Partnership Employment and Payroll, 1979

By Nick Greenia”

The first available statistics on employment
and payroll for partnerships indicate that for
Tax Year 1979 only one third of all partnerships
accounted for all of the estimated $24 billion
in reported payroll. Partnerships with payroll
tended to be in trade and service industries
while partnerships without payroll were more
likely to be engaged in investment activities.
Partnerships with payroll generated almost 70
percent of total partnership receipts and total
deductions and nearly 60 percent of partnership
net income, but controlled less than 40 percent
of all partnership assets (Figure A).

STUDY ORIGINS

These new partnership employment and payroll
data are the result of a study recently com-
pleted by the Internal Revenue Service for the
Small Business Administration (SBA) as part of a
contractual agreement between the two agencies.
Eventually, this agreement is expected to
realize two more business employment and payroll
data sets for Tax Year 1979: one for corpora-
tions and one for sole proprietorships [1].
These data should prove useful in the continuing
development of SBA's Small Business Data Base
in fulfillment of its Congressional mandate to
evaluate public policy and economic trends as
they affect small businesses, without thereby
placing any additional data collection burden
on them [2].

BACKGROUND

Two relatively recent sets of circumstances
probably are responsible for the increasingly
evident role played by partnerships in invest-
ment activities. The first set of circumstances
is the energy crisis and accompanying inflation
of the early 1970's (most notably marked by the
OPEC 0il Embargo of 1973), the repercussions of
which have continued to some degree into the
present. As a result, certain energy resources
themselves have enjoyed a fairly steady appre-
ciation as assets, and the efficient management
of and exploration for them have received
tax-favored status as a result of legislation
passed to encourage energy production.

*Corporation Statistics Branch.

The second set of circumstances relates to
another resource, also in virtually fixed
supply, real estate. A combination of demo-
graphic and economic factors has caused the
appreciation of these assets. Increased foreign
investment in domestic real estate and the
increased number of two-income households,
occasioned by the rising labor force partici-
pation of women, have contributed to increases
in the price of real estate. Real estate has
more than kept pace with the rate of inflationm,
and this consideration together with certain
tax advantages continue to make it attractive
to investors. Among these tax advantages are
the provisions regarding depreciation deduc-
tions, conversion of ordinary income to capital
gains, and the use of "leverage" financing [3].

Thus, it is not especially surprising that two
resources in relatively fixed supply account for
much of the participation by partnerships in tax
sheltered investment activity, predominantly in
mining, finance, and real estate.

Partnerships as an Investment Entity

As a type of business entity, the partnership
affords compelling opportunities as an invest-
ment vehicle not found in either the corporation
or the sole proprietorship. Since the partners
and not the partnership are taxed on partnershi
income, the so-called 'double-taxation' o
corporate activity (by which the corporation is
taxed on its income and shareholders on their
dividend distributions) is avoided. This
flow-through aspect of partnerships becomes
increasingly wuseful for individuals in high
income tax brackets seeking ways of sheltering
income [4].

The partnership also provides an excellent
means for obtaining quantities of capital
sufficient to achieve economies of scale and
discount purchases not accessible to the
smaller and accordingly more restricted sole
proprietorship. In fact, the limited partner-
ship offers an ideal form to obtain infusions
of investment capital since, while one or more
general partners control and direct business
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Figure A

Percent of Selected Items For Partnerships
With and Partnerships Without Payroll
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operations, the 'limited" partners function gains and losses since, unlike the corporation,
much as shareholders in a corporation. While the partnership is not taxed on its income prior
their 1liability is limited to the amount of to distribution, Thus, additional partners can
their individual investments, they can share, be obtained to increase the "size" and also the

nevertheless, directly in the partnership's earning potential of the partnership itself.
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DATA ANALYSIS

Investment and Trade and Service Industries

Being primarily investment vehicles in which
almost all business activity is performed by the
participating partners, investment partnerships
would tend not to have payroll and employment,
or at least to have them in disproportionately
smaller amounts (especially limited partnerships
comprised of a general partner and many limited
partners acting solely as providers of invest-
ment capital). On the other hand, partnerships
engaged in the production of goods and services,
by their very nature, would require employees
and thus would report payroll and employment.
This assessment seems best illustrated by Tables
2 and 5 which show that over 80 percent of the
partners in partnerships without payroll were
engaged in mining, finance, and real estate--
industries with high rates of investment
activity. Nearly half the partners in partner-
ships with payroll conducted business in
wholesale trade, retail trade, and services.

