individual Income Tax Returns:
Selected Characteristics

From the 1980 Taxpayer Usage Study

By Paul Grayson*

Since 1970 the Taxpayer Usage Study (TPUS) of the
Internal Revenue Service has provided, shortly after
the close of each filing pericd, early indications of
how taxpayers are using the current-year Form 1040 and
10408 Individual Income Tax Returns. In view of chan-
ges in the tax laws, redesign of the tax forms and
other factors, IRS officials have found this early
analysis of the characteristics of income tax returns
useful for a variety of planning purposes involving
processing workloads, forms design, taxpayer reporting
behavior, and the like. The study is based on a sam-
ple of about 7,500 Forms 1040 and 1040A filed between
January 1 and about May 1 esch year, The study report
is normally released during the summer, providing fre-
gquency information on return entries made by tax-
payers, and other key characteristies of the returns
filed.

THE SIGNATURE OF A PREPARER

Whether more or fewer taxpayers--and what kind--
engage the services of return preparers is significant
for a variety of reesons. From the IRS standpoint, a
preparer return is likely to be more expensive for IRS
to process than a self-prepsred one, as evidenced by
data presented here. From a broader perspective, the
incidence of preparer refurns can be viewed as a re-
flection of the complexity of the tax law and the tax
return. From the taxpayers' standpoint, their percep-
tions of the need to employ preparers result in addi-
tional costs to them in complying with the tax laws,
In zddition, one may view the return prepsrer as a
medium whose cooperation IRS can enlist to improve the
tax administrstion system. What, then, do we know
about preparer returns and their characteristics?

The Taxpayer Usage Study employs, as an indicator of
a "preparer return," the presence of an accepted sig-
nature on the line of the return for “Paid Preparer's
Use Only--Preparer's signature and date." Other re-
turns are designated "“self-preparem" {(Included in
this latter category are returns with a signature on
the line made by a family member or inadvertently by
the taxpayer. Also classed as "self-prepsrer” are re-
turns signed by identifiable unpaid preparers such as
IRS personnel.)

In terms cof specific forms filed for 1980, 52 per-
cent of Forms 1040 were signed by preparers as cppused
to 17 percent of Forms 1040A. The trend in average
usage of preparers over recent years is as follows:

Preparer Preparer

Tax returns Tax returns

year {Percent) year {Percent)
188C...... 38 19760000 47
1679...... 39 1975...... 46
1978..... . 39 1974...... 43
1977...... 52 1973...... 48

¥Dr. Graysoa is Chief of the Special Studies Sectiom.

The downward trend of the last four years is accentu-
ated by the drop in 1976-1977. Beginning with 1977,
the law has called for the signature of only paid pre-
parers. The 1976-1977 shift can undoubtedly be at-
tributed te the chenge in the reouirement: many unpaid
preparers, such as friepds and relstives, no longer
felt obligated to sign the returns they preparsd.
Tables 1 and 2 provide comperative "profiles" of
preparer and self-preparer returns filed during Janu-
ary through April of 1981, for Tax Year 1980. Eighty-
two percent of preparer returns were filed on Form
1040; only 46 percent of self-preparer returns were
1040's.  Preparer returns were more likely to have
entries for income tax liability, but less likely to
have refunds, than self-preparer. Preparer returns
were less likely to have the label, envelope and re-
turn that IRS provides in the mailing package--a con-
sistent TPUS finding over the course of several years.
Table 2 shows that certain attached forms and sched-
ules are more frequent among preparer returns than
among self-preparer, but that this does not hold for
all attachments. Schedule A, for example, accompanied
about one-half the 1040's filled oui by prepazers snd
sbout the same proportion of self preparer 1040's.
{The names of these schedyles may be found at the end
of this article.) Schedules C and E represent the
more common condition: each was relatively more fre-
guent among preparer than selfwpreparer Forms 1040.

