























































































































Figure 3: Examples of Simple Partnership Structures

Panel A: Two Partners Panel B: Four Partners

Panel C: Eight Partners Legend

A Partnership (1065)
Estates and Trusts (1041)

@ S Corporation (1120-S)

C Corporation (1120)
@ Individual (1040)

» Ownership: Arrow indicates owner

Notes: This figure illustrates partnership organization structures and depicts the relationship between the partnership
and its partners. All panels show a simple partnership organization, which is a group composed of one partnership entity
owned directly by individuals. Panel A presents a simple partnership organization with two owners; Panel B (C) present
an organization with four (eight) partners. Red triangles denote the partnership entity; purple circles denote individual
partners; the arrow indicates ownership and points to the direct partner owner. The purple nodes are sized based on the
proportion of the organization’s total income reported to each partner.

39



Figure 4: Examples of Complex Partnership Structures

Panel A: Multiple Partnerships

Panel B: Multiple Entity Types

Legend

A Partnership (1065)
Estates and Trusts (1041)

@ S Corporation (1120-S)

C Corporation (1120)
@ Individual (1040)

- Ownership: Arrow indicates owner

Notes: This figure illustrates partnership organization structures and depicts the relationship between the partnership and
its partners. Both panels show a complex partnership organization, which is an organization (i) composed of multiple
partnerships and/or (ii) directly owned by partners who are not individuals. Panel A presents a complex partnership
organization composed of multiple partnerships with four distinct individual owners; Panel B presents an organization
with one partnership organization directly owned by three individual owners and one S corporation. Red triangles denote
the partnership entity; orange pentagons indicate estates and trusts; green diamonds indicate S corporations; blue squares
indicate C corporations; and purple circles denote individual partners. The arrow indicates ownership and points to the
direct partner owner. The purple nodes are sized based on the proportion of the organization’s total income reported to
each partner.
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Figure 5: Complex Partnership Structures with Contrasting Degrees of Separation

Panel A: Two DoS Panel B: Three DoS
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Individual (1040)
/ Ownership: Arrow indicates owner
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Notes: This figure illustrates partnership organization structures and depicts the relationship between the partnership
and its partners, comparing organizations with differing Degrees of Separation. The panels show complex partnership
organizations, which are groups (i) composed of multiple partnerships and/or (ii) directly owned by partners who are
not individuals. Panel A presents a complex partnership organization with two degrees of separation; Panel B (C) denotes
three (four) degrees of separation. Red triangles denote the partnership entity; orange pentagons indicate estates and
trusts; green diamonds indicate S corporations; blue squares indicate C corporations; and purple circles denote individual
partners. The arrow indicates ownership and points to the direct partner owner. The purple nodes are sized based on the
proportion of the organization’s total income reported to each partner.
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Figure 6: Complex Partnership Structures Comparing Degrees of Separation

Panel A: Two DoS Panel B: Five DoS
o o [
@
[
° A/
Panel C: Two DoS Panel D: Five DoS

Notes: This figure illustrates partnership organization structures, comparing organizations with differing numbers of
partnerships and degrees of separation. The panels show complex partnership organizations, which are groups (i)
composed of multiple partnerships and/or (ii) directly owned by partners who are not individuals. Panels A and B present
organizations with six partnerships; Panels C and D present organizations with nine partnerships. Panels A and C (B
and D) show organizations with two (five) degrees of separation. Red triangles denote the partnership entity; orange
pentagons indicate estates and trusts; green diamonds indicate S corporations; blue squares indicate C corporations; and
purple circles denote individual partners. The arrow indicates ownership and points to the direct partner owner. The
purple nodes are sized based on the proportion of the organization’s total income reported to each partner.
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Figure 7: Examples of Complex Partnership Structures with 17 Partnerships