Wholesale trade, retail trade, and services
accounted for approximately three quarters of
reported partnership employment (Figure B).
Although mining, finance, and real estate repre-
sented a third of partners in partnerships with
payroll, they accounted for a disproportionately
small amount of reported employment, only 10
percent [5].

Partnership Size

Many partnerships with payroll were relatively
small when examined by size of employment,
business receipts, and total assets (Figures C,
D, and E). Almost 60 percent of all partner-
ships reporting employment had fewer than 5
employees (Table 1). Over 90 percent of part-
nerships with payroll had less than $1 million
in business receipts and over 90 percent agailn
had less than $1 million in total assets [6].

Since two industry groups, retail trade and
services, accounted for more than half of all
partnerships with payroll but over 70 percent
of reported employment, these statistics are
not particularly remarkable. Indeed, they are
to be expected, given that many of these enter-
prises can be capitalized with relatively small
initial jnvestments. Another feature attracting
small businesses to these industries is that a
significant portion of employee remuneration in
eating, drinking, and lodging establishments
can consist of tips paid by customers and thus
not paid directly by the partnership. Employee
remineration paid directly by the partnership
can be fairly low for a variety of reasons as
discussed in '"Payroll per Employee' below.

Although 60 percent of all partnerships
reporting employment had fewer than S5 employees,

more than half of reported employment was in
partnerships with 20 or more employees. Three
quarters of the employees in these ''larger"
partnerships could be found in two major
industry groups, retail trade and services.
Eating, drinking, and 1lodging establishments
help provide an explanation, since while they
accounted for only 11 percent of reported
payroll, they represented 23 percent of reported
employment (Figure F). Because many of these
ventures run double and even triple shifts, it
1s quite possible that some of the 'larger"
partnerships are thus explained. Much of the
remainder would be accounted for by professional
partnerships in medical and health services;
legal services; and accounting, auditing, and
bookkeeping services.

Larger partnerships with payroll tended to be
few, but affected the distribution of both
employment and payroll by size of business
receipts, representing disproportionately large
amounts. Fewer than 10 percent of all partner-
ships with payroll had $1 million or more in
business receipts. These partnerships accounted
for some 20 percent of partners in partnerships
with payroll, but over 56 percent of payroll
and over 40 percent of reported employment,
most of which was in partnerships with 20 or
more employees.

Essentially four major industry groups
accounted for the lopsided relationship of the
payroll and employment data in this higher
employment stratum: (1) finance, insurance, and
real estate; (2) construction; (3) manufactur-
ing; and (4) transportation, communication,
utilities, and sanitary services. Unionization
was most likely a contributing factor for all
of these except finance, insurance, and real
estate.

Fewer than 10 percent of partnerships with
payroll had $1 million or more in total assets.
Although these partnerships represented a third
of reported employment, the percentage of
partners represented by these partnerships was
roughly comparable at 27 percent.

Other Financial Distinctions

Across each industry (except transportation,
communication, utilities, and sanitary services
[7]), partners in partnerships with payroll
controlled disproportionately high percentages
of total income, net income, and even total
assets. This relationship was pronounced for
mining, finance, and to a lesser degree real
estate, all areas with high concentrations of
investment and tax shelter activity. Although
less than 5 percent of the partners in mining
and finance were in partnerships with payroll,
they accounted for disproportionately 1large
percentages of total assets and total income,
some 30 percent and 40 percent, respectively.
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Figure B
1979 Partnerships With Payroll:
Percent of Partnerships, Employment and Payroll
By Industrial Division
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While total assets and total income per
partnership in each industry (except transport-
ation, communication, utilities, and sanitary
services) were higher for partnerships. with
payroll than for those without, the relation-
ships exhibited by mining, finance, and real
estate above are not particularly unusual.
Even investment partnerships would: require some
employees after they reached a certain size, if

only for purposes of support services and organ-
ization. Additionally, partnerships engaged in
actual mining production activity- would require
larger capitalization expend1tures per partner-

ship than those strictly in investment activi-

ties, and thus would tend to be larger  and
report payroll. This explanation would apply
somewhat to real estate as well, but addition-
ally at work for both mining and real estate is
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Figure C

