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ecent studies in the Bulletin point out the impor-

tance of profiling delinquent returns to support

Internal Revenue Service (IRS) outreach, educa-
tion, and enforcement initiatives directed toward nonfilers
{1]. Delinquent filers also represent an important segment
to study because the number of delinquent returns as a
percentage of all individual income tax returns processed
increased significantly over the decade of the ‘80’s. A
sharp increase in delinquent returns was observed in the
1984 Processing Year, when almost 2 million of the
processed returns were from tax years prior to 1983. As
of 1991, delinquent returns comprised 2.4 percent of total
filings when over 2.7 million delinquent returns were
processed [2].

A study of the filing history of taxpayers also deter-
mined that many delinquent filers have a history of late
filing. Almost 33 percent of the delinquent returns pro-
cessed during 1989 were filed by taxpayers who had
previously filed one or more delinquent returns during the
period 1980-1988. Only 5.1 percent of the timely filers
had a history of delinquency during the same period. This
suggests that the factors associated with delinquent filing
persist over time.

Background v

The returns used in this study are from a random sample
of the Forms 1040, 1040A, and 1040EZ selected by
Taxpayer Identification Number, or TIN. The sample is
representative of both the timely filed returns for Tax
Years 1979-1988 and of the delinquent returns filed
during Processing Years 1980-1989 (a return is classified
as delinquent if it is not processed in the year following
the tax year covered by the return).

The sample is unusual because it may be used to study
the filing history of taxpayers over the 10-year period.
This filing history may reveal associations between filing
patterns and taxpayer characteristics that cannot be ob-
served in conventional samples. For example, it is plau-
sible that taxpayers who have recently moved or changed
marital status are more likely to be delinquent in filing,
but conventional samples usually do not contain informa-
tion from prior year returns. In contrast, changes in
circumstances may be detected by studying returns filed
over time for the same taxpayers.
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Trends in Delinquent Returns

Figure A documents the growth in delinquent returns
over the decade 1980-1989, for taxpayers in general. ‘It
also provides a comparison with the unemployment rate
and the rate of economic growth measured by the change
in inflation-adjusted gross domestic product (GDP) [3].
Proportion of returns that was filed delinquently has a
noticeable upward trend, and a sharp increase was ob-
served between 1983 and 1984. While the delinquency
rate in the first 4 years averaged less than 1.0 percent, it
increased to 2.1 percent in 1984. When compared to the
unemployment rate and the rate of economic growth, it
appears that the 1983-1984 increase followed the large
decline in economic growth and the increase in unemploy-
ment between 1981 and 1982. This explanation is consis-
tent with the observation that the majority of the delin-
quent returns filed in 1984 were for Tax Year 1982.
However, the steady decline in unemployment between
1983 and 1989 was not associated with a decline in
delinquent filing, which suggests that additional factors
must be considered.

Two demographic characteristics may be observed

from the sample, marital status and age. Figure B presents -

delinquency rates by marital status (based on filing status).
The delinquency rate for single taxpayers is higher than
the rate for married taxpayers filing jointly in 8 of the 10
years. Figure C compares delinquency rates of elderly
taxpayers to all others. Returns are classified as elderly if
the taxpayer (or the taxpayer’s spouse) claimed the addi-
tional exemption available to those age 65 or older.
Again, the association is not consistent over time. How-
ever, the delinquency rate for elderly taxpayers is lower
than all others in 7 of the 10 years, and it is much lower
after 1987.

Two economic factors that may be associated with
delinquency also are observable from the sample returns,
the source of income and the balance due upon filing. The
delinquency rate for business or farm returns compared to
all others is presented in Figure D. Returns are classified
as business or farm returns based on the presence of a
Schedule C, Profit or Loss From Business (Sole Propri-
etorship) or Schedule F, Farm Income and Expenses. A
strong association between business or farm returns and
filing delinquency is evident. The rate is higher compared
to all other returns in every year and double the general
rate in several years. Figure E compares the delinquency
rates for refund versus balance-due returns. As with the
presence of Schedule C or F, returns that have a balance
due are much more likely to be delinquent than those

" claiming a refund. Their rate averages between two and
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than double the rate for the general populatron

Flllng Hlstory of Ilelmquent Taxpayers :
Examining the filing history of the same delinquent ..
taxpayers reveals that delinquent 1 ﬁlers are much more
likely to be delinquent i in prior years than taxpayers who
filed tlmely returns in 1989.- Almost 33 percent of the
delinquent returns processed durmg 1989 were ﬁled by
taxpayers who had previously filed one or more delin- )
quent returns durmg the period 1980-1988. Only 5. 1

