
What you need to know about 
Form 1099-NEC vs. 1099-MISC
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Prior to the tax year 2020, businesses had to report nonemployee compensation 
and miscellaneous income on the IRS Form 1099-MISC. However, for the tax year 
2020 and forward, the IRS introduced Form 1099-NEC for reporting nonemployee 
compensation. This document provides an overview of Form 1099-NEC and when 
to use that form versus the 1099-MISC.

Historically, the IRS Form 1099-MISC was used to report both nonemployee 
compensation and miscellaneous income.  If the form contained nonemployee 
compensation, then it was due by January 31st.  Otherwise, if it did not contain 
nonemployee compensation, then the form was due by February 28th.  This 
caused confusion among taxpayers, so the IRS decided to split reporting across 
two forms - the 1099-NEC and 1099-MISC. 

Form 1099-NEC
Businesses will need to use Form 1099-NEC if they made payments totaling $600 or more to a non-
employee, such as an independent contractor, freelancer, vendor, consultant, or other
self-employed individual.  
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According to the IRS, businesses must report payments on Form 1099-NEC if the payments meet the 
following four conditions:

• The payment is made to someone who is not your employee.
• The payment is made for services in the course of your trade or business.
• The payment was made to an individual, partnership, estate, or, in some cases, a corporation.
• The payments to the nonemployee totaled $600 or more for the calendar year.

Additionally, businesses must file Form 1099-NEC for each person from whom they have withheld 
any federal income tax under the backup withholding rules regardless of the amount of the 
payment.

For reporting, nonemployee compensation can include fees, commissions, prizes, awards, and other 
forms of compensation for services performed as a nonemployee for the business.  Nonemployee 
compensation should not include personal payments or employee wages.

Form 1099-MISC
Businesses should use the Form 1099-MISC for each person in the course of their business to whom 
they have paid the following during the year:

At least $10 in royalties or broker payments in lieu of dividends or tax-exempt interest, or

At least $600 in:
• Rents except if paid to a real estate agent or property manager.
• Prizes and awards.
• Other income payments.
• Generally, the cash paid from a notional principal contract to an individual, partnership, or estate.
• Any fishing boat proceeds.
• Medical and health care payments.
• Crop insurance proceeds.
• Payments to an attorney.
• Section 409A deferrals.
• Nonqualified deferred compensation.
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Additionally, businesses must file Form 1099-MISC for each person from whom they have withheld any 
federal income tax under the backup withholding rules regardless of the amount of the payment.

Special Notes
Now that nonemployee compensation and miscellaneous compensation are split into two forms, a 
business may end up submitting both forms for the same vendor.  

Payments to attorneys may require both forms.  Gross proceeds paid to an attorney, such as services 
related to a specific litigation matter should be reported on Form 1099-MISC whereas attorneys’ 
fees, such as for general business matters, should be reported on Form 1099-NEC.  Please note that 
the reporting exemption for corporations does not apply to legal fees, so even if your law firm is a 
corporation, you still must report the payments.
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Payments made with a credit card or payment card or certain other types of payments, including third-
party network transactions, are not subject to reporting those payments on Form 1099-NEC or 1099-
MISC. Those payments are reported on Form 1099-K by the payment settlement entity.

Be sure to collect a W-9 from your vendors in order to obtain their information including the Taxpayer 
Identification Number to ensure the accuracy of your 1099 reporting.  The IRS can assess penalties for 
erroneous submissions, and considering that some vendors may require both forms, one error may be 
flagged twice.
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Final Thoughts

The information in this document is meant to provide an 

overview of Form 1099-NEC and 1099-MISC.  There are of 

course many details not covered.  If you need help with 

your 1099 filing or would simply like to discuss your specific 

situation, please contact our office.
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About us
We are a firm that believes, foremost, in relationships. Relationships with clients, associates, and partners. 
Relationships with each other. At GFC, we understand that real and lasting accountability, integrity, and 
trust only happen when the relationship comes first.

To build these connections, we utilize our nearly 60 years of commitment to excellence. It’s a commitment 
we reaffirm every day, as we strive to serve the unique and often evolving needs of each of our clients. By 
taking the time to get to know and understand the people and companies we work with, we are able to 
craft strategies that efficiently leverage our decades of experience and wealth of resources.

Relationships are the cornerstone of GFC, and the reason we’ll never be just another accounting firm. And 
you’ll never be just another client.

Gallagher, Flynn & Company LLP

Vermont Location
725 Community Drive, Suite 401
South Burlington, VT 05403

New Hampshire Location
85 Mechanic Street
Rivermill Commercial Center
Box A-9, Suite E2-4
Lebanon, NH 03766

VT - (802) 863-1331
NH - (603) 643-0043

gfcinfo@gfc.com

www.gfc.com