Partnerships With Payroll: Percent of Partnerships,
Employment, & Payroll by Size of Business Recelpts
& Size of Total Assets

By Size of Business Receipts
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Figure D.--Number of Partnerships with Payroll by Size of Employment and Size .of Total Assets

——

Size of employment
Size of ,
" total assets Total None 1 under 5 under 10 under | 20 or
reported 5. 10 . 20 more
(1) (2) (3) (4) (5) (6)
. Total ......... SN cesesesss}393,216 121,562 160,409 59,989 29,735 21,521
$0 under $25,000 .........ivuennnnn 172,174 60,435 79,272 22,735 7,174 2,559
$25,000 under $100,000 ............ 96,193 24,835 42,319 18,234 6,971 3,835
$100,000 under $250,000 ........... 54,494 15,578 18,683 9,988 6,418 . 3,827
$250,000 under $500,000 ........... 27,603 8,583 8,436 3,367 4,029 3,187
$500,000 under $1,000,000 ......... 17,896 5,098 6,075 2,094 1,910 2,720
$1,000,000 wunder $5,000,000 ....... 21,176 6,214 5,221 3,139 2,663 3,938
$5,000,000 or MOT€ ...ooeew.. eeeees] 3,679 820 403 432 569 1,454
NOTE: Detail may not add to total because of roundlng

for a discussion of the '"None reported" category

‘See "Zero Enploynient" und'er‘LimitationS

Figure' E.--Number of Partnerships with Payrolli by Size of Employment and Size of Business Receipts

. i " Size of employment
Size of ‘ _

business receipts Total’ None 1 under 5 under 10 under | 20 or

Teported 5 10 20 more

() (2) (3) (4) (5) (6
Total ...cvviviinnenenneeninnenas|393,216 1. 121,562 160,409 59,989 ._29 735 21,521
$0 under $25,000 ........... eeeeses] 49,684 32,128 14,990 1,929 ‘ “229 406
-$25,000 under $100,000 ............]114, 324 42,703 59,749 9,994 1,571 307
$100,000 under $250,000 ...........J113,163 28,432 56,059 20,790 6,594 1,288
$250,000 under $500,000 ...........| 61,939 10,890 21,071 16,747 9,221 4,010
$500,000 under $1, 000 000 .........| 30,893 4,697 6,211 7,601 7,349 5,036.
$1, 000 ,000 under $S 000 000 ....... 20,353 2,454 2,158 2,752 4,575 8,413
$5,000,000 OF MOTE .ouvsn. s ieeans 2,860 258 171 174 197 2,060

NOTE: Detail may not add to total because of rounding. = See '"Zero Employment" under Limitations

for a discussion of the '"None reported" category.
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Figure F.--Employment and Payroll for Selected Business Activities in Retail Trade and Services

[Money amounts are in thousands of dollars]

S
Industry Employment Percent Payroll Percent
@9) (2) 3) (4)
All InduStTies ....eeveeevonncrcnsnnronnsnnns .12,498,340 100.0 23,678,837 100.0
Subtotal, selected industries ....... vesesrseres)1,156,401 46.3 9,695,344 40.9
Retail trade : |
Eating and drinking establishments ...........| 359,533 14.4 1,367,617 5.8
Services
Hotels and other lodging places .............. 223,352 8.9 1,308,440 5.5
Medical and health services ........ 211,484 8.5 1,797,963 7.6
Legal Services s.vvecivrennosesernoanannseaass| 218,919 8.8 3,007,396 12.7
Accounting, auditing, and
bookkeeping services ......cvv00ens cereeasans 143,113 5.7 2,213,928 9.3

probably the presence of corporate -partners,
and for real estate, also real estate investment
trusts (REIT's) acting as partners.

