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1099 basics
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Introduction to 1099s

What is a 1099? When do you need a 1099?

A 1099 is used to report certain payments The 600 rule: Any person or independent

made to non-employees, such as freelance contractor—corporations not included-who

or contract work, to the IRS as part of an receives at least unemployment income during a
information return about your business. calendar year should get a Form 1099.

While th ious t f1099s, Il . . :
e there are various types © S sma This includes independent contractors,

businesses primarily deal with two forms: the

freelancers, self-employed individuals, LLCs that
1099-MISC and the 1099-NEC.

don't file as corporations, and anyone who has

control over how and when they work.

Why 1099s matter

For business owners, 1099s are essential

tools for: If you pay someone who is:

= Reporting contractor payments + Not your employee

L . + Provided services worth at least $600
= Maintaining tax compliance
+ Not a corporation

= Documenting business expenses

= Supporting contractor tax filing =iz e T

Even if you pay someone less than $600, they still need to report the income
on their taxes, but you don’t need to issue a 1099.
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Types of 1099 forms

While there are many types of 1099 forms, small businesses primarily deal with a

few key versions. Here's what you need to know about the most common types:

Used for: Reporting payments to

independent contractors
Threshold: $600 or more

Due date: January 31 to recipients
and IRS

Used for: Rent, royalties, prizes, and

other payments
Threshold: $600 (except royalties $10)

Due date: January 31 to recipients;
March 31 to IRS (electronic)

Other important 1099 forms

There are also some 1099 forms that business

owners tend to receive as opposed to send.

1099-K (card transactions)

Payment processors will send 1099-K forms for
transactions totaling more than $5,000. This

includes payments through:
= Credit card processors
= PayPal/Venmo

= Online marketplaces

Additional common 1099 forms

Other 1099 forms that business owners may

receive include:
= 1099-INT: Interest income ($10+)
= 1099-DIV: Dividends and distributions
= 1099-R: Retirement distributions

= 1099-S: Real estate transactions

ET Keep track of which payment methods you use for business transactions—
= different payment types might trigger different 1099 forms.



Understanding your 1099 responsibilities

As a business owner, your 1099 responsibilities
extend beyond simply issuing forms. You need
to understand when to file and how to maintain

proper documentation throughout the year.

Filing Requirements

The IRS requires you to send 1099s to both the
recipient and the IRS itself. For most 1099 forms,
you'll need to provide the recipient’s copy by
January 31st. However, the IRS filing deadline
varies depending on your filing method and the
type of 1099.

Recordkeeping

Maintaining accurate records throughout the

year is crucial to successfully file your 1099.

This includes payment records, contractor
information, copies of all filed forms, and

verification of recipient information.

Your role as a business owner includes
ensuring that contractors can accurately file
their tax returns and pay their self-employment

taxes. Neglecting these responsibilities can

result in penalties and put you in bad standing
with the IRS.

January 31: Recipient copies due
February 28: Paper filing with IRS

March 31: Electronic filing with IRS

0 Collect W-9s before making payments
0 Track payments as they occur
0 Keep contractor information updated

0 Store documents securely




1099-MISC -
vs 1099-NEC —T—

Understanding the distinction

The introduction of Form 1099-NEC in 2020 changed how businesses report
contractor payments. While both forms are information returns, they serve

different purposes and have different filing requirements.

Less than half (48%) of small business owners
feel confident they're managing their taxes
accurately. That's why understanding distinctions
is crucial for proper tax compliance.



https://quickbooks.intuit.com/r/small-business-data/financial-literacy-statistics/

Form 1099-NEC (nonemployee compensation)

This form has become the primary way to report payments to independent contractors and freelancers.
If you previously used Box 7 of Form 1099-MISC for contractor payments, you'll now use Form
1099-NEC instead. Use 1099-NEC for freelance work, independent contractor services, professional

fees, or creative services.