Panel A: Two DoS

Panel B: Six DoS

Notes: This figure illustrates partnership organization structures and depicts the relationship between the partnership and
its partners. Both panels show a complex partnership organization, which is an organization (i) composed of multiple
partnerships and/or (ii) directly owned by partners who are not individuals. Panel A presents a complex partnership
organization composed of 17 partnerships with two Degrees of Separation ("DoS"); Panel B presents an organization
composed of 17 partnerships with six Degrees of Separation ("DoS"). Red triangles denote the partnership entity; orange
pentagons indicate estates and trusts; green diamonds indicate S corporations; blue squares indicate C corporations; and
purple circles denote individual partners. The arrow indicates ownership and points to the direct partner owner. The
purple nodes are sized based on the proportion of the organization’s total income reported to each partner.
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Figure 8: Industry Composition: Full Population
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Notes: This figure presents the industry composition for the full sample of partnership organizations from 2013-2015
with sufficient data from the IRS for estimation. Industry is defined by two-digit NAICS codes. The ’other’ category
includes partnerships whose NAICS codes were listed as zero. We separately identify our sample by simple and complex
partnerships. Simple partnerships (solid blue) are single partnerships wholly owned by individuals; complex partnerships
(hatched orange) include all other structures.
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Figure 9: Industry Composition: Audited Population
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Notes: This figure presents the industry composition for the audited sample of partnership organizations from 2013-2015
with sufficient data from the IRS for estimation. Industry is defined by two-digit NAICS codes. The ’other’ category
includes partnerships whose NAICS codes were listed as zero. The figure graphs industry rate in the population and
industry audit rate. Industries are represented by hatched blue circles, and the size is representative of the audit success
rate. The average success rate across industries is 50 percent. A larger point indicates a higher percentage of audits led
to a positive audit adjustment. The dashed orange line represents points at which the population rate and audit rate are
equal. Industries above (below) the line are over (under) audited relative to their rate in the full population. For ease of
scalability, the real estate industry is not included in the figure. Real estate industry rate in the population is 47 percent,
the audit rate is 19 percent, and the success rate is approximately average at 50 percent.
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Figure 10: Audit Selection Across Complexity
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Notes: This figure present the proportion of partnerships within seven Complexity bins. We separately identify the full
sample (solid blue) and the audited sub-sample (gradient blue).
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Figure 11: Time commitment to audit decision
Panel A: Density of time to audit decision
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Panel C: Average adjustment by time to audit decision
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Notes: This figure presents the time it takes to complete a partnership audit (in hours). Panel A presents the distribution
for simple partnerships (blue) overlaid with the distribution for complex partnerships (pink). Panel B presents separately
the distributions for simple and complex and displays the portion of audits that result in no change (blue), a positive
change (green), and a negative change (red). Panel C presents the average adjustment by audit time.
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Figure 12: Return on Investment

20

ROI

10
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Notes: This figure presents the return on investment for audits of simple (solid blue) and complex partnerships (hatched
orange). The return on investment incorporates the time an auditor spends directly on an audit, the auditors GS rank,
and overhead costs based on the IRS Chief Financial Officer Corporate Budget Cost and User Fees.
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Table 1: Sample Composition

(a) 2013-2015 Sample Construction

Population from IRS partnership database 11,586,994
Drop:

Partnerships with multiple filings in a year 274,104
Partnerships with identifiers linked to more than one type of entity 6,129
Partnerships with insufficient ownership data 445,474
Partnerships from organizations with > 1 million nodes 2,232,583
Partnerships with no income activity 1,204,598
All partnerships 7,424,106

Full Sample Audited Sample

Partnerships in simple organizations 5,937,523 12,988
Partnerships in complex organizations 1,486,583 3,711
All partnerships 7,424,106 16,699

Sample consists of 7,424,106 partnership organization observations from 2013-2015 with sufficient data from the IRS
for estimation. We separately identify our sample by simple and complex partnership organizations. Simple partnership
organizations are single partnerships wholly owned by individuals; complex partnership organizations include all other
structures.

(b) Partnership Organizations

Simple Partnership Organizations \ Complex Partnership Organizations
Number of Number of Number of Number of Average Number
Partners Organizations Partners Organizations of Partnerships

2 4,192,833 2 393,861 1.35

3 895,111 3 148,679 1.54

4 456,939 4 102,079 1.75

5 168,152 5 64,192 1.89

6 84,206 6 40,986 2.06

7 41,637 7 26,519 2.20

8 27,757 8 18,793 2.34

9 16,995 9 14,022 2.55

10 12,742 10 10,557 2.58

11-20 34,774 11-20 38,228 3.01

21-30 4,383 21-30 7,814 3.99

31-40 970 31-40 2,573 4.54

41-50 391 41-50 1,084 5.36

51+ 633 51+ 1,969 5.80

Sample of simple partnership organizations consists of 5,937,523 partnerships from 2013-2015 with sufficient data from
the IRS for estimation. Sample of complex partnership organizations consists of 1,486,583 partnerships in 871,356
partnership organizations from 2013-2015 with sufficient data from the IRS for estimation.
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Table 1: continued

