
The BOE has identified nearly 
200,000 businesses in Califor-
nia that meet the definition of 
a "qualified purchaser" and is 
notifying them of their regis-
tration requirement.  How-
ever, the BOE has made it 
clear that this notification 
process cannot be relied upon 
to inform all businesses of 
their obligation and all busi-
nesses meeting the conditions 
of a "qualified purchaser" are 
expected to register.  As men-
tioned above, the definition of 

On July 28, 2009, in an ef-
fort to increase taxpayer 
use tax compliance, Section 
6225 was added to Califor-
nia's Revenue and Tax 
Code, which requires a 
"qualified purchaser" to 
register with the State 
Board of Equalization 
(BOE) and report and pay 
use tax directly to the 
BOE. 
 
What is use tax? 
Use tax applies when a 
person or business in Cali-
fornia purchases tangible 
merchandise to be used, 
consumed, given away, or 
stored in California from a 
retailer outside of Califor-
nia who does not collect 
California tax on the sale. 
 
Who is considered a 
"qualified purchaser"? 
A "qualified purchaser" is a 
person or business that 
meets all the following con-
ditions: 
• Receives at least 
$100,000 in gross receipts 
from business operations 
per calendar year.  Accord-
ing to representatives of 
the BOE, the term 

"business operations" has not 
been defined for purposes of 
the use tax registration re-
quirement. 
• Is not required to hold a 
seller's permit or certificate 
of registration for use tax. 
• Is not a holder of a use 
tax direct payment permit. 
• Is not otherwise regis-
tered with the BOE to re-
port use tax. 
 
How do I register? 
Form BOE-404-A, Use Tax 
Reg i s t r a t ion ,  c an  be 
downloaded from the BOE 
w e b s i t e  a t  h t t p : / /
w w w . b o e . c a . g o v / p d f /
boe404a.pdf   The form 
should be mailed to the fol-
lowing address: 
 
Board of Equalization 
Tax Source Group, MIC: 007 
PO Box 942879 
Sacramento, CA 94279-0007 
 
When is a return due? 
The return for 2009, along 
with payment, is due by April 
15, 2010. Registrants are also 
required to file returns for 
purchases made in the years 
2007 and 2008. 

NEW CALIFORNIA USE TAX REGISTRATION REQUIREMENTS 

Important updates and reminders included in this letter 

• New California Use Tax Registration Requirements 

• California Withholding Requirements 

• Forms W-2 and W-3 

• Foreign Bank Account Reporting 

• Independent Contractors and Form 1099 
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a "qualified purchaser" con-
tains some ambiguous lan-
guage, which may leave many 
taxpayers unsure of their 
registration obligation.  If 
your business has received 
notification, you must either 
register or notify the BOE if 
you believe you are not re-
quired to register.  If you are 
unsure if your business is a 
"qualified purchaser," addi-
tional information may be 
found on the BOE website at 
http://www.boe.ca.gov . 

 
a "qualified purchaser" must regis-

ter with the State Board of  Equali-
zation (BOE) and report and pay 

use tax directly to the BOE 
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for the amount that should have 
been withheld. This also in-
cludes partnerships. The FTB 
may also collect any withholding 
from a withholding agent upon 
notice and demand.  

Withholding on California 
source payments to nonresi-
dents must be remitted to 
the FTB on a quarterly basis, 
just like estimated tax pay-
ments, using FTB form 592, 
Quarterly Nonresident 
Withholding Statement. 
Taxes must be withheld 
from nonresidents for: 
• Payments to independ-

ent contractors; 
• Rents and royalties; and 
• Distributions of current 

year income to domes-
tic nonresident S corpo-
ration shareholders, 
partners, members, and 
beneficiaries of estates 
and trusts. 

 
F o r e i g n  p a r t n e r s /
members  
For income or gain on distri-
butions allocable to foreign 

(non-U.S.) partners or LLC 
members, withholding is re-
ported and remitted quarterly 
on FTB Form 592-A, Foreign 
Partner or Member Quar-
terly Withholding Remit-
tance Statement. In addi-
tion, the partnership or LLC 
must also file FTB Form 592-F, 
Foreign Partner or Mem-
ber Annual Return, on or 
before the 15th day of the 4th 
month following the close of 
the entity’s taxable year, unless 
all of the partners and mem-
bers are foreign. Where all 
partners and members are 
foreign, then it must be filed by 
the 15th day of the 6th month 
following the close of the en-
tity’s taxable year.  
 
