MEMO

To: IRS (my boss in this situation)

Cc: Sara Read

From: Terry A. Ring, Ph.D.

Date: 15 May 2003

Subject: Plan for filing 2003 Taxes

The filing of Federal taxes is a multi-step process that starts at the beginning of a given calendar year and continues through April 15 of the following calendar year.   This memo sets up a plan so that all income sources, expenses and deductions are collected throughout the year.   Since my income includes:


· University income,


· Consulting business income with in home office expenses,

· Dividend and interest income from investments, and


· Partnership income (a loss actually) from the pool chemical business,

it is necessary to organize and collect the receipts for business, investment, charitable donation, medical and home expenses separately throughout the year. And then in January once the tax year is over these expenses must be added up in appropriate categories so that they are ready for compilation into the tax forms.  Some of the home expenses are used for deductions, some are used for home office expenses and some are used for both. When these expense compilations are completed the tax filing process can take place efficiently in the months of February, March and April.   

The plan for this project is given below in a Gantt chart giving the important tasks required to file taxes and a plan for when each of these tasks has to be finished to meet the deadline of filing 2003 taxes on 15 April 2004.

	Activity
	15 Jan. 2003
	15 July 2003
	15 Dec. 2003
	15 Jan. 2004
	15 Feb. 2004
	15 March 2004
	15 April 2004

	Set up envelopes for various expenses
	x
	
	
	
	
	
	

	Adjust investment portfolio
	x
	x
	x
	x
	
	
	

	Collect all Expenses 
	
	
	
	x
	
	
	

	Purchase Tax Software
	
	
	
	x
	
	
	

	Collect W2, Capital Gains, 1099, K-1 (partnership) forms
	
	
	
	x
	x
	
	

	Compile expenses
	
	
	
	
	x
	
	

	Use tax software to fill in forms
	
	
	
	
	x
	x
	

	Pay IRA’s, self-employed pension plan
	
	
	
	
	
	x
	

	Check tax forms, Pay tax due and file tax forms
	
	
	
	
	
	
	x


Each of the important tasks is described below:

Set up envelopes for various expenses:  In January of each year a new set of large envelopes are marked with the titles:

· Consulting Business Expenses,

· Medical Expenses,

· Home Expenses,

· Investment Expenses and

· Charitable Donations.

These envelopes are the repositories for the year of the expense receipt for each category.  As a bill is paid during the year the receipt is simply placed in the appropriate envelope for processing later.  We have learned that there are a large number of expense receipts for the consulting business expenses and home expenses so the envelopes chosen for those receipts is a partitioned envelope.  For the consulting business expenses the partitions are used for individual months.  For home expenses the partitions are used for particular bills, e.g. one partition for gas bill, one for phone bill, etc. 

Adjust investment portfolio:  The investment portfolio has tax implications so it is reviewed periodically to balance the portfolio between stocks and bonds and taxable and nontaxable investments.  Depending upon the investment climate the balance of stocks and bonds changes.  For Bull years the mix is 60% stock and 40% bonds in the pension fund.  For Bear years the mix is as much as 20% stock and 80% bonds in the pension fund.  In neutral years the mix can vary between these extremes.  Investments that are not tax sheltered (non-pension funds) are bought and sold to maximize profit and minimize taxes.  Profitable years from the selling of investments point of view are coupled with larger charitable contributions to of set the tax burden.

Collect all Expenses: In January of each year the envelopes that were set up the previous January are collected making sure that none of the new tax year receipts are included in the previous year envelopes. 

Compile expenses:  The expenses are then compiled into separate sheets of an Excel spread sheet - one sheet each for

· Consulting Business Expenses

· Medical Expenses

· Home Expenses

· Investment Expenses

· Charitable Donations

These are now all in one place and available for tax purposes.  The receipts are stored for 7 years, the statute of limitations, with the tax forms filed for the year as required by the IRS.

Use tax software to fill in forms:  As the materials arrive by mail and are available due to the work of compilation, the tax forms are filled in.  A running list of the materials that are missing is kept on a scratch sheet of paper so that not one important income or important expense or deduction is forgotten.  The tax software stimulates the process of adding to this list.  When a piece of information is missing it is put on the scratch list and that line (or form) is bypassed in the filling out of the forms.  When the materials for that bypassed line or form are available it is filled in and the item is scratched off the list.

Pay IRA’s, self-employed pension plan:  Once the tax forms are complete the size of the self-employed pension plan contribution is available.  Since the pension plan requires that a tax/investment consultant file some paperwork it is necessary to get the first page of the IRS 1040 form to him about 1 month before taxes are filed.  He will prepare the form for the self-employed pension plan that is needed for filing taxes.  In addition, investing in an IRA or pension plan at this time is sometimes very beneficial as the mutual fund market is swamped with money near April 15 of each year. Getting your money to the market a month before is a way to make a little more money as the market usually is higher in late April and early May due to the need of the mutual funds to buy stocks in that time period when people usually invest.

Check tax forms, Pay tax due and file tax forms:  There are two checks needed for the tax forms before they are finalized – an error check and a deduction check.  Both of these are performed in early April.  Then hear to the tax filing date the tax form are printed, a check is written for the tax payment and the taxes are placed in an envelope and mailed on 15 April.  If I have a refund due me, I file the tax returns as early as possible.  I do not file electronically as I do not feel comfortable with that process and the audit risk is higher.

This detailed plan is a rough guide of the time periods required for the various tasks.  In most cases more than enough time is available for the task to be completed on schedule, but occasionally the task will not be performed on time due to unforeseen reasons.  One of the more probable unforeseen reasons is that some bank or mutual fund does not mail out the tax information to me in time, however, most of that information has usually arrived by February of any given tax year.  It is critical to act to bring each of the overdue tasks to completion as soon as possible so that the final deadline can be met with ease.  Not meeting the final deadline can have financial penalties and for that reason must be avoided at all cost.