(c) Complex Partnership Organizations by Number of Partnerships

Complex Partnership Organizations

Number of Partnerships in Organization Number of Organizations
1 549,265
2 215,196
3 53,365
4 21,663
5 10,946
6 6,247
7 3,890
8 2,487
9 1,845
10 1,382
11-20 4,047
21-30 659
31-40 180
41-50 83
51+ 103

Sample of complex partnership organizations consists of 871,358 partnership organizations from 2013-2015 with
sufficient data from the IRS for estimation.
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(@) Descriptive Statistics

Table 2: Descriptive Statistics: Full Population

All Partnerships (n=7,424,106)

Simple Partnerships (n=5,937,523)

Complex Partnerships (n=1,486,583)

Mean SD Mean SD Mean SD
@) (2) (3 4) (5) (6)

Tax Return Variables

Sales 295,381.03 1,043,575.00 253,559.83 900,126.60 462,418.00 1,472,342.00
Assets 715,980.68 1,701,006.00 530,283.89 1,301,426.00 1,457,667.00 2,645,248.00
Assets_non missing 984,144.77 1,926,970.26 750,074.87 1,493,604.72 1,800,572.24 2,833,015.36
Salary and wage 37,443.66 155,902.80 31,723.14 136,631.60 60,291.87 214,871.10
Guaranteed payments 6,679.32 32,214.44 6,717.95 31,619.21 6,525.02 34,489.12
Foreign tax [0/1] 0.01 0.11 0.01 0.09 0.03 0.17
Interest exp 2,427.48 11,268.13 2,099.36 9,985.05 3,738.01 15,288.56
Depreciation 4,331.68 18,017.67 3,917.82 16,246.90 5,984.67 23,739.39
Ordinary income 22,401.34 132,097.30 19,544.27 114,939.80 33,812.69 184,975.60
Rental income 12,711.32 55,949.06 10,099.97 47,206.44 23,141.23 81,217.82
Investment income 6,901.26 586,746.19 3,163.83 274,796.51 21,828.84 1,190,559.43
Sec 1231 1,962.10 14,770.08 1,757.69 13,803.56 2,778.54 18,100.46
Accrual [0/1] 0.17 0.38 0.15 0.36 0.27 0.44
Paid preparer [0/1] 0.75 0.43 0.75 0.44 0.79 0.41
Publicly traded [0/1] 0.00 0.03 0.00 0.03 0.00 0.02
LLP/LLC/LP [0/1] 0.81 0.39 0.79 0.41 0.88 0.32
Organization Structure Variables

In deg 0.05 0.21 0.00 0.00 0.23 0.42
Out deg 2.77 1.54 2.61 1.32 3.43 2.09
Individuals 3.08 2.63 2.63 1.52 3.74 3.58
Partnerships 1.40 1.53 1.00 0.00 1.67 1.38
C corps 0.03 0.17 0.00 0.00 0.18 0.38
S corps 0.08 0.33 0.00 0.00 0.37 0.61
Trusts 0.09 0.43 0.00 0.00 0.39 0.79
DoS 1.22 0.49 1.00 0.00 1.95 0.46

This table presents descriptive statistics for the sample of partnerships from 2013-2015 with sufficient data. Variable definitions are included in Appendix A. Amounts
shown are averages for all partnerships and based on the number of taxable partners in the organization.



Table 2: continued

(b) Partnerships by gross receipts (Form 1065, Page 1)

All Partnerships Simple Partnerships Complex Partnerships
# Observations Percent of total # Observations Percent of total # Observations Percent of total

(D 2 3) @ (5) (6)
$0 4,417,445 59.50% 3,348,202 56.39% 1,069,243 71.93%
$1-$99,999 1,266,545 17.06% 1,155,361 19.46% 111,184 7.48%
$100,000-$499,999 909,402 12.25% 811,447 13.67% 97,955 6.59%
$500,000-$999,999 312,666 4.21% 260,405 4.39% 52,261 3.52%
$1,000,000-$4,999,999 399,623 5.38% 295,881 4.98% 103,742 6.98%
$5,000,000-$49,999,999 118,425 1.60% 66,227 1.12% 52,198 3.51%
>=$50,000,000 0 0.00% 0 0.00% 0 0.00%

This table presents the number of partnerships in our sample by total gross receipts. We separately show partnerships in simple and complex organizations.