Table l.--Percentage Frequency of Selected Items Among
Preparer and Self-Preparer Returns, Tax Year 1980

Individual returns
Item
All |Preparer Self-
. preparer
(1) (2} (3}
Form 1040....cvvuenevniunn.. . 59.3 81.8 45,5
Income tax liabilitV..vesseaa. 79.5 84.9 76.3
Refund...oovveenrens teerene 70.2 65.5 73.1
Presidential campaign fund
contribution.,eveveiarneanas 34.2 29.5 37.1
0fficial preaddressed label.. 59.3 56.1 61.3
Official IRS envelope........ 79.8 66,3 88.1
IRS mailed package return.... 58.1 30.9 4.7

NOTE: Of the 89,154,000 total returns, there wete
33,820,000 preparer and 55,333,000 self-preparer returns.
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Tabie 2.--Percentage Frequency of Selected Forms and
Schedules Among Preparer and Self-Preparer
Form 1040 Returns, Tax Year 1980

e
Form 1040 returns
All |Preparer Self-
prepared
(1) {2) (3}
Schedule: I
A iiiirasaai v e et eraana 51.7 51.9 51.3
Booaees eeaesieeas reena veana | 42,5 43,4 41.4
C.. e rreseriaeratcaarasnnn 15.5 19,5 11.2
1 eerarreras 12,1 14.6 9.3
Besvvrroronmnns ererasanan el | 2943 24,7 13.5
Frivnnerasncarensnnersanernans 4,2 5.7 2.5
Geverens ereaean earaeracaans 9.3 11.7 6.7
Form:

2106, ii s it e veeradaend 1001 9.8 10.2
. o 5.7 9.4 1.7
P . 8.¢ 7.9 8.1
3468 . e e e 6.5 10.2 2.3
4797 iiinnn. PN heeirens e 2.5 5.4 e
T3 L 8.8 * 8.7 8.8

lLess than 0.035 percent.

NOTE: Of the 52,841,000 total Form 1040 returns,
there were 27,673,000 preparer and 25,168,000 self-
preparer returns. See page 21.for identity of forms
and schedules.

When a form or schedule accompanies & self-preparer
1040, it is almost invariably a standard form designed
and printed by IRS5--99 percent of the tfime. Not so
with preparer returns, where more than one-fourth of
the attachments are of the preparer's design, or from
some other non-IRS source, The 1980 TPUS, in covering
18 types of attachments, each with at least 400,000
filed, found that preparer returns contributed over 20
million =attachments in & non-standard form. Self-
preparer returns, in contrast, contributed only abeut
700,000.

Thus, for several reasons, preparer returns are
likely to be more expensive for IRS to process than
self-preparer returns: the former are less likely to
have the official mailing label, they frequently have
more sttached forms and schedules, and their attach-
ments are less likely to be in a standard form.

As shown below, preparer returns for 19840, taken as
a group, had 8 median adjusted gross income (AGI) of
about $16&,500; the median for self-preparer returns
was $11,600. However, when this comparisen is made
within Form' 1040 and 1040A returns separately, the
difference between preparer and self-preparer returns
almost vanishes.

Median Adjusted Gross Income, Returns for Tax Year 1980

Return
Self-
AlL Preparer preparey
Total..ioneennnans - 813,000 $16,400 $11,600
Form 1040, . .eeuvnerens. 20,000 19,200 20,800
Form 1040A........¢000n . 7,500 7,500 7,500

The explanation of the apparent paradox is both the
generally higher AGI of 1040 returms and, as pre-
viously noted, the greater frequency of 1040 usage
among preparer returns,

The Table 3 data (portrayed in Figure 1) show, for
Form 10408, a mild tendency for the proportion of pre-
parer returns to decline in the higher AGI classes.
The line for Form 104G shows an even stronger tendency
to fall as AGI increases—-except in the highest class,
for $50,000 and over. For "All Returns," the 1ine
moves progressively upward with increasing size of
AGI, This is another version of the "psradox" of the
medians, and the explanation is essentislily the same.
Form 1040 filers generally use preparsrs more heavily
than 1040a filers; and, with increasing income, the
proportion of returns filed on Form 1040 increases at
the expense of the 1040A. Thus in computing the aver-
age percentage of all preparer returns, the (high)
percent of preparer returns among 1040's gets an
ever-increasing weight as AGI increases.

Table 3.~-Percent of Returns With Entry for Paid
Preparer’s Signature by Type of Return and by
Size of Adjusted Gross Income, Tax Year 1980

Return
Size of adjusted gross income

All Form Form

1040 10404

(L) (2 (3
Total.o.vuiiiiurinanaas . 37.9 52.4 16.9
Under $5,000,..c00vevinavansan 27.7 59.7 15.8
$5,000 under $10,000.......... 33.8 54.0 19.6
$10,000 under $15,000,........ 34.3 52.8 15.3
$15,000 under $20,000......... 41.4 53.9 16.8
520,000 under $30,000...... cee | 45.4 50.0 16.1
$30,000 under %50,000......... 47.8 48.8 *14..3

850,000 and over....... weersss | 55.3 55.3 @

*Estimate should be used with caution because of
small number of sample returns on which it is based.
Mo returns in sample.

