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F
or 1991, partnerships reported $21.4 billion in net
income Oess deficit), a 29 percent increase (the
largest in 3 years) over the $16.6 billion reported for

1990. This increase continued the recent trend that began
after enactment of the Tax Reform Act of 1986 (TRA).
Previously, partnerships were characterized by annual net
losses, due mostly to their use as "tax shelters." The 1986
Act curtailed these activities.

The 1991 increase was different from the prior 2 years,
when increases were caused by increases in positive net
income. For 1991, it was the net deficit that declined,
something which had occurred only three times in the
.previous 15 years and only.five times in the previous 25
years. The 1991 decline reflected the continuing phaseout
of activities that formerly generated tax losses -for
partnerships. Positive net income also declined, but only
slightly, for the first time in more than 25 years. Tax Year
109 I'al§6 marked the first time in more than 25 years that
both declined for the same year: the deficit,decreased 8
percehtj kom $99.7 billion for 1990 to $92.0 billion for

-1991Twhiie-(po'gitive)-net-incom'e-declined-only-2-percent,-
ftbm $1163 billion for 1990 to $113.4 billion. Slightly
over 92 percent of the $7.7 billion decline in the deficit
Was in the real, estate operators and lessors of buildings
industrial group [1].

The number of partnerships (1.5 million) declined for
the third straight year and the number of partners (15.8
million) also declined for the second straight year. While
the number of "limit*e_d-"' -partnerships (the main vehicle
that had been used for "tax shelter" activities) declined 5
percent, the overall net losses reported by these partner-
ships declined 21 percent, from -$21.1 billion for 1990 to
-$16.7 billion for 1991. The number of "general" partner-
ships declined 2 percent, but their overall profits were
about the same a's 1990 at $38.1 billion (see Partners in
the Explanation of Selected Tenns section f6i'a discus-
sion of general and limited partnershi -ps).

.The decline in positive net income and in the number of
partne~ships and partners and average number of partners
may -be indicative of the slowdown in the U.S., economy,
as weli as other economic factors, such as the changes in
the real estate market, plus the conti'ui.ng effects of the
1986 Tax Reform Act. The recession that began in the
third quarter of 1990 continued into 1991 [2,3].

One of the major provisions of TRA N%ias,the* limitation
on "passive losses" [4-8]. A "passive" activity occurs
when'the taxpayer does not materially participate in the
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active conduct of a trade or business on a regular, continu-
ous and substantial basis. TRA, removed most (if. the
incentives for individual income taxpayers to u

'
se partner-

ships for tax reduction purposes by limiting the "passive
losses" they.could deduct from other forms of income on
their income tax returns. TRA contained phase-in provi-
sions which limited the amount of allowable passive
losses to 65 percent of passive losses from pre-TRA
investments for 1987; 40 percent for 1988; 20 percent for

,1989; and 10 percent for 1990. For 1991, no passive
losses could be deducted [9].

Number of Partnerships
Figuie A shows the total number of partnerships, general
or limited, by profit status, for Tax Years 1981-1991.
Profit statiis' refers to returns that had either a'net income
(gain) or a net deficit (loss).

For the 1981-1985 period, the number of partnerships
grew raoidlyj but'declined every year thereafter (except
for 1988). T116 numbei of both-gain and loss partnerships

-grew-rapidi'y-foi-th6-1981--1985-Verib-d.-VA-ulCthe-number
of gain partnerships remamied somewhat constant after
1985, starting-with 1986 the number of loss partnerships
declined steadily at approximately the, same rate, as the
decline in the total humber of partnerships-. The niuniber of
geheral and limited partnerships -increased 14.0 and 31.3
percent, respectively, from 1981 to 1086, and decreased.
12.9 and almost 1 percent, respectivelyj from 1986 to
1991.

A comparison of the number of partnerships by type
and profit status for Tax Years 1.981-1991 shows that,
generally.through 1985, the number of returns for all four
of the partnership categories increased, with limited
partnership's growing more rapidly than general, partner-
ships (Figure B). However, after 1985, the number of
partnerships declined itf all of the groups, except gain-
gen

.
erating,limited partnerships..For the 1485-1991

-period, gami-generating limited partnerships increased by,
21 percent,frorn 107,000 to 130,000, while loss-generat-
ing limitid'partnerships gradually declined by 18 percent,
from 17~' to 14 1,000, after reaching an all-time highIQOO
for 1986 (18 1,000). During the'same period, gain-
generating general partnerships also declined, by 6
percent, from 774,000 to 726,000, while loss-generating
general partnerships decreased by. ~ 1 percent, from
660,000 to 519,000.

The number of partnerships declined 3 percent, from
1,554,000 for 1990 to 1,515,000 for 1991. General
partnerships declined only 2 percent, from 1,268,000~tb,,,l
1,245,000, while limited partnerships declined 5 percent,
from 286,9W to 27 1,000. The decrease in limited partner~
ships tended to be concentrated in five industry groups~
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Figure A

Number of Partnerships, Tax Years 1981-1991
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Figure B

Number of Partnerships, by Type of Partnership
and Profit Status, Tax Years 1981-1991
[Number of partnerships are in thousands]

Tax year

1981 ..........

1982 ..........

