March 13, 2017

1099 Processing
Training Course

State of North Carolina

walsAg Bununoody HN



THIS PAGE IS INTENTIONALLY LEFT BLANK



North Carolina Accounting System

1099 Processing
Training Course

Office of the State Controller
March 13, 2017



This training was prepared by:

The Office of the State Controller

Contact Information

OSC Training & Development
(919) 707-0656
NCAS Support Services
(919) 707-0795



http://www.osc.nc.gov/

MM:1099 Table of Contents
1099 Processing

TABLE OF CONTENTS

1099 COUISE OVEIVIEW....ceiiiiiiiiiiiiieeeee ettt ettt ettt et ettt ettt ettt et e ettt e et e et et e e e e e eeeeeeeeeeeeees 1
F 0 Lo 1= o o = SRR 1
(O o] T=Tox 1)L OO P PP PP PPUPPPPPPPPTPPPPPI 1
QUICK RETEIENCE GUIE....... ettt e e e e sttt et e e e e e s et et e e e e e e e e e sanbrbeeeeaaeaeannns 1
o Tot=To [T =T PRSP 1
=T 0 L0 = TP OUPP PR 1
1099 PrOCESS OVEIVIEW ...cceiiiiiiiiiiiiieiiiee ettt ettt ettt et et et e e e e e et e e e e e e e eeeeees 3
PIOCESS OVEIVIEW ...ttt ettt e oo 4ottt e e e e a4 e e s bbb ettt e e e e e e e s b et b e et e e e e e e nnbbbe e e e e e e s e annbenneeeaeas 3
Establishing Vendor 1099 INfOrMatioN............ooviviiiiiiiiiiiceeeeee ettt 3
Flagging INvoices With 1099 COUES .....cooiuiiiieiiiiie ettt e e e e e e ebe e e e e 3
Correcting NCAS Information Prior t0 12/31 ......ccuuiiiiiiiiee ettt et e e 4
Making 1099 Corrections after Calendar Year-EN..............uuuuuiuiuiuimiuiniiiiiniiinieieieieinininenn.... 4
Distributing and FiliNg L099S ..... ..ttt e e e e e e st e e e e e e e e s bebr e e e e e e e e s annbraeeeeaeas 4
(7= ol (U o AL VA1 o1 o o |1 o T N TS SPPRI 4
(o] [Toy VA o TT=T =T o] o USSP 5
Paying ENtity PONCY OPtIONS......oii ittt e e e e e s s e e e e e e s e bbbeeee e e e e e s annnreees 6
AVZ=T0 o (o] gl =lo] I Toy VA @] o1 [0 o 1< ST PO PP PT TR PPPPPPPI 7
INVOICe Header POIICY OPLIONS ...ttt e e e e e st e e e e e s s st aeeeeeeeseennnrenneeeeens 8
INVOICE LINE POIICY OPUIONS...ciiiiiiiitiiitie ettt ettt e ettt e e e e e s et bbb e et e e e e e s bbb e e eae e e e e annbeaeeeaaeas 9
Establishing Vendor 1099 INfOrmMation............couvviiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeee e 11
0TS T BV =T o Lo R 11
1099 Trad@ VENAOIS ...ttt ettt oottt e e e e e o e e bbb et et e e e e e s a bbbt et e e e e e e e anbbeeeeeeeeeaannnnnnees 11
0T Le T = o] o] () V=TT A=Y o [0 PP 12
HIOLe T I N Lo T I = Vo L= 4T o o (o RS 12
Flagging Invoices With 1099 COUES........ccieiieeiiiiieiice et e e e e eeeanns 19
Entering 1099 CoOdeS ON INVOICES .......oiiiiiiiiiiiiiie ettt ettt st e et e e et e e 19
F =Y o R To | =T gl 1Y =SSR 26
Correcting NCAS Information Prior to December 31 .............uuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiians 27
L@ YT 11 OSSR 27
REVIEWING 1099 REPOIS ... .eeteetieeiiiiittitiee e e e e ettt e e e e e s e bbb e et e e e e e e s e s babeeeteaeaeaannbeeeeeeaeeaaannbbeeeeaaeeaaannnnnees 27
N OEeL e LT oTo] ¢ £ TP TP TP TP PR PR PRPRPRPTPRPRPRPN 28
Adjusting Vendor INFOMMALION .........oouueiiiiiiie et e e s et e e s enbe e e e e neee 29
Correcting 1099 VENUOI EITOIS ...coiiiiiiieiiiiee ettt ettt ettt st e et e e s bbbt e e s bbb e e e s nbe e e e s anbbeeesannneeas 30
Correcting 1099 Paying ENItY EFTOIS ........uiiiiiiiii ettt e e e e e e e e e e 37
AdJUSEING 1099 DELAIIS ...ttt e e e e e et e e e e e e e bn b e e e e e e e e e e nrneaees 37