Failure to withhold 
Withholding agents who fail to 
properly withhold are liable 

CALIFORNIA : REPORTING WITHHOLDING 

Any individual or entity making payments of California source income to individuals who are nonresidents of 
California or to corporations, partnerships, or estates and trusts that do not have a permanent place of busi-
ness in California, must withhold tax from such payments and remit the amount withheld to the FTB.  

For more information see 
California’s Resident and 
Nonresident Withholding 
Guidelines www.ftb.ca.gov/
forms/2009/09_1017.pdf 

NEW CALIFORNIA WITHHOLDING PAYMENT VOUCHERS 

Effective January 1, 2010, with-
holding agents must use pay-
ment vouchers with payments 
for nonresident withholding, 
whether the information re-
turns are submitted on paper 
or electronically. Previously, 
the vouchers were only re-
quired if the returns were 
submitted electronically.  
 
The updated forms will be 
released by the FTB in January 
2010, and they will be titled: 
• Form 592-V. Payment 

Voucher for Resident 
and  Nonres ident 

Withholding Submis-
sion; and 

• Form 593-V, Payment 
Voucher for Real Es-
tate Withholding Sub-
mission. 

 
For an e-filed return, send the 
voucher with the payment. For 
paper returns, include the 
voucher and check with the 
return. 
 
Other withholding changes 
 
• The FTB will no longer 

accept withholding forms 

sent by fax 
• If side two of Form 592, 

Resident and Nonresi-
dent  Withhold ing 
Statement, does not 
accommodate all of your 

payees, use additional 
copies of side two until 
all payees are listed. Do 
not list the payee infor-
mation on a separate 
spreadsheet. 

 
Businesses must use a payment 
voucher when filing withholding  

information returns 



Effective November 1, 2009, 
California’s Employment 
Development Department 
requires all California em-
ployers to use the new 
modified income tax with-
holding schedule. The new 
schedule reflects a 10% in-
crease in the actual with-
holding rate. The increased 
withholding is expected to 
help the State of California 
collect greater tax revenues 
and help offset the antici-
pated budgetary shortfalls 

for the 2009 fiscal year. 
 
The additional withholding will 
not effect an individual tax-
payer’s actual income tax rate 
nor total tax liabilities.  
 
Failure to comply with the new 
withholding schedules will sub-
ject the employer to statutory 
penalties and interest. 
 
Additional changes: 
• An increase in the rate for 

bonus payments and stock 
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allowances are made only for 
business expenses incurred by 
the employee in connection 
with his performance of ser-
vices as an employee; 2) em-
ployees must be required to 
substantiate to the employer 
the expenses covered by the 
arrangement; and 3) employees 
must be required to return any 
excess reimbursements. Thus, 
for example, a car allowance 
with no substantiation as to the 
amount of expenses incurred 

The IRS requires all compen-
sation to employees includ-
ing Christmas bonuses, year-
end bonuses, auto allow-
ances, and the personal use 
of company owned vehicles 
be reported on Form W-2 
subject to both FICA and 
Medicare taxes. 
 
Personal Use of Com-
pany Owned Vehicle 
If you have employees who 
use company owned vehicles 
we recommend that a writ-
ten policy regarding the per-
sonal use of the automobiles 
be implemented.  This writ-
ten policy should document 
the valuation method to be 
used and establish proce-
dures for required records 
to be maintained by the em-
ployee and submitted to the 
employer. If you have any 
questions about how to cal-
culate the personal use of 
vehicles or would like some 
more information on com-

pany automobile policies, 
please call us. 
 
Expense Reimburse-
ments 
Reimbursements to employees 
of business expenses are con-
sidered taxable income and 
should be reported on Form 
W-2 unless the reimburse-
ments were made under an 
“Accountable Plan”.  An Ac-
countable Plan requires that 1) 
reimbursements, advances, or 

FORMS W-2 AND W-3 
IRS Forms W-2 and 1099 must be provided to certain employees and independent contractors on or before 
February 1, 2010 to report payments made to them during 2009 in the course of your business.  

for business purposes would 
be fully taxable to the em-
ployee and should be reported 
on Form W-2.  Please call us if 
you have any questions about 
Accountable Plans. 
 
More than 2% Share-
holder/Employee of an S 
Corporation 
IRS Notice 2008-1 states that 
health insurance premiums 
paid on behalf of a “more than 
2% shareholder” of an S Cor-
poration must also be re-
ported as taxable wages on 
Form W-2 (Similarly, partner-
ship payments of health insur-
ance premiums for a partner 
must be reported as guaran-
teed payments on the Sched-
ule K-1).  Relief is provided, 
however, since an S Corpora-
tion shareholder can deduct 
100% of these premiums. on 
his or her individual tax re-
turns provided the amount 
was included in wages. 