7171 [ /voID [ | CORRECTED
PAYER'S name, street address, city or town, state or province, country, ZIP OMB No. 1545-0116
or foreign postal code, and telephone no.
Form 1099-NEC
Nonemployee
(Rev. January 2022) Compensation
For calendar year
20
PAYER'S TIN RECIPIENT’S TIN 1 Nonemployee compensation Copy A
$ For Internal Revenue
RECIPIENT’S name 2 Payer made direct sales totaling $5,000 or more of Service Center
consumer products to recipient for resale O File with Form 1096
3 For Privacy Act and
- Paperwork Reduction Act
Street address (including apt. no.) Notice, see the current
: : General Instructions for
4 Federal income tax withheld Certain Information
City or town, state or province, country, and ZIP or foreign postal code $ Returns.
5 State tax withheld 6 State/Payer’s state no. 7 State income
Account number (see instructions) 2nd TIN not. |§ 3
L] $ $
Form 1099-NEC (Rev. 1-2022) Cat. No. 72590N www.irs.gov/Form1099NEC Department of the Treasury - Internal Revenue Service

Do Not Cut or Separate Forms on This Page — Do Not Cut or Separate Forms on This Page

Deep dive into 1099-MISC

The 1099-MISC remains an important form,

1099-NEC vs. 1099-MISC:

It's easy to confuse which payments
go on which form. Remember this
simple rule: If you're paying for
services, use NEC — for most other
Primary uses for Form 1099-MISC: payments, use MISC.

though its role has changed. Think of it as the
catch-all form for various types of payments that

don't fit elsewhere in the 1099 family.

= Rent payments ($600 or more)

= Royalti 10
oyalties ($10 or more) The key is understanding which form to use and

" Prizes and awards when each payment type requires reporting.

* Medical and healthcare payments This helps ensure compliance and avoids

= Crop insurance proceeds unnecessary filing.




Filing deadlines and requirements

One of the most significant differences between these forms lies in their filing deadlines.

Understanding these deadlines is crucial for avoiding penalties and maintaining good standing

with the IRS.
January 31: Due to recipients and the IRS January 31: Due to recipients
= No automatic extensions for IRS filing February 28: Due to IRS (paper filing)
" Same deadline whether filing March 31: Due to IRS (electronic filing)

electronically or by paper

Making the right choice

When deciding which form to use, consider these real-world scenarios:

You pay a freelancer $3,000 to You pay $2,000 monthly rent to a
design your website property owner

—> Use 1099-NEC —> Use 1099-MISC

Why? This is a service payment to Why? Rent payments are reported
a nonemployee on MISC, not NEC

Accuracy in choosing the right form is just as important as meeting deadlines.
Incorrect form selection can lead to filing errors and potential penalties.



Common mistakes °
and how to avoid them < a

forms, even experienced business owners can

When dealing with 1099-MISC and 1099-NEC ‘ ‘

make mistakes. Understanding these common

pitfalls can help you avoid them. m m
| .

Filing errors to watch for:

= Using the wrong form for contractor

payments °
= Missing state filing requirements State re.q ul rements
= Combining different payment types on to CO“Slder
one form
= Filing late or incorrectly While federal requirements are standardized,

state requirements for 1099-MISC and 1099-NEC

can vary significantly. Some states participate in

Filing the wrong form isn't just combined federal/state filing programs, while
confusing—it can be costly. The IRS others require separate submissions.

may impose penalties ranging from

$60 to $660 per form, depending States may have different thresholds, separate
on how late the correction is made. forms, unique deadlines, and special reporting

requirements.