MM:1099 Table of Contents
1099 Processing

Performing INVOICE MaINTENANCE ..........uuiiiieei i e e e e s e e e e e e e e e e s s st e e e e e e s s annsteneeeeeeesaannnnees 38
ENtering Zero-DOlIar INVOICES .......cciiiiiieiiiiii ettt e et e st e e s anbre e e e 38
Making 1099 Corrections after Calendar Year-End..............ooviiiiiiiiiiiiiiiiiiie e 41
1099 Corrections after December 31, but before Forms are Printed ...........cccccvviiieiiiiiiie e 41
Recording a Zero-Dollar Manual CRECK ..........c.eoiiiiiiii e e 41
1099 Corrections after 1099 Forms are Printed, but Before the Electronic File is Sent to the IRS ....... 42
1099 Corrections After Information Returns are Generated............coevvvveeeiiiiieesiiiiiee et 42
Distributing and FiliNg 1099S .........ooiiiiiiiiiiiiiiiiiiieeeeeeeeeeee e 45
1099 FiliNg REQUITEMENTS .....uviiiieeiii it e e e e e s st e e e e e e s e e e e e e e s st e e e e e e s s saanttaeeeeeeesssnsstaaeeeeeeesannnnnnnes 45
Sending 1099S 10 VENUOIS ......uuuiiiiieii ittt it e e e e s s e e e e e s e s e e ee e et e sas e aeeeaeeesaansnbaeeeeeeessasrnrneeeaaesesnnns 46
Filing 1099 INfOrMation RETUINIS. .. ...coiiiiiiiiiiiiiee ittt e et e e s st e e e sbre e e e sbreeeeaas a7
Backup WIthROIAING...........uei e e e e e e eeaanns 49
BaCKUP WItNNOIAING ...ttt ettt e e et e e e st b e e e e snbae e e e snbreeeeans 49
State WItNNOIAING .......eeieeee ettt e bbbt e e s bbbt e e s bbbt e e s nbn e e e s annneeas 49
TRFESNOI. ...ttt bbb 50
SEIVICE PEITOIMMANCE .....ocviiiiee ettt sreesreeneenee e 50
Reporting and Paying Withheld TaX........ccocoiiieeee e 51
[T=To [T = UV AV 11 o T ] o [T o S 51
Reasons to Backup WIthNOI ... 51

[RS CP2100 NOLICES....cctieiteeitie ettt ettt ettt ste b e ta e s sbeesaee s beesbeeebeesreesbeeareeereeas 52
Depositing and Reporting Backup Withholding ... 56
NCAS Processing of WIthheld PaymMeEntS............uuuuiuuuiuieiiiiiiieieieieieieieieieieieieieinrnrnneense ... 57
Nonresident AlIEN PrOCESSING ....ccuviiiiiiiiiiiiiiiiiiieeeeeeeee ettt 67
L@ YT 11 SRR 67

Lo L= 1) Y2 T o TR AL ¥ A PP 68
WithhOIdING PrOCESS ... 68

[ =T 0T RS A =0 [T = 0 1= o1 £ 70
SPECIAI CONSIARTALIONS ......eiii ittt ekttt s bbbt e s bbb et e s bbbt e e s bbb e e e s nanneeas 71
COUISE SUIMIMAIY ...ttt e e e et et et et e e e e et e e e e e e e e e e e e e e e nnn s 73



MM:1099 Table of Contents
1099 Processing

PROCEDURES:

Procedure 1: Adding a NoN-Trade VENdOr ..........ccouiviiiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeee e 75
Procedure 2: Entering a Control GrOUP .......coovvviiuiiiiiieieeeee e e e e e e e e e e e e eeeanes 79
Procedure 3: Entering Dir€Ct INVOICES .......cccoviiiiiiiiiiii e e e e e eeaanns 81
Procedure 4: Entering Invoice Header Information for Matching Invoices.................... 83
Procedure 5: Entering Invoice Line Information for Matching Invoices......................... 85
Procedure 6: Entering Zero-Dollar INVOICES ...........coiiiiiiiiiiiiiiiiiic e 87
Procedure 7: Changing @ DOCUMENT .........coiiiiiiiiiiiiiiiiiiieeieeeeeeeeeeeeeeeee e 89
Procedure 8: Designating a Non-Trade 1099 Vendor .............cccceiiiieeiiiieeiiiiiii e, 91
Procedure 9: Recording Zero-Dollar Manual Checks............cccccooviiieiiiiiiiiiii e 93
Procedure 10: Filing and Correcting 1099 Returns — Paper Corrections (after the
magnetic tape has been generated)...........ooovvuiiiiiii i 95
Procedure 11: Comparing Your CP2100 Report to the VRS Screen ........ccccoeeeeeevveennns 97
Procedure 12: Sending and Receiving First B NOtICES...........ccvvviiiiiiiiiiiiiiiiiiiiiiiieiieee 99
Procedure 13: Sending and Receiving Second B NOLICES........cccceeeeirviviiiiiiiiiieeeeeeeeans 101
Procedure 14: Making Name Only Changes to Non-Trade Vendors..............cccceeeeeens 103

Procedure 15: Making Taxpayer ID Number (TIN) Changes to Non-Trade Vendors .. 105
Procedure 16: Requesting the OSC to Start Backup Withholding on Trade Vendors . 109

Procedure 17: Starting Backup Withholding on Non-Trade Vendors ................ccceee. 111
Procedure 18: Setting up a Non-Trade Vendor for Withholding ..............ccceeiiiiieninnnn. 113
Procedure 19: Making the Entries to Record Federal Daily Backup Withholding

PaYIMENTS ..o ettt eaas 115

Procedure 20: Making the Entries to Record State Backup Withholding Payments.... 117
Procedure 21: Requesting the OSC to Stop Backup Withholding on Trade Vendors . 119

Procedure 22: Stopping Backup Withholding on Non-Trade Vendors...............cccc...... 121
Procedure 23: Completing IRS Forms 945 and 945A ... 123
Procedure 24: Correcting Withholding for Non-1099 Transactions ............cccceeeeeeeens 125
Procedure 25: Correcting Withholding for 1099 Transactions.............ccceevvvveveeeeeeeeeenn. 127
Procedure 26: Adding a Trade NRA VENUOI ..........ciiiiiiiiiiiiiiieie e e e e 129
Procedure 27: Adding a Non-Trade NRA VeNndor ..........ccooviiiiiiiiiiii e, 131
Procedure 28: Setting Up a NRA Vendor for Withholding ............ccccvvvviiiiiiiiiienieeens 135

Procedure 29A: Processing a 1099 Applicable NRA Payment (Direct Invoice)..... 137
Procedure 29B: Processing a 1099 Applicable NRA Payment (Matched Invoice) ...... 139
Procedure 30A: Factoring International Wire Payments on a Direct Invoice............... 143