(c) Partnerships by total assets (Form 1065, Page 1)

All Partnerships Simple Partnerships Complex Partnerships
# Observations Percent of total # Observations Percent of total # Observations Percent of total

(D 2 3) 4 6) (6)
$0 2,025,483 27.28% 1,741,858 29.34% 283,625 19.08%
$1-$99,999 1,683,931 22.68% 1,413,495 23.81% 270,436 18.19%
$100,000-$499,999 1,643,637 22.14% 1,359,387 22.89% 284,250 19.12%
$500,000-$999,999 764,553 10.30% 593,600 10.00% 170,953 11.50%
$1,000,000-$4,999,999 1,071,539 14.43% 724,838 12.21% 346,701 23.32%
$5,000,000-$49,999,999 234,963 3.16% 104,345 1.76% 130,618 8.79%
>=%$50,000,000 0 0.00% 0 0.00% 0 0.00%

This table presents the number of partnerships in our sample by total assets. We separately show partnerships in simple and complex organizations.
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Table 2: continued

(d) Partnerships by ordinary income (Form 1065, Page 1)

All Partnerships Simple Partnerships Complex Partnerships
# Observations Percent of total # Observations Percent of total # Observations Percent of total

(D 2) 3) 4) ) (6)
<$%0 2,242,423 30.20% 1,815,625 30.58% 426,798 28.71%
$0 3,031,807 40.84% 2,320,479 39.08% 711,328 47.85%
$1-$99,999 1,594,825 21.48% 1,400,383 23.59% 194,442 13.08%
$100,000-$499,999 411,488 5.54% 316,476 5.33% 95,012 6.39%
>=$500,000 143,563 1.93% 84,560 1.42% 59,003 3.97%

This table presents the number of partnerships in our sample by total ordinary income. We separately show partnerships in simple and complex organizations.

(e) Partnerships by Schedule K income (Form 1065, Page 3)

All Partnerships Simple Partnerships Complex Partnerships
# Observations Percent of total # Observations Percent of total # Observations Percent of total

(D 2) 3) 4) ) (6)
<$0 1,155,713 15.57% 937,719 15.79% 217,994 14.66%
$0 2,810,837 37.86% 2,309,783 38.90% 501,054 33.71%
$1-$99,999 2,839,112 38.24% 2,273,775 38.30% 565,337 38.03%
$100,000-$499,999 617,212 8.31% 415,824 7.00% 201,388 13.55%
>=$500,000 1,232 0.02% 422 0.01% 810 0.05%

This table presents the number of partnerships in our sample by total Schedule K items included in our analyses. We separately show partnerships in simple and complex
organizations.



Table 3: Complexity Principal Component Analysis

Factor Component Loading Standard Error
Partnerships 0.4246 0.00032
S corps 0.2445 0.00034
C corps 0.1529 0.00030
Trusts 0.2730 0.00155
Individuals 0.3619 0.00051
Unlabeled EIN 0.2604 0.00061
DoS 0.4374 0.00038
Max in-degree 0.3876 0.00063
Max out-degree 0.3362 0.00069
Cycle [0/1] 0.0933 0.00018

This table presents the loadings for the first principal component and bootstrapped standard errors. Factors are 1)
standardized, 2) multiplied by the loading and 3) summed together to get the first principal component. Standard
errors are calculated via bootstrap using 1,000 samples. The first principal component has an eigenvalue greater than 2
(2.82) and explains 28 percent of the total variance in the original data. Note that all of the loadings for the first principal
component are positive.
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Table 4: Determinants of Partnership Complexity

