Introduction to Tax Compliance and Planning

Introduction to Tax Compliance and Planning
Designed as a quick?reference guide for students, new professionals, or anyone looking to grasp
the fundamentals.

1. Core Concepts

Term Definition Why It Matters
The process of correctly reporting Avoids penalties, interest, and legal
Tax Compliance income, calculating tax liability, and filing trouble; maintains good standing
returns on time, as required by law. with tax authorities.
The strategic arrangement of financial ~ Increases after?tax cash flow,
Tax Planning affairs to minimize tax liability within the supports business decisions, and
bounds of the law. enhances long?term wealth.

Avoidance: Legal use of deductions,
Tax Avoidance credits, and structures. Distinguishes permissible strategies
vs. Tax Evasion Evasion: lllegal concealment or from criminal conduct.
misstatement of income.

Government agency responsible for tax . ) )
_ . The entity to which compliance
Tax Authority collection and enforcement (e.g., IRS,

obligations are owed.
HMRC, CRA).

Fiscal period for which taxes are ) - _
Determines filing deadlines and
Tax Year calculated (calendar year or 12?month
_ timing of payments.
fiscal year).

2. The Compliance Cycle

1. Record?Keeping

o Keep source documents (invoices, receipts, bank statements).
o Retention period: typically 3—7?years (varies by jurisdiction).

2. Taxable Event Identification
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o Income, capital gains, dividends, interest, rental income, etc.

o Recognize deductible expenses and allowable credits.

w

. Calculation of Tax Liability

o Apply the appropriate tax rates (progressive, flat, corporate).

o Adjust for deductions, exemptions, and credits.

4. Filing the Return

o Choose the correct form (individual, corporate, partnership, etc.).

o Submit electronically or by paper before the deadline.

5. Payment

o Pay any balance due (including estimated quarterly payments for many entities).

o Use authorized channels (online portals, EFT, checks).

6. Post?Filing Activities

o Respond to notices or audits.

o Amend returns if errors are discovered (file Form?1040X, etc.).

3. Key Elements of Tax Planning

Planning Area

Income Timing

Entity Structure

Deduction
Optimization

Credit Utilization

International
Considerations

Accelerate deductions, defer income, use

Typical Strategies

bonus structures.

Choose between sole proprietorship,
partnership, corporation, S?corp, LLC.

Maximize Section?179 expensing, bonus
depreciation, home?office deduction.

R&D credit, energy efficiency credits, child

?tax credit.

Transfer pricing, foreign?tax credit, treaty

benefits.
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Common Tools &
Resources

Payroll calendars, accounting
software.

Incorporation services, legal
counsel.

IRS Publication?946, tax?
software calculators.

Credit eligibility worksheets,
state?specific guides.

OECD guidelines, IRS Form?
1116, tax treaties.
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, ) , Common Tools &
Planning Area Typical Strategies
Resources

Retirement & Benefit 401(k), SEP?IRA, health?savings accounts Plan documents, contribution
Plans (HSAS). limits tables.

4. Compliance Checklist (Annual)

Item Frequency Notes
Gather all income statements (W?2, 1099, K? Once a Verify amounts against personal
1, etc.) year records.

**Reconcile bank &
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