CHEAT
SHEETS

Fundamentals of Tax Compliance

Defining Tax Compliance

Tax Compliance Cheatsheet

A quick reference guide to understanding tax compliance, covering key concepts, processes, and best practices for individuals and businesses.

Key Components of Tax Compliance

Why Tax Compliance Matters

Tax compliance refers to adhering to tax laws and
regulations, which includes accurately reporting income,
claiming permissible deductions and credits, and paying

taxes on time.

It involves understanding your obligations as a taxpayer

and fulfilling them to avoid penalties and legal issues.

Individual Tax Compliance

Income Reporting

Filing Submitting required tax forms (e.g., 1040,
Returns 1120) accurately and by the due date.
Payment Paying the correct amount of taxes owed,
of Taxes through methods like withholding,
estimated payments, or direct payments.
Record Maintaining organized and accurate
Keeping records of income, expenses, and other

relevant financial data to support tax filings.

Deductions and Credits

Ensuring you avoid potential penalties, interest charges,
and legal repercussions from tax authorities.

Contributing to government revenue, which funds public

services and infrastructure.

Maintaining a good financial reputation and
creditworthiness.

Estimated Taxes

Wages & Reported on Form W-2; ensure
Salaries accuracy of information.

Self- Reported on Schedule C; includes
Employment income from freelancing, contracting,
Income or owning a business.

Investment Includes dividends, interest, and
Income capital gains; reported on Schedule B

and Form 8949.
Business Tax Compliance

Choosing a Business Structure

Tax deductions reduce your taxable income, while tax

credits reduce your tax liability directly.

Common deductions: Standard deduction, itemized
deductions (medical expenses, state and local taxes,
mortgage interest), IRA contributions.

Common credits: Child Tax Credit, Earned Income Tax
Credit, education credits.

Reporting Business Income and Expenses

Who Pays? Individuals with income not subject to
withholding (e.g., self-employed,
investors).

Payment Usually paid quarterly; use Form 1040-ES

Schedule to calculate and pay.

Avoiding Pay at least 90% of the tax liability for the

Penalties current year or 100% of the tax liability for

the prior year.

Employment Taxes

The business structure impacts tax obligations. Common
structures include sole proprietorship, partnership, LLC,

and corporation.

Each structure has different reporting requirements and
tax rates. Consult with a tax professional to determine the

best option.

Best Practices for Tax Compliance

Record Keeping and Organization

Revenue  Record all income from sales, services, and
other sources.

Expenses Track deductible expenses such as rent,
salaries, supplies, and depreciation.

Forms Use appropriate forms (e.g., Schedule C for

sole proprietorships, Form 1120 for

corporations) to report income and expenses.

Staying Informed and Seeking Guidance

Businesses with employees must withhold and remit
payroll taxes, including Social Security, Medicare, and

federal and state income taxes.

File Form 941 quarterly to report payroll taxes. Also, file

Form W-2 annually for each employee.

Ensure compliance with state unemployment taxes and

workers' compensation requirements.

Audit Preparedness

Maintain accurate and organized records of all financial
transactions, including income, expenses, and asset

purchases.

Use accounting software or spreadsheets to track
financial data. Back up records regularly.
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Tax Law Stay updated on changes to tax laws

Changes and regulations that may impact your tax

obligations.

Professional Consult with a qualified tax advisor or

Advice accountant for personalized guidance
and assistance with tax planning and

compliance.

Be prepared for potential tax audits by maintaining
thorough documentation and understanding your rights
and responsibilities.

Cooperate with tax authorities during an audit and seek
professional assistance if needed.
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