Table 4 and Figure 2 show that the 1980 "Al] returns"
pattern was basically the same as the average for the
entire 1977-1980 pericd, i.e., higher income taxpayers
tended to use preparers more than did lower income
taxpayers, The 1975-1976 linme suggests that, pricr to
1977, taxpayers in the “middle income" leveis
{$15,000 to $30,000) tended to use preparers somewhat
less than thosz with incomes of $5,000 to $15,000.
The decline in indicated average usage appears concen-
trated in the income classes below $15,000.

I most of the indicated decline for 1976-1977 was
due to the nonsigning of returns by unpaid preparers
after 1976, it may be that unpaid preparers were--and
perhaps still are--relatively more important in the
lower income classes than in the higher ones.

THE WAGE AND TAX WITHHOLDING STATEMENT, FORM W-2

The Form W-2 is the moc. important of a small family
of forms dealing with tax withheld. It relates to
more taxpayers, covers more dollars of income, and
there are more of them than any other in the ™W"
group. (In 1981, ahout 150 million Forms W-2 were
filed with tax returns.) Per sqguare inch, the W-2
probably contains r.re information than any other tax



Figure 1
Percentage Frequency of Preparer Returns by Adjusted Gross income Class
by Type of Return, Tax Year 1980

Paid preparer returns as
percent of AGl class

All Returns

Forms 1040A

Data shown at representative
points for each AGI class.

Table &4.--Percent of Returns With Entry for Preparer Signature by Size of Adjusted Gross Income,
Tax Years 1969, 1975-1980

15

Size of adjusted gross income
Tax year Average $5,000 $10,000 $15,000 $20,000
$[15n%%r0 under under under under s;’: ’300
: $10,000 $15,000 $20,000 $30,000 anc over
(1) (2) (3 (&) 5 (6) 7)
i980... [ 37.9 27.7 33.8 34.3 41.4 45,4 49,2
1979... v taarae 39.3 28.8 35.1 39.0 43.3 46.0 52.9
1978... erriaans 39.3 27.7 35.4 39.1 44,6 49,0 54.6
1977... rereanas 42,4 32.7 38.8 45.0 48.2 51.6 55.1
1976... cobemannn 4£7.3 41.0 47.7 52.5 48.8 47.1 56.4
1975... . vane 45,5 40.1 46,0 47.7 4?.5J 56,9 58.5
- T
1969, .. Ceeraanas 52.9 46.0 59.6 55.5 55.5 74.8
ROTE: TFor 1977-1980: Returns read essentially, "Paid preparer’s signature"; for other years, simply

"Preparer's signature."
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Figure 2

Percentage Frequency of Preparer Returns by Adjusted Gross Income Class

Tax Years 1975-76 and 1977-80

J Preparer returns
1 as percent of AGIH class

1975—1976

19771980

Note:

Data are shown at representative points
for each AGH class. Returns for 1977—
1980 are for paid preparer returns.

form, It tells the taxpayer and IRS the amount of
wages paid by an employer subject to Federal ircome
tax and to socizl security tax (or "FICA"), the amount
withheld for each purpose and for State income tax,
and provides miscellaneous other information. In add-
ition, it is the only source of information in the
files of the tax system on such economic data as
single-earner versus two-earner married couples and
number of employers of workers in the course of a
year. Further, since the W-2 contains the emplover
identification number (EIN), it provides a link to tax
and ecoromic data on the employer in IRS's Business
Master File.

For Tax Year 1980, virtually every Form 1040A had at
least one W-2 attached, regardless of income class
(see Table 5). In contrast, about eight in every ten
Forms 1040 had ai least one W-2. The proportion of
1040's with W-2Z's within an income class, however, de-
pends ornt the level of income, rising from only about
one-half in the lowest AGI class to better than 90
percent in the higher classes (but falling to 87 per-
cent in the AGI class $50,000 and over)., Overall, 89
percent of individual income tax retuzrms had one. or
more attached W-2's.