MM:1099 Table of Contents
1099 Processing

Procedure 30B: Factoring International Wire Payments on a Matching Invoice.......... 145

QUICK REFERENCE GUIDES:

(@] T I K0 1S Lo T 0T [T I L S 147
QRG 2: NCAS Standard Vendor Short Name Abbreviations ...............ccccoeeviiiiiinenn, 149
QRG 3: Instructions for 1099 FOIMS.......cccuuiiiiiiiiee et e e eenneaes 151
L@ ] S i 012 1 N ] 179
QRG 5: FIrSt B NOTICE. ... eeeeeeeitiie ettt e e e e e e e et e e e e e e e e eeeeennnnn s 185
QRG 6: SECONT B NOLICE ....ceeeiiiiiiiiiee et e e e e e e e e e e e e eeeeeennn s 189
QRG 7: Form W-9 and Instructions (Request for Taxpayer ldentification Number and
CITITICALION) ...ttt 191
QRG 8: NCAS Backup Withholding Form, Trade Vendors..........ccccccceeeeeeieeeeveeeviinnnnnn. 195
QRG 9: Form 945 and Instructions (Annual Return of Withheld Federal Income

T BX) ettt ettt 196
QRG 10: From NC-5 (Employer’s Report of NC Income Tax Withheld from Wages and
Personal Services COMPENSALION) .....ccvviiiiiiiiiiiiiiiiiieieeieee ettt 202
QRG 11: From NC-3 (Employer’s Annual Reconciliation of NC Income Tax Withheld
from Wages and Personal Services Compensation) ..........cccoevvuuuviiiieieeeeeeeiiiiiineee e 204
(@] 2 O =t 00 [ ] 1T = 206
QRG 13: EFTPS Tax Processing ProCedUIeS..........cooouuuuiiieiiieeeeeeeeiieie e 208
REPORTS:

1099 REPOITS. ...ttt ettt e et e et e e e e e e eenne 218
NC State Withholding Verification Report by Paying Entity (AP-NC002) .................... 220
Trade Vendors Set for 1099 Withholding Due to Tax ID Expiration Date..................... 222
Daily Withholding TranSacCtioN ...........ccuviiiiiiiiiiiiiiiiiiieieeeeeeeeeeeeeeeeeeeeee e 224
Monthly Withholding TranSaCHON ..........ccvvvviiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeee e 226
Annual Withholding TranSaCHiON............uuuiiiiii e 228
1099 Detail Verification Report by Paying ENtity ... 230
1099 Detail Verification Report by Payer TIN........ccoooviiiiiiiiiiiiiiiieeeeeeeeeeeeeee 232
1099 EXCEPLIONS REPOIT ... .ciiiiiieeeiii e e e e e e e e e e eaaaas 234
1099 EITON REPOIT. ...ttt ettt e e et e et e e e e e e e e e e e e bb e e e e e e eeennnes 236


file://///wp3scfp03.eads.ncads.net/Share/SASD/ModelTeam/NCAS%20Training/1099/Manuals/11_09_2015/1099%20Processing%20Manual_12212016.docx%23_Toc470094641

MM:1099 Table of Contents
1099 Processing




MM: 1099 1099 Course Overview
1099 Processing

1099 Course Overview

This course provides an agency’s Accounts Payable (AP) management and staff with the
information necessary to complete 1099 processing each calendar year.

Audience

Accounts Payable management
Accounts Payable staff

Objectives

The primary objective of this course is to enable AP managers and staff to process 1099s
using the North Carolina Accounting System (NCAS). Upon successful completion of this
course, participants will be able to:

o Understand NCAS 1099 processing
e View and understand 1099 reports

e Validate vendor 1099 information

. Correct vendor 1099 errors

° Prepare 1099 forms for vendors

° Understand state and federal backup withholding procedures

. Understand the policies and procedures to process a Non-resident
Alien

Quick Reference Guide

Quick Reference Guides are job aids that help participants complete the tasks involved with
their jobs. They are referenced throughout the walkthroughs and activities.

Procedures

The Procedures section includes detailed process steps that describe how to complete the
tasks associated with a participant’s job. Use these “step-by-steps” after training as a
reference detailing the use of the NCAS to perform job functions.

Reports

The Reports section includes examples of reports used in performing 1099 processing
tasks.

Office of the State Controller Page 1
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1099 Process Overview
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Processing
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1099 Codes

Backup
Withholding

Process Overview

All state agencies must report non-employee compensation to the Internal Revenue Service (IRS)
on a calendar-year basis in order to comply with IRS tax requirements. Accurate reporting of 1099
information is dependent upon decisions made by an agency throughout the year. For example,
every time a vendor is set up or an invoice is created, 1099 information is required. Special
attention paid to these and other activities throughout the year reduces the amount of year-end
work necessary to complete 1099 processing.

Agencies rely on three entities to help them process 1099s:

° North Carolina Accounting System (NCAS)
e The Office of State Controller (OSC)
. Information Technology Services (ITS)

These entities assist your agency to ensure the following activities occur with regard to 1099
processing:

Establishing vendor 1099 information
Verifying and correcting NCAS information prior to December 31

Verifying and making 1099 corrections after calendar year-end
Distributing and filing 1099s

Establishing Vendor 1099 Information

The first step in the 1099 process is establishing vendor 1099 information. Based on information
supplied by a trade vendor, the OSC establishes the appropriate 1099 code for that vendor.
Agencies are responsible for setting the appropriate 1099 code for non-trade vendors.

Flagging Invoices with 1099 Codes

The second step in 1099 processing is to flag the invoices with the appropriate 1099 codes. This
should be done throughout the fiscal year to minimize the amount of work at year-end.

