How Census Income Estimates Provide Misleading

Statistics on Personal Income for Connecticut Towns
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Why Is This Report Important?

This report will address a difficult data issue in Connecticuti town
income. Currently, the State of Connecticut does not report
personal income data for towns, although there is a state income
tax that could provide such information.

This report will compare Census 2000 income data (1999 tax year)
with IRS Federal Adjusted Gross Income (AGI) for the 1999 tax
year. These data will show that income data from the Decennial
Census (Census 2000) does not accurately reflect income for the
wealthiest and poorest towns. Specifically, income is overstated
for the lowest income towns. In contrast, income for the highest
income towns is understated .

Also, income data from the 2000 census was not incorporated into
education funding formulas in Connecticut until the 2004-2005
fiscal year. This is due to the dependence on Decennial Census
data (every 10 years) for town personal income. This postponed
an accounting of the drastically uneven growth in town personal
income during the 1990s.

The consequences of using dated income data can be dramatic as
shown by this example using Greenwich. The 2003-2004 AENGLC
grant used the 1990 census (1989) per person income of $46,070
for Greenwich. The 2000 Decennial Census reports 1999 income
for Greenwich at $74,346 per person (incl. GQ) - excluding capital
gains. By contrast, IRS Adjusted Gross Income data for 1999
shows Greenwich with an income of $158,432 per person (excl.
GQ) - including capital gains. This means that the 2003-2004
education grant calculations understated income for Greenwich by
$112,362 per person or 244% - based on 1999 IRS AGI data. The
2005-2006 calculations will understate the income for Greenwich
by $84,086 per person or 113% - based on 1999 IRS AGI data.

The ECS grant formula uses median household income in addition
to per person income. Both of these income measurements create
misleading statistics for extreme high- and low-income towns.

In Connecticut, as in other states with personal income extremes,
Census 2000 income estimates produce highs that are too low
and lows that are too high . In effect, census income estimates
artificially reduce the gap between the wealthiest and poorest
Connecticut towns.

Recommendationsd The Top Six to Fix

1. Census income estimates should not be used for
comparative purposes in Connecticut. Income is
under-estimated for the highest-income towns and
over-estimated for the lowest-income towns.

2. The State of Connecticut could obtain somewhat more
accurate data on town income by fully utilizing data from
annual state personal income tax returns.

3. The State of Connecticut should consider including capital
gains income in public policy decision-making whenever
aggregate income is a relevant factor.

4. The state personal income tax should require an entry for
the town of residence - instead of or in addition to the ZIP
Code.

5. The state personal income tax should require information on
the number, age, and gender of residents in the household.
These data would provide population counts for use in
calculating more accurate town per person income. These
data would also be of great value for calculating population
estimates and projections.

6. The State of Connecticut should provide transparency and
ease of access to town income data via the Internet.
Connecticut lags behind many other states in fully utilizing
the Internet for disseminating public information of this type.

How Is Income Measured?

The primary measurements of personal income in the United
States, according to the Bureau of Economic Analysis (BEA),
are listed below. In addition, state personal income tax has
been included.

State AGI from State Personal Income Tax
Federal AGI from the Internal Revenue Service
U.S. Census Bureau Income Estimates

BEA Personal Income Estimates

Figure 1, on the next page, compares selected characteristics
for each of these measurements.

%

CtSDC: The
Connecticut State Data
Center.

The State of
Connecticut does not
currently release
personal income
statistics for towns.

Census 2000 income
estimates overstate the
income of low-income
towns.

Census 2000 income
estimates understate
the income of
high-income towns.

IRS: The Internal
Revenue Service

IRS AGI: Adjusted
Gross Income from line
33 or 34 of 1999 form
1040

AENGLC: Adjusted
Equalized Net Grand
List per Capita

ECS: Education Cost
Sharing

GQ: Group Quarters



Figure 1: Comparison of Income Measurements

Decennial
Criteria CT AGI IRS AGI Census BEA
. Town, Blk
Smallest Geographic Statewide | ZIP Code Grp, ZIP County
Area Reported
Code
When Updated? Yearly Yearly Every 10 Yrs Yearly
CT State Federal
Source of Data? Tax Tax Estimated Estimated
Returns Returns
Includes Capital
Gains? Y Y il X
Advantage

In Connecticut, the Department of Revenue Services (DRS)
reports only the total statewide Adjusted Gross Income (AGI)
from the stateds annual
statewide income data is of no use for determining town
funding.