CALIFORNIA INCREASES PERSONAL INCOME TAX WITHHOLDING 
California recently signed into law accelerated withholding rates on Personal Income Tax (PIT). These rates 
are effective November 1 through December 31, 2009. 

options from 9.3% to 
10.23% 

• An increase in the tax 
rate on other supplemen-
tal wages (such as over-
time, commission, or va-
cation pay) from 6% to 
6.6%. 

For more information, 
including frequently asked 
questions, visit California’s 
webs i t e  a t :  h t tp : / /
w w w . e d d . c a . g o v /
Pay ro l l _Taxes / FAQ_-
_2009_PIT_Table.htm#sch
edules  



Reporting Premiums Paid 
Health insurance premiums paid 
or reimbursed pursuant to a plan 
of an S corporation, on behalf of 
a 2% shareholder/employee, are 
deductible by the S corporation 
and reportable as wages to the 
shareholder/employee. Here’s 
how it plays out for federal and  
state purposes: 
 
• A 2% shareholder is not an 

employee for purposes of 
the IRC §106 exclusion for 
employer-provided health 
coverage. Accordingly, the 
premiums are not excludible 

from a shareholder’s 
gross income under IRC 
§106. 

• The S corporation in-
cludes the additional com-
pensation in Box 1 
(Wages) of the share-
holder’s Form W-2, and 
the S corporation takes a 
compensation deduction. 
The payments of the 
health and accident insur-
ance premiums on behalf 
of the shareholder may be 
further identified in Box 
14 (Other) of the Form 
W-2. 

• Schedule K-1 (1120S or 

100S) and Form 1099 are 
not used as an alternative 
to Form W-2 to report the 
additional compensation. 

• If these payments are made 
under a “plan” for the S 
corporation employees and 
their dependents, the 
amount is only subject to 
income tax withholding and 
is not subject to federal or 
California employment 
taxes if the requirements 
for exclusion under IRC 
§3121(a)(2)(B) are met. 

• The 2% shareholder/
employee may offset the 
additional compensation by 

FORMS W-2 AND W-3 (CONTINUED) 
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taking the above the line SE 
health insurance deduction on 
his or her personal tax return. 

The Deduction 
Under IRS Notice 2008-1, a 2% 
shareholder/employee is allowed to 
deduct the health insurance premi-
ums only if the S corporation in-
cluded the premiums in wages on 
the shareholder/employee’s Form 
W-2 in the same year.  S corpora-
tions that have not used this re-
porting method for owner health 
insurance premiums should take 
steps now to meet compliance as 
they approach year end and the 
preparation of the 2009 Form W-
2s. 

ELECTRONIC TAX PAYMENTS 

Federal Electronic Tax 
Payment System 
(“EFTPS”) 
Any business taxpayer can use 
EFTPS although some business 
taxpayers are required to use 
EFTPS because they have met 
certain criteria.  Specifically, if 
your total deposits of desig-
nated federal taxes (including 
employment taxes, income 
taxes, Railroad Retirement 
taxes, Social Security taxes, and 
various other types of non-
payroll withholding) during a 
calendar year exceed $200,000; 
you are required to use EFTPS 
beginning in the second suc-
ceeding calendar year. Once 
you are required to use EFTPS, 

you will continue to be required 
in subsequent years, even if your 
annual tax deposits fall below 
$200,000. 
 
California Electronic Funds 
Transfer (“EFT”) 
California’s EFT deposit require-
ments differ from the Federal 
requirements.  Each year, your 
account is reviewed to deter-
mine if you meet the require-
ments for mandatory EFT filing.  
If your average (per payment) 
payroll deposit for SDI and PIT is 
$20,000 or more for the prior 
State Fiscal Year (July 1 to June 
30), you are required to pay all 
SDI and PIT deposits by EFT 
during the next calendar year, 

regardless of the dollar amount.  
Corporations must use EFT if 
their quarterly estimated income 
tax payment or extension pay-
ment exceeds $20,000 or if their 
total tax liability exceeds $80,000 
for any income year. 
 
You may be subject to a 10% 
penalty if you meet the require-
ments to use EFTPS or EFT and 
fail to do so. 
 