Best practices for filing accuracy:

+ Verify contractor information before filing
v Keep detailed payment records

+ Set calendar reminders for deadlines

v Use accounting software to track payments

=% Check with your state’'s Department of Revenue or a tax professional to
understand your specific state requirements.


https://www.irs.gov/payments/information-return-penalties

Completing
and filing
1099s

Step-by-step guide to filling out 1099s

Once you've determined who your independent = Independent contractor information:
contractors are and you feel confident your books You'll need each contractor’s legal name,
are in order, you can begin completing a 1099- address, and Taxpayer Identification
NEC. We'll walk you through this step by step. Number (TIN). This is usually their Social
Security Number (SSN) but could also be
Step 1: Prepare your an EIN if they operate as a business.
documents = Payment records: Have a record of all

payments made to each independent

Before you start filling out the form, gather all the ) .
y 9 9 contractor during the tax year. This could

necessary information. This will make the process . o .
include invoices, payment receipts, or

much smoother and help you avoid errors. .
reports from your accounting software.

What you'll need: Having these documents ready will ensure you

= Your business information: This includes can accurately complete the 1099-NEC and
your legal business name, address, and avoid any delays in filing.

Employer Identification Number (EIN).



Step 2: Fill out a 1099 form

With the necessary documents assembled, you can now

proceed to complete the 1099-NEC form.

7171 [ |voD [ | CORRECTED
PAYER'S name, street address, city or town, state or province, country, ZIP OMB No. 1545-0116
or foreign postal code, and telephone no.
Form 1099-NEC
erm Nonemployee
‘ (Rev. January 2022) Compensation
For calendar year
20
Copy A

PAYER'S TIN ‘

RECIPIENT’S TIN ‘ 1 Nonemployee compensation

For Internal Revenue

RECIPIENT'S name

2 Payer made direct sales totaling $5,000 or more
consumer products to recipient for resale O

Service Center
File with Form 1096.

Street address (including apt. no.)

3

For Privacy Act and
Paperwork Reduction Act
Notice, see the current

4 Federal income tax withheld

General Instructions for
Certain Information

City or town, state or province, country, and ZIP or foreign postal code $ Returns.
5 State tax withheld 6 State/Payer’s state no. 7 State income
Account number (see instructions) 2nd TIN not. |§ . ~ ($
L] $ 7

Form 1099-NEC (Rev. 1-2022) Cat. No. 72590N

www.irs.gov/Form1099NEC

Department of the Treasury - Internal Revenue Service

Do Not Cut or Separate Forms on This Page — Do Not Cut or Separate Forms on This Page

Payer’s name and address: Enter your
business's info exactly as it appears on your

tax records.

Payer’s TIN: Enter your business’s taxpayer
identification number (TIN).

Recipient’s TIN: Enter the independent
contractor’s TIN. This is usually their Social
Security number (SSN).

Recipient’s name: Enter the independent

contractor’s full legal name.

Recipient’s address: Enter the

independent contractor’s full address.

Box 1: Nonemployee compensation:
Enter the total amount you paid to the

independent contractor during the tax year.

Box 2: Direct sales: This box is for
reporting direct sales of consumer products

to the independent contractor for resale.

Box 4: Federal income tax withheld:
Enter the amount of federal income
tax withheld from the independent

contractor’s payments.

State information: If your state requires

1099-NEC filing, complete those sections.



https://www.irs.gov/pub/irs-pdf/f1099nec.pdf

Step 3: Submit the 1099 form

When you produce a 1099-NEC, you provide copies of the

form to different recipients:

= Submit Copy A to the IRS with Form 1096, which
reports all 1099 forms issued to contractors and the

total dollar amount of payments.
= Send Copy 1 to your state’s Department of Revenue.
= Provide Copy B to the recipient (the contractor).

= Keep Copy C for your records; this documents the

wage expense you post on your business tax return.

It's also important to check state requirements. Certain states
require businesses to file 1099 forms with them, so check with

your CPA if you're unsure.

Explore plans



https://www.irs.gov/pub/irs-pdf/f1096.pdf
https://quickbooks.intuit.com/payroll/1099-efile/

W-9 and
contractor
management

Filing deadlines and requirements

Businesses typically employ two types of workers—employees and independent contractors.

Taxes work differently for Form 1099 vs. W-2 income. In particular, the employer withholds taxes

for W-2 wages but not for 1099 workers.

