
Employee vs. contractor: 
Your tax form cheat sheet
How to correctly use 
W-2s and W-9s 
and avoid costly 
IRS penalties
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Form W-2:  
For employees

This form is used by employers to record wages 
paid and taxes withheld (federal income, Social 
Security, Medicare, etc.) based on 
the employee’s W-4.

Form W-9: For 
independent contractors

This form is used to collect the contractor’s 
taxpayer identification number (TIN). Contractors 
are responsible for their own taxes, so the 
W-9 does not involve withholding.

The critical difference: 
W-2 vs. W-9
As your business grows, hiring employees (W-2) or freelancers (W-9) requires navigating two entirely 
different tax processes. Correct worker classification is critical, as; misclassification can lead to hefty 
penalties from the IRS. The main difference lies in who handles tax responsibility.

W-2 key facts

Who is 
responsible 
for taxes?

The employer withholds and 
remits all taxes.

Reporting 
requirement

Employer sends W-2s to the 
SSA/IRS and to the employee 
by January 31.

Key tax updates for 2026 filing

1099-NEC threshold The minimum payment amount requiring a 1099-NEC increases to $2,000 
(from $600) starting in 2026.

Social security wage base The maximum wage subject to social security tax has increased to $184,500.

W-2 deadline The deadline for filing 2025 W-2 forms is February 2, 2026.

W-9 key facts

Who is 
responsible 
for taxes?

The contractor manages and 
pays all self-employment 
taxes (quarterly).

Reporting 
requirement

The W-9 is used to generate 
the 1099-NEC form, which 
is sent to the IRS and  
the contractor.
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The biggest challenge: 
IRS worker classification
Mistakenly classifying an employee as a contractor is the primary mistake that leads to audits and fines. 
The IRS uses three criteria to determine the correct classification. If you answer “yes” to any of the 
following, the worker is likely a W-2 employee.

	 Behavioral control 
Do you, the company, control what the worker does or how they perform the job? 

Examples: Providing detailed instructions, training, or setting a specific work schedule.

	 Financial control 
Do you, the company, control the financial and business aspects of the worker’s job? 

Examples: Reimbursing the worker for business expenses, providing the tools and 
equipment, or guaranteeing a fixed weekly/hourly wage.

	 Relationship type 

Is the relationship defined by an ongoing, permanent structure with benefits? 

Examples: Providing insurance, paid time off, or a long-term contract that implies permanence.
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Example: A graphic designer hired for a single logo design, who uses their own software and sets their own hours, 
is a W-9 contractor. If you later assign them a set work schedule, require them to use your office equipment, and 
reimburse their software costs, they become a W-2 employee.

Misclassifying a W-2 worker as a contractor can be extremely costly. Potential financial penalties include:

	� Back taxes and interest: Remitting the employer portion of FICA and state/federal unemployment taxes.

	� W-2/IRS fines: Fines for each unfiled W-2, plus hefty penalties (up to $1,000 per employee) if the IRS 
determines intentional misclassification.

	� Backdated benefits: Obligation to immediately pay for benefits like insurance or PTO that were due to the worker.

Penalties for misclassification
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Workers are generally employees when they are 
supervised, paid a regular wage, and are integral 
to the main operations of the business.

The W-2 process checklist

1.	 Onboarding: Obtain employee withholding 
information using a W-4 form.

2.	 During the year: Track wages, calculate, and remit 
all federal/state tax withholdings.

3.	 End of year: Generate and file W-2s to the SSA/
IRS and the employee by the deadline.

The challenge: This process is complex, time-
consuming, and requires precise calculation and 
timely payment of employer tax liabilities (e.g., Form 
941 quarterly filing).

QuickBooks can help streamline your W-2 and W-9 processes by:

	� For W-2s: Automating wage tracking, calculating withholdings, and filing quarterly and annual forms.

	� For W-9s: Simplifying W-9 collection, tracking contractor payments, and automatically generating and e-filing 
1099-NECs.

Learn how QuickBooks can eliminate the complexity of W-2s and W-9s.

Workers are generally contractors when they are 
self-employed, control their own schedule and 
methods, and are hired for a specific, often short-
duration project.

The W-9/1099 process checklist

1.	 Onboarding: Send the contractor a W-9 form to 
collect their TIN.

2.	 During the year: Record all payments made to the 
contractor.

3.	 End of year: Use the W-9 data to generate and file 
1099-NECs to the IRS and the contractor by the 
deadline.

The challenge: You must ensure you collect the W-9 
before the first payment to avoid delays, and you must 
accurately issue the 1099-NEC for all payments over 
the threshold.

When to use the W-2 
process (for employees)

When to use the W-9 
process (for contractors)

Find peace of mind come tax time

Learn how integrated tools can help you 
track, organize, and prepare your Schedule 
C data with confidence.

Explore QuickBooks tax tools
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https://quickbooks.intuit.com/solopreneur/