California: No e-pay penal-
ties for individuals in 2010 
California law requires taxpayers 
who make a payment of more 
than $20,000, or who have a tax 
liability of more than $80,000 in 
a year beginning on or after Janu-

HOUSEHOLD EMPLOYEE (NANNY TAX) 
As a reminder, taxpayers who 
hire people to perform domes-
tic services may be responsible 
for paying certain employment 
taxes for their workers. If, dur-
ing any calendar year, a tax-
payer pays a household em-
ployee (e.g., babysitter, house 
cleaner, yard worker, cook or 
driver) $1,700 or more, the 
taxpayer must pay social secu-

rity and Medicare taxes (FICA). 
Further, the taxpayer must pay 
federal unemployment tax 
(FUTA) for that employee if the 
taxpayer pays the employee cash 
wages of $1,000 in any calendar 
quarter of the current or previ-
ous year. 
 
If the employer is to withhold 
income taxes, the worker must 

provide a completed Form W-
4, Employee's Withholding Allow-
ance Certificate. The W-4 will 
show whether the employee is 
married or single, the number 
of exemptions he or she is 
claiming, and any additional 
amounts of tax to be withheld. 
The amount to be withheld is 
provided in IRS Circular E, 
"Employer's Tax Guide." A 

Form W-2 must be filed for each 
employee who is paid FICA wages 
and each employee who has in-
come taxes withheld from his or-
her wages.  
 
Withheld income tax is reported 
and paid using Form 1040, Schedule 
H, which is due on April 15th. In 
addition, separate California payroll 
returns must be filed. 

ary 1, 2009, to make all future 
payments electronically. Failure to 
comply with the mandatory e-pay 
requirement results in a penalty. 
However, the Franchise Tax 
Board recently announced that it 
will not assess the mandatory e-
pay penalty for individuals in 2010. 
Instead, the FTB will continue to 
focus efforts on education and 
outreach so taxpayers can imple-
ment processes and procedures 
to come into compliance with the 
mandatory  e-pay requirement.   
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NEW HIRE REPORTING 

All employers must report 
the hiring or rehiring of all 
workers within 20 days of hire 
to the EDD’s California New 
Employee Registry.  The re-
quirement applies to all em-
ployers, including household 
and nonprofit organization 
employers, regardless of the 
number of employees. 
The EDD may assess a penalty 
of $24 for each failure to re-
port a new hire.  If an em-
ployer and employee conspire 
to omit filing the required 

information or issue a false or 
incomplete report, the EDD may 
assess a penalty of $490. 
 
You may use any of the following 
to report new employee informa-
tion: 
 
EDD Form DE 34, Report of 
New Employee(s).  A fill-in 
form can be downloaded from the 
California EDD website or by 
calling their toll-free number 1-
888-745-3886.  

Magnetic Media.  Call the Cali-
fornia EDD Magnetic Media Unit 
at (916) 651-6945 or download 
the Magnetic Media Reporting 
Requirements for New Employee 
Registry Program (DE 340) from 
the EDD website. 
 
Internet Reporting.  Sign up 
for EDD Online Tax Services on 
the California EDD website to 
send new employee information 
over the Internet. 

Employee W-4 Form.  A 
copy of the employee's W-4 
form with the employee's 
start-of-work date and the 
employer’s California em-
ployer account number and 
federal employer identification 
number (FEIN) indicated on 
the W-4. 
 
As a reminder, filing Form DE 
6, Quarterly Wage Report, 
does not meet the reporting 
requirement. 

FOREIGN BANK ACCOUNT REPORTING 

Who is required to report 
their foreign accounts, and 
how do they do so?   
The Bank Secrecy Act requires 
U.S. persons who own a foreign 
bank account, brokerage ac-
count, mutual fund, unit trust, 
or other financial account to file 
a Form TD F 90-22.1, Report of 
Foreign Bank and Financial Ac-
counts (“FBAR”), if: 
 
• The person has a financial 

interest in, signature au-
thority, or other authority 
over one or more accounts 
in a foreign country, and 

• The aggregate value of all 
foreign financial accounts 
exceeds $10,000 at any 
time during the calendar 
year. 

 
A U.S. person is a citizen or 
resident of the United States, 
or any domestic legal entity 
such as a partnership, corpora-
tion, estate or trust. 
A foreign country includes all 
geographical areas outside the 
U.S.  The U.S. includes the 
Commonwealth of Puerto Rico, 
the Commonwealth of the 
Northern Mariana Islands, and 

the territories and possessions of 
the United States.  An account in 
an institution known as a “United 
States military banking facility” is 
not considered to be an account 
in a foreign country. 
 
The FBAR is not an income tax 
return and is not mailed with any 
income tax return.  The FBAR 
must be filed separately 
from your tax return and is 
due on or before June 30th 
annually.  Unlike income tax 
returns, requests for an exten-
sion of time to file an FBAR are 
not granted. 
 