Partners in certain investment partnerships
(particularly real estate and mining) would
exploit the accelerated depreciation provisions
for their assets and claim correspondingly large
amounts of depreciation deductions, rTesulting
in some of the higher percentages of net losses
incurred by partnerships without payroll. On
the other hand, in partnerships with payroll
engaged in trade and service net losses would
tend to be explained less by tax deductions and
more by the vicissitudes of the economy.

Payroll per Employee

The amount of payroll per employee is fairly
constant until partnerships with 100 or more
employees are encountered, rising then from a
plateau of some $8,000 to $12,000 per employee
or an increase of roughly 50 percent. The rise
in payroll per employee is more noticeable as
both business receipts and total assets
increase, but the glimpse afforded by size of
employment indicates that more may be involved
than simply the increased ability to pay higher
wages permitted by higher partnership income
and assets.

At work for businesses with more employees in
certain industries (particularly for larger
partnerships in manufacturing, construction,
and transportation, communication, wutilities,
and sanitary services) is the increased likeli-
hood of unionization which may bid up the
average wage rate (Figure G). In addition, and
perhaps more fundamental, is the necessity for
more management personnel, whether in the form
of production working supervisors or in other
more removed strata and administrative services
of the management hierarchy, tending to increase
average reported payroll per employee.

\

Another factor at work may be the amount of
human capital actually required, as illustrated
by mining and manufacturing. Though both mining
and manufacturing are capital-intensive
industries, it is important to consider that
highly specialized workers employed in petroleum
mining probably represent larger investments of
human capital in terms of on-the-job-training,
formal education, and the like. It is surely
possible that a certain amount of the premium
commanded by mining might be attributable to
the short duration and harsh conditions of
employment, but just as surely, mining is not
unique among industries in this respect.

Figure G.--Payroll per Employee, by Industrial
Division .

Payroll per
Industrial division employee '
All industries ......ee0000eee....  $8,839

Agriculture, forestry,
and fishing .....ccevviieinnennnns, 8,817

Mining .....civiiiinirnnneciiaenes. 17,483
Construction ......cvtiviveveveneens, 11,236
Mamufacturing ......cievevenennennns 10,755
Transportation, communication,

utilities, and sanitary services .. 10,827

Wholesale trade .......ecvevennnnnns 9,947
Retail trade ....cecvevecocnscennnne 4,801

FIinance .....cvvevveeencecncencnnnns 22,198
INSUrance ....ceeveeeesecenceccnenes 10,715
Real estate ............ tessevseesss 8,278
ServiCes iiivevecrevictvesenscencnns 9,933

NOTE: Payroll of partnerships reporting zero
employment was excluded for purposes of this
computation. 'Wholesale and retail trade not
allocable" and 'Nature of business not
allocable" are not shown separately because of

the small number of sample returns on which
ey were based. They are, however, included

in the "All industries' camputation.
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For retail trade (particularly eating and
drinking establishments) dnd, to a lesser
degree, certain ‘businesses in' services, the
relatively low amount of human capital invest-
ment required, especially for job entry, helps
account for some of the lower reported payroll
per employee since a lower return would be
expected. Additionally, the fact that these
jobs require relatively 1less human capital
tends to funnel more of the pool of unskilled
workers towards them, thus increasing the
demand for these jobs and consequently acting
to keep wages down.

The lower human capital requirement also is
partially responsible for at least two other
factors helping to keep down wages in retail
trade--high turnover and the high incidence of
part-time and temporary employees. High turn-
over is influenced by the relative portability
of job skills and by the relatively low increase
in pay to be expected from a longer stay at the
same job. The less rigorous requirements for
job entrance, in conjunction with the variety
of working hours. and shifts available for these
jobs, often make them especially suitable for
temporary employees such as students and other
individuals seeking supplemental rather than

__primary_career._income._ Part-time—employees—are——
-also--attracted -by -these--job—features—and, for -~ -

obvious reasons, their participation also helps
to depress average reported payroll.

"True" remmneration per employee is probably

understated in eating and drinking and similar

service-type establishments due to the tendency
for substantial amounts of tip income to go
unreported [8]. True average compensation may
also be somewhat understated for agricultural
employees since  a substantial portion of their
total remuneration can consist of food and
shelter, both of which are not reportable for
purposes of Form 943 (Employer's Annual Tax
Return for Agricultural Employees).