The Internal Revenue Service (IRS) AGI reports data from
annual federal income tax returns. These data do not rely on
estimates and do include capital gains as defined below:

"Adjusted Gross Income" is the sum of all taxable sources of income
less any adjustments allowed. This is the equivalent of line 33 of
Form 1040 for Tax Year [1999]. On Form 8814, this amount is taken
from line 4.

In Connecticut, capital gains are a large component of income
in several towns. This makes the IRS AGI data preferred as it
is more representative of total income. However, the IRS AGI
is reported by ZIP Code which complicates its utility as will be
discussed later in this report.

Census 2000 states the following on how income is measured:

Receipts from the following sources are not included as income:

capital gains , money received from the sale of property (unless the
recipient was engaged in the business of selling such property); the
value of income 66in kindéd from

per sondual bags Jhg BEAdGges pesgng) ingorge as:

food s

medical care, employer contributions for individuals, etc.; withdrawal
of bank deposits; money borrowed; tax refunds; exchange of money
between relatives living in the same household; and gifts and lump-
sum inheritances, insurance payments, and other types of lump-sum
receipts.

Census Bureau Decennial income estimates are available for
towns, however, these data are only updated every ten years.
Furthermore, the Decennial Census relies on estimates from
self-reported data that does not include capital gains.

Other Census Bureau income estimates, such as CPS and
SAIPE, report median household income which does not reflect
the extremes of low-income and high-income towns. In
Connecticut, median household income statistics are
insufficient for use in public policy. Also, the CPS and SAIPE
income estimates are for counties, or metropolitan areas,
making them unsuitable for public policy use.

The BEA reports personal income estimates for counties on an
Such

Personal income is the sum of wage and salary disbursements,
supplements to wages and salaries, proprietors' income with
inventory valuation and capital consumption adjustments, rental
income of persons with capital consumption adjustment, personal
dividend income, personal interest income, and current personal
transfer receipts to persons, less personal contributions for social
insurance.

Personal income, unlike AGI, excludes personal contributions for
social insurance, realized capital gains and losses , and pensions
and annuities from private and government employee retirement
plans.

The BEA describes the current state-of-affairs for measuring
income in the United States as follows:

The measure of personal income that is prepared by BEA differs
substantially from adjusted gross income (AGI), which is the principal
measure of the income of individuals that is tabulated by the Internal
Revenue Service. Personal income also differs from money income,
which is prepared by the Census Bureau.

Figure 2, on the next page, charts 1999 per person income for
counties as regorted bX, each agency listed in Fi%ure 1 above.
tamps, public odsing sUubsidie

%

CPS: Current
Population Survey from
the U.S. Census
Bureau.

SAIPE: Small Area
Income and Poverty
Estimates from the
U.S. Census Bureau.

IRS Adjusted Gross
Income (AGI) is
reported for ZIP Codes
- not towns.

The IRS Adjusted
Gross Income (AGI)
does include capital
gains.

The Census 2000
income estimates do
not include capital
gains.

Decennial Census:
U.S. nationwide census
of population and
housing conducted
every 10 years.

Town income data from
the U.S. Census
Bureau is updated
every 10 years.

Median household
income as defined by
Census @vwwés0
the income distribution
into two equal parts:
one-half of the cases
falling below the
median income and
one-half above the
median.



Figure 2: Comparison of Per Person Income
Connecticut Counties i 1999
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Note in the chart above that the Connecticut state per person
AGI of $30,636 most closely matches the IRS and CtSDC value
of $31,125 per person.

In this report income statistics may include the entire population
(incl. GQ) or exclude the Group Quarters population (excl. GQ).
Group Quarters are discussed in more detail later in this report.

For statewide per person income, the Census 2000 estimate of
$28,766 was the lowest due in part to the exclusion of capital
gains.

The BEA estimates are consistently the highest and most
dissimilar due to the different data components used in BEA
methodology. In addition, the BEA estimates do not include
capital gains.

For Fairfield County, the census per person income of $38,350
was significantly lower than the IRS value of $51,069. The low
census value is due in part to the exclusion of approximately
$11.6 billion derived from capital gains income.

For all other counties, Census 2000 income estimates are
higher than the IRS/CTSDC income values. This could be due

to several reasons, not the least of which is a suspected
undercount of low-income households by Census 2000 - as will
be discussed later in this report.