Why is it important to file 
the FBAR?   
The FBAR is required because 
foreign financial institutions that 
do not conduct business in the 
United States may not be subject 
to the same reporting require-
ments that domestic financial 
institutions are subject to (such 
as the requirement to file a Form 
1099 to report interest paid to 
an account holder).  The FBAR is 
a tool to help the U.S. govern-
ment identify persons who may 
be using foreign financial ac-
counts to circumvent U.S. law. 

There are serious conse-
quences for account holders 
who choose not to honor 
their FBAR filing require-
ments.  Account holders who 
do not comply with the FBAR 
reporting requirements may be 
subject to civil penalties, crimi-
nal penalties or both. 
 
Penalties.   
For an FBAR violation occurring 
after October 22, 2004, the 
maximum civil penalty for a 
willful violation of the FBAR 
reporting and recordkeeping 
requirements is the greater of 
$100,000 or 50% of the balance 

in the account at the time of 
the violation.  Non-willful viola-
tions can result in a penalty as 
high as $10,000 for each viola-
tion.  Criminal violations of the 
FBAR rules can result in a fine 
and/or five years in prison. 
 
It should be noted that if a tax-
payer has properly reported the 
income from foreign bank ac-
counts on his or her U.S. in-
come tax return but has NOT 
filed the Forms 90-22.1 as re-
quired, the taxpayer only needs 
to file the delinquent Forms 90-
22.1.   



We are often asked about the 
specific filing requirements for 
Form 1099.  We have there-
fore provided a summary of 
these rules for your reference 
(See below and on page 7). 
 
We also want to remind you 
of the importance of filing 
Forms 1099.  First, the IRS 
can assess penalties for failure 
to file Forms 1099.  And sec-
ond, the income tax deduc-
tion for any payments not 
reported on a Form 1099 can 
be disallowed during an audit 
of your income tax returns. 
Finally, and most importantly, 
the IRS and FTB will usually 

review Forms 1099 and pay-
ments to non-employees dur-
ing an audit of your income tax 
return.  Their concern is that 
payments to individuals re-
ported on Form 1099 often 
represent employee compen-
sation.  In this case, the em-
ployer will be charged for de-
linquent payroll taxes for the 
current and prior years.  The 
tax, interest, and penalties 
involved usually add up to a 
large sum.  And even worse, in 
some cases, officers and own-
ers of a business can be per-
sonally liable.  Because of the 
significant revenue potential, 
the IRS and FTB are aggressive 

in their interpretation of who is 
an employee and who is not.  No 
person can be paid as both an 
employee and an independent 
contractor. 
 
Form DE 542 – Report of 
Independent Contractors 
California requires a service re-
cipient (anyone hiring an inde-
pendent contractor) to report 
the new relationship to the EDD.  
Certain information must be 
reported on Form DE 542 within 
20 days of either first making 
payments in excess of $600 or 
entering into a contract with an 
independent contractor for pay-
ments in excess of $600, which-

INDEPENDENT CONTRACTORS AND FORM 1099 
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ever is earlier.  An independent 
contractor, for this purpose, in-
cludes only individuals. 
 
Household Employees 
As discussed earlier, (see page 4) 
household employee wages are not 
reported on Form 1099.  Wages 
paid to household employees 
($1,700 or more in 2009 for FICA 
taxes and $1,000 or more in any 
calendar quarter in 2009 for FUTA) 
must be reported on Forms W-2 
and W-3 and on Form 1040 Sched-
ule H of the employer’s Individual 
Tax return.  Separate California 
payroll returns must also be filed. 

one doctor) should file Form 
1099 to reflect payments to 
the other individuals. 
 
PAYMENTS TO BE RE-
PORTED 
Payments for various types of 
non-employee compensa-
tion must be reported on 
Form 1099. This requirement 
generally includes payments 
for personal services, as well 
as rental, interest, and divi-
dend payments.  Payments of 

any nature to banks or corpora-
tions (except to corporations or-
ganized for medical, health care or 
legal services) need NOT be re-
ported.  Following is a list of some 
of the common types of payments, 
which must be reported: 
1. Rents of $600 or more and 

royalties of $10 or more; 
2. Commissions, fees, prizes and 

awards, etc., paid to non-
employees if they total $600 
or more;  

FORM 1099 FAQ’S AND MISCELLANEOUS DETAILS 

WHO MUST FILE? 
Generally, every individual, 
partnership, corporation, or 
other organization engaged in 
a trade or business is required 
to file information returns for 
payments of the types and 
amounts set forth below. 
In addition, a middleman re-
ceiving payments on behalf of 
several other individuals (e.g., 
a doctor in charge of four or 
five other doctors, with Medi-
care payments sent to just the 