= Employer controls how you do the work = More flexibility and independence

= Access to benefits = No employee benefits

= Payroll taxes withheld = No taxes withheld

= Uses company tools and equipment = Uses their own tools and equipment



Contractor classification guidelines

One of the most critical decisions you'll make when working with contractors is ensuring
they're properly classified. The IRS uses three primary categories to determine whether
someone should be treated as an independent contractor or an employee. This chart

below examines how much control you have over the worker’s performance:

Independent contractors typically:

@ = Settheir own hours
. = Use their own methods

= Work independently

Behavioral
control = Provide their own training
ﬂ ' Consider who controls the business aspects of the work:
0=
=

= Investmentin equipment
“ = Unreimbursed expenses
. . = Opportunity for profit or loss
Financial PP yrore

control = Services available to multiple clients

Examine how you and the worker view your relationship:

@

= Written contracts

= Benefits provided

. . = Permanency of relationship
Relationship to

. = Services key to regular business
the business Y d

d Misclassification can result in significant penalties and back taxes.
L When in doubt, consult a tax professional.



Getting started: W-9 forms

The W-9 form collects the tax information of independent contractors, freelancers, and
other individuals or entities your business pays for services. It helps your business gather

the necessary information to report payments to the IRS:

Form W'g . R_equeSt for Taxpayer . . Give form to the
(Rev. March 2024) Identification Number and Certification requester. Do not
Department of the Treasury send to the IRS.

Internal Revenue Service Go to www.irs.gov/FormW9 for instructions and the latest information.

Before you begin. For guidance related to the purpose of Form W-9, see Purpose of Form, below.
. 1 Name of entity/individual. An entry is required. (For a sole proprietor or disregarded entity, enter the owner’s name on line 1, and enter the business/disregarded

entity’s name on line 2.)

. 2 Business name/disregarded entity name, if different from above.

3a Check the appropriate box for federal tax classification of the entity/individual whose name is entered on line 1. Check 4 Exemptions (codes apply only to
. only one of the following seven boxes. certain entities, not individuals;

see instructions on page 3):
D Individual/sole proprietor D C corporation |:| S corporation |:] Partnership [:| Trust/estate page 3)

[] LLG. Enter the tax classification (C = C corporation, S = S corporation, P = Partnership) . . . Exempt payee code (if any)

Note: Check the “LLC” box above and, in the entry space, enter the appropriate code (C, S, or P) for the tax
classification of the LLC, unless it is a disregarded entity. A disregarded entity should instead check the appropriate Exemption from Foreign Account Tax
box for the tax classification of its owner. Compliance Act (FATCA) reporting

[] other (see instructions) code (if any)

3b If on line 3a you checked “Partnership” or “Trust/estate,” or checked “LLC” and entered “P” as its tax classification,
and you are providing this form to a partnership, trust, or estate in which you have an ownershlp interest, check
this box if you have any foreign partners, owners, or beneficiaries. See instructions . P N

(Applies to accounts maintained
outside the United States.)

. 5 Address (number, street, and apt. or suite no.). See instructions. Requester’s name and address (optional)

6 City, state, and ZIP code

7 List account number(s) here (optional)

Taxpayer Identification Number (TIN)

Enter your TIN in the appropriate box. The TIN provided must match the name given on line 1 to avoid
backup withholding. For individuals, this is generally your social security number (SSN). However, for a
resident alien, sole proprietor, or disregarded entity, see the instructions for Part |, later. For other
entities, it is your employer identification number (EIN). If you do not have a number, see How to get '

[ Social security number

or

TIN, later. = e
| Employer identification number

Note: If the account is in more than one name, see the instructions for line 1. See also What Name and
Number To Give the Requester for guidelines on whose number to enter. =

‘ Legal name ‘ Physical address

‘ Business name (if different) ‘ Taxpayer |dentification Number

‘ Tax classification (TIN)

Best Practice: Always collect a W-9 before making your first payment to a new
contractor. This simple step can prevent numerous headaches down the road.



https://quickbooks.intuit.com/r/guides/working-as-a-freelancer/

How to pay your contractors

Paying a 1099 contractor is done either manually through cash or check or digitally
through direct deposit or a third party like Venmo. Here are a few key steps to follow

to make sure you pay your 1099 workers correctly:

5 steps to pay a 1099 contractor

. Contractor fills out a W-9

A W-9 form is used to gather information about the contractor,
specifically their:

= Social security number
= TIN

. = Full legal name
= Legal business name

= Contract information

. Pay your contractors

Pay your contractors accurately and on time, keeping records of

payments throughout the year.

