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Rental Property Owners now must issue 1099’s to their vendors

On September 27, 2010 the President signed the Small Business Jobs Act of 2010 ("SBA") which
includes a wide range of tax breaks and incentives for small businesses, along with various revenue raisers
fo offset these same incentives. One SBA provision puts a new reporting burden on individuals that own
and rent property. Beginning in 2011, recipients of rental income from real estate will be subject to the
same information-reporting requirements as taxpayers engaged in a trade or business — meaning you will
need to issue 1099’s to your vendors.

While rental property owners will not prepare their first Form 1099 until January 2012, we suggest
you start accumulating tax information from your suppliers and maintaining adequate records of payments

to service providers beginning on January 1, 2011.

Basic Rules
You will need to report the total amount paid to vendors that meet the following criteria for 2011:
1. Payments for services rendered, sub-contractors, rents paid, and certain other costs;
a. Note that payments made through a credit card will be reported directly by the credit
card company and do not need to be included in your calculations
2. Total paid to a vendor of $600 or more during the year, and;
3. The vendor is not a corporation
(Note that beginning in 2012, this definition is scheduled to expand to include property, materials and

supplies purchases and the exemption for a vendor that is a corporation is repealed)

Information you will need from your suppliers

Rental property owners should obtain the name, address and taxpayer identification number of the
service provider. The IRS has established a standard form to solicit and document this information. We
suggest you get a completed and signed Form W-9 (sample attached) from each vendor before you write a
check for services rendered. Getting a W-9 after the vendor is paid is sometimes much more difficult to

obtain.




Information you will need from your own records

You will need to accumulate the amount of money you remitted to each vendor and the reason for
that remittance — such as services, materials, etc. For many property owners, utilizing a program such as

Quickbooks (our preferred program) may now make more sense than ever.

We strongly suggest you get a Tax Identification Number for your rental activities

We are concerned that in order to issue a Form 1099, we will need to supply your name, address,

and social security number to your vendors. This clearly raises the risk of identity theft by dispersing
information most people try to keep as confidential as possible. To avoid this exposure, you have the
option of obtaining a tax identification number (“EIN”) from the IRS. If you have such a number, we will
be able to use it instead of your social security number on all of the Forms 1099 issued on your behalf.

You can get a number by completing and submitting the attached Form SS-4, we can do it for you
at a charge of $75, or by completing the application online which takes just a few minutes at:

(https://sa2.www4.irs.gov/modiein/individual/index.jsp)

The Penalties for not complying with this reporting requirement

The Form 1099 is supposed to be given to the recipient by January 31 with a copy mailed to the IRS by
the end of February. The following penalties for failure to file a required Form 1099 will be in effect for
tax year 2011:

e Penalty for filing a Form 1099 not more than 30 days late $30;
¢ More than 30 days late and before August 1 $60;
e After August 1 $100; and

e Penalty for intentional failure to file increases from $100 to $250.

Our charges for preparing the Forms 1099
The fee to process the 1099’s and the related form 1096 will be:

e $50 for the first Form 1099 and related Form 1096;
e $10 each additional Form 1099
Note that these fees assume the information to prepare the forms is readily available. Assistance in

accumulating the information or acquiring the needed information from vendors will be billed at $90/hour.

This new reporting requirement is clearly a new burden on you as a rental property owner. However,
unless this portion of the Act is repealed this is an unavoidable requirement for most property owners. We
urge you to prepare for it now in order to minimize the costs and eliminate the penalties associated with
non-compliance.

If you have any questions or need further clarification, please call us.
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