1983 ..........

1984 ..........

1985 ..........

1986 ..........

1987 ..........

1988 ........ :.

1989 ..........

1990 ..........

1991 ..........

Total
partnerships

11)

1,461
1,514
1,542
1,644
1,714
1,703
1,648
1,654
1,635
1,554
1,515

General

Gain

(2)

677
707
707
750
774
766
769
782
770
739
726

Type of partnership

Lose

(3)

576
581

601

636
660

663
617

587
571

528

519

Lim

Gain

(4)

75
87
82

101
107

92
96

119
128
114
130

NOTE: Detail may not add to totals because of rounding.

ited

Loss

(5)

133

139

152
157

173

181
166

166
166

171

141

real estate operators and lessors of buildings (30 percent
of the decrease); and, to a lesser extent, agriculture,
forestry and fishing, especially farming; mining, espe-
cially oil and gas extraction; construction, especially

1989 1991

special trade contractors; and several industry groups
within the services division (Table 1).

A comparison of 1990 and 1991 data only, for general
and limited partnerships, indicates that the number of
gain-producing and loss-producing general partnerships
each declined by only 2 percent. However, this was not
the case for limited partnerships; gain-generating limited
partnerships increased by 14 percent, from 1 14,000 for
1990 to 130,000 for 199 1, while loss-generating limited
partnerships declined 18 percent, from 17 1,000 to
141,000. This was the largest reduction in the number of
limited partnerships reporting a loss in more than a
decade. If partnerships continue to grow at the same rates
as those evidenced by the 1991 data, for 1992 the number
of gain-generating limited partnerships may exceed the
number of loss-generating limited partnerships for the
first time in more than a decade.

Number of Partners
Figure C shows the total number of partners in general
and limited partnerships for Tax Years 1981-199 1.
(General partnerships have only general partners, while
limited partnerships have at least one general partner and
one or more limited partners.) Figure C also shows the
average number of partners per partnership.
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Total and Average Number of Partners, by Type of Partnership,
Tax Years 1981-1991
Millions of partnem

0 0

1981 1983 1985 1987 1989 1991

For 199 1, the total and average number of partners
declined, for the second consecutive year. The total and
average number had increased every year between 1981
and 1989. The number of partners in limited partnerships
displayed substantial and uninterrupted growth for the
1981-1989 period, and then declined for the 1990-1991 -
period. The number of partners in general partnerships
ranged between 4.5 and 5.7 million during the 1981-1991
period. The 4.5 million partners for 1991 represented an
11 percent decrease from 1990.

A "snapshot" of the trends in the number of partners,
for Tax Years 1981-1991, can be brought into clearer
focus by Figure D, which presents the number. of partners
by the same four categories of partnerships used in Figure
B. Between 1990 and 1991, the number of partners
declined in all four categories, something which had not
happened in more than a decade. The number of partners
for both general and limited gain partnerships each
declined 14 percent, while those in

'
general and limited

loss partnerships declined 11 and 16 percent, respectively.
With the exception of the limited gain-producing partner-
ships, the decrease in the number of partners reflects the
decrease in the number of partnerships. The number of

limited gain partnerships actually increased; as discussed in
the previous section, even though the number of partners in
them declined.

.Number of Partners, by Type of Partnership
and Partnership Profit Status, Tax Years
1981-1991

[Number of partners are In thousands]

1981 ......
1982 ......
1983 ......

1
84 ......

1:85 ......
1986 ......
1987 ...

*
..

1988 ......
1989 ......
1990 ......
1991 ......

Total
partners

(1)

9,095
9,765

10,589
12,427
13,246
15,301
16,963
17,291
18,432
17,096
15,801

Type of partnership

General

Gain

.112)

2,883
2,886
2,939
3,627
2,990
3,061
3,185
3,421
3,160
3,102
2,714

Loss

(3)

2,036
2,167
2,216
2,216
2,340
2,426
2,255
2,197
2,068
2,007
1,822

Lim

Gain

14)

1,628
2,027
2,488
3,082
3,680
4,709
6,064
6,664
7,656
7,180
6,606

ited

F L_0s r.

(5)

2,548
2,684
2;947
3,603
4,234
5,105
5,469
5,009
5,668
4,806
4,661

NOTE: Detail may not add to totals because of rounding.
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Net Inceme Less Deficit
For the 1981-1991 period, Figure E shows the overall net
income Oess; deficit), gains (positive net income) and
losses (negative net income or net deficit) separately,
while Figure F presents data for gains and losses by type
of partnership (see Partnership Net Income (Less Deficit)
in the Explanation of Selected Terms section).

For 199 1, partnership net income less deficit showed
the largest increase in 3 years, rising to $21.4 billion, a 29
percent increase from the $16.6 billion recorded for 1990.
The increase was due to a larger decrease ($7.7 billion) in
partnership losses than to the decrease ($2.9 billion) in
partnership gains. (For prior years, the increase in net
income less deficit was usually due to an increase in
gains, rather than a decrease in losses.) The decrease in
losses (from $99.7 billion for 1990 to $92.0 billion for
1991) had previously occurred only three times in the
prior 15 years and only five times in the prior 25 years.
Also, the decline in gains (from $116.3 billion to $113.4
billion) was the first such decline in more than 25 years.