Office of the State Controller Page 3
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Correcting NCAS Information Prior to 12/31

The next step in 1099 processing is to ensure the accuracy of NCAS information before
calendar year-end. This process entails the following tasks:

Reviewing 1099 reports
Adjusting vendor information
Correcting paying entity errors
Adjusting 1099 totals

Making 1099 Corrections after Calendar Year-End

After calendar year-end, corrections may still be made to 1099 information. The corrections may
entail performing invoice maintenance on the Invoice Maintenance Worksheet (IMW) screen or
entering a zero-dollar invoice, recording a manual check and possibly issuing a corrected 1099 to
the vendor and the IRS.

Distributing and Filing 1099s

After the NCAS produces vendor 1099 forms, agencies are responsible for ensuring that forms are
correct and are mailed to the vendors by January 31. In addition, Information Returns must be
reported to the IRS by March 31. The OSC creates one file that includes all NCAS agencies’
information returns to be sent to the IRS. No paper reporting should be done to the IRS by
the agency. The only exception to this is corrections entered on a vendor after the March 31
deadline has passed. Please call the OSC Support Services Center with any exceptions to ensure
accuracy.

Backup Withholding

Under certain circumstances, agencies are required to withhold taxes from vendor checks. State
laws require 4% withholding for payments to nonresident contractors for particular personal
services provided. Federal law requires 28% backup withholding for payments to vendors for
several reasons, the most common of which is the vendor’s refusal to supply a taxpayer
identification number.

Office of the State Controller Page 4
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Policy Hierarchy

A goal of the NCAS is to maintain consistent financial processes across the state while
simultaneously meeting the individual needs of agencies. To achieve this goal, system policy is
established at a high level but can be overridden at lower levels. This classification is reflected in
the policy hierarchy.

The policy hierarchy, represented in the following diagram, reflects the levels at which policy is
established and maintained.

General Policy

A

Vendor

Control Group

Invoice Header

v Invoice Line

Specific Policy

At the highest level, your paying entity acts as an umbrella under which the most general 1099
policies are established and maintained. This information is set up to default into all NCAS
documents.

As you progress down the pyramid, each layer provides an opportunity to override previously
established policies. (Note that the control group level does not apply to 1099 processing.) Your
last opportunity to override default information is at the invoice line. Policy established at the
invoice line is specific to a particular document.

For example, the default 1099 code for all trade vendors is “NO.” This requires all users to enter
a 1099 code on the invoice line if the invoice line is a 1099 reportable transaction.

Office of the State Controller Page 5
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Paying Entity Policy Options

The OSC uses the Accounting Options and Defaults (AOD) screen to record the following
agency-specific 1099 processing options.

e TAX CERTIFICATION NUMBER
This field identifies the tax identification number (TIN) for your agency.
i} If this number is incorrect, notify the OSC immediately.

e 1099 WITHHOLDING OPTION
This field indicates how the system will process an invoice if the ven-

\ dor’s TIN is not on file. This field may be set at H (Hold Invoice). If

this field has been set to H and there is no TIN on file, payments are
\ held until the TIN is on file.

e 1099 TRANSMITTER CNTL NBR
This field displays the five-character alphanumeric Transmitter Control
Code (TCC) issued and required by the IRS for filing electronically.
The IRS requires payers with 250 or more 1099 transactions to file
electronically. The OSC uses one code for the entire state. One file is
sent to the IRS for all NCAS agencies.

OCP ACCOUNTING OPTIONS AND DEFAULTS AOD
NEXT FUNCTION: ACTION: 03/30/2011 08:09:48
REQUEST :

PAY ENTITY

ACCRUAL OR CASH ACCOUNTING: GROSS OR NET DISCNT MTHD :
ADDITIONAL COST PRORATION : FREIGHT PRORATION .
SALES TAX/VAT PRORATION . SLS TAX/VAT PRORATE MTHD : _
TAX INDICATOR DEFAULT D TAX CALC MTHD DIFFERENCE :
PROVISIONAL ACCTG ALLOWED : PROVISIONAL TAX METHOD D
AUTOMATIC VOUCHER NBR OPT : LAST VOUCHER NUMBER USED :
SALES TAX/VAT VERIFY OPT : _ TAX TOLERANCE AMOUNT

TAX TOLERANCE PERCENT : VAT INCLUSIVE ALLOWED .
TAX FORMULA BASIS : DISCOUNT TAX FORMULA

o el |

I TAX CERTIFICATION NUMBER
1099 WITHHOLDING OPTION : 1099 TRANSMITTER CNTL NBR: I

=075 W MMLSTOMG Talf® = =T = = = MuENED FEOTSITIETTITE — = o — =
1099 PAYER TYPE :

Office of the State Controller Page 6
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Vendor Policy Options

When a vendor is added to the NCAS, the policy options are recorded on the Vendor Payable
Information (VPN) screen as follows:

A .
A

\ °

AN

TAX ID NUMBER

This field indicates the nine-character TIN that is unique to each
vendor.

1099 CODE

This field indicates the default 1099 code for the specified vendor.
This code will default for all invoices for this vendor. A list of 1099
codes can be found in QRG 1: 1099 Codes List or on the 1099
Codes List (TNL) screen.