(D ()] (3 @ 5)
COMPLEX [0/1]; COMPLEX [0/1]; COMPLEX [0/1]; TOT NODES; COMPLEXITY;
IMPLEMENTATION COSTS
Assets 0.045%** 0.0469%** 0.0468*** 0.2022%** 0.2723%**
(201.143) (211.26) (211.138) (162.723) (183.026)
Loss[0/1] -0.0843%** -0.0601*** -0.0601%%** -0.1148*** -0.2224%**
(-26.742) (-19.26) (-19.248) (-6.504) (-9.993)
Ordinary income [0/1] -0.03171%** -0.0266*** -0.0266%*** -0.0669%** -0.146%**
(-63.221) (-54.307) (-54.277) (-24.44) (-43.31)
Rental income [0/1] 0.0051%*** 0.0055*** 0.0056** -0.0376%** -0.009*
(7.848) (8.54) (8.657) (-9.519) (-1.939)
Investment income [0/1] 0.025%** 0.0216%** 0.0215%** 0.0165 0.1401***
(10.936) (9.503) (9.469) (1.215) (8.625)
Ordinary income 0.0223%*** 0.0089*** 0.0089%** 0.0846*** 0.1245%**
(8.552) (21.381) (21.392) (32.679) (40.003)
Rental income 0.0708%** -0.0061*** -0.0061%** 0.0814*** 0.0845%***
(22.45) (-12.383) (-12.424) (25.76) (22.664)
Investment income 0.1031%** 0.0232%** 0.0232%** 0.0962*** 0.1383%***
(32.567) (45.41) (45.447) (30.483) (36.812)
Forms 8858 OR 8865[0/1] 0.1357%*** 0.1059%*** 0.1059%*** 0.4313%*** 0.767%**
(15.803) (12.202) (12.212) (7.673) (10.488)
Accrual [0/1] 0.1137%*** 0.123%** 0.123%** 0.6453*** 0.8144%***
(165.206) (178.984) (178.93) (140.759) (153.04)
NAICS code 53 (real estate) 0.0024*
(3.04)
NAICS code 54 (prof. services) 0.0249%**
(29.917)
NAICS code 52 (finance) 0.1438%***
(105.588)
AGENCY COSTS
LP/LLC/LLP[0/1] 0.06227*** 0.0625%** 0.0626*** 0.2303*** 0.3173***
(121.409) (122.872) (122.98) (85.428) (97.63)
Guaranteed payments -0.0188*** -0.0169%** -0.0169*** -0.0856%** -0.0876***
(-87.56) (-79.136) (-79.185) (-80.324) (-64.069)
OUTCOME COSTS
Paid preparer [0/1] 0.0153** 0.0229%** 0.0232%** 0.0786%** 0.1061%***
(32.107) (48.475) (48.987) (28.382) (32.424)
Publicly traded [0/1] -0.06%** -0.05%%** -0.0499%** -0.2075%** -0.2805%**
(-10.124) (-8.502) (-8.472) (-6.689) (-7.164)
Observations 7,424,106 7,424,106 7,424,106 7,424,106 7,424,106
Industry FE No Yes Yes Yes Yes
Year FE No No Yes Yes Yes
Adjusted R2 0.055 0.083 0.083 0.044 0.060

This table presents the determinants models for partnership complexity using an OLS model. T-statistics are reported
below each coefficient in parentheses. All continuous variables are standardized for interpretability. All variables are
defined in Appendix A. The estimated models were developed based on relevant tax planning research, independent
from models employed by the IRS.
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Table 5: Audited Partnerships

(@) Partnership Organizations: Audited Sample

Simple Partnership Organizations \ Complex Partnership Organizations
Number of Number of Number of Number of Average Number
Partners Organizations Partners Organizations of Partnerships
2 10,820 2 1,251 1.69
3 1,380 3 492 2.17
4 474 4 351 2.78
5 162 5 232 3.32
6 53 6 144 3.01
7 25 7 111 4.39
8 27 8 76 3.88
9 9 62 3.79
10 * 10 45 3.98
11-20 33 11-20 187 6.36
21-30 * 21-30 50 8.32
31-40 * 31-40 21 9.57
41-50 * 41-50 10 16.10
51+ * 51+ 18 16.44

Sample of simple partnership organizations consists of 13,649 audited partnerships from 2013-2015 with sufficient data
from the IRS for estimation. Sample of complex partnership organizations consists of 3,050 audited partnerships in
partnership organizations from 2013-2015 with sufficient data from the IRS for estimation. An * indicates the information
is suppressed to conform with IRS disclosure requirements.
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Table 5: continued

(b) Complex Partnership Organizations by Number of Partnerships: Audited Sample

Complex Partnership Organizations

Number of Partnerships in Organization Number of Organizations
1 1,150
2 950
3 379
4 165
5 107
6 64
7 41
8 32
9 28
10 23
11-20 86
21-30 13
31-40 *
41-50 *
51+ *