Over the past 1l-year period, this proportion has
beert measured by TPUS seven times and has never been
found to be more than one percentage point above or
below 89 percent. At the start of this pericd, the

average number of W-2's per return filed was just shy
of 1.7; in the late 1970's it was close to 1.6 per
return,

Returns with

Average
Form #-2 Forms W-2
Tax_year (Percent) per return
19700 cuieinenns 89.5 1.68
1973, i ivivianan 90.0 1.69
1974.,..... 88.5 1.65
1975, i iiiiannns 88.4 1.59
1876, cvinnnnen. 88.6 t.57
1978.,........ 88.9 1.62
1980....... 88.9 n.a.

As might be expected, there are substantial dif-
ferences between jeint and nonjoint returns in W-2 re-
porting. Based on 1976 TPUS information, almost
three-fifths of nonjoint returns had cnly one attached
W-2, compared with only about one-third of the joint
returns (ses Table &). Conversely, almost another
third of the joint returns, but less than 20 percent
of nonjoint returns, had two W-2's. Table & also
shows that Forms 1040 and 1040A differ mainly with
respect to the zero and ome W-2 categories,



Table 5.--Percent of Returns With Form W-2 by Type of
Return and by Size of Adjusted Gross Income,
Tax Year 1980

Form Form
Size of adjusted gross income Al 1040 10404
returns returns | returns
ay | -(2) (3}
Total,..... versaesarna. 88.9 82.4 98.5
Under $5,000...c.c0eveenennnns 85.0 51.0 97.6
$5,000 under $10,000......... 84.2 63.4 8.8
$10,000 under $15,000........ 88.8 79.4 98.4
$15,000 under $20,000...... .e 91.3 87.1 99.7
$20,000 under $30,000........ 94.1 93.2 100.0
330,000 under $50,000........ 94,1 93.9 100.0
$50,000 and over......... .. 87.0 87.0 (&)

90 returns in sample.

Table 6.——Percentage Distribution of Returns by
Number of Attached Forms W-2 by Filing Status;
by Return Type, Tax Year 1976

17

Tables 7 and 8 focus on joint returns. In Table 7
we note, -for example, that about 17 percent of the
joint tax returns had no W-2 for the husband; about
one-half had no W-2 for the wife. We also note that
about 43 percent of the joint returns had two earners
reported (for 1970, the comparable figure was 41 per-
cent). Table 8, for jointly filed Forms 1040A, shows
the steady increase in the proportion of dual-earner
returns as income increases. In this case, dual-
sarner status is presumably a prime determinant of
higher income.

CARRYING OUT THE STUDY

In December of each year, instructions are sent to
all 10 Internal Revenue service centers {where all in-
caome tax returns are filed) to select a systematic
sample of 1/13,000th of &ll mail items received
between the following January 1 and June 30, (The
bhulk of the selection is made through the use of a
counting device on the automatic envelope opening
machires.) If the selected item contains a Faorm 1040
or ]040A, the entire contents are reproduced, inclug-
ing the envelope. If it does not include a 1040 or
10404, only page 1 of the contenis 1s reproduced. On
Friday, the accumulated weekly sample is express-mailed
to the IRS Statistics Division for Menday or Tuesday
delivery. Weekly reports on key items on Forms 1040
and 1B40A are issued by Thursday.

Filing status Type of Table 7.--Percentzge Distribution of Joint Returns by
Number of return Number of Forms W-2 for Husband by Number foxr Wife,
Forms W-2 Total Joi Non- | Form ] Form Tax Year 1976
Ot joine | 1040 | 10408 = . e
Number of Forms W-2
1 (2 3 4) (5) for husband
& ) ) ( Wumber of Forms W-2 Total
Total..eeo.r.. 100.0 [ 100.0 {100.0 }{100.0 {100.0 for wife o 1 2 or
more

e rninnrorennmsenns 11.8 11,8 11.81 i8.2 1.8

Livieninnnannes . 46.0 | 34.6 1 58.7(39.6 [ 58.7 {1} (2 (3 (4)