DISCOUNT DELAY DAYS

FACTOR NUMBER
PAYMENT ROUTE CODE

TAX ID NUMBER
L1099 CODE

VENDOR CURR CODE

DUNS NUMBER:

OoCP VENDOR PAYABLE INFORMATION VPN
NEXT FUNCTION: ACTION: 03/30/2011 09:04:07
REQUEST:

PAY ENTITY

SHORT NAME

VENDOR NUMBER: GROUP:

DOC ALERT MAX AMOUNT:
DIRECT INVC ALLOWED :

SLGN_APBROEAIJODES— — o - o e wm USE TAX

ITOIPATEENAME == == = = = == = — 1099 USE NAME:

PAYMENT DELAY DAYS
COMBINED OR SINGLE PYMT:
PAYMENT PRINT SEQUENCE
FACTOR GROUP NUMBER

VAT INCLUSIVE

TAX ID EXPIRATION DATE
,1099 WITHHOLDING RATE

TYPE

CORPORATE CREDIT CARD 2: TYPE

Office of the State Controller
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Invoice Header Policy Options

The Invoice Worksheet 2 (IWS-2T) screen is used by agencies

to enter a 1099 code on an invoice header. This code applies to D
all invoice lines attached to the invoice header and overrides a / \
1099 code entered on the VPN screen.

y

OCP AP INVOICE WORKSHEET 2 IWS-2T

NEXT FUNCTION: ACTION: 03/30/2011 09:16:16

REQUEST:

HANDLING CODE s REASON CODE

GL EFFECTIVE DATE: FACTOR NUMBER : _

PROVISIONAL DATE : IND: SIGNATURE APPR CD:

PAYMENT ROUTE CD : BANK PYMT: ACCT RULE : oA W em mm i

IND - PAYABLES : DISCOUNT : 001  INTER PAY : 1099 TAX CODE: 1

EXPENSE : Co: ACCT: CENTER: ™= m= == m= = o= -

LINE IND SALES TAX/VAT IND OPTIONAL AMNT 1099 USE I'REC AR

FREIGHT ADDITIONAL COST DESCRIPTION PRORATE( T F A D)

ooor o -

0002 - - T

0003 - - T

0004 - - T

SALES TAX 2 : SALES TAX 3 : T
GROSS AMOUNT  : .00

Office of the State Controller Page 8
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Invoice Line Policy Options

a 1099 code on individual invoice lines. This code applies

The Invoice Worksheet 1 (IWS-1T) screen is used to enter D
to individual invoice lines only and overrides any 1099 /—\
code entered on the Invoice Worksheet 2 (IWS-2T)

screen or the VPN screen. / \

N

OCP INVOICE WORKSHEET 1 IWS-1T
235 - ENTER REQUIRED KEY FIELDS

NEXT FUNCTION: ACTION: 03/30/2011 09:28:14
REQUEST:

INVOICE NUMBER : DATE: MODEL:
VENDOR SHORT NM: CURR

VENDOR NUMBER : o CM/DM _
PO REFERENCE  : COUNTY CODE: MULTI PYMT: _
TERMS CODE:  PYMT DUE DATE: DISCOUNT AMT/PCT:
REMIT MSG: _

SIGNATURE APPR CD:

LINE AMOUNT/PERCENT EXP CO ACCOUNT CENTER BID PROJECT
QUANTITY UNIT ITEM NUMBER DESCRIPTION PRORATE (T F A D) USE“99 NCG FED
0001 |

0002 S T

0003

0004

SALES TAX/VAT : FREIGHT :
ADDITIONAL COST: GROSS AMOUNT:

Office of the State Controller
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A 1099 vendor is a vendor for whom you must report payment for services to the Internal
Revenue Service (IRS). All reporting of 1099 information must be in accordance with Internal
Revenue code.

1099 Vendors

Below are categories of 1099 vendors that may need to receive a 1099:

Individuals

Sole proprietorships

Partnerships

Medical/health corporations

Attorney Payments (on behalf of clients)

Below are types of 1099s that may be sent to vendors.

e 1099 — MISC

e 1099 —INT

e 1099-G
Additional information on each 1099 type can be found in the Distributing
and Filing 1099s section of this manual.

1099 Trade Vendors

Trade vendors are people and companies outside of your agency who provide goods and
services to your agency. Trade vendors are primarily engaged in providing the goods and/or
services typically purchased by your agency.

Before entering a document in the NCAS, a trade vendor must exist in the Central Trade Vendor
File. This file is established and maintained by the OSC. In order to establish a trade vendor, the
vendor’s tax identification number (TIN) must be known.

Office of the State Controller Page 11
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Atfter the OSC has added a trade vendor to the Central Trade Vendor File, the OSC sends a
questionnaire to the vendor. The vendor indicates whether he/she is a 1099 vendor and
returns the questionnaire to the OSC. If the vendor is a possible 1099 vendor, the OSC sets
the 1099 code on the Vendor Payable Information (VPN) screen to “NO.” The “NO” code
indicates to the agency that the vendor may be a 1099 vendor and prompts the agency to enter
an appropriate 1099 code for each 1099 reportable invoice line. For all invoices for this vendor,
the 1099 “NO” code defaults to the “99” field on the Invoice Worksheet 1 (IWS-1T) screen. Also,
the message 076-VENDOR MAY BE 1099 ELIGIBLE displays at the top of the screen.

. If an invoice line is a 1099 transaction, you must override the default code “NO” with
the appropriate 1099 code. The codes that identify these transactions are listed on
the 1099 Codes List (TNL) screen or in QRG 1: 1099 Codes List.

e |If the invoice line is not a 1099 transaction, do not override the
“NO.”

It is very important to match the vendor's name with his/her federal identification
number or social security number for 1099 reporting. The IRS can fine your
agency for each 1099 that is issued incorrectly.

1099 Employee Vendors

An employee that has been established under an employee paying entity should not be a 1099
vendor. However, an employee established as a trade or non-trade vendor may be a 1099
vendor. (Expense reimbursements that are not related to an employee’s job should be
reported in a trade or non-trade paying entity.) For example, an employee in your agency
provides catering services to other agencies. If this employee has been established as a non-
trade vendor in order to receive expense reimbursements, he/she may be 1099 reportable for
payment of catering services.

Some agencies include their board members in their employee
paying entity. Board members may need to be issued 1099’s and
should be marked accordingly.

