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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 the 
Form 1099-NEC for reporting nonemployee compensation.  This 
document provides an overview of Form 1099-NEC and when to use 
that form versus Form 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 - 1099-NEC and 1099-MISC. 

Businesses will need to use the form 1099-NEC if they made 
payments totaling $600 or more to a nonemployee, such as an 
independent contractor, freelancer, vendor, consultant, or other
self-employed individual.  

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.  Non-
employee compensation should not include personal payments or 
employee wages. 
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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.
 
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.
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