
Lesson 2: Form 1099 Reporting Regime

Hello and welcome back to our lesson where we will begin our journey through the different

regimes of reporting.  We will begin with the Form 1099 reporting regime.  As you remember,

we find these rules in chapter 61.  Connected with the Form 1099 reporting regime are the

backup withholding rules under Section 3406.  For reporting payments of backup withholding

we are going to look to Form 945.  Let’s begin our deeper dive into the Form 1099 reporting

regime.

As we outlined in prior lessons, any person paying fixed or determinable income to a U.S.

person will be obligated to report this information on the relevant Form 1099.  The persons

making these payments are called payors.  The persons receiving these payments are generally

called U.S. payees.  Some U.S. payees are exempt from Form 1099 reporting.   They are called

U.S. exempt recipients.  The payees that are not exempt from Form 1099 reporting are called

U.S. nonexempt recipients.  Let’s talk about each.

First, let’s look at what is a U.S. payor?

● A U.S. payor is a U.S. person, of course.  We have learned that a U.S. person is a U.S.

citizen or resident, a U.S. partnership, a U.S. corporation, a U.S. estate, and any U.S.

trust.

● A U.S. payor is also a government of the United States or the government of any State or

political subdivision of each.

● A U.S. payor is also a controlled non-U.S. corporation.  What is that?  A controlled

non-U.S. or foreign corporation is sometimes referred to as a CFC.  This means the

non-U.S. corporation is more than 50 percent owned by U.S. persons – whether that be

by way of a total combined voting power of all the classes of the corporation entitled to

vote or the total value of the stock in the corporation.

● A U.S. payor is a non-U.S. partnership if at any time during its tax year, one or more of

its partners are U.S. persons who in total hold more than 50 percent of the income or



capital interest in the partnership, or if at any time during the year, the partnership is

engaged in the conduct of a trade or business in the United States.

● A U.S. payor is a non-U.S. person that has 50 percent or more gross income for the prior

three year period that was effectively connected with the conduct of a U.S. trade or

business.

● A U.S. payor is a U.S. branch or territory financial institution.  Remember, a territory

financial institution is a financial institution that was formed in one of the U.S.

territories.

●

But wait, what is a non-U.S. payor?  Well, they are any payors of U.S. reportable income that we

did not mention in the definition of U.S. payors.  Easy, right?

Second, what are U.S. exempt recipients?  We find the list of these folks in the chapter 61

regulations.  Different types of income have different exempt recipients.  For example, we look

to section 1.6049-4(c)(1)(ii) for the list of exempt recipients who receive interest, dividends, and

royalties.  There we learn that corporations, tax-exempt organizations, the United States, any

State, non-U.S. governments, international organizations, non-U.S. central banks of issue,

securities or commodities dealers, real estate investment trusts or REITs, 1940s Act Companies,

common trust funds, financial institutions, trusts, nominees or custodians, brokers, and swap

dealers.  So, all of these persons are U.S. exempt recipients.  If they receive a payment of

interest, dividends, or royalties, then the payor does not have to prepare a Form 1099 INT or

MISC to report the payment to one of these U.S. exempt recipients.  Now, for broker proceeds,

we look to section 1.6-45-2(b)(2)(i).    The list of exempt recipients here is a bit smaller and

includes tax exempt organizations, individual retirement plans, the United States, any State, a

non-U.S. government, international organizations, and non-U.S. central banks of issue.  For

payees of other income like rents, prizes, commissions, and other fixed or determinable income,

we look to the rules in section 1.6041-3(q).  here we learn an even different subset of exempt

recipients to include corporations, tax-exempt organizations, the United States, any State,

non-U.S. governments, international organizations, and non-U.S. central banks of issue.  And



those are our U.S. exempt recipients.  Any of the named folks receiving a payment of the certain

type of fixed or determinable income will not be subject to Form 1099 reporting, in other

words, a payor will not have to prepare a Form 1099 if it makes a U.S. reportable fixed or

determinable payment that we just named and to one of the exempt recipients we just named.

As you can see, it is important to have the exempt recipients for the types of payments your

organization makes well documented.

Now, what are U.S. nonexempt recipients?  Well, that is generally everyone else!  Most notably,

U.S. individuals or humans are always nonexempt recipients.  Form 1099 reporting applies to

them.  Others include partnerships, limited liability companies, and certain other entities that

we did not name in our list of exempt recipients.  A payor making a U.S. reportable fixed or

determinable payment to a U.S. nonexempt recipient will have to prepare a Form 1099 to

report that payment.

Well, this is a good place for us to pause and think about what we learned.

● First, we learned what a U.S. and non-U.S. payor is.

● Second, we learned what an exempt recipient is and that it is not subject to Form 1099

reporting.

● Third, we learned about U.S. nonexempt recipients and that generally they are subject to

Form 1099 reporting.

In our next lesson, we will talk more about Form 1099 reporting.  See you then!