1099 Non-Trade Vendors

A non-trade vendor is a vendor to whom payments are made for other than purchased goods
or services. For example, awards or scholarships are typically made to non-trade vendors. As
with a trade vendor, a non-trade vendor must exist in the NCAS before a transaction can be
entered. Since non-trade vendors are not shared with other agencies, each agency is
responsible for correctly setting up its non-trade vendors. 1099 information for non-trade
vendors is set up using the VPN screen.
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The OSC requires that the vendor’s federal ID number or social security number be used as the
vendor number.

Short names for non-trade vendors should be set up on the Vendor Setup (VSU) screen. You should
set up vendors who are individuals with the last name first (e.g., Smithjohn). Remember that spaces
and punctuation are not typed in the sHORT NAME field.

Adding a non-trade vendor requires entries on three screens:

e  The Vendor Setup (VSU) screen is used to set up the vendor’s name, short name, address,
and telephone information.

e  The Vendor General Information (VGN) screen is used to indicate any special characteristics
of the vendor (e.g., woman-owned, minority, non-profit, etc.) that are reported statewide.

e  The Vendor Payable Information (VPN) screen is used to set up 1099 and backup withholding
information. The FEDERAL TAX ID field must be completed on this screen to avoid inadvertent
backup withholding.

For a non-trade vendor, a 1099 code can be entered on the VPN screen. If entered, the 1099
code defaults to every transaction for that vendor. You can also enter a “NO” on the VPN screen to
flag the vendor as a possible 1099 vendor.

. If the invoice line is a 1099 transaction, you must override the default code “NO” on the
invoice screen with the appropriate 1099 code.

° If the invoice line is not a 1099 transaction, do not override or delete the “NO.”

If an individual or company is doing business under another name, you need to enter both
names into the NCAS. On the VSU screen, enter the name that should display on the checks in
the VENDOR NAME field. On the VPN screen, enter the name as it is registered with the IRS or
Social Security Office in the 1099 PAYEE NAME field. This ensures that any applicable reporting is
processed with the correct name.

For example, you want to add vendor XYZ, Inc. DBA (doing business as) ABC Company. On the
VSU screen, type ABC Company in the VENDOR NAME field and on the VPN screen, type XYZ Inc
in the 1099 pPAYEE NAME field.

You cannot delete a non-trade vendor. You can inactivate a non-trade vendor so that this
vendor can no longer be used. To inactivate a vendor, type an | in the VENDOR STATUS field on
the VSU screen.
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Establishing Vendor 1099 Information

The following walkthrough demonstrates how to designate a non-trade vendor as a 1099 vendor.

WALKTHROUGH: Adding a Non-Trade 1099 Vendor

Dr. Barbara Laker
831 West Morgan St.
Raleigh, NC 27611-2863

SCENARIO

Her social security number is 333-44-5555.

Add the following vendor to your non-trade paying entity.

This vendor is a 1099 vendor. You need to indicate that she will receive
medical payments. She would like the name of her clinic, Laker Medical Office, to
print on the checks.

1. Type VSU in the NEXT FUNCTION field and press ENTER to access the
Vendor Setup (VSU) screen.

OCP VENDOR SETUP VSsU
NEXT FUNCTION: @ ACTION: 01/12/2006 11:34:20
REQUEST:

PAY ENTITY : Q VENDOR NO e GROUP @
VENDOR NAME VENDOR TYPE @_
SHORT NAME EDI/FAX CODE :
-—-- ORDER FROM --- HOLD: DEFAULT ADDR: FAX :
ADDR LINE 1: PHONE
ADDR LINE 2: STATE CODE VAL:
ADDR LINE 3: POSTAL CODE
OPT ADDR 1: OPT ADDR USE :
OPT ADDR 2: OPT STATE CD : VAL:
CONTACT : OPT POSTAL CD:
--— REMIT TO --- HOLD: _
ADDR LINE 1: PHONE
ADDR LINE 2: G STATE CODE VAL:
ADDR LINE 3: E POSTAL CODE !E
OPT ADDR 1: OPT ADDR USE :
OPT ADDR 2: OPT STATE CD : VAL:
CONTACT : OPT POSTAL CD:
PAYMENT TERMS: @ VENDOR STATUS:
CONSL REPORTING INFO - PAY ENTITY: VEND NBR: GROUP NBR: e

2. Type your non-trade paying entity (XXPN) in the PAY ENTITY field.

'~ Your agency and OSC have determined the non-trade paying entity code.
For purposes of this course, we will use XXPN as the non-trade paying

entity.

3. Type 333445555 in the VENDOR NO field.

Office of the State Controller
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4. Type A in the croup field. The letter indicates the vendor’s location.
5. Type laker medical office in the VENDOR NAME field.

=~ Laker Medical Office is the name Dr. Laker wants to display
on the check. For 1099 purposes, your agency needs to
report the information under the name Barbara Laker, since
it is her social security number. Her name will be entered on
another screen.

6. Type D in the vENDOR TYPE field to indicate that Ms. Laker is a direct vendor.
7. Type lakermedicaloff in the sHORT NAME field.

I~ Because non-trade vendors are not added by OSC, type a name in the
SHORT NAME field to search and retrieve this non-trade vendor.

8. Type 919-715-3253 in the pHONE field of the REMIT TO section.
9. Type 831 w morgan st in the ADDR LINE 2 field.

I~ Because this is not a matching vendor, you need to enter the
address information in the REMIT TO section of the screen.

10. Type NC in the STATE coDE field.
11. Type Raleigh in the ADDR LINE 3 field.
12. Type 27611-0831 in the POSTAL CODE field.

=7 Always include the additional 4 digits in the zip code. Complete zip codes
can be located on the US Postal Service’s web site:
http://www.usps.qov/zip4.

