulting from the Tax
Reform Act of 1986, SOI data beginning with Income Year
1987 will contain the total amounts spent, as well as the
limited amounts actually deducted.

Topics which have been included in past studies will be
continued for future SOI sole proprietorship studies. Infor-
mation regarding sex of proprietor, accounting and inven-
tory practices, and “at risk” investments in the business,
has been requested by various users for their on-going
research endeavors and the items supporting this research
will continue to be included in the sole proprietorship
program [70Q]. In addition, data on farming may be included
from time to time, depending on the availability of funds
from the Department of Agriculture.
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The last study on the growth and “age” of corpora-
tions was contained in Statistics of Income—1959-60,
Corporation Income Tax Returns. This report also
compares the 1959 data with the results of related
studies published in Statistics of Income reports for the
mid-1940’s.

Much of the material in this discussion of sampling
was obtained from Jones, Homer W., and McMahon,
Paul B., “Sampling Corporation Income Tax Returns
for Statistics of Income, 1951 to Present,” Statistics of
Income and Related Administrative Record Research:
1984, U.S. Department of the Treasury, Internal Reve-
nue Service, 1984,

For a discussion of how this identifying number is
used, see Harte, James M., “Some Mathematical and
Statistical Aspects of the Transformed Taxpayer Identi-
fication Number: A Sample Selection Tool Used at
IRS,” Statistics of Income and Related Administrative
Record Research: 1986-1987, U.S. Department of the
Treasury, Internal Revenue, Service. See also, Jones,
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Homer W., and McMahon, Paul B., “Sampling Corpo-
ration Income Tax Returns for Statistics of Income,
1951 to Present,” op. cit.

See Leszcz, Michael R., Oh, H. Lock, and Scheuren,
Fritz J., “Modified Raking Estimation in the Corporate
SOl Program,” 1983 Proceedings of the American
Statistical Association, Section on Survey Research
Methods, and Harte, James M., “Post-Stratification
Approaches in the Corporation Program,” 7982 Pro-
ceedings of the American Statistical Association, Sec-
tion on Survey Research Methods.

This description of statistical editing was taken from
Wilson, Robert A., “Statistics of Income: A Byproduct of
the U.S. Tax System,” Multi-National Tax Modelling Sym-
posium Proceedings, Revenue Canada Taxation, 1985.

For Income Years starting with 1963, the Enterprise
Standard Industrial Classification (ESIC), also issued
by the Office of Management and Budget (OMB), was
used for the corporation Statistics of iIncome Program.
This system was specifically intended as a means of
classifying “businesses” rather than “establishments”
and was based on groupings of appropriate Standard
Industrial Classification (SIC) codes. OMB discontin-
ued the ESIC system when the SIC system was revised
in 1987, so that Federal statistical agencies responsi-
ble for enterprise data now use their own classification
systems. For a brief discussion of “establishments”
versus “businesses,” see the section on SO! sole
proprietorship statistics later on in this article.

The 1972 Standard Industrial Classification (as revised
in 1977) and the accompanying 1974 Enterprise
Standard Industrial Classification, both issued by the
Office of Management and Budget, are presently
used as the basis of Statistics of Income industry
classifications for corporations, partnerships, and sole
proprietorships. However, research is currently under-
way to determine how best to adapt the revised
industry groupings contained in the recently released
1987 Standard Industrial Classification to Statistics of
income. Decisions will be based on knowledge of the
economy’s changing industry mix, the statistical
needs of principal users of the data, the legal forms of
organization in which an industry is likely to be best
represented, the likelihood that the statistics will be
reliable given the present and anticipated size of the
SOl samples, and the limited number of industry titles
and codes for which space can be devoted in the tax
return instructions used for taxpayer self-coding.

See Clark, Allison, “Corporation Income Tax Returns
for 1985: An Initial Look,” in this issue. (Some data for
1985 were also included earlier, in the historical tables
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contained in the Winter 1987-1988 issue of the Sta-
tistics of Income Bulletin.)

For a description of how the Bureau of Economic
Analysis uses SOI data for corporations, see U.S.
Department of Commerce, Bureau of Economic Anal-
ysis, Corporate Profits: Profits Before Tax, Profits Tax
Liability, and Dividends, Methodology Paper Series
MP-2, May 1985.