Relative to IRS/CTSDC values, Figure 2 suggests that Census
2000 estimates understate the income of high income
households and overstate the income of low-income
households. The result is an artificially smaller gap between the
top and bottom of the income scale. If relied upon exclusively,
Census 2000 income statistics would result in government
under-funding low-income towns and over-funding high-income
towns. Further evidence for this is presented later in the report.

In summary, neither the Census Bureau nor the BEA estimates
include capital gains, and the census estimates probably
overstate income for low-income towns. Consequently, Census
Bureau and BEA estimates are not the best income measures
for Connecticut.

The remaining alternatives are AGI from either the Connecticut
DRS or the IRS. Currently, only the IRS data are a practical
alternative as Connecticut DRS only reports statewide AGI.

%

CtSDC: The
Connecticut State Data
Center - the publisher
of this report.

Census 2000 did not
count $11.6 billion of
capital gains income in
Fairfield County.

In 1999, the statewide
per person income was
$30,636 based on
Connecticut personal
income tax data.

In 1999, the statewide
per person income was
$31,125 based on 1999
federal tax returns (IRS
AGI).

In 1999, the statewide
per person income was
$28,766 based on
Census 2000
estimates.

IRS/CTSDC: Income
data derived from
either IRS Adjusted
Gross Income or
estimates done by the
Connecticut State Data
Center.

DRS: Connecticut
Department of
Revenue Services.




Does This Happen In Other States?

The censusbd
was not limited to Connecticut. These large dissimilarities with
IRS income cannot be explained by local sampling variations.
The problem appears to be more systematic and widespread.

Figure 3 below charts the overstatement of income for

low-income ZIP Codes - where the lows are too high . Note

over st at-smomeareaso f i

Figure 4, on the next page, charts the understatement of
income for high-income ZIP Codes -where the highs are too
low. Note that the IRS values are consistently above the

r census estimates. In New York, the census estimate for the
wealthiest ZIP Code was $98,150 per person, whereas the IRS
data shows the wealthiest ZIP Code had a per person income
of $2,952,830. The census and IRS values differ by
$2,854,680, or 29 times the census value of $98,150.

According to the census, the wealthiest ZIP Code in

that the censusd poorest ZI P CcConnecticuthada perpersonincome of $97,173. The IRS

i ncomes than the | RSO poor est :zshowsthesame ZIP Code having the highest per person
income at $228,028. The IRS value is more than double the

I n Connecticut, the | RS®6 poorescensus value and itoés for the

i ncome (excl GQ) of $4,938, wt P

Code in Connecticut had a per person income of $8,783. The
census reported income was 78% higher than what the IRS
reported.

The largest discrepancy among the selected states was in
FIl orida where the censusb
income of $8,521, which
poorest ZIP Code with a per person income of $3,603.

wa s

Figure 3: Minimum P

For high-income ZIP Codes, the large dissimilarities between
the IRS AGI and census estimates are most directly explained
as resulting from the exclusion of capital gains in the Census
2000 income estimates.

p o o r €ltcould be argued that the IRS AGI values should be higher

m o r because they do not account for households that did not file a
tax return. The following example will address this issue.

er Person Income by ZIP Code
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The household population in the ZIP Code area must be at least 1,000.
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1999 IRS AGI data
shows that Census
2000 estimates may
have overstated total
household income in
Bridgeport by
$538,500,259.

ﬁoﬁsgno?d perzpérsgl)ﬂ

income includes only
the population living in
households. The
population living in
Group Quarters
(dorms, hospitals,
military barracks, etc.)
is excluded.

Based on Census 2000
estimates, the ZIP
Code areain
Connecticut with the
lowest income in 1999
was 06120 in Hartford.

Based on 1999 IRS
AGI data, the ZIP Code
area in Connecticut
with the lowest income
in 1999 was 06702 in
Waterbury.