For 1991, the $7.7 billion decline in overall losses (of
which $7.1 billion was due to real estate operators and
lessors of buildings) was about equally divided between

Figure E

general and limited partnerships ($3.9 billion and $3.8
billion, respectively). For 1991, general partnership gains
decreased by $3.6 billion to $78.3 billion; limited partner-
ship gains increased by $0.7 billion, to $35.1 billion.

The slowdown ofthe U.S. economy and other eco-
nomic changes, such as those that occurred in the real
estate market, had a significant impact in 1991 on
partnerships, especially those within the real estate
operators and lessors of buildings industrial group. This is
evidenced by the decrease in gains and especially in
losses. With the disappearance of the tax incentives that
encouraged "tax losses," particularly in real estate,
partnership investments seemed to continue moving
towards profit-seeking alternatives. Thus, while the
number of partnerships and partners decreased for 1991,
the net income (less deficit) of partnerships increased, and
while the gains dropped slightly, possibly in response to
the economic recession, losses dropped sharply, mainly
due to real estate activities.

The net income (less deficit) for all partnerships, $21.4
billion, is a result of adding together the several profit
components shown on the partnership return: net income
(less deficit) from trade or business ($25.0 billion); net

Partnership Net Income (or Deficit), Tax Years 1981-1991
Billions of dollars
150 r
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Figure F

Partnership Gain or Loss, by Type of
Partnership and Partnership Profit Status,
Tax Years 1981-1991
[Money amounts are In billions of dollars]

Tax year

Total
gain

or lose

11)

-2.7
-7.3
-2.6
-3.5
-8.9

-17.4
-5.4

14.5
14.1
16.6
21.4

Type of partnership

General

Gain
12)

42.8
"A
48.6
55.7
60.5
63.5
66.2
81.2
80.9
81.9
78.3

Lose

(3)

-29.8
-34.2
-32.5
.-30.6
-42.4
-45.3
-43.4
-42.7

-44.1
-40.2

Lim

Gain ~
(4)

7.8
9.2

11.7
14.0
16.6
16.8
21.5
30.1
33.0
34.4
35.1

E: Detail may not add to totals because of rounding.

ited

LOSS

15)

-23.5
-26.7
-30.4
-36.6
-43.5
-52.3
-49.6
-54.2
-54.6
-55.6
-51.8

income (less deficit) from rental real estate (-$28.6
billion); net income Oess deficit) from rentals other than
-real estate ($0.5 billion); and portfolio net income less
deficit ($24.5 billion, excluding net short-term and net
long-term capital gains and- losses), Portfolio income was
comprised of interest ($19.9 billion); dividends ($2.9
billion); royalties ($ 1.1 billion); and other portfolio
income ($0.6 billion). (Portfolio income, including
annuities, refers to investment-type income not realized in
the ordinary course of conducting a specific trade or
business.)

Industrial Profiles and Activities
During the period 1981-1991 there were only three
industrial divisions which exhibited major changes in the
mimber of partnerships. First, the number-cif partnerships
,in finance, insurance and real estate, as a percentage of all
partnerships, increased from-47 percent of the total for.
1981 to 53 percent for 1991; slightly over 70 percent of
this increase was in operators and lessors of buildings.
Second, the number of partnerships in wholesale and retail
trade dropped from 15 percent of the total for 1981 to I I
percent for 1991. This percentage remained at I I in the
post-TRA years. Third, the services division increased its
share ofpartnership returns from 18 percent for 1981 to
20 percent for 1985, and then gradually. decreased its
share during the following years to 17.,percent for 1991.
Each of the remaining industrial divisions included less
than 10 percent of the total returns for,each year during
the 198171991 period, and none, including oil and gas
extraction, showed any major shifts in industrial activity
during this period.

table 5 show's the changes in the number of partner'--
ships, number of partners, net income (less deficit), 'net
income (i.e., gains) and net deficit (i.e., losses) by' indus-~
trial division and selected industrial groups-for Tax Years
1985-199 1. For 199 1, the number of partnerships declined
3 percent from the previous year. This decline -was mostly
contained in three industrial groups: 49 percent in real
estate operators and lessors of buildings; 18 percent in
services; and 13 percent in wholesale and retail trade.
Agriculture, forestry and fishing; and transportation and
public utilities were the only industrial divisions to show
increases (2 percent and 4 percent, respectively). Manufac-
turing showed the largest decrease (15 percent); however,
this group only accounted for 2 percent of total partnership
returns for both 1990 and 199 i, and has never been a
major source of partnership activity.

Although the number of partners steadily increased
during the 1981-1989 period, the number dropped thereaf-
ter. An analysis of the more recent years shows that the
number of partners increased in seven-of the eight indus-

-trial-divisioTts-frorTt-1988-tci-1989;-however.-the~-ziumber-of-
industrial divisions for which there was an increase
Oropped.to, two for 1989 to 1990,

'
and then increased to

three for 1990 to 1991. During the period 1985 throu h_g
1991-

'
- the largest percentage decreases- m- number of

partners were for manufacturing and mining (principally.
for oil and gas services), 67, and 36 percent, respectively.
The largest percent increase (179 percent) in the number. of
partners was for transportation and public utilities.

