
Lesson 7:  Form 1099-NEC Walkthrough

Hello, and welcome to our lesson on Form 1099-NEC, which the Form 1099 that payors use to

report nonemployee compensation to U.S. persons.  You will notice quite a few similarities to

the Form 1099-MISC, because nonemployee compensation information used to be reported on

that form.  In 2020, the IRS broke the nonemployee compensation information out of the Form

1099-MISC and created the new Form 1099-NEC.  Since they are so similar, we will do our best

not to repeat too much information from the Form 1099-MISC walkthrough in this lesson.  Let’s

begin!

First, we have a familiar section.  It is the top right portion of the form.  Here you will notice that

we see the year 2021 and Form 1099-NEC.  This indicates that the form must be used to report

2021 nonemployee compensation income only.

For 2022, the IRS issued a draft Form 1099-NEC that is a continuous use form, so for all

subsequent years, the taxpayer will enter the calendar year of the information reported on

Form 1099-NEC.  As of the date of this recording, the continuous use Form 1099-NEC is still in

draft.



But, back to the 2021 version for our training.  Now, take a look at the left side of the form.  The

entire set of boxes should look nearly identical to what we saw in our lesson on Form

1099-MISC, with some minor changes.  The changes are largely because nonemployee

compensation is a nonfinancial type of payment.  As such, it is not subject to chapter 4 or the

Foreign Account Tax Compliance Act.  This means that boxes related to chapter 4 will have no

reason to be on a Form 1099-NEC.  So, let’s have a look at what is similar to the Form

1099-MISC.

First, we have a large open text box for the payor to enter its name, street address, city or town,

state or province, country, zip code or non-U.S. postal code, and telephone number.  Next, we

see two TIN boxes.  One for the payor’s TIN and one for the recipient’s TIN.  As a quick reminder,

payors must make every effort to be sure that they are reporting the correct type of number

and correct format on this form.  This is because the IRS uses the TINs to connect the income

payment from the payor and to the recipient.  The IRS will then trace the payment using the

recipient TIN back to that person’s U.S. income tax return.  This cross referencing helps the IRS

know whether the recipient reported all of the income it received on its tax return for the year.

If a Form 1099 is filed by a payor and the income is not found on the individual recipient’s

income tax return, the IRS may issue an automated notice to the individual asking why the

income was not reported!



Next we see the box for recipient’s name and then a street Address box, followed by the City or

town, state or province, country, and ZIP or foreign postal code box.  Again, these boxes are not

an open text box like that of the payor.  This is for purposes of parsing data related to the

recipient or payee.

Next, where we would have seen a box for the chapter 4 filing requirement, we see it is not

there.  Instead, we see the box where taxpayers enter the account number if it has multiple

accounts for a payee or recipient and the payor is filing more than one Form 1099-NEC for that

payee or recipient.  Account numbers also help payors identify accounts when recipients call

with questions or when B Notices are received for Forms 1099 filed with a name and TIN

mismatch.

And last, we see the checkbox for 2nd TIN notice. So, it is very similar to most Forms 1099, right?



Now, we can move over to the right side of the form and begin talking about the boxes related

to the income paid and the Form 1099-NEC reporting.  First box, Box 1, is for nonemployee

compensation.  This is where payors enter the amount of compensation paid to nonemployees.

Next, in box 2, we have a checkbox for where the payor made direct sales totaling $5,000 or

more of consumer products to recipient for sale.  If the payor checks this box, then it is saying



that it sold consumer products totaling $5,000 or more for resale, on a buy-sell, a

deposit-commission, or other basis.

Box 3 has been reserved for future use, where the IRS will provide additional details at a later

time.

Box 4 is for Federal income tax withheld or, in other words, backup withholding.  Payors must

backup withhold on certain payments if the person receiving the income did not give a TIN to

the payor.

Boxes 5 through 7 are related to State income tax withholding.  Here, the payor reports state

income tax that it withheld.



 

Also, worth noting is that a payor may truncate the TIN of a payee or recipient on the payeeʼs

statement or Copy B.  This is for the privacy and protection of the recipient.  On the other

hand, the payor is not allowed to truncate the TIN of the payee or recipient on any copies that

will be filed with the IRS. Also, a payor cannot truncate its own TIN on any form.

Now, if you take a look at the top of the form, you will notice two check boxes related to Void

and Corrected forms.  Payors that are filing a correction on a paper form would not check the

void box.  By checking the Void box, the payor would be alerting the IRS to ignore the form

and proceed to the next one.  The correction would not be entered into IRS records if the

payor checks the void box.  The VOID box is used when filing paper forms and an error is made

when typing in the information.  Cross outs or other corrections to typos are not permitted.  In

these cases, you would put an “X” in the VOID box to tell the IRS to skip the form with typos.

And last, something we talked about a few times, the payor must furnish the payee

statements to recipients and to the IRS by January 31 of the calendar year following the year



of the payment. File Form 1099-NEC with the IRS on or before February 1, 2021, using either

paper or electronic filing procedures

With that, we conclude our walkthrough of Form 1099-NEC.  Join us next time as we talk

through more information reporting and withholding.  See you then!

 