‘ Determine if you pay backup withholdings

You could incur a 24% withholding rate if the contractor didn't

provide a TIN

. Fill out Form 1099

Using the W-9, fill out the pertinent information on Form 1099

. Send out the 1099

1099s are due by January 31 of each year to avoid any IRS penalties



1099 compliance |

Build a culture of compliance °

Creating a strong foundation for tax compliance Many small businesses find that using integrated
doesn’t happen by accident. It requires planning software solutions reduces errors, saves time,
and consistent execution throughout the year. and provides peace of mind during tax season.

) o The automation of routine tasks allows you to
Start by developing clear policies and

focus on more strategic aspects of your business.
procedures for contractor engagement. These
should cover everything from initial hiring

through final payment and tax reporting.
Look for a 1099 management

Make sure everyone in your organization who system that offers:
deals with contractors understands these

procedures and follows them consistently. v Automated payment tracking

. v/ Integrated W-9 management
Key elements of 1099 compliance S S

= Regular review of contractor v/ Electronic filing capabilities
classifications
= Consistent documentation practices v Secure data storage
= Timely payment processing
v/ Regular updates for tax law changes

= Accurate recordkeeping

= Proper tax form filing v/ User-friendly interfaces



Maintain accurate records

Recordkeeping might not be the most exciting
part of running a business, but it's crucial for tax

compliance and contractor management.

Best practices for
storing 1099 forms

Use encrypted
storage systems

_J Maintain organized file
naming conventions

-5 Back up files regularly

Implement access

controls

— 4 Keep digital and physical
H copies of crucial documents
00

Keep these 1099 records:

W-9 forms for all contractors

Copies of all contracts and agreements
Payment records and invoices
Correspondence about work terms
Copies of filed 1099s

Proof of delivery for tax forms

Explore plans



https://quickbooks.intuit.com/accounting/tax-deductions/

1099 deadlines and penalties

Understanding and meeting deadlines is crucial for maintaining
compliance. The IRS takes these deadlines seriously, and the

penalties for missing them can be significant.

January 31

Provide 1099-NEC to contractors
File 1099-NEC with IRS
Provide 1099-MISC to recipients

February 28

Paper file 1099-MISC with IRS

March 31

Electronic file 1099-MISC with IRS

Missing these deadlines can cost you:

= $60 per form if 30 days late or less

= $120 per form if more than 30 days
late but before August 1

= $310 per form if after August 1

= $630 per form for intentional

__@ Remember: These penalties can add up quickly
if you have multiple contractors.



Get ready for tax season

Think of your financial documents as puzzle pieces.
When they're organized and readily available,
completing your tax return is like putting together a

clear picture.

Even if you have a bookkeeper managing your

finances, understanding these documents

empowers you to stay informed and make strategic

decisions for your business.

12 months in advance 3 months in advance

v/ Choose a business structure v Categorize expenses

v/ Obtain licenses and permits Consult a tax professional (if needed)

v
v Set up a system for tracking income v Prepare to file 1099-NEC forms
v

and expenses Reconcile bank and

credit card statements
6 months in advance

v/ Gather last year's tax return 1 month in advance

v/ Review/upgrade accounting software v Finalize bookkeeping
v Organize receipts and invoices v Gather tax forms
v/ Request W-9s from new v/ Begin the filing process

independent contractors

I} Remember: Early preparation makes tax season manageable instead
of overwhelming.