Sample of complex partnership organizations consists of 3,711 partnership organizations from 2013-2015 with sufficient

data from the IRS for estimation. An * indicates the information is suppressed to conform with IRS disclosure
requirements.
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(@) Descriptive Statistics

Table 6: Descriptive Statistics: Audited Population

Audited Partnerships (n=16,699)

Positive Adjustment (n=8,475)

No Positive Adjustment (n=8,224)

Mean SD Mean SD Mean SD
(D (2) (3 4 (5) (6)

Tax Return Variables

Sales 1,019,737.00 2,086,630.00 828,493.00 1,834,106.00 1,216,818.00 2,301,807.00
Assets 1,527,497.00 2,705,611.00 1,202,636.00 2,501,594.00 1,862,274.00 2,862,717.00
Assets non missing 2,006,109.16 2,941,647.81 1,694,768.59 2,825,546.78 2,285,530.47 3,014,821.92
Salary and wage 131,917.90 295,039.80 103,123.40 260,004.30 161,591.20 324,597.90
Guaranteed payments 11,338.55 43,188.47 8,769.73 37,160.35 13,985.77 48,485.02
Foreign tax [0/1] 0.01 0.09 0.01 0.07 0.01 0.10
Interest exp 10,388.29 24,465.85 8,368.55 21,935.82 12,469.67 26,666.35
Depreciation 18,781.18 39,701.60 16,039.03 35,962.12 21,607.02 43,037.80
Ordinary income (53,246.22) 253,792.00 (20,088.14) 237,263.20 (87,416.30) 265,483.80
Rental income 3,633.34 51,378.19 3,389.55 48,969.74 3,884.58 53,749.20
Investment income 55,426.17 3,837,312.64 28,951.46 4,021,639.51 82,708.90 3,637,399.25
Sec 1231 4,208.25 22,572.45 2,968.24 19,027.64 5,486.11 25,657.85
Accrual [0/1] 0.29 0.45 0.22 0.41 0.36 0.48
Paid preparer [0/1] 0.78 0.41 0.76 0.43 0.81 0.39
Publicly traded [0/1] 0.00 0.03 0.00 0.03 0.00 0.02
LLP/LLC/LP [0/1] 0.77 0.42 0.73 0.45 0.82 0.39
Agent rank 12.12 1.00 12.17 0.94 12.07 1.06
Organization Structure Variables

In deg 0.09 0.29 0.09 0.29 0.09 0.29
Out deg 2.43 1.16 2.36 1.02 2.49 1.29
Individuals 2.66 2.19 2.51 1.81 2.87 2.61
Partnerships 1.31 1.25 1.23 1.04 1.44 1.49
C corps 0.05 0.21 0.03 0.18 0.06 0.24
S corps 0.08 0.32 0.05 0.27 0.11 0.38
Trusts 0.04 0.28 0.02 0.23 0.06 0.34
DoS 1.20 0.48 1.15 0.41 1.26 0.55

This table presents descriptive statistics for the sample of audited partnerships from 2013-2015 with sufficient data. Variable definitions are included in Appendix A.

Amounts shown are averages for all partnerships and based on the number of taxable partners in the organization.
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Table 6: continued

(b) Partnerships by Total Sales

All Partnerships Positive Adjustment No Positive Adjustment
# Observations Percent of total # Observations Percent of total # Observations Percent of total

(D 2 3 @ (5) (6)
$0 6,626 39.68% 3,121 36.83% 3,505 42.62%
$1-$99,999 2,483 14.87% 1,449 17.10% 1,034 12.57%
$100,000-$499,999 2,700 16.17% 1,699 20.05% 1,001 12.17%
$500,000-$999,999 1,253 7.50% 678 8.00% 575 6.99%
$1,000,000-$4,999,999 2,284 13.68% 1,026 12.11% 1,258 15.30%
$5,000,000-$49,999,999 1,353 8.10% 502 5.92% 851 10.35%
>=$50,000,000 0 0.00% 0 0.00% 0 0.00%

This table presents the number of partnerships in our sample by total sales. We separately show partnerships in simple and complex organizations.