See Wilson, Oliver, and Smith, William J., “Access to
Tax Records for Statistical Purposes,” Statistics of
Income and Related Administrative Record Research:
1983, U.S. Department of the Treasury, Internal Reve-
nue Service.

See Spruill, Nancy L., “The Confidentiality and Ana-
lytic Usefulness of Masked Business Microdata,” 1983
Proceedings of the American Statistical Association,
Section on Survey Research Methods.

Much of the material in this section was taken from
Chapter 4, “Other Corporation Branch Studies,” Basic
Operating Plan, Proposed Multi-year Operating Plan,
FY 1986-92, Volume |, Statistics of Income Division,
Internal Revenue Service, unpublished report.

Material in this section is abstracted from a draft paper
by Nick Greenia, Corporation Statistics Branch, Statis-
tics of Income Division.

See footnote 21.
See footnote 22.

Data for 1956 for sole proprietorships and partner-
ships excluded agriculture, forestry, and fishing and
were contained in a release entitled Business
Indicators—1956-57, Sole Proprietorships, Partner-
ships, Corporations, U.S. Department of the Treasury,
Internal Revenue Service, April 1958, unpublished.

See Skelly, Daniel F., and Hobbs, James R., “Statistics
of Income Studies of International Income and Taxes,’
op. cit.

For this purpose, the Census Bureau subjects the data
to additional testing and imputes for missing items by
using prior-year data reported by the same taxpayer
and current-year data reported by other taxpayers in
the same industry and geographic area.

For additional information on the employment linkage
studies, see Moglen, Gail, Day, Charles, and Petska,
Tom, “Record Linkage and imputation Strategies in
the 1982 Business Employment and Payroll Studies,”
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Statistics of Income and Related Administrative
Records Research: 1986-1987, U.S. Department of
the Treasury, Internal Revenue Service. See also Gree-
nia, Nick, “1979 Sole Proprietorship Employment and
Payroll: Processing Methodology,” Record Linkage
Techniques—1985, U.S. Department of the Treasury,
Internal Revenue Service.

For the last published article see Greenia, Nick,
“Partnership Employment and Payroll,” Statistics of
Income Bulletin, Spring 1984, Volume 3, Number 4.

A limitation of the employment estimate is that employ-
ers are required to report the number of employees on
the payroll for the week that includes March 12 of each
calendar year, which then becomes the basis for the
estimate for the year. The dollar payroll estimate, on
the other hand, is based on the total amount reported
for the entire year.

See Greenia, Nick, “1979 Sole Proprietorship Employ-
ment and Payroll: Processing Methodology,” op. cit.

See Day, Charles, “Imputation of Employment and
Payroll as an Alternative to Record Linkage,” 7988
Proceedings of the American Statistical Association,
Section on Survey Research Methods (in preparation
as of August 1988).

U.S. Department of the Treasury, Bureau of Internal
Revenue, Supplement to Statistics of Income for 1939,
Part |, Compiled from Partnership Returns of Income,
1945, '

U.S. Department of the Treasury press releases
5-2253 and S-2645, dated February 16, 1950, and
April 4, 1951, respectively. '

U.S. Department of the Treasury, Internal Revenue
Service, Statistics of Income for 1953, Partnership
Returns, 1957.

This series was originally styled Statistics of
Income—U.S. Business Tax Returns. Starting
with 1965, it was retitled Statistics of Income—Busi-
ness Income Tax Returns. From 1957 through 1972,
the series also included summary statistics on corpo-
rations. '

See U.S. Department of the Treasury, Internal Revenue.

Service, Statistics of Income—Partnership Returns, for
these years.

For the most recent article, see Zempel, Alan, “Part-
nership Returns, 1985, Statistics of Income Bulletin,
Summer 1987, Volume 7, Number 1.
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The first compendium was published as Statistics of
Income—1978-82, Partnership Returns, U.S. Depart-
ment of the Treasury, Internal Revenue Service, 1985.