13. Type n30 (or a calculated payment due date) in the PAYMENT TERMS field.

14. Press ENTER to add this vendor to your non-trade paying entity and to
clear the screen.

15. Type G in the REQUEST field and press ENTER to display the vendor record.

16. Type VGN in the NExT FUNCTION field and press ENTER to access the
Vendor General Information (VGN) screen.

The system may pull in an incorrect short name for this record. The
correct short name is being stored for this record. Delete the incorrect
short name and proceed with processing the vendor.
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OCP VENDOR GENERAL INFORMATION VGN

218 - PLEASE ENT, DESIRED REQUEST

NEXT FUNCTION: ACTION: 01/12/2006 11:53:50
REQUEST:

PAY ENTITY

SHORT NAME

VENDOR NUMBER: GROUP:

CATEGORY CODES 1: 2: 3: 4: 5: Q

DUNS NUMBER

VENDOR FILING DATE

D & B RATING

D & B APPRAISAL

QUESTIONNAIRE CODE

NEXT QUEST. MAIL DATE:

EST EXPENDITURE

NC CORPORATE ID NBR : VEND ADD: @
ORDER FROM EMAIL

REMIT TO EMAIL

You can locate the corresponding Category Codes on the Description Table (DTL) screen.

e Type DTL in the NexT FUNCTION field and press ENTER to access the Description
Table (DTL) screen.

e Type your paying entity (XXPN) in the enTITY field.

e Type PAY in the enTiTY TYPE field and press ENTER.

Once you have located the appropriate code, access the VGN screen to add the
code.

o An example of an often used Category Code is TAX.
This code is used to describe a “Tax Exempt, Non-Profit Vendor.”

An abbreviated list of the most used Category Codes can be found in QRG 2:
Post Office and Incorporated Cities and Towns.

17. Type 092, which is the remit-to county code for Wake County, in the CATETORY

CODE 5 field.

= Type 999 in the CATETORY coDE 5 field to indicate that a vendor is an
out- of-state vendor.
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Cities and Towns.

add the code.

If you know the city in the remit-to address on the VSU screen, you can
identify the county code using QRG 2: Post Office and Incorporated

If you know the county name, you can find the corresponding code on the
Description Table (DTL) screen.

Once you have located the appropriate code, access the VGN screen to

18. Type today’s date in the VEND ADD field to track the date of the addition of the

vendor to the system.

I~ The year must be typed as a four-digit year, ie., 02262006.

19. Press ENTER to add the vendor add date and to clear the screen.

I~ Note that if you change the vendor’s city/county address, the VGN screen
must be changed correspondingly.

20. Type G in the ReQUEST field and press ENTER to display the vendor record.

21. Type VPN in the NEXT FUNCTION field and press ENTER to access the Vendor
Payable Information (VPN) screen.

ocp VENDOR PAYABLE INFORMATION VPN
NEXT FUNCTION: ACTION: 01/12/2006 11:59:13
REQUEST :

PAY ENTITY

SHORT NAME

VENDOR NUMBER: GROUP:

DISCOUNT DELAY DAYS PAYMENT DELAY DAYS

DOC ALERT MAX AMOUNT: COMBINED OR SINGLE PYMT: _
DIRECT INVC ALLOWED : _ PAYMENT PRINT SEQUENCE :

FACTOR NUMBER : FACTOR GROUP NUMBER _
PAYMENT ROUTE CODE VAT INCLUSIVE _

SIGN APPROVAL CODES USE TAX :

TAX ID NUMBER . @ TAX ID EXPIRATION DATE :

1099 CODE :
1099 PAYEE NAME :

1099 WITHHOLDING RATE
1099 USE NAME:@

VENDOR CURR CODE

DUNS NUMBER: TYPE :

CORPORATE CREDIT CARD 2:

TYPE :

22.Type 333445555 in the Tax ID NUMBER field to identify Dr. Laker’s social

security number.
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= If there is not a tax ID number in this field, transactions to this vendor
may be put on 1099 hold. This would require the AP clerk to release the
payments.

23. Type NO in the 1099 cobE field.

—~ By typing NO in the 1099 copDEt field on the VPN screen, you have
flagged the vendor as a possible 1099 vendor. This means that
whenever a transaction for this vendor is entered in the NCAS, the
system displays the following warning message: 076 — VENDOR MAY
BE 1099 ELIGIBLE.

24. Type Barbara Laker in the 1099 PAYEE NAME field.

25. Type Y in the 1099 USE NAME field.

I~ This field is required when the 1099 PAYEE NAME field is completed.
You will receive an error message if you do not complete this field.

26. Press ENTER to process the information and clear the screen.

With 1099 reporting, it is very important to match the vendor’'s name with
his or her federal identification number or social security number. The IRS
may fine your agency for each 1099 that is issued incorrectly.
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Flagging Invoices with 1099 Codes

Correcting
NCAS

Establishing
Vendor 1099
Information

Distributing Nonresident
Information

and Filing Alien
Prior to 12/31 1099s Processing

Flagging Making 1099
Invoices with Corrections Backup
1099 Cod After Calendar Withholdin
odes Year-End 9

Entering 1099 Codes on Invoices

The value that is entered in the 1099 copk field on the VPN screen defaults to the 99 field on the
IWS-1T screen.

e Ifa 1099 code was entered on the VPN screen that code defaults to the 99 field on the
IWS-1T screen.

e If “NO” was entered on the VPN screen, that code defaults to the IWS-1T screen.

For each transaction that is a 1099 transaction, you must either accept the default value in the “99”
field or override it with the appropriate 1099 code for that invoice line.

For all transactions, a 1099 code may be entered on the IWS-1T screen. This code applies to
the individual invoice line to which it is attached and overrides any code entered on the VPN
screen. Itis important to verify that any default 1099 code on the IWS-1T screen is the
appropriate code for that invoice line. On any statewide vendor that you know is reportable,
and a 1099 “NO” code or message did not default, please call the OSC Support Services Center so
that the vendor can be identified as a possible 1099 vendor.

WALKTHROUGH: Entering a 1099 Code on a
Direct Invoice

SCENARIO

You have received two invoices attached to the following Control
Group Header sheet. Process the control group.