Seasonality of business activity .also may
account for either understating- or overstating
of average employee payroll, depending on where
in the business year March 12. (the date as of
which employment is reported) -happens to fall.
Thus, for many construction partnerships annual
payroll per employee probably is overstated in
the sense that employment would be h1gher in
good weather months. ) .

SUMMARY

For Tax Year 1979, partnersh1ps with payroll
comprised only a thlrd of all partnershlps but
almost 60 percent of partnership net income.
Partnerships without payroll represented . some
70 percent. of partnership net loss, and were
heavily concentrated, probably as limited
partnerships, in 1ndustr1es experiencing high
rates of investment and tax shelter activity,
primarily real estate and finance. Partnerships

with payroll were heavily clustered in retail
trade and services, areas requiring relativeély
small cap1ta11zat10n cutlays - for busmess
start-ups and operations.

Although 60 percent of partnerships reporting

employment had fewer than 5 employees, more
than half of all employees worked “for partner-
ships with at least 20 employees. Retail trade
and services accounted for over 70 percent of
reported employment, much of it in partnershlps
with 20 or more employees.

Average employee payroll was fa1r1y constant
at approximately $8,000 for partnerships 'with
less than 100 employees, .for partnerships with
at least 100 employees,’ it” rose to $12,000.
This wage differential is‘ probably due ‘to
factors such as unionization and more layers of

-management personnel for :larger partnerships.

Average employee payroll varied more across
industries and ranged from $4,800 for retail
trade to $22,200 for finance. The variations
in average employee payroll by industry ‘can be
explained by factors such.as seasonality of
business . .activity, . unionization, . industry
profitability, the employee's human capital
investment,
nature- -of - certamv_)obs

METHODOLOGY S

Each of the business .employment and payroll
linkage studies undertaken by IRS Statistics of
Income (SOI) Division. for: the Small Business
Administration will add employment and payroll
to the financial data already available from
the ,IRS S0I business statistics series by
matching ‘SOI sample. files of: business  -income
tax returns by Employer Identification Number
(EIN) with the corresponding quarterly or annual
Employer s Tax Returns reporting Federal income
tax withheld and Social Security (FICA) -taxes.
For the Tax Year 1979 Partnership Linkage Study,
this operation entailed matching the Tax Year
1979 SOI sample file of 48,396 Form 1065 (U.S..
Partnership  Return of Income) records [9] with
the population of some 5 million Form 941
(Employer's Quarterly Federal Tax Return) and
Form 943 (Employer's Annual Tax Return for
Agricultural Employees) records’ perfected and
provided by the Bureau -of Census [10].

This study was designed to estimate data for
full-year partnership returns; “therefore, the
data differ from those for similar items in the

1979 Statistics of - Income partnership’ study as

illustrated in Figure H; and should be.qualified
accordingly (see "Part- Year and Other Excluded
Records'' under Limitations).

Because the EIN's an.-some. partnership records
may have been incorrect,
impute [11] for those records, which should. have
matched with Form 941 or Form 943 data_.but did
not. Accordingly,” three sets ,(_LOW,‘.,BE,ST, . and.

and the part-time and temmﬂ

it ‘'was nhecessary to
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Figure H.--Selected Items by Return Group as Percentages of 1979 Partnership Statistics of Income

(SOI) Totals

67

Selected return groups (in percent)

Total Other excluded
Item Full year! Part year cases
(1) (2) (3) (4
Partnerships ........ rbeseeenanas cesenenes ..« 100.0 91.5 6.2 2.3
Partners .o..eesseiccnsccsnvecsssasnns ceesnee .{100.0 91.2 6.3 2.5
Total assets ........... ceetesseaanenass evee..] 100.0 90.1 7.7 2.2
Total receipts .......... ceesessssacssesssssse 100.0 92,7 3.8 3.5
Proxy Payroll? .......iieveenenennecnnnnncanns 100.0 94.6 3.9 1.5

1Present study's wniverse.

2Proxy Payroll was the sum of ''Salaries and Wages' plus '"Cost of Labor" from Form 1065. See
"Payroll and Proxy Payroll" under Limitations for further discussion.