Although balance sheet data are compiled annually,
they continue to be incomplete. Currently, not all
partnerships are required to file a balance sheet; in
other cases, balance sheets are not included with the
return as originally filed. No attempt is made to impute
the missing data for the statistics. However, because
partnerships which are exempt from filing balance
sheets are small by definition, and those that fail to file
them are thought to be generally small, the amount of
data “lost” may not be significant.

See footnote 24,

More specifically, partnerships classified in real estate
are divided into eight component industries. Only
returns classified in the largest of the eight, real estate
operators (except developers) and lessors of build-
ings, are sampled at the special set of rates.

In general, in contrast to active partners or certain
other investors, passive partners or investors do not
materially participate in the activity of the business
throughout the year. The Tax Reform Act of 1986
limited the amount of partnership and certain other
losses that passive partners or investors could deduct.

See Statistics of Income Compiled from the Returns for
1917 Bureau of Internal Revenue, U.S. Department of
the Treasury, 1919.

From 1934 through 1953, the statistics were included
in Statistics of Income—Part 1, for each year. This
report was retitted Statistics of Income—Individual
Income Tax Returns, starting with 1954,

Only totals were compiled for sole proprietorships for
1940 and, to a lesser extent, for 1944; there were no
industry data.

See footnote 30.

See footnote 41.

The sole proprietorship data for 1977 through 1981
were published in Statistics of Income—Sole Propri-
etorship Returns, for these years. Data for 1979 and
1980 were published in a single combined report.

See footnote 49.

In general, “net income” meant gross income from all
sources as defined in the tax law, minus personal
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deductions. It was before the deduction for taxpayer
exemptions and before credits against income, such
as those for dependents and “earned income”. In
contrast. “adjusted gross income” is gross income
from all sources as defined in the tax law, minus
certain exclusions and statutory adjustments, depend-
ing on the year. It is before subtraction of amounts for
personal deductions and exemptions for the taxpay-
er(s) and his or her dependents.

See Statistics of Income—Part 1, for these years.
Ibid.
Ibid.

See Wolfe, Raymond M., “Sole Proprietorship Re-
turns, 1988," Statistics of Income Bulletin, Summer
1988, Volume 8, Number 1 (in preparation as of
August 1988).

See Statistics of Income—1959-60, U.S. Business Tax
Returns.

Additional Information about these files can be ob-
tained by writing to the Director, Statistics of Income
Division TR:S, Internal Revenue Service, 1111 Consti-
tution Avenue, NW, Washington, DC 20224.

ibid.

For a discussion of this relationship and its effect on
the statistics, see Wolfe, Raymond M., “Method-
ological Changes in the Statistics of Income Sole
Proprietorship Program—Dominant Business Pro-
cessing,” Statistics of Income Division, Internal Reve-
nue Service, an unpublished paper. For a copy of this
paper, write to the Director, Statistics of Income Divi-
sion TR:S, Internal Revenue Service, 1111 Constitu-
tion Avenue, NW, Washington, DC 20224,
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However, the SOI reports indicate that returns with net
income under $5,000 were included in the 100-
percent sample class if they showed income charac-
teristics similar to those found on returns with net
income of $5,000 or more, such as unusually large
amounts of income from certain sources.

The inadequacy of the SOl sample for sole proprietor-
ship purposes is mentioned in Statistics of Income for
1929.

The statistics for 1939 covered all sole proprietorships,
including those reported on returns with net income
under $5,000. The SOI report for that year contains no
explanation of how this became possible, since the
previous sample design was unchanged and the
percentage of returns sampled in the less-than-100
percent class had declined in comparison to the
immediately preceding years. However, there were
changes made in how the sample data for the late
1930’s were weighted and this may be part of the
explanation. For 1939, the sole proprietorship sample
in the under-$5,000 net income class was weighted to
an estimated total number of sole proprietorship re-
turns in this class, apparently for the first time. For
1938, sole proprietorship returns appear to have been
weighted 1o the size class total which also included
returns for other than sole proprietorships. (Prior to
1938, a different form of “weighting” was used, based
on average amounts computed from sample returns in
the under-$5,000 net income sample class).

The sample was similarly augmented for 1944, but no
industry data were actually tabulated.

See footnote 48.

The "at risk™ rules in the tax code limit the amount of
losses that most investors can deduct to the amount
they have “at risk”, i.e., to the amount they have
actually invested.