z, aresaerearriany 26.0 32,6 | 18.7126.7 ] 24.2

B it aa e . 10.4 12.9 7.7110.2} 10.4 Togal verenaas 100.0 17.4 60.3 22.3

bovenns Cireeeans 3.5 4.8 2.1 3.4 3.0

5 Or MOTE@...0vnnunns 2.2 3.4 o.91 2.0 2.0 Deveriennns e . 51.4 11.8 29.9 9.7

. 39.5 4.7 25.5 9.3
Average per return..| 1.537 L.77 | 1.3301 1,50 1.63
2 0T MOL@.vvurvvnnnnas 9.1 .9 5.9 3.3
Table §.--Percent of Jointly Filed Form 1040A Returns by Number of Spouses With Form W-2
and by Size of Adjusted Gross Income, Tax Year 1980
Size of adjusted gross income
Iten Total Under §5,000 $10,000 | §13,000 | ¢4 544
$5,000 under under undex a
’ $10,000 $15,000 $20,000 | #0¢over
(1) (2} &) (4) (5} (63
All joint Forms 1040A filed........ 100.0 100.0 100.0 100.0 1.00.0 100.0
At least one spouse indicated on Form(s)

W-Ziiiennunns o aere e . . 99.6 98.9 99.4 99.4 100.9 100.0
One spouse only. ... ieevesrsnanss 52.3 73.9 72.1 93.9 43.0 34,9
TWO SPOUSES.ev.satnesastrassansnss . 47.3 25.0 27.3 45,5 57.0 65,1

No Form W-2 attached..,.c snveravensanes . %0.4 *1,1 *0,6 *0.6 - -

*Estimate should be used with caution because of the small number of sample returns on which it is based,
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Uncorrected data--as entered on the tax return--are
manually abstracted to checksheets and later tran-
scribed into magnetic form; both operations are 100
percent verified. The magnetic data file is tested
and corrected toc eliminate processing error. The
major report is based on sampling through about May 1,
so that the large influx of tex returns filed arcund
April 15 can be covered. By the May 1 cutoff, the
TPUS sample consists of a total of about 7,500
current-year returns filed on Fozms 1040 and 10404,
(Prior-year returns are considered "out of scope.™)
Sample returns received between May 1 and June 30--
about 300 in number--zre separetely tabulated; these
will be later referred to as the "Late Sample." Re-
turns 1n the "regular" and late samples are per-
manently retained.

The designed sampling rate has been set at 1/13,000
to yield = sample of about 7,000. However, in most
recent years the average effective sampling rate has
exceeded the designated rate; in addition, the effec-
tive rate for 1040A's has exceeded that for the
1040's. Research to date on the responsible factors
has been inconclusive.

The estimation procedure is based on using the in-
verse of the effective sampling rates for Forms 1040
and 1040A weighted separately. For example, in 1981,
the official IRS count of Forms 1040 received by May 1
was 52,841,000, while the number of sample 1040's was
4,367, Thus the effective sampling rate for 1040's
was 1/12,100 and the weight assigned wes 12,100. For
Forms 1040A, the weight was 11,448.

Because the TPUS samples are unstratified, cata from
them are fundamentally of one kind--frequency of oc-
currence, generally presented both in absolute numbers
at the population level, and as percentage fre-
quencies. Items selected for tabulation predominantly
deal with the presence of line item entries and types
of attached forms and schedules.

LIMITATIONS OF TPUS

As previously indicated, the TPUS sample--the whole
TPUS program, in fact--was designed with a clearly
defined objective in mind: to provide "characteristic-
type" data and to provide them as early in the filing
year as possible. The sample is therefore small, has
a uniform designated sampling rate, and is not strati-
fied in the customary sense. (Frem one point of view,
the TPUS sample might be termed stratified by service
center and week of receipt of the tax return. While
more research might be dore in this area, the relative
efficiency of these strats with respect to reduclng
the sampling variability of most iftems is iikely 1o be
guite insignificant.)

The characteristics of the TPUS sample have been
important in a variety of ways. Because of the
sample's relatively small size and lack of strati-
fication, celculated sampling errors are larger than
those experienced in the much larger Statistics of ;n—
come sample of individual income tax returns--which
has rarged to 150,000 returns or mere in the recent
past--and is highly stratified to boot. IRS admini-
strators and others have, nevertheless, made extensive
use of the TPUS reports for characteristic-type data.