HIGH) of estimates were eventually produced;
those from the BEST set were used in this
report.

t

LIMITATIONS

Because the data presented in this article
are estimates based on a sample of returns,
they are subject to sampling error. To insure
proper use of the estimates, the magnitude of
the sampling error should be known.

The table Dbelow presents approximated
coefficients of -variation (CV's) for frequency
estimates. The approximate CV's shown here are
intended only as a general indication of the
reliability of the data. For numbers of

partnerships other than those below, the
corresponding CV's can be estimated by
interpolation.
Approximated
Estimated Number Coefficient

of Returns of Variation
940,000 .02
150,000 .05
37,000 .10
9,400 .20
4,200 .30
1,500 .50

The reliability of estimates based on samples
and the use of CV's for evaluating the precision
of sample estimates are discussed in the

Appendix.

Part-Year and Other Excluded Records

Part-year partnership records (those with
less than a full accounting year) and other
excluded records (certain prior year records

and records sharing the same EIN and accounting
period) were omitted from the present tabula-
tions. Part year records may have been new or
final returns whose matches with Form 941 or
Form 943 data would not have been consistent
with the rest of "~ the population--especially
since employment is reported only as of the
first quarter. Other excluded records might
have adversely affected the data by effecting
multiple matches with Form 941 and Form 943
data or by matching to Form 941 or Form 943
data not representative of the Form 1065's
accounting period. This 1limitation of the
present results means that the estimates in
this article are based on just over 90 percent
of the population of 1979 partnership returns.
They represent, however, partnerships containing
nearly 95 percent of payroll as reported on
Form 1065 (see '"Payroll and Proxy Payroll"
below for more discussion of this item).

Payroll and Proxy Payroll

Although the ratio of Form 1065 Proxy Payroll
(Salaries and Wages plus Cost of Labor) to Form
941 and Form 943 Payroll suggested a virtual
identity (98.9 percent) for all partnerships
with payroll, there was some variation in this
comparison across size of employment by
industry, size of business receipts, and size
of total assets. It is possible that the
presence of false matches yet within the file
might account for certain of these deviations.
Nevertheless, it is more likely that they are
due to (a) differences between the time period
of the partnership's accounting period as
reported on Form 1065 and the time period of
the Calendar Year quarterly Form 941 or
Calendar Year annual Form 943 representing its
payroll and employment data and (b) the
"burying'" of some Proxy Payroll data in other
deduction items on Form 1065.
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Zero Employment [2] For further information on the Small
Business Data Base see Kirchhoff, Bruce A.

In addition to the 795,350 partnership Forms and Hirschberg, David A., '"Small Business
1065 not matching Forms 941 and Forms 943 and Data Base: Progress and Potential," 1961
thus reporting neither payroll nor employment, Proceedings: American Statistical Associa-
over 30 percent of the 393,216 Forms 1065 that tion, Section on Survey Research Methods;
did match Forms 941 and Forms 943 reported zero Hirschberg, David A. and Phillips, Bruce,
employment (Figure 1). In spite of their "Using Financial Statement Data to Evaluate
numbers, these records nevertheless accounted the Status of Small Business,'" 1982 Pro-
for only some 7 percent of reported payroll. ceedings: American Statistical Associa-

tion, Section on Survey Research Methods,
and Rose, Paul and Taylor, Linda, ''Size of

-

Figure I.--Partnerships With and Without Employment in Statistics of Income: A New
Employment Classifier," 1982 Proceedings: American
- Statistical Association, Section on Survey
' ' Number of Research Methods.
Catego Partnerships : o
=ALegony [3] For a more definitive treatment of tax
TOLAl tevevrrnnrrenneoncnreannneenns 1,188,566 shelter partnerships see Joint Committee on
Not Matching Form 941 Internal Revenue Taxation (Staff), Propo-
or Form 943 ........cicvivneinnns 795,350 sals Relating to Tax Shelters and Other
' . . : Tax-Motivated Transactions, JCS-5-84,
Matching Form 941 or Also see Piet, Patrick, ''Partnership
. Form 943 .....ciivvuens creevessaa 393,216 Returns for 1981 Reflect Tax Shelter Acti-
Reporting employment .......... 271,654 vity," Statistics - of Income Bulletin,
Not reporting employment ...... 121,562 Winter 1983-84.