For 199 1, the number ofpartners declined by 1,294,000,
or 8 percent compared to 1990. Most -of this decline was in
mining and finance, insurance and real estatei 734,000 and.
530,00.0, respectively. Within mining, oil . and gas services
declined by 755,000 partners. Ninety-one percent of the
decrease in finance, insurance and real estate from 1990 to
199.1,-was contained in three industrial groups: insurance
agents, brokers and services (50 percent); "other holding
and investment companies" (22 percent); and real estate
agents,_brokers and managers (19 percent). The number of
partners actually increased for three industrial divisions:
agriculture, forestry and fishing (10 percent); transporta-
tion and public utilities (3 percent); and services (3
percent).

For 199 1, partnership financial activity continued to be
dominated by limited partnerships in finance, insurance
.and real estate and general. partnershipsin services
(figures G and H). The finance, insurance and re

'
al estate

division accounted for 74 percent (202,000) of. all -limited
partnerships, 68 percent (7,674,000) of the partners in
limited partnerships and 82 percent (-$13.8 billion) of the
overall net deficit of limited partnerships. Within this
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Figure G

Selected Items, by Type of Partnership and Industrial Group, Tax Years 1990 and 1991
[Money amounts are in thousands of dollars]

Limited partnerships

Tax year, industrial group

1991

AN industries' .......................

Agriculture, forestry and fishing.....
Mining .......................................

Oil and gas extraction.................

Construction ...............................
Manufacturing .............................
Transportation and public utilities ....
Whollesale and retail trade .............
Finance, insurance and real estate..
Real estate................................

Operators and lessors of
buildings

Services .....................................

1990

AN indlustdoe. .......................
Agriculture, forestry and fishing.....
Mining .......................................
Oil and gas extraction .................

Construction ...............................
Manufacturing .............................
Transportation and public utilities ....
Wholesale and retail trade .............
Finance, insurance and real estate..
Real estate................................

Operators and lessors of
buildings .............................

Services .....................................

Number
of returns

11)
270,681

9,780
16,295
15,149

1,406
1,946
3,797

13,640
201,502
182,890

134,481
22,232

285,769
12,254
19,162
18,726
3,681
1,690
4,113

12,303
205,379
168,440

139,704
26,617

Number
of partners

(2)

11,265,537
219,931

1,198,240
1,162,041

28,003
126,"7
439,268

96,779
7,674,167
5,218,011

4,736,783
1,481,968

11,986,642
200,912

1,962,364
1,927,732

37,282
188,248
426,583
117,067

7,728,049
5,244,646

4,693,784
1,331,082

I Includes partnerships whose business activity could not be determined.

Not income
liess deficit)

P)
-16,702,278

.242,252
1,790,279
1,840,527
-312,608
-614,965

-2,177,849
378,997

-13,769,218
-22,224,989

-17,978,664
-1,754,293

-21,161,231
-33,760

2,760,336
2,837,506
-150,609
292,205

-1,834,462
117,164

.18,965,697
-26,260,425

-21,783,296
-3,340,855

Number
of returns

(4)

1,2","S
117,293

22,728
19,031
66,789
22,028
22,309

157,342
602,335
506,077

410,722
238,217

1,267,760
112,776

21,752
19,876
66,789
26,695
21,068

163,636
616,875
513,991

424,190
241,718

General partnerships

Number of
partners

(5)

4,535,511
331,784
216,247
197,487
123,689
48,710
79,874

351,056
2,642,348
1,883,482

Not income
(less deficit)

16)
38,108,885

1,981,930
-1,010,792
-1,201,381
1,806,380
1,519,294

746,509
2,249,053

982,822
-3,395,851

1,489,667
724,631

5,108,423
301,827
196,390
187,056
124,256
67,962
76,828

363,861
3,118,136
1,901,356

1,565,677
822,087

-619,368
29,790,360

37,770,771
1,700,697
-576,942
-823,136

2,058,426
873,733

1,717,524
2,492,697

-247,270
-5,333,304

-3,614,370
29,793,848

division, the real estate industrial group alone accounted
for 81 percent of the limited partnerships, 68 percent of
the partners in limited partnerships and a larger deficit
amount (-$22.2 billion) than that for the entire division
(-$13.8 billion). The services division accounted for 19
percent (238,000) of the general partnerships, 16 percent
(725,000) of the partners in general partnerships and 78
percent ($29.8 billion) of the total net income (less
deficit) of general partnerships. The services division was
driven by legal, and medical and health services, which
together, for 1991, reported $24.8 billion ($17.0 billion
and $7.8 billion, respectively), or 22 percent of the total
gains reported by partnerships.

During the 1985-1991 period, the number of industrial
divisions showing a profit, that is, a positive net income
(less deficit), increased substantially (Table 5). For 1985,
only four of the eight divisions showed an overall profit:

mining, construction, wholesale and retail trade and
services. By 1991, only two divisions did not show an
overall profit: transportation and public utilities and
finance, insurance and real estate. However, even these
two divisions evidenced an improved overall profit
picture from 1985 to 1991, but it was characterized by
declining losses, rather than increasing gains.