Information on sampling error assists in the inter-
pretation of TPUS results by enabling the user te set
confidence limits with known prcbability on the esti-
mates. From the illustration given below, if a char-
acteristic occurred on 50 percent of the approxi-
mately 50 million Forms 1040 in the Tax Year 1980 TPUS,
it had a relative sampling error, or coefficient of
variation (CV), of 1.6 percent. Now 1.6 percent of 50
is 0.8 percent; and 50 + 0.8 is 49.2 and 50.8. dne
can, therefore, have &8 percent confidence that the
percentage in the population is between 49.2 and 50.8
percent. For 95 percent confidence, one doubles the
CV to obtain the range, 48.4 to 51.6 percent.

Size of population {with
and without characteristic)--

Estimated s R
percentage Coefflc:l(.le):]tzczit';arlatlon
with
characteristic 20,000,000 | 50,000,000
1.5 19.9 12.5
10.0 7.4 4.7
50.0 2.5 1.6

The sampling error of dollar estimates derived from
an unstratified sample is = matter of much greater
concern, when high tax or income returns as well as
+low are being sampled at an across-the-board rate of
1/13,000, The original practice has therefore been
retained of not using TPUS to estimate dollar amounts,
except for very special and limited purposes.

The TPUS sample, by its very nature, is an Incom-
piete sample. Past experience indicates that the reg-
ular TPUS report has coversd about 95 percent of the
total individual returns filed esach year. TPUS counts
of returns with a given characteristic are bound to be
smaller than the count for the entire year. TPUS per-
centages may, or may not, differ from the population
for the year, depending cn whether the variable being
measured is present in the same proportion among re-
turns received before and after May 1. Items vary in
this respect, our analyses show (see the section on
the Late Sampie, below). Further experimentation with
ratio estimating techniques may lead to new approaches
to presenting the sample data, both with respect to
frequencies and doller amounts. (See, for example,
Peter Sailer and Noreen Hoffmeier: "Early Highlights
from 1980 Individual Incoms Tax Returns," SO0I Bulletin
1(2), Fall 1981, pp. 1-5.)

Rare items--or rare combinations of items--can be
measured by the TPUS sample, but only with nmuch im-
precisicn, as already suggested. For example, the co-
efficient of variation (CV) for an estimate of 200,000
returns approaches 25 percent. (At the current sam-
pling rate, an estimate of 200,000 is based on only 17
sample returns.) The CV's for smaller estimates are
even larger. A characteristic that occurred on only
10,000 tax returns in the population might well not
appear in the sample at all. TPUS reports, where nec-
essary, therefore may combine classes or may indicate
that the datum is either missing in the sample or pos-
sesses a sampling error too high for it to be con-
sidered reliable,

THE REPRESENTATIVENESS OF TPUS--A LOCK AT THE RECORD

Viewed against the background thus far indicated, it
is reasonable to ask, "How good are the TPUS sta-
tistics? How does the total TPUS system, with its
limitations, stack up against an accepted benchmark?".
The most useful benchmark, because of its wealth of
detail, is the annual series, Statistics of
Income-~Individual Income Tax Returns (SOIj.

The upper haif of Table S shows how the TPUS dis-
tributions for AGI in four recent years closely
tracked those of SO0I. The lower half shows the value
of "d," the reiative difference between the TPUS and
S0I estimates in each AGI class/year cell, as a per-
centage of the S0I estimate. The overall average for
24 cells (irrespective of sign) is 3.8 percent. (An
average coefficient of variation for the TRUS esti-
mated percentages is about 2.5 pezcent.}

In all four years, TPUS underestimated the per-
centage importance of the under $5,000 class and the
class of $30,000 and over. No valid reason for the
former phenomenon is apparent. The situation in the
high ircome class, however, is consistent with the
greater freguency of high income returns amcng returns
filed after May 1 than before that date (see section,
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Table 9.--Percentage Distribution of Tak Returns by Size of Adjusted Gross Income, Tax Years 1976-1979--Taxpayer