[4] "The use "of tax-shelter investments by

___The_deletion.of Employment-in Form-943-records—

(due —to- -its —unreliability) by ~Census—accounts = 1y widespread through the 1970's. In 1979
for the high proportion of zero employment 39 percent of taxpayers with over $200,000
represented by agriculture, forestry, and of adjusted gross income (AGI), before
fishing, but for other industries the following partnership loss, reported net partnership
are considered as possible explanations: (a) losses, which reduced federal income tax
seasonality of business activity, (b) high liability by 10.7 percent in this income
birth and death rates experienced by partner- class. Considering just those taxpayers
ships as a whole (particularly those established in the top income bracket reporting
purely for tax purposes) predictably resulting partnership loss, these losses reduced
in high numbers of no first quarter Forms 941 their tax liability by an average 25.2
(the only quarter for which employment was percent. On the other hand, only 0.1
required to be reported), and (c) the reporting ercent of taxpayers with pre-loss AGI of

10,000 - $20,000 reported net partnership
loss, and this loss reduced tax liability
by only 0.2 percent in their income

requirement itself, which asked for Employment
only as of the pay period containing March 12.

NOTES AND REFERENCES class....

[1] A more comprehensive treatment of small These ‘data overestimate tax shelter
business employment and payroll will be partnerships to the extent - that net
forthcoming from David A. Hirschberg and partnership losses are due to adverse
Bruce Phillips (both of whose review of economic circumstances as opposed to tax
this article was much appreciated) of SBA deductions.... However, net partnership
at the conclusion of the Tax Year 1979 loss data underestimate tax deductions to
corporation and sole proprietorship the extent that losses from one partnership
studies. These two studies should be offset = profits from another." Joint
. completed by the end of 1984; preliminary Comittee on Internal Revenue Taxation
tabulations of sole proprietorship employ- (Staff), Proposals Relating to Tax
ment and payroll data are anticipated by Shelters and Other Tax-Motivated
" early summer of 1984, The employment and Transactions, JCS-5-84, page 9.
payroll studies will be repeated for all
three types of business entity for Tax [5] Almost one third (30.9 percent) of the
Year 1982 to coincide with the Economic 393,216 partnerships with payroll did not
Censuses and thereafter annually for report  employment. Partnerships with
corporations and every five years for payroll were defined as those whose Form

partnerships and sole proprietorships. 1065 matched on Employer Identification

—higher bracket taxpayers became_increasing-. .
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[7]

[8]
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Number (EIN) with a Form 941 or Form 943

containing payroll or employment for
Calendar Year 1978, 1979, or 1980. See
Methodology and also '"Zero Employment'"

under Limitations for further discussion.

Tabulations of income statement, payroll,
and employment data cross-classified by
size of employment, business receipts, and
total assets are available on a reimburs-
able basis. These may be obtained by
writing to Director, Statistics of Income
Division, D:R:S, Internal Revenue Service,
1111 Constitution Avenue, N.W., Washington,
DC 20224.

Tax shelter partnerships without payroll
engaged in the leasing of airplanes may

provide a partial explanation for this
exception, since the large companies
engaged in actual business activity for
these industries most 1likely would be
corporations.

See Pearl, Robert B. and McCrohan, Kevin
F., "Estimates of Tip Income in Eating

Places, 1982," Statistics of  Income

Bulletin, Winter 1983-84.

(9l

[10]

f111]

For a more detailed accommt of this
sampling  scheme, see Statistics  of
Income--1979, Partnership Returns.

Internal Revenue Service initially
processed Forms 941 and Forms 943 and
provided the Census Bureau with extracts

of selected data, as authorized by
Internal Revenue Code section 6103.
Census ''perfected" these data for their

own purposes and later supplied Statistics.
of Income Division with ‘'perfected"
employment and payroll data for 1978-1980.

For a more complete description of the
imputation process, including its assump-
tions, see Greenia, Nick, Processing and
Imputation Methodology, November 1983,
(unpublished), available upon request by
writing to Director, Statistics of Income
Division, D:R:S, Internal Revenue Service,
1111 Constitution Avenue, N.W., Washington,
DC  20224.
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