The slowdown in the economy is further evidenced by
the fact that, from 1989 to 1990, five of the eight indus-
trial divisions showed increased overall profits (net
income less deficit); only construction, manufacturing and
the services showed increased overall losses. However,
from 1990 to 1991, only two divisions (finance, insurance
and real estate and services) showed increased profits.

Total Assets and Total Rewipts
Table 2 presents balance sheet data by industrial group
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Figurt H

Partnership Net Income and Deficit, by Industrial Groupings, Tax Year 1991

Real estate,
operators, and

lessors of
buildings

(24%)

Real estate,
operators,and

lessors of
buildings

(44%)

Not Deficit

Construction I

(2%)

Manufacturing
(4%)

Transportation and
public utilities (4%)

-Oth-e-r finance-,
Insurance

and real estate
(18%)

Manufacturing
(4%)

Transportation and
public utilities

(7%)

Wholesale and retail trade
(2%)

I Includes "Nature of business not allocable," which Is not shown sepsirstely.
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and net income status for the two-thirds of all partnerships
required to report this information. (In general, partner-
ships with total receipts and total assets each less than
$250,000 were not required to report balance sheet
information on their tax returns.) For the 1981-1991
period, total assets experienced double-digit growth for 7
of the 11 years; however, they increased only 2 percent
from 1990 to 1991 (and less than 1 percent from 1989 to
1990). Since balance sheets reflect book values, the
slowdown in growth for the more recent years may reflect
the increased effect of "older" depreciable, more-costly-
to-replace, assets, further confirming the slowdown in
economic activity.

Figure I displays total assets and total receipts by
industrial division for 1991. The finance, insurance and
real estate division comprised 76 percent ($1.4 trillion) of
the total assets ($1.8 trillion), yet only 25 percent ($0.15
trillion) of the receipts. Its share of total assets remained
fairly constant (between 74 and 78 percent) during the
1981-1991 period. However, the services division, which
showed the second largest concentration of total assets (9
percent, $0.2 trillion), comprised the largest amount of
receipts (30 percent, $0.18 trillion).

For 1991 and other recent prior years, the largest asset
account was net depreciable assets which comprised 38
percent ($696 billion) of total assets. "Other investments"
(which includes land and buildings owned by real estate
operators and lessors of buildings, bank certificates and
common stock) and land were also significant asset
holdings for 1991 and other recent prior years.

Total receipts, for this article, is defined as the positive
income (negative amounts or losses are not included)
received by partnerships for the specific items listed
below [10]. For 1991, total receipts of partnerships
($611.0 billion) consisted of gross receipts or sales
("business receipts" in the statistics [$483.2 billion]);
ordinary income from other partnerships and from
fiduciaries ($5.4 billion); net farm profit ($2.8 billion); net
ordinary gain from sales of business property ($2.0
billion); other income from trade or business ($22.1
billion); net income from rental real estate activities
($20.2 billion); net income from other rental activities
($2.6 billion); portfolio interest income ($19.9 billion);
portfolio dividend income ($2.9 billion); portfolio royalty
income ($1. 1 billion); net short-term capital gain ($4.2
billion); net long-term capital gain ($10.6 billion); other
portfolio income ($0.7 billion); net gain from sales or
exchanges of property used in trade or business (Internal
Revenue Code section 1231) ($18.7 billion); and other
income except that from trade or business ($14.8 billion).

Real Estate Operators and Lessors of Buildings
and Rental Real Estate
Almost 68 percent of the partnerships classified in
finance, insurance and real estate were real estate opera-
tors and lessors of buildings, an industrial group
characterized by tax shelter activity in the years preceding
the 1986 tax reform. The number of partnerships in this
industry group declined 3 percent, from 564,000 for 1990,
to 545,000 for 199 1. While these partnerships accounted
for 36 percent of all partnerships for 1991, they reported
only 19 percent of total net income, but 44 percent of total
net deficit. Net income (less deficit) for this group had
been negative for many years, but improved 42 percent
for the period 1989-1991; from -$30.1 billion for 1989, to
-$25.4 billion for 1990, to -$18.6 billion for 1991. This
improvement in net income (less deficit) for real estate
operators and lessors of buildings is, perhaps, the single
most significant change in partnership data from 1989 to
1991 (Table 3).

The number of partnerships reporting rental real estate
income on Form 8825, Rental Real Estate Income and
Expenses ofa Partnership or an S Corporation, declined
3 percent, from 652,000 for 1990, to 634,000 for 199 1.
Real estate operators and lessors of buildings accounted
for 87 percent of the number for 1991; the remaining 13
percent represented other partnerships, with rental real
estate as a secondary activity. These latter partnerships
were classified in other industrial groups, based on their
primary business activity. While the number of partner-
ships with rental real estate income declined 3 percent for
1991, the rental net income (less deficit) they reported
improved (became more profitable) by nearly one-fifth
(from -$35.2 billion to -$28.6 billion), continuing the
trend that began after the 1986 tax reform. The increase
from 1990 to 1991 was entirely accounted for by real
estate operators and lessors of buildings (with rental real
estate as the primary activity). However, for those
partnerships with rental real estate income as a secondary
activity the reverse occurred; that is, rental net income
(less deficit) actually decreased (became less profitable).