3. Interest totaling $10 or more 
paid or credited to any per-
son's account; 

4. Corporate dividends of $10 or 
more;   

5. Patronage dividends, rebates, 
or refunds totaling $10 or 
more;  

6. Payments for medical or health 
care services of $600 or more 
in the aggregate;  

7. Payments for attorney fees and 
gross proceeds paid to attor-
neys.  

Any person engaged in a trade or business generally must file an information return with respect to certain payments aggregating $600 
or more in the calendar year.  This information is reported on the Form 1099 series to satisfy Federal requirements.  Please note that 
the IRS shares Form 1099 information with the State of California.  Therefore if you file with the IRS, you do not file a copy of the 
same forms with the Franchise Tax Board. 

REPORTING PAYMENTS OVER $10,000 
Form 8300 – Report of 
Cash Payments Over 
$10,000 Received in a 
Trade or Business 
 
The requirement to file Form 
8300 has received little pub-
licity despite the fact that the 
minimum penalty for inten-
tional disregard of filing re-
quirements is $25,000. 

Each person engaged in a trade 
or business, who, in the 
course of that trade or busi-
ness receives more than 
$10,000 in cash in one transac-
tion or in two or more related 
transactions, must file Form 
8300.  Any transaction con-
ducted between a payer (or its 
agent) and the recipients in a 
24-hour period are treated as 
related transactions.  Transac-

tions are considered related 
even if they occur over a period 
of more than 24 hours if the 
recipient knows, or has reason 
to know, that each transaction is 
one of a series of connected 
transactions. 
Form 8300 must be filed on or 
before the 15th day after the date 
the cash was received. Addition-
ally, each person named on a 
Form 8300 must be provided 

with a written statement on or 
before January 31 of the year fol-
lowing the calendar year in which 
the cash is received.  The state-
ment must show the name, tele-
phone number, and address of the 
information contact for the busi-
ness, the aggregate amount of 
reportable cash received, and that 
the information was furnished to 
the IRS. 



Trustees and middlemen of 
certain grantor trusts known 
as WHFITs are required to 
report all items of gross in-
come on Forms 1099-B, 
1099-DIV, 1099-INT, 1099-
MISC, and 1099-OID, as appli-
cable, to the IRS and furnish 
the same information to trust 
interest holders (TIHs). 
 
(Note:  Do not report 
payments to employees, 
such as Christmas bo-
nuses or reimbursements 
for travel or auto ex-
penses, on Form 1099.  
Instead, report these 
types of payments on 
Form W-2, Wage and Tax 
Statement.) 
 
PAYMENTS NOT RE-
QUIRING INFORMA-
TION RETURNS 
The following list details some 
common examples of pay-
ments, which need NOT be 
accompanied by the filing of 
1099's: 
• Payments of any type 

made to a bank or cor-
poration (other than for 
medical, health care or 
legal services);  

• Any otherwise report-
able payments of less 
than $600 in the aggre-
gate;  

• Payments of bills for mer-
chandise; 

• Wages and other em-
ployee compensation 
reported on Form W-2; 

• Payments made by those 
not engaged in a trade or 
business  

• Rent payments to real 
estate agents;  

• Payments by a partner-
ship to a partner where 
they are reflected on 

Schedule K-1 of the part-
nership tax return.  

 
WHAT ARE 1099'S? 
Form 1099 is used to report 
certain types of non-employee 
compensation to the recipient 
and to the Internal Revenue 
Service.  This form is used to 
report amounts paid, cred-
ited, or contributed during 
the calendar year.  Some of 

the more common forms in the Form 1099 series are listed be-
low: 
Form  Description 
 
1099-B  Proceeds from Broker or Barter Exchange  
  Transactions 
1099-DIV Dividends & Distributions With Respect to  
  Stock 
1099-INT Interest Income 
1099-MISC Miscellaneous Income 
1099-R  Distributions from Profit Sharing, Retirement  
  Plans, IRA's, etc. 

FORM 1099 FAQ’S AND MISCELLANEOUS DETAILS (CONTINUED) 

Page 7 

HEDMANPARTNERS.COM 

1099-S  Proceeds 
from Real Estate Transactions 
 
 
WHAT IS FORM 1096? 
Federal Form 1096 is used to 
transmit 1099's to the IRS.  
One Form 1096 should be used 
for each type of 1099 transmit-
ted. 
 