(c) Partnerships by Total Assets

All Partnerships Positive Adjustment No Positive Adjustment
# Observations Percent of total # Observations Percent of total # Observations Percent of total

1) 2 3) (C))] 5) (6)
$0 3,989 23.89% 2,465 29.09% 1,524 18.53%
$1-$99,999 2,743 16.43% 1,677 19.79% 1,066 12.96%
$100,000-$499,999 3,035 18.17% 1,547 18.25% 1,488 18.09%
$500,000-$999,999 1,515 9.07% 653 7.71% 862 10.48%
$1,000,000-$4,999,999 3,737 22.38% 1,486 17.53% 2,251 27.37%
$5,000,000-$49,999,999 1,680 10.06% 647 7.63% 1,033 12.56%
>=$50,000,000 0 0.00% 0 0.00% 0 0.00%

This table presents the number of partnerships in our sample by total assets. We separately show partnerships in simple and complex organizations.
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Table 6: continued

(d) Partnerships by Ordinary Income

All Partnerships Positive Adjustment No Positive Adjustment
# Observations Percent of total # Observations Percent of total # Observations Percent of total

1 (2) 3) 4@ ) (6)
<$0 10,453 62.60% 4911 57.95% 5,542 67.39%
$0 1,544 9.25% 705 8.32% 839 10.20%
$1-$99,999 2,842 17.02% 1,864 21.99% 978 11.89%
$100,000-$499,999 1,104 6.61% 613 7.23% 491 5.97%
>=$500,000 756 4.53% 382 4.51% 374 4.55%

This table presents the number of partnerships in our sample by total ordinary income. We separately show partnerships in simple and complex organizations.

(e) Partnerships by Schedule K income (excluding ordinary income)

All Partnerships Positive Adjustment No Positive Adjustment
# Observations Percent of total # Observations Percent of total # Observations Percent of total

1 (2) 3) 4@ ) (6)
<$0 1,692 10.13% 837 9.88% 855 10.40%
$0 9,126 54.65% 5,089 60.05% 4,037 49.09%
$1-$99,999 4,326 25.91% 1,927 22.74% 2,399 29.17%
$100,000-$499,999 1,535 9.19% 618 7.29% 917 11.15%

>=$500,000

This table presents the number of partnerships in our sample by total Schedule K items included in our analyses. We separately show partnerships in simple and complex
organizations.



Table 7: Consequences of Partnership Complexity

€] (2) (3) C)) (5)
ADJUST [0/1]; ADJUST [0/1]; ADJUST [0/1]; ADJUST, ADJUST | ADJUST > 0O
COMPLEXITY
Complexity -0.0205** -0.0255%** -0.0254%** 0.0362** 0.081*
(-2.202) (-3.683) (-3.677) (2.168) (2.041)
IMPLEMENTATION COSTS
Assets -0.0075 0.0007 0.0012 0.1385*** 0.29997***
(-1.422) (0.107) (0.167) (6.929) (5.287)
Loss[0/1] -0.0116 -0.0065 -0.0083 0.0188 0.0110
(-0.552) (-0.299) (-0.383) (0.495) (0.303)
Ordinary income 0.0543*** 0.0459*** 0.0461%*** -0.0571* -0.22%**
(9.661) (10.394) (10.29) (-1.888) (-5.571)
Rental income 0.0103%*** 0.0109%*** 0.0109***  -0.0246** -0.0648***
(3.48) (4.085) (4.039) (-2.817) (-5.433)
Investment income -0.0042 -0.0041 -0.0043 -0.0167 -0.0177
(-0.9) (-0.895) (-0.932) (-1.186) (-0.653)
Sec 1231 -0.0165%** -0.0102*** -0.0103*** 0.0016 0.0171
(-7.922) (-3.206) (-3.313) (0.213) (0.561)
Salary and wage -0.0169*** -0.0217%** -0.0215%** 0.0068 0.0491
(-2.853) (-3.919) (-3.893) (0.322) (1.238)
Interest exp 0.0040 0.0021 0.0023 0.0324 0.0584
(0.533) (0.267) (0.303) (1.189) (1.478)
Depreciation 0.0012 0.0006 0.0006 0.0034 -0.0126
(0.218) (0.108) (0.105) (0.189) (-0.395)
Foreign tax [0/1] -0.0581** -0.0728*** -0.0718%** -0.2563* 0.0229
(-2.483) (-3.281) (-3.274) (-1.903) (0.07)
Accrual [0/1] -0.121%** -0.1254%** -0.124%** -0.0427 0.0541
(-4.573) (-7.368) (-7.344) (-1.215) (1.191)
AGENCY COSTS
LP/LLC/LLP[0/1] -0.0718*** -0.0708*** -0.0692%** 0.0647** 0.0875%***
(-3.572) (-3.887) (-3.834) (2.556) (2.831)
Guaranteed payments -0.0015 -0.0024 -0.0025 -0.0292%** -0.0454
(-1.036) (-1.614) (-1.694) (-7.054) (-0.911)
OUTCOME COSTS
Paid preparer [0/1] -0.0684*** -0.0656*** -0.0679%** -0.039* -0.0402
(-4.844) (-5.191) (-5.311) (-1.75) (-1.145)
Publicly traded [0/1] 0.1080 0.1091 0.1036 -0.0044 -0.0529
(0.979) (0.982) (0.952) (-0.042) (-0.745)
Agent rank 0.0217** 0.0221%** 0.021**  0.0665*** 0.0804***
(2.672) (2.721) (2.709) (3.155) (3.835)
Observations 16,699 16,699 16,699 16,699 8,475
Industry FE No Yes Yes Yes Yes
Year FE No No Yes Yes Yes
Adjusted R2 0.051 0.069 0.069 0.068 0.205