Distributions to Partners
Distributions (or allocations) of partnership income (or
loss) to limited and general partners by industrial division
are presented in Table 4. For 1991, the total amount of
income (less loss) available for distribution (without
regard to deductions, which were separately allocated
among partners) was $68.6 billion. This was the sum of
partnership total net income (less deficit), ($21.4 billion);
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Figure I

Partnership Total Assets and Receipts, by Industrial Groupings, Tax Year 1991

Real estate,
operators, and

lessors of
buildings

(40%)

_. TotalAssets

88 il

Real estate,
-operators, and

lessors o
buildings

(14%) -

Total Receipts

Includes."Nature of business not allocable;" which Is not shown separately.
NOTE: Percentages may not add to total due to rounding.

Manufacturing (4%)
Yransportation and
public utilities (4%)

Transportation and
public utilities (7%)
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net short-term and long-term capital gains or losses ($2.9
billion and $6.8 billion, respectively); guaranteed pay-
ments to partners ($11.2 billion); net gain or loss from
asset sales under Code section 1231 (generally, business
real estate or depreciable business property) ($13.7
billion); and other reported income or loss ($12.7 billion).
(Only the net distributions were tabulated; therefore,
income distributions and loss allocations are not available
separately.)

With the exception of guaranteed payments to partners,
amounts distributed or allocated reflect the ownership
shares of partnership income (or loss) by various types of
partners. Guaranteed payments, which is one component
of total income distributed or allocated, are deducted in
the calculation of partnership net income or loss from a
trade or business. (Guaranteed payments to partners are
made for services provided by the partners, or for the use
of their capital, and are made without regard to the
partnership's net income or the amount the partners have
"at risk" in the business.)

Schedule K of the partnership return reports the
partners' share of the partnership's distributive income,
deductions and tax credits as totals for each item. These
totals are also reported by type of partner. The amounts by
type of partner were revised on the 1991 Schedule K to
include certain deductions separately allocated to partners,
in addition to the distributive shares of income or loss.
Those deductions ($22.4 billion, for 199 1) include
charitable contributions, Code section 179 expense
deductions (generally, the expensed cost of certain
depreciable business assets, limited to $10,000 per
partner), deductions from portfolio income, interest
expense on investment debts, total foreign taxes, certain
expenditures for which an election under Code section
59(e) (partner's distributive share of the partnership's
deductible expenses) applied and other deductions [ 11].
(These deduction items are included in Table 4.)

For 199 1, approximately $68.6 billion of total income
(less loss) was reduced by $22.4 billion of deductions,
resulting in a net amount of $46.2 billion available to be
allocated to partners. Of this amount, $38.8 billion, or 84
percent,was actually reported by type of partner. The
difference between the total amounts available for
allocation and the amounts reported by type of partner
was primarily due to partnerships that failed to report
allocations by type of partner on their returns as originally
filed.

As Table 4 shows, of the $38.8 billion of income in
excess of losses identified by type of partner, allocations
to individuals who were general partners were predomi-
nant in the following industrial divisions: agriculture,

forestry and fishing; construction; wholesale and retail
trade; finance, insurance and real estate; and services.
Allocations of net losses (i.e., losses in excess of income)
were predominant in the remaining industrial divisions:
mining (corporate general partners); and manufacturing
and transportation and public utilities (corporate limited
partners).

The real estate industry grouping accounted for 45
percent (7.1 million) of the partners and 39 percent (0.6
million) of the partnerships which reported distributable
or allocable income (less loss) on Schedule K. With the
exception of those that were individual general partners,
tax-exempt organizations and general nominees or other
partners not identifiable by type, allocations by type of
partner for the real estate group were predominately in the
form of overall net losses rather than of overall net
income. However, individual general partners stood out
for 1991 with gains from partnerships of over $2.5 billion.
Individual limited partners, a group which was targeted by
TRA, was still dominated by losses.

For 1991, most of the net distributions to individual
general partners ($27.3 billion) were reported by partner-
ships classified in the services division. Over half of this
amount, $15.3 billion, was reported by partnerships in the
legal services subgroup. Other significant amounts were
reported by medical and health services, $4.5 billion; and
accounting, auditing and bookkeeping services, $4.1
billion.

Padnemh1p and Mer Businew Returns
Partnerships and other business entities have varying
levels of influence on the different industrial groups.
Figure J shows the number and percentage ofreturns filed
by partnerships, nonfarm sole proprietorships, S Corpora-
tions and "other corporations" for each industrial division
[12]. An S Corporation has to have 35 or less sharehold-
ers (all of them either individuals, estates or trusts) and
cannot be a member of an "affiliated group" of compa-
nies. Generally, for tax purposes, the S Corporation's
income (loss) is passed through to the shareholders on a
pro-rata basis, in a manner somewhat similar to that used
for partnerships.