Usage Study and Statistics of Income Compared

Size of adjusted gross income
Total or
Tax year, source ase:agel Under $5,000 $10,000 $15,000 $20,000 $30,000
55,000 under under under under and Lve
: $10,000 $15,000 $20,000 $30,000 T
(1) (2} (3> (#) (5) (6) N
1976:
TPUS . . it is e entcvsaannn 10¢.0 27.0 23.9 17.9 13.7 12.4 5.1
B0l iiernraerancannanans 100.0 28.3 23.5 17.2 13.2 12.2 5.6
1977:
TPUS. s i vneienannnnaanens 100.0 26.3 22.9 16.5 13.4 14.0 7.0
5L 100.0 26.9 22.3 16.5 13.2 14.0 7.2
1878: 5
TPUS . . e e i i it iy 100.0 23.1 22.4 17.0 12.8 16.0 8.7
11 100.0 24,2 21.9 15.8 12.7 15.5 9.9
1979: 2
4 106.0 21.2 21.9 16.3 13.1 16.4 11.1
2 0 100.0 22.5 21.2 15.6 12.3 16.6 11.9
Percent difference? (d) in distribution percentage = 180 (TPUS-3S0I) / SOI
1976 ittt e i 4.0 4.6 1.7 4,1 3.4 i.6 -8.9
1977 i it cennnnsnenassanas 1.5 -2.2 2.7 0.9 1.5 g.0 2.8
1978, i it s 5.1 -4.5 2.3 7.6 0.8 3.2 -12.1
R 1 4.7 -5.8 3.3 4.5 6.5 -1.2 ~6.7
Averagel. .. ... ... ... e 3.8 4.3 2.5 4.0 3.0 1.5 7.6
laverape = |é | + n where ¢ is irrespective of sign.

Direction of change from previcus year in TPUS not the same as in SQI,

3Example: For 1976, Under $5,000:

below). while these high income late rsturns are sam-
pled for S0I, they are not sampled for the regular
TPUS report.

Whether an AGI class is gaining or losing in re-
lative importance from year %o year is indicated
almost as well by TPUS as by S0I., Thus TPUS shawed
the class below $5,000 with a drop of 0.7 percentage
point from 27.0 percent in 1976 to 26.3 in 1977. S0I
also showed & 1976/1977 decline. Out of 18 such
comparisons of the two sources for year-to-year
change, all but two (noted in the top half of the
table)} showed TPUS moving in the same direction as

100 (27.0 - 28.3)/28.3 =

-4.6 percent.

soi. (Comparison of the SOI preliminary deta for 1980
—-published in the preceding article--with the 1980
TPUS provides similar results in terms of levels and
direction of change.)

Amounts of change in the percentage importance of
the AGI classes can also be derived from the top half
of the table. In the previous example, a 0.7
percentage pcint drop was soted from 1976 to 1977 in
TPUS for the lowest income class. The total of such
changes over the four-ysar peripd for the two scurces,
by income class, is as follows:

Sum of percentage changes

Source $5,000 $10,000 $15,000 $20,000
g;ii% under under under under ii?ﬁgil
: $10,000 $15,000 $20,000 $30,000
(1) (2) (3) (4) (5} (6}
TPUS e e s e et tenesm s esscrnntnnsrearonsens -5.8 ~2.0 -1.6 ~0.6 4.0 6,0
B0 s vetcnsernrneccinoanonnay erereanan ~5.8 -2.3 -1,6 -0.9 4,4 6.3
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These are rather remarkable results, comparable to an
engineering structure that resists much higher
stresses than it was desigred to withstand., There are
limits, however, to the "strength® of the TPUS system,
and the primary ones must be borne in mind: the small
sample size and the concentration on the fizst four
months of receipts.

Both the strength and weakness of the totel TPUS
program are further revealed by a consideration of the
counts of certain characteristics published in the
TPUS repart. One of the major areas covered in each
report is the counts of Form 1040 returns with speci-
fied forms and schedules attached, Historically, TPUS
counts have fallen short of SO0I indications. (Since
S0I does mot count, for example, "returns with Sched-
ule A," the S0I count of "returns with itemized deduc-
tions" can be taken as the eguivalent.)

The accompanying table of Tax Year 1978 data (Table
10) supports the basic scundness of TPUS sampling and
processing, but alsc indicates the limitations placed
on the program by the need for a report based on an
early May cut-off. About 4 million returns, repre-
sented by about 300 late TPUS sample returns, are
filed in May and June. About one or two million more
returns are received in the rest of the year. Taking
Schedule A as an example, cone notes that the regular
TPUS reported 23.8 million returns with this schedule,
or 27.5 percent of all returns covered by the regular
sample. With the addition of the late sample, the
number of returns with Schedule A becomes 25.7 million
(compared with SOI's 25.8 million} and comprises 28.4
percent of the augmented population (compared with
SOI's 28.8 percent).