This table presents the models for an audit adjustment using an OLS model. T-statistics are reported below each coefficient
in parentheses. All continuous variables are standardized for interpretability. All variables are defined in Appendix A. The
estimated models were developed based on relevant tax planning research, independent from models employed by the
IRS.
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(@) High Net Worth Individuals

Table 8: Taxpayer Planning Regressions

1) 2 3) “4) &) (6)
HNW Non HNW HNW Non HNW HNW Non HNW
ADJUST [0/1]; ADJUST [0/1]; ADJUST,; ADJUST; ADJUST | ADJUST > 0, ADJUST | ADJUST > 0,
COMPLEXITY

Complexity -0.0062 -0.0314*** 0.0269 0.0381** 0.0217 0.117%**
(-0.499) (-4.816) (0.752) (2.351) (0.239) (5.197)
Control Variables Yes Yes Yes Yes Yes Yes
Observations 2,885 13,814 2,885 13,814 1,203 7,272
Industry FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Adjusted R2 0.053 0.069 0.060 0.060 0.123 0.213

This table presents the complex score coefficients for regressions on the HNW and Non HNW subpopulations of the audited subsample. HNW is defined as a partnership
that has at least one high net worth partner. T-statistics are reported below each coefficient.

(b) Sophisticated Paid Preparers

(M (2) (3) 4 (5) (6)
Soph. Prep. Non-Soph. Prep.  Soph. Prep.  Non-Soph. Prep. Soph. Prep. Non-Soph. Prep.

ADJUST [0/1]; ADJUST [0/1]; ADJUST, ADJUST, ADJUST | ADJUST > 0, ADJUST | ADJUST > 0,

COMPLEXITY
Complexity 0.0144 -0.026%** 0.1018 0.0355* 0.0861 0.0788*
(0.253) (-3.366) (1.61) (2.049) (1.112) (1.948)
Control Variables Yes Yes Yes Yes Yes Yes
Observations 263 16,436 263 16,436 123 8,352
Industry FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Adjusted R2 0.089 0.068 0.374 0.067 0.761 0.195

This table presents the complex score coefficients for regressions on the sophisticated preparers and non-sophisticated preparers (or no paid preparer) of the audited
subsample. A sophisticated preparer is defined as a preparer firm EIN that files more than 4,000 partnership returns per year in our dataset. T-statistics are reported
below each coefficient.



	Blank Page
	ssrn-4998604.pdf
	Introduction
	Hypothesis and Empirical Design
	Data
	Sample Construction
	Creation of Organizational Structures

	Descriptive Characteristics of Partnerships
	Industry Affiliation
	Financial and Network Characteristics
	Size Distribution
	Determinants of Partnership Organization Complexity
	Results from tests of Partnership Complexity Determinants
	Sample and Descriptive Statistics for Audited Subsample

	Results of Complexity Tests
	Results from tests of Partnership Complexity Outcomes
	Explaining the negative relation between complexity and assessment likelihood
	Audit Selection
	Taxpayer Planning
	Audit Time and Outcomes
	Audit ROI


	Conclusion