The number of partnership returns (1.5 million for
1991) filed annually is somewhat similar to those for S
Corporations (1.6 million for 1990) and "other corpora-
tions" (2.1 million for 1990), but is substantially less than
the number ofnonfarm sole proprietorship returns (15.1
million for 199 1). However, a comparison by legal form
shows that partnership returns account for large portions
of the total business returns in certain industrial groups.
Partnerships filed more returns for the mining division
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Number of Business Returns, by Industrial Division, 1990 and 1991
Partners 1 1991 sales proprivet hips, 1991 S Corporations, 1990 Other corporations, 1990

Industrial division Number of Number o Number of: Number of
returns Percent returns Percent returns Percent returns Percent

11) (2) (3) (4) (6) (6) (7) (8)
AD industrias .......................... 1,615,345 100.0

_
14,782,738 100.0 1,572,092 100.0 2,141,568 100.0

Agriculture, forestry and fishing ....... 127,073 8.4 362,740 2.5 64,971 3.5 71,452 3.3
Mining ........................................ 39,02.2 2.6 132,139 0.9 16,030 1.0 23,644 1.1
Construction ................................ 57,195 3.8 1,782,125 12.1 168,045 10.0 248,829 11.6
Manufacturing .............................. 23,974 1.6 379,903 2.6 113,289 7.2 188,380 8.8
Transportation and public utilities ..... 26,107 1.7 614,639 4.2 63,967 4.1 96,396 4.6
Wholesale and retail trade .............. 170,983 11.3 2,650,196 17.9 419,833 26.7 603,224 28.2
Finance, insurance and real estate ... 803,838 53.0 1,330,638 9.0 241,630 15.3 387,608 17;2
Services ...................................... 260,449 17.2 7,334,996 49.6 501,733 31.9 527,714 24.6
Nature of business not allocable ....... . 6,706 0.4 195,361 1.3 5,705 0.4 1 14,310

Excludes farming.
NOTE: Detail may not add to totals because of rounding.

than did either the S Corporation or "other corporation"
group; sole proprietors filed only slightly less than four
times as many returns-classified in mining as did partner-

- ships,-even-diough,-in-fact,-there-were-slightly-more-than-
ten times as many sole proprietorships as there were
partnerships.
. . For the finance, insurance and real estate division,
partnerships also filed more returns than did either S
Corporations or "other corporations," and nonfarm sole
proprietors filed only 60.6 percent more returns than did
partnerships.The majority of partnership retums,(53.0
percent) were classified in the finance, insurance and-real
estate industrial'division. By comparison, this division ,
comprised much smaller portions of total returns for the
other three groups: S corporations (15.3 percent); "other
corporations" (17.2 percent) and sole proprietorships (8.5
percent).

The predominant group for nonfarm sole proprietor-
ships, in terms of their numbers, was services (50.3
percent). The predominant groups for both S Corporations
and "other corporations" were the services and wholesale
and retail trade divisions, which, combined, accounted for
over half of the total number of returns in each group. For
partnerships, by comparison, the services and trade
divisions accounted for only 17.2 percent and 11.3
percent, respectively.

-Summary
Various economic conditions, including ~he economic
recession that began in 1990, and the changing real estate
market, as well as the Tax Reform Act of 1986, continued
to have a significant effect on partnership activity for
1991. Economic conditions, rather than the creation of
"tax.losses," increasingly dominated partnership activity.
This was evidenced, for 1991, by the largest increase (29

percent) in net income (less loss) in 3 years, caused mainly
by a decrease in net losses (8 percent). Real estate opera-
tors and lessors of buildings, the industry group usually

-considered-to-be-the-leader-"x-shelter-activity, was-
largely responsible for the decline in net losses; the net loss
for this industry group declined by almost 27 percent from
1990.

The number of partnerships declied for the third
straight year and the number ofpartners declined for the
second straight year. The decline in. the number of partner-
ships was driven by a decline in businesses that were real
estate operators and lessors ofbuildings. The decline in the
number of partners was driven by declines in both the
mining and finance, insurance and real estate divisions.

Most of the pre-TRA tax shelter activity occurred
through the use of limited partnerships. For 1991, the
number-of gain-generating limited partnerships increased
14 percent, while loss-generating limited partnerships
declined by 18 percent. If this patte~n continues, the
number of.gain-generating limited partnerships for 1992
will exceed the number of loss-generating partnerships for
the fast time in more than a decade.

For -199 1, of the $46.2 billion of partnership income (less
loss) available for distribution to partners, $38.8 billion
was identified on the partnership return by type of partner.
Individuals who were partners received $41.2 billion of the
overall net gains, while corporations and partnerships that
were partners received the overall net losses of $2.0 billion
and $5.2 billion, respectively.

Sample Selection
Tax Year 1991 statistics are estimates based'on a stratified
probability sample of almost 29,000 returns selected.from
a popul

'
ation of approximately 1.5 million partnerships.'

Tax Year 1991 covers returns processed by the Inteffial
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Revenue Service during Calendar Year 1992. All partner-
ships engaged in business in, or having income from
sources within, the United States were required to file a
Form 1065, U.S. Partnership Return ofIncome, to report
income or loss, deductions, tax credits and other tax-
related items generated by the partnership. The statistics
are only for active partnerships, which are defined as
those that reported any items of income or deduction
derived from a trade or business, or from rental or
portfolio income.

The sample was stratified into classes based on size of
total assets, receipts, net income (or deficit) and industry.
Returns were selected from these classes at various
probabilities ranging from 0. 12 percent to 100 percent,
and were weighted to represent the total population.
Approximately 2 percent (600 returns) of the returns
selected for this sample were not included in the tabula-
tions because they represented inactive partnerships or
because multiple returns had been filed by the same
partnership.

