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The Rise of Pass-through Businesses 



  
 
 

Following the Money: 
 

1. Link businesses to their owners. 
 

2. Determine the tax paid for each business’s activity. 
 

To Whose Benefit: 
 

1. Pass-through business income is especially concentrated. 
 

2. Average federal income tax rate on pass-throughs is 19%. 
 

ROADMAP 

 



Partnerships file a business income tax return… 



…which lists allocations only by partner type… 



…but are reflected in K-1s (issued per partner) 



  
 
 
Data Challenge: Owners can be one of many entity types, and different 
kinds of returns are processed by different systems.  
 
 
 
Our Procedure: link K-1’s to partnership returns by merging on the 
Document Locator Number (DLN).  

 
 We link 25.5 million K-1s to the 3.6 million partnerships 

• Match 97.7% of partnerships to a K-1 
• Match 98% of aggregate ordinary business income 
 

 
 
 

 
 

Linking Partnerships to Partners 



  
 
 

 
 
 

 
 



  
 
 
Partnerships can be owned by other partnerships 

 
Not problematic for sector-wide analyses 

 
Problematic for industry breakdowns and possibly audits 

 
 
 
 

 
 

Partnerships with Partnership Partners 



  
 
 
Partnerships can be owned by other partnerships 

 
Not problematic for sector-wide analyses 

 
Problematic for industry breakdowns and possibly audits 

 
 
 
 

 
 

Partnerships with Partnership Partners 
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Partnerships can be owned by other partnerships 

 
Not problematic for sector-wide analyses 

 
Problematic for industry breakdowns and possibly audits 

 
 
 
 

 
 

Partnerships with Partnership Partners 
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Partnerships can be owned by other partnerships 

 
Not problematic for sector-wide analyses 

 
Problematic for industry breakdowns and possibly audits 

 
Use recursive algorithm to trace income through tiers until only 
‘nontransparent’ partnerships remain 

 
 
 
 

 
 

Partnerships with Partnership Partners 



  
S-Corporations:  
 Owners must not be other business entities 
 Each owner receives pro-rata share of income 
 Link 1120-S K-1s to Shareholder’s Form 1040 

• We match 7.2 million K-1s from the 4.5 million S-corporations to 4.8 
million individuals 

 
Sole Proprietorships: 
 Income reported directly on Form 1040 

 
C-Corporations:  
 Owners are not identifiable  
 Use dividend income from Form 1040 link K-1’s to partnership returns 

by merging on the Document Locator Number (DLN).  
 

Linking Other Business Types to Their Owners 



  
 
 

 
 
 

 
 



  
 
 

 
 
 

 
 



  
 
 

 
 
 

 
 



  
 
 

 
 
 

 
 



  
 
 
 
 

 

Average Tax Rate by Entity Type 



  
 
 
 
 

 

Average Tax Rates on Partnership Income 



  
 
 

Following the Money: 
 

1. Link businesses to their owners. 
 

2. Determine the tax paid for each business’s activity. 
 

To Whose Benefit: 
 

1. Who receives pass-through business income? 
 

2. Average federal income tax rate on pass-throughs is 19%. 
 

3. 30% of income earned by partnerships cannot be unambiguously 
traced to an identifiable, ultimate owner. 

 

ROADMAP 

 



The Top 1% Income Share 
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Pass-through Income and the 1% Income Share 



  
 
 
 
 

 

Partnership Income Type by Partner Type 



Pass-through Income and the 1% Income Share 



Pass-through Income and the 1% Income Share 



Business Participation by AGI Percentile 



Business Participation by AGI Percentile 



Business Participation by AGI Percentile 



  
 
 
 
 

 

Partnership Income Type by Partner Type 



  
 
 
 
 

 

Partnership Income Type by Partner Type 



  
 
 
 
 

 

Partnership Income Type by Partner Type 



  
In many cases, we can not directly link the business activity 
of partnership to the ultimate owner. 

 
20% of income earned by unclassifiable partners 
 We can not match 2.4 million K-1s to a tax return for the partner 
 Use income type allocations to “guess” applicable rate 

 
 
Not all partnership income can be uniquely linked to an 
originating partnership 
 22,417 partnerships lack definitive linkages between firm and all owners  
 They account for approximately $100 billion in income  
 The average tax rate on this income is 8.8%.  

 
 
 
 

 
 

Partnership Ownership is Opaque 



  
 

 
1. The Rise of Pass-throughs: U.S. business activity is migrating from 

corporations to pass-throughs. 
 

2. Who Owns Partnerships? 
 About half of partnership income taxed on individual returns. 
 At least 15% to foreign or tax exempt entities with little tax. 
 At least 10% to C-corporations. 
 Remaining ownership is opaque. 

 
3. How Much Tax Do They Pay? 

 In 2011 the average tax rate on pass-through income was 
19%. 
 

4. Implication: The rise of pass-throughs has lowered the average tax 
rate on business income and as a result tax receipts are lower than 
they would otherwise be. 

 

Conclusion 



 


	Slide Number 1
	Slide Number 2
	Slide Number 3
	Slide Number 4
	Slide Number 5
	Slide Number 6
	Slide Number 7
	Slide Number 8
	Slide Number 9
	Slide Number 10
	Slide Number 11
	Slide Number 12
	Slide Number 13
	Slide Number 14
	Slide Number 15
	Slide Number 16
	Slide Number 17
	Slide Number 18
	Slide Number 19
	Slide Number 20
	Slide Number 21
	Slide Number 22
	Slide Number 23
	Slide Number 24
	Slide Number 25
	Slide Number 26
	Slide Number 27
	Slide Number 28
	Slide Number 29
	Slide Number 30
	Slide Number 31
	Slide Number 32
	Slide Number 33
	Slide Number 34
	Slide Number 35
	Gains and Losses by Tax Rate
	Slide Number 37
	Slide Number 38
	Slide Number 39
	Slide Number 40
	Slide Number 41
	Slide Number 42