- percent of the timely filers had a history of delmquency
during the period-[4]. This suggests that the factors

* associated with delinquent’ filing persist over time.

filing a delinquent return. durmg 1989 filed a return during
. 1988. This may be explamed in part by the fact that over
. 30 percent of these taxpayers filed more than one retum :
during 1989, commonly 1ncludmg the 1987 retum that
should have been filed i in 1988. L :
The recent 1988 mdlvrdual nonfiler survey conducted
by the IRS indicates that the most popular reason given -
_ for not filing was ¢ procrastmatron” (24 percent), but the .
+ proportion giving “other-reasons” was almost as large (22

factors that potentially may | be assocrated with procrastl-
nation, changes in marital status and changes in State of
residence. The disruption caused by these events could
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Processing Year

: three times the rate for refund returns and is often more T _easﬂy delay ﬁlmg

' the delinquent returns filed in 1989 indicated a new State

. of residence since their last return was filed, and 5.1

- returns. It-appears that moving is associated with delin-

_change in State of residence or marital status is greater for

It is also worth noting that less than one- fourth of those

+ Individual Public Use Tax File (formerly - called the: Tax '
| ‘Model File), which is produced annually by the IRS

~ Statistics of Income organization. ‘Tt represents asimple
‘|~ random sample of returns based on'the TIN Although

~ have been taken to protect taxpayer conﬁdentlalrty, each -
- record contams acode based on the TIN that allows
percent) [5, 6]. The sample of retums contains data on two i

- with 61,885 unique TIN’s (i.e., most taxpayers"ﬁled more

An analysis of the sample mdrcates that 12 2. percent of

percent. 1nd1cated a new filing status. This: :compares-to
4. .7 percent and 6.1 percent, respectively, for timely. filed .

quent filing, but the higher percentage of change in mari- -
tal status for timely returns is not consistent with the .
procrastination suggestion. Also, the time lapse between
the 1989 filing and the last return filed is longer for -
delinquent returns than timely ones, so the chance of a

delmquent returns, all else berng equal.

nata Sources : ~
The sample used in this study is a proper subset of the

identifiers have been deleted and extensrve safeguards

tracking the same taxpayers over time.
The sample contains 249,311 returns filed durmg »
Processing Years 1980-1989. These returns are associated
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than one return during the decade, but not all filed in all
10 years). Only 5,315 TIN’s appear in every year, 1980-
1989. These 5,315 TIN’s represent a population of over
53 million taxpayers that can be followed over the 10-year
period. Substantially larger groups of taxpayers may be
followed for shorter periods. For example, 19,294 TIN’s
representing over 96 million taxpayers appear in both the
1988 and 1989 files.

This sample differs from most samples used in special
studies because it is provided for public use by Statistics
of Income, Internal Revenue Service, through the Office
of Tax Policy Research at the University of Michigan [7].

Limitations

Although the sample contains a large number of returns,
for any given year it contains fewer returns than the
regular Statistics of Income Public Use Tax File, so
sampling variability generally is higher. This implies that
(1) estimates based on the Statistics of Income Public Use
Tax File are more precise, and (2) small differences
observed in the sample may not be indicative of differ-
ences in the population.

Also, in this sample it is not possible to distinguish
between the delinquent returns that were filed *“voluntar-
ily” and those that were filed subsequent to “enforcement
action,” such as taxpayer delinquency investigations [8].
Therefore, some part of the variation in delinquency rates
over time may reflect variation in enforcement activity
rather than “voluntary” filing behavior. In a similar vein,
the returns in the sample have not been subject to IRS
audit, so some portion of the reported changes in circum-
stances may reflect misreporting.

Finally, consistent with previous studies, a return was
classified as delinquent if it was not processed in the year
following the tax year covered by the return, e.g., a return
processed during 1989 was classified as delinquent if it
was for a tax year prior to 1988. However, it is possible
that some returns classified as “delinquent” were filed by
taxpayers who were under no legal obligation to file. A
recent report estimates that 1.5 million returns were filed
“unnecessarily” in 1990 [9]. It is difficult to determine
from this sample (or from most return archives) whether a
filing requirement existed because not all forms are
included for each return in the sample. For example,
taxpayers are required to file Form 2119 following the
sale of a principal residence, but data from this form were
not included in the sample. Therefore, the taxpayers may
not appear to have a filing requirement when in fact they
did.
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