The data from the regular TPUS on the presence of
the Indicated schedules, in other words, is entirely
reasonable for the period covered by the repcrt. When
the regular TPUS counts and percentages =zre supple-
mented by late sample data, the combined results are
virtually on a par with SOI.

Comparing the Lete Sample to the Regular Sample

The late semple of returns filed during May and June
is characterized by somewhat higher adjusted gross
income .compared with the earlier returns filed. Table
11 indicates that incomes beslow $10,000 are less
common in the late sample, while incomes aver $5C,000
are more frequent.

Table 10 has already shown (see the second and
fourth columns) that the late sample, compared with
the regular sample, is much more prone to have
attached schedules such as Schedules A, C, D, and G.
Close to one-half of the late sample, for example, had
an attached Schedule A compared with only a bit more
than one~fourth of the regular sample.

Two features that further contrast late and regular
TPUS samples (sze Table 12) are the preponderance of
the Form 1040 and the greater frequency of the sig-
nature of pald preparers among the late sample re-
turns. Undoubtedly associated with these characteris-
tics are the significantly lower levels of usage in
the late sample of official IRS label, official en-
velope, and mailed package return. Requests for re-
fund, as might be expected, were only 76 percent as
frequent in the 1979 late sample as in the regular
sample, but entries for income tax occurred about
equally often in the two groups.

Returns received after April, then, are likely to be
more expensive per unit to process; they are more
likely to have attached schedules and thus be more
complex, to have higher income, and to be less likely
to be associated with the standardized forms, labels
and envelcpes that would simplify IRS processing.

Table 10.--Returns With Five Selected Schedules, Tax Year 1978--Taxpayer Usage Study and
Statistics of Income Compared

[Numbers of returns in millions]

TPUS
SO
Regular Late sample Combined
Schedule
Percent Percent Percent Percent
Number with Number with Jumber with Number with
schedules schedules schedules schedules
(1) (2) (3) (4) (5} (6) (7 (8)
Total returns.. 86.4 - 4.2 - 90.6 - 85.7 -
Schedule:
Acviiinenn. ereaa 23.8 27.6 1.9 45.8 25.7 28.4 25.8 28.8
Covniennanrennnns 7.5 8.7 1.3 30.9 8.8 9.7 8.2 9.1
5 7.4 8.6 0.9 21.0 8.3 9.2 8.6 9.6
Foriesninaannnnnas 2.6 3.0 0.2 4.8 2.8 3.1 2.9 3.0
[ .. v 3.5 4.0 0.6 15.3 4.1 4.6 4.5 5.0




Table 11,~-8ize of Adjusted Gross Income Percentage Distribution, Regular TPUS
versus Late Sample, Tax Year 1979
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Size of adjusted gross income
Source Total $5,000 | $10,000 | $15,000 | $20,000 $30,000
Under under d 3 d $50,000
$5,000 under under under under and over
$14,000 $15,000 $20,000 $30,000 550,000
(1) (2} (3) (4) (3 (6) {7 (8)

Lat@e v renneoaans 100.0 17.2 15.7 17.9 13.8 17.5 10.4 7.3
Regular,......... 100.0 21,2 21.% 16.3 13.1 16.4 9.2 2.0
Table 12.--Presence of Selected Characteristics, Regular TPUS versus Late Sample, Tax Year 1979

Percent of source with characteristic
gntry for--
Source Form Preparer Official Official Mailed Computer
L1040 signature IRS envelope package printed | Income Earned
label return tax Refund income
<credit
(1) (2) (3) (4) (5) (6} (7) (8) (%)
LAate. .o cnsrsonanss g8l.8 64.5 46.1 51.8 41.3 3.1 8l.1 55.0 5.9
Regular.....cvisvunenss 58.2 39.3 59.6 76.8 59.2 3.3 78.5 72.5 6.9
KOTE TO TABLE 2
IDENTITY OF LISTED SCHEDULES AND FORMS
Schedule Title Form Title
A Itemized Deductions 2106 Employee Business Expenses
B Interest and Dividend Income 2210 Underpayment of Estimated Tax by
C Profit or (lLoss) from Business or Individuals
Profession 2441 Credit for Child and Dependent Care
D Capital Gains and Losses Expenses
E Supplemental Income Schedule 3468 Computation of Investment Credit
F Farm Income and Expenses 4797 Supplemental Schedule of Gains and Losses
G Income Averaging 5695 Residential Energy Credit