Code



The censusd per person i ncome Forthe 1999 IRS datato be correct, the following must have s
$16,412 in 1999. The corresponding IRS per person income occurred in Bridgeport for the 1999 tax year:
was $12,450. How many additional households would need to _
have filed a federal tax return in order to increase the IRS AGI IRS Scenario
from $12 450 per person t o t he ® There was a ratio of 1.15 federal returns filed per household ?
®  Only the lowest income households with a gross income lower than
The answer is that an additional $538,500,259 of household $14,400 did not file a federal return
income would be needed for the IRS AGI to reach the census _ . .
estimate Take into account the following for Connecticut for the 1999 tax
year:
Bridgeport had a ratio of 2.7 people per household in 2000.
Assume that each person had an |ncome of $16,412 - the > StateWide, the ratio of federal returns to households was 1.24
census estimate. It would have required an additional 12,152 ® You did not have to pay federal taxes in 1999 if your gross income
households (24.2% of all households in Bridgeport) for the IRS was less than $14,400
i ' 2 . . . .
AGI to equal the census estimate. What does this all mean If the 2000 Census income estimates were correct, it required a
For the 2000 Census income estimates to be correct, the higher ratio of returns to households in .Brldgeport (1.39) than
following must have occurred in Bridgeport for the 1999 tax thg statewide average (1.24). In a Iow—mpome area, such as
year: Bridgeport, you would expect a lower ratio of returns per
Census Scenario household as fewer households would be filing. This was the
® There was a ratio of 1.39 federal returns filed per household case with the IRS Scenario.
® 12,152 households with an average income of $44,314 did not file a
federal return
Figure 4: Maximum Per Person Income by ZIP Code
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The household population in the ZIP Code area must be at least 1,000.

%

According to 1999 IRS
AGI data, the ZIP Code
area with the highest
income in New York
state was 10004 with a
per person income of
$2,952,830.

Both Census 2000 and
the 1999 IRS AGI data
identify 06831 in
Greenwich as the
highest income ZIP
Code in Connecticut.

The 1999 IRS AGI per
person income for ZIP
Code 06831 is more
than double the
Census estimate.

IRS AGI data contains
information from forms
1040, 1040A, 1040EZ,
and 1040PC.

Bridgeport stats:
57,616 - total IRS
returns in 1999

50,307 - total occupied
households in 2000

Statewide stats:
1,619,293 - total IRS
returns in 1999
1,301,670 - total
occupied households in
2000




Figure 5: Historical Net Capital Gains/Loss Per IRS Return - Nationwide
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In 1999, households with income greater than $14,399 were
required to file a federal return. If the Census Scenario were
correct, then 12,152 households (24.2% of all households in
Bridgeport having an average income of $44,312) did not file a
federal tax return.

Realistically, the IRS Scenario is more likely to have occurred
than the Census Scenario. Except for those few evading taxes,
non-filers are mostly households with extremely low incomes.
Adding uncounted income from low-income non-filers should
have only a slight and insignificant affect on town per person
income. It requires too many low income households to have
an impact on a per person measurement.

It could also be argued that the high-income values from the
IRS were an anomaly and that the 1999 IRS AGI data is not
characteristic of other years. The next topic will address this
issue.

Income Groups

Was 1999 AGI Usually High?

Data from the IRS shows that total capital gains income in 1985
was approximately $165 billion; by 1999 this had increased to
approximately $531 billion. This represents an increase of
approximately 221% over fourteen years. Also, the number of
returns that included capital gains/losses increased by at least
127%. In short, capital gains have increased in both the
number of dollars and the number of recipients.

Figure 5, above, charts the historical nationwide distribution of
capital gains by income group. It is apparent that households
with higher AGls earn the majority of capital gains. Therefore,
when capital gains are excluded from official measures of
income, the disparity between the poorest and wealthiest is
minimized - the highs are too low . Itis only by including
capital gains in our measure of income that we can form an
accurate measure of income disparity in Connecticut.

%

From 1985 to 1999,
there was a 221%
increase in the number
of dollars in capital
gains filed with the IRS.

From 1985 to 1999, the
number of IRS returns
that included capital
gains/losses increased
by at least 127%.



Figure 6: Historical IRS AGI for Five Highest- and Five Lowest-Income Towns
In 1991 Inflation Adjusted Dollars per Return

IRS Adjusted Gross Income per Return
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Figure 6 above charts two sets of towns. The set on the left are
the five highest income towns based on income per tax return from
IRS data i not an estimate. The set on the right are the five lowest
income towns based on income per tax return from IRS datai not
an estimate.

The IRS AGI per tax return is shown for each town over a 7 year
period. The chart relies on the number of tax returns, not
population, to provide a comparative measurement between years
Population statistics are not used as they are only reliable for 1990
and 2000.

IRS data for 2004 had not been released before this analysis had
been completed. CTSDC did not have IRS data for the years 1992
through 1997.

The difference in AGI growth between the highest and

lowest income towns is easily seen. Note the near doubling of
AGI from 1991 to 1998 for the high income towns. Also, from
1998 forward AGI remains comparatively high for high-income
towns. The peak is in 2000 followed by a downward trend through
2002. In 2003 AGl is back on the rise.