MAGNETIC MEDIA RE-
QUIREMENT 
Any person who is required to 
file 250 or more information 
returns must file the returns 
with the IRS on magnetic media.  
If this requirement applies to 
you, Form 4419, Application for 
Filing Information Returns Mag-
netically, should be filed with 
the Magnetic Media Coordina-
tor at the Service Center where 
returns will be filed, at least 45 
days prior to submitting returns 
on magnetic media. 
 

CORRECTED FORMS 
If corrected 1099's are to be 
s u b m i t t e d ,  m a r k  t h e 
“corrected” box of these 
forms, and re-file with Form 
1096.  Corrected Forms 1099 
should also be issued to recipi-
ents. 
 
FILING DUE DATES 
Forms 1099 must be issued to 
recipients on or before Feb-
ruary 1, 2010, while Form 
1096 and the duplicate 1099's 
must be transmitted to the IRS 
on or before March 1, 2010. 
However, there is an excep-
tion to these due dates for 
several 1099’s. See below. 
 
DEADLINE FOR 1099-B, 
1099-S, 1099-MISC  
The due date for furnishing the 
three following forms to re-
cipients is February 15, 2010, 
rather than February 1, 2010. 
 

1. 1099-B 
2. 1099-S 
3. 1099-MISC (only if sub-

stitute payments in lieu 
of dividends and tax-
exempt interest or pay-
ments to attorneys are 
reported on the form) 

 
The government copies must 
still be furnished to the IRS 
by March 1, 2010. 
 
WHERE TO FILE? 
For California residents/
businesses the transmittal 
Forms 1096 should be filed 
with the IRS at the following 
address: 
 
Internal Revenue  Service 
Center 
Kansas City, MO  64999  
 
Consult the instructions to 
Form 1096 on the IRS web-
site (www.irs.gov) if your 
residence/business is located 
outside of California for the 
appropriate filing address. 
 
(NOTE:  These forms 
must be signed.) 
 
PENALTIES 
The penalties are relatively 
stiff for failure to file informa-
tion returns.  Federal law 
provides for up to a $50 as-
sessment for each failure to 



payee is subject to Federal 
penalties.  Also, taxpayers 
who refuse to furnish their 
TIN are subject to "backup 
withholding," which is de-
scribed in the following sec-
tion. 
 
BACKUP WITHHOLD-
ING 
Backup withholding requires 
that payers must generally 
withhold 28% of taxable inter-
est, dividends, and certain 
other payments required to 
be reported on Form 1099-
MISC if the recipient fails to 
furnish the payer with his 
correct taxpayer identification 
number.  The backup with-
holding rules will generally 
come into effect if: 
 
1. The recipient fails to 

furnish his taxpayer iden-

tification number to the 
payer; or  

2. The IRS notifies the 
payer that the taxpayer 
identification number 
furnished was incorrect. 

 
Backup withholding is re-
ported to the IRS on Form 
945. 
 
SUMMARY 
The following questions 
should be asked when deter-
mining if an information re-
turn is required: 
 
1. Was the payment for a 

service, including the use 
of money or property?  

2. Was the service provided 
by an individual, sole 
proprietor, partnership, 
or LLC?  

3. Were payments of $600 
or more paid during the 
year for services?  

4. Was the payer engaged in 
a trade or business? 

 
If the answers to the above 
questions are yes, then an 
information return is probably 
required. These questions 
cannot cover all situations, 
but should provide an idea of 
what to look for. 
 
We suggest that procedures 
be established to acquire the 
necessary information, includ-
ing identification numbers, 
each time someone is engaged 
to provide business services. 
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The IRS can assess penalties for failure to file Forms 1099 
and the income tax deduction for any payments not reported 
on a Form 1099 can be disallowed during an audit of  your 

income tax returns. 

27441 Tourney Road, Suite 200 
Valencia, CA 91355 

Phone: 661-287-6333 
Fax: 661-287-6336 
Website: www.hedmanpartners.com 

give an information return to a 
recipient, and another $50 for 
failing to give an information 
return to the IRS.  Failure to 
supply taxpayer identification 
numbers (“TIN's”) on informa-
tion returns is also subject to a 
$50 penalty.  In certain in-
stances, other penalties may 
apply.  The maximum penalty is 
$250,000 per year ($100,000 
for small businesses). 
 
Additionally, failure to file a 
Form 1099 could result in disal-
lowance of the deduction dur-
ing an audit. 
 