Because the data presented in this article are based on a
sample of returns, they are subject to sampling error. To
properly use the data presented, the magnitude of the
potential sampling error needs to be known; coefficients
of variation (CV's) are used to measure this magnitude.
Figure K presents the coefficients of variation for certain
money amounts and for selected industrial groups. The
smaller the coefficient of variation, the more reliable the
estimate is judged to be.

Explanation of Selected Tenns
Assets and Liabilities. -Balance sheet information had to
be filed, in general, only if the partnership had total
receipts and total assets of $250,000 or more. No attempt
was made to estimate the assets and liabilities of those not
required to file. Although efforts were made to overcome
the effects of nonuniform reporting, especially by firms
that used balance sheets of their own design instead of the
tax return balance sheet, certain anomalies were accepted,
e.g., when a negative amount was reported for an asset or
liability account.

Partners.-Partners can be individuals, corporations,
other partnerships or any other legal entity. Partners can
be classified as either general or limited. General partners
are those that assume liability for the partnership's debts
and losses. Limited partners are those whose liability in
the partnership does not exceed their investment in it, the
so-called amount "at-risk." By definition, a partnership
must have at least two partners, at least one of which must
be a general partner. A general partnership is composed
entirely of partners that are general partners. A limited

Figure K

Partnership Coefficients of Variation for Selected
Industrial Groups and Items,
Tax Year 1991

Coefficients of
variation

Industrial group Total Salaries
assets and wages

11) (2)

All Industrial divisions ........ 0.007

- -

0.008

Agriculture, forestry and
fishing ............................. 0.052 0.092

Mining ................................. 0.022 0.074
Construction .. ..................... 0.074
Manufacturing ...................... 0.010 0.019
Transportation and

public utilities ................... 0.016 0.026
nd retail trade ......Wholesale 0.017 0.023:

Finance, in urance
and real estate
(except operators
and lessors of
buildings) ......................... 0.017 0.028

Real estate
Operators and lessors

of buildings ................... 0.009 0.082
Services ............................... 0.011 0.011

~oefficients of
Item vanation-- continued

(3)

Number of partnerships.......... 0.006

Number of partners ............... 0.019

Receipts .............................. 0.004

Portfolio interest income ........ 0.014

Cost of sales and operations.. 0.005

Depreciation ......................... 0.009

Taxes paid ........................... 0.008

Net income .......................... 0.018

Not deficit........................... 0.010

partnership has at least one general partner and one or
more limited partners.

Partnerships.-A partnership is the relationship
between two or more persons (partners) who join to carry
on a trade or business, with each person contributing
money, property, labor or skill and each expecting to
share in the profits and losses. Every partnership that
engages in a trade or business or has income from sources
in the United States must file an annual information
return, Form 1065, U.S. Partnership Return of Income,
with the Internal Revenue Service, which shows the
partnership's taxable income or loss for the year. A
partnership must file even if its principal place of business
is outside the United States or all its members are nonresi-
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dent aliens. The partnership files a Schedule K- 1,.. ,
Partner's Share ofIncome, Credits and Deductions, etc.,
which reports each partner's share of the total * '.
partnership's business activity. The Schedule K- 1 data are
aggregated on the Schedule K (Form 1065), which is a
summary of distributions or allocations to partners. In
turn, the partners compute their own income tax liability
by adding together their share of the partnership's income
(loss) and deductions with income and deductions from
.other sources; however, in the case of partners who are
individuals, losses from partnership investments are
subject to a "passive loss" limitation. ,

Partnership Net Income (Less Deficit). - Through Tax
Year 1986, partnership net income (less deficit) represents
ordinary income Ooss) on page 1 of the Form 1065
partnership return. Beginning with Tax Year 1987
(because of tax law and form revisions), a similar net
income (less deficit) figure has been computed for
Statistics

'
of Income as the sum of. ordinary income or

loss from trade or business, portfolio income distributed
-dife-c-tly-fo-p-a-rffe-rs-(6x-clU-diiig-n-et-sKo-r-t--fe-n-n-and_l6_n-g--

term capital gains and losses), net income or loss from
rental real estate activities, and net income or loss from
other rental activities. The sum of these compopents is a
reliable nieas-ure of overall par'ther-ship lWofits 26d also
enables comparisons to be made with amounts of net
income (less deficit) reported for years prior to 1987.
Certain income and deduction items are distributed or
allocated directly to partners and are therefore excluded
from net income or deficit. The profit status of partner-
ships is determined as the sum of the gains or losses from
these four activities. Partnerships with a breakeven
between gains and losses are included with loss partner-
ships.
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Partnership data for 1991 include returns processed .,
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by IRS during Calendar Year 1992; corporation data
for 1990 include returns with accounting periods
which ended between July 1990 and June 1991; and
sole proprietorship data for 1991 include returns
processed by ERS during Calendar Year 1992. Sole

proprietorship statistics exclude farms. While each
partnership return is classified into a predominant
industry based on assets, each corporation is
classified on the basis of receipts and each sole
proprietorship on the basis of receipts.
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