By contrast, AGI growth in low income towns was flat. After
adjusting for inflation, income in the lowest-income towns had not
changed significantly since 1991.

In summary, historical IRS data clearly shows that the level of AGI
in 1999 was not unusual for the highest-income towns.
Furthermore, the great magnitude of capital gains occurring in the
highest income households masks the widening gap between the
poorest and wealthiest in Connecticut.

%

According to IRS AGI
data, per person
income in Connecticut
peaked in 2000 in New
Canaan at $193,821 (in
2000 dollars).

According to IRS AGI
data, per return
income in Connecticut
peaked in 2000 in New
Canaan at $387,361 (in
2000 dollars).

From 1991 to 2000,
income per return in
New Canaan grew from
$116,273 to a peak of
$387,361 in 2000 (not
inflation adjusted).

From 1991 to 2000,
income per return in
Bridgeport decreased
from $25,110 to
$23,739 (in 1991
inflation adjusted
dollars).

In 2003, the highest
income per return _was
Greenwich at $324,617
(in 2003 dollars).

In 2003, the lowest
income per return was
Bridgeport at $31,737
(in 2003 dollars).



Figure 7: Map of Towns With Overlapping ZIP Codes
Connecticut 1999

ZIP Codes Make Data Difficult to Use

One difficulty in using either IRS AGI data or Connecticut AGI
data (which is not available) is that both sets of data are reported
by ZIP Code. The IRS defines ZIP Codes as follows:

ZIP Codes are administrative units established by the United States
Postal Service (USPS) for the distribution of mail. ZIP Codes serve
addresses for the most efficient delivery of mail, and therefore
generally do not respect political or census statistical area
boundaries . They usually do not have clearly identifiable boundaries,
often serve a continually changing area, are changed periodically to
meet postal requirements , and do not cover all the land area of the
United States. ZIP Codes are identified by five-digit codes assigned by
the USPS. The first three digits identify a major city or sectional
distribution center, and the last two digits generally signify a specific
post office's delivery area or point.

ZIP Codes are not ideal for data collection as they do not follow
political boundaries and can change from year-to-year. The use
of ZIP Codes makes it impossible to accurately assign income
tax data to all towns.

Figure 7 above is a map of Connecticut towns. The green towns
are those where ZIP Code boundaries were within a single
townds boundary in 1999, For
1999 ZIP Code data to calculate income. However, when used

for data collection, ZIP Code boundaries can change at any
time and therefore must be tracked from year-to-year.

The pink towns in Figure 7 have ZIP Codes that are used in
more than one town. For example, the boundary of ZIP Code
06754 is outlined in red in the northwestern part of the state. In
1999, this lone ZIP Code was used to deliver mail in the towns
of Sharon, Kent, Cornwall, and Warren. In total, 36% (61 of
169) of towns in Connecticut were similarly affected by ZIP
Code areas that overlapped town boundaries.

It is impossible to accurately assign personal income data or
tax revenue data to these 61 pink towns. For example, assume
that in 1999 there was $100,000,000 of AGI reported for ZIP
Code 06754, where shown in Figure 7. How can you correctly
assign that portion of $100,000,000 to the corresponding
towns? You cannot because the ZIP Code includes four
different towns and there is no further information to help
differentiate between the four towns.

Figure 8 below charts the dollars of state income tax revenue
that could not be assigned to towns due to limitations imposed
by using ZIP Codes. For the 2003 tax year, 24%
($1,054,098,179 of $4,369,825,989) of state income tax
revenue could not be assigned to the corresponding towns.

Figure 8: Personal Income Tax Revenue Unassigned to Municipalities
Connecticut Full-Year Residents
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In 1999, 61 Connecticut
towns had ZIP Codes
that were also used to
deliver mail in other
towns.

In 1999, ZIP Code
06754 was used to
deliver mail in the towns
of Sharon, Cornwall,
Kent, and Warren.

ZIP Code delivery areas
are set by the United
States Postal Service
and do not respect
political or census
statistical area
boundaries.

In 2003, 24% of state
income tax revenue
could not be assigned to
the correct municipality
due to ZIP Code related
problems.

Connecticut state
personal income taxes
are geographically
linked to ZIP Codes -
not towns.

The 2003 state tax
tables changed in
format from previous
years and additional
statistics on income tax
were added. This
change in reporting or
accounting may be the
reason for the large
increase in unassigned
revenue in 2003 in

Ii:iﬁu% 8.