In the event a TIN is unavail-
able, the IRS has developed 
Form W-9, Request for Tax-
payer Identification Number, on 
which to request this informa-
tion from the payee.  If the 
payee refuses to provide the 
requested information, the 



2010* 2009
Standard Deductions Is  But Not Is  But Not
Single 5,700$            5,700$       Over Over Tax Rate Over Over Tax Rate
Married Filing Jointly, Surviving Spouse 11,400            11,400       Single
Married Filing Separately 5,700              5,700         -$                8,375$       10% -$           8,350$               10%
Head of Household 8,400              8,350         8,375          34,000       15% 8,350     33,950               15%
Taxpayer Claimed as a Dependent 950                 950            34,000        82,400       25% 33,950   82,250               25%

82,400        171,850     28% 82,250   171,550             28%
Personal or Dependent Exemption 3,650              3,650         171,850      373,650     33% 171,550 372,950             33%
(Social Security Number required) 373,650      and more 35% 372,950 and more 35%

California SDI Head of Household
Annual Wage Limit 93,316$          90,669$     -$                11,950$     10% -$           11,950$             10%
Rate 1.10% 1.10% 11,950        45,550       15% 11,950   45,550               15%
Tax 1,026.48         997.36 45,550        117,650     25% 45,550   117,450             25%

117,650      190,550     28% 117,450 190,200             28%
190,550      373,650     33% 190,200 372,950             33%
373,650      and more 35% 372,950 and more 35%

2010* 2009
Maximum 401(k) or 403(b) Deferral 16,500$          16,500$     Married Filing Jointly or Qualifying widow(er)
Maximum Defined Contribution Plan -$                16,750$     10% -$           16,700$             10%
   Contribution 49,000            49,000       16,750        68,000       15% 16,700   67,900               15%
Maximum Annual Benefit for 68,000        137,300     25% 67,900   137,050             25%
   Defined Benefit Plans 195,000          195,000     137,300      209,250     28% 137,050 208,850             28%
Annual Compensation Limit 209,250      373,650     33% 208,850 372,950             33%
   for Computing Plan Benefits 245,000          245,000     373,650      and more 35% 372,950 and more 35%
Annual Compensation Limit for the 
   Definition of Highly Compensated Married Filing Separately
   Employee IRC Section 414(q) 110,000          110,000     -$                8,375$       10% -$           8,350$               10%
Compensation Miinimum for SEP Plan 550                 550            8,375          34,000       15% 8,350     33,950               15%
Maximum Contribution for SIMPLE Plan 11,500            11,500       34,000        68,650       25% 33,950   68,525               25%
Catch-up Contribution for 401(k) or 403(b) 68,650        104,625     28% 68,525   104,425             28%
   for taxpayers age 50 and older 5,500              5,500         104,625      186,825     33% 104,425 186,475             33%
Catch-up Contribution for SIMPLE 186,825      and more 35% 186,475 and more 35%
   for taxpayers age 50 and older 2,500              2,500         

Key-Employee for Top Heavy Purposes:
Officers earning over 160,000$        160,000$   
A 5-percent Owner or 1-percent 2010* 2009
   Owner Earning Over 150,000          150,000     Social Security Tax

Maximum wage base $106,800 $106,800
Social Security Rate-employee 6.2% 6.2%
Social Security Rate-self-employed 12.4% 12.4%

2010*
Contribution Limit 5,000$       Medicare Tax
Catch-up Contribution age 50 and older 1,000         Maximum wage base Unlimited Unlimited

Medicare Rate-employee 1.45% 1.45%
IRA Deduction Phaseout for Active Participants Medicare Rate-self-employed 2.9% 2.9%
Single $56,000-66,000
Married Filing Jointly 89,000-109,000
Married Filing Separately 0-10,000

Internal Revenue Service
IRA Deduction Phaseout for Special Contributions www.irs.gov/formspubs/index.html
Single $167,000-177,000

Franchise Tax Board
**Roth IRA Contribution Phaseout www.ftb.ca.gov/forms/index.html
Single $105,000-120,000
Married Filing Jointly 167,000-177,000 Employment Development Department
Married Filing Separately 0-10,000 www.edd.ca.gov/Forms/

** Though the 2010 Roth IRA conversion limit is removed, phase out limits
still apply for contribution.

IMPORTANT PHONE NUMBERS

(800) 829-3676

(800) 338-0505

RETIREMENT PLAN LIMITATIONS

(888) 745-3886

2010* TAX REFERENCE GUIDE

December 2009

2009/2010 TAX DATA SCHEDULE FEDERAL TAX RATE SCHEDULE

2010* Taxable Income 2009 Taxable Income

TRADITIONAL AND ROTH IRAs

SOCIAL SECURITY AND MEDICARE TAXES

* For 2010, the numbers are projected and have not been confirmed by the IRS.