The first invoice is for medical services. The vendor receives a
1099 for this invoice line. Process this invoice.

The accounting distribution is XX01 532199 10001000.
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Agency Name

Accounts Payable Control Group Header

PAYING ENTITY

X

XXPT

Other
ENTRY METHOD | X DIRECT INVOICES
MATCHING INVOICES
EMPLOYEE INVOICES
CONTROL GROUP DATE: TODAY’S DATE
CONTROL GROUP NUMBER: 126
OPERATOR ID;
DBS# INITIALS
INVOICE NUMBER NUMBER OF
DOCUMENTS AMOUNT
PER TAPE 2 2,750.00
ADJUSTMENTS
AMOUNT ENTERED 2 2,750.00

1. Remember to first enter the control group header information on the Control
Document Entry (CDE) screen. (Refer to Procedure 2: Entering a Control Group.)

e To indicate that this control group includes direct invoices, type D in the ENTRY
METHOD field.

e The trade paying entity is XXPT.
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2. Press ENTER to process the control group header information and to access the
Invoice Worksheet 1 (IWS-1T) screen.

Invoice: Andrew Markham, M.D. Invoice Number: 5246179824
1045 Fordgate Dr Invoice Date: 03/11/06
Bowman, NC 29992-0992 Terms: Net 30
Description: Quantity: Unit Price: Total Price:
Physicals 15
50.00 750.00
Freight:
Tax, 750.00
ocp INVOICE WORKSHEET 1 IWS-1T
235 - ENTER REQUIRED KEY FIELDS
NEXT FUNCTION: ACTION: 02/16/2006 07:45:22
REQUEST:
INVOICE NUMBER : 9 DATE: Q MODEL: _
VENDOR SHORT NM: @ CURR
VENDOR NUMBER : L CM/DM B
PO REFERENCE : COUNTY CODE: MULTI PYMT: _
TERMS CODE: PYMT DUE DATE: DISCOUNT AMT/PCT:
REMIT MSG:
SIGNATURE APPR CD:
LINE AMOUNT/PERCENT EXP CO ACCOUNT CENTER BID PROJECT
QUANTITY UNIT ITEM NUMBER DE%RIPTION PRORATE &F A D) USE 99 NCG FED
0001
0002 T T
0003 - o
0004 T T
SALES TAX/VAT : FREIGHT = : T
ADDITIONAL COST: GROSS AMOUNT:

3. Type 5246179824 in the INVOICE NUMBER field.

4. Type 031106 in the pATE field.
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5. Type mark@ in the VENDOR SHORT NM field and press ENTER to display the vendor
number.

6. The following message is displayed: 476-THIS VENDOR IS NORMALLY A
MATCHING VENDOR. This message is informational only. Press ENTER to override
the message and continue to enter the invoice as a direct invoice.

7. Press ENTER to override the following message: 076 VENDOR MAY BE 1099
ELIGIBLE. This message indicates that the vendor is a possible 1099 vendor.

=~ Check your invoice to make sure it is for services, rents, medical payments, or

other 1099 reportable items. If it is reportable, you must enter a 1099 code for
this transaction. You enter this code when you enter the details of this
transaction.

8. At the 0001 line, type 750.00 in the AMOUNT/PERCENT field.

9. Type your company number (XX01) in the co field.

10. Type 532199 in the AccounT field.

11. Type 10001000 in the CENTER field.

12. Type physicals (10) in the DESCRIPTION field.

13. Press ENTER to save the entered information.

=~ “NO” has defaulted to the 99 field. Because Dr. Markham receives a 1099, you
must override the “NO” with a 1099 code on line 0001.

14. Type TNL in the NExT FUNCTION field and press ENTER to access the 1099 Codes
List (TNL) screen.

15. Press ENTER to view the 1099 codes. Scroll down by pressing ENTER to M6, which
represents miscellaneous medical and health care payments.

OoCP 1099 CODES LIST TNL

NEXT FUNCTION: €@ ACTION: 02/16/2006 07:50:33

1099 CODE: M6

1099 1099

CODE GROUP ABBREV DESC DESCRIPTION

S
rbﬂi’ 1099-M-MED HLTH 1099-MISCELLANEQUS-MEDICAL AND
- HEALTH CARE PAYMENTS

M7 1099-M-NON-EMP 1099-MISCELLANEOUS NONEMPLOYEE

COMPENSATION
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16. Type R in the NEXT FUNCTION field and press ENTER to return to the Invoice
Worksheet 1 (IWS-1T) screen.

ocP INVOICE WORKSHEET 1 IWS-1T
NEXT FUNCTION: ACTION: 02/16/2006 07:52:48
REQUEST:
INVOICE NUMBER : 5246179824 DATE: 03/11/2006 MODEL:
VENDOR SHORT NM: MARKHAMANDREWMD ANDREW MARKHAM MD CURR
VENDOR NUMBER : 777889999 A BOWMAN CM/DM : I
PO REFERENCE  : COUNTY CODE: MULTI PYMT: N
TERMS CODE: N30 PYMT DUE DATE: DISCOUNT AMT/PCT:
REMIT MSG:
SIGNATURE APPR CD:

LINE AMOUNT/PERCENT EXP CO ACCOUNT CENTER BID PROJECT
QUANTITY UNIT ITEM NUMBER DESCRIPTION PRORATE (T F A D) USE 99 NCG FED
0001 750.00 001 XX01 532199 10001000

PHYSICALS vyyyy @
0002
0003 - -
0004 ST T
SALES TAX/VAT : FREIGHT = : T
ADDITIONAL COST: GROSS AMOUNT : @

17.  Type M6 over “NO” in the 99 field of line 0001 to indicate that this is a 1099 transaction for
Medical and Healthcare payments.

18.  Type 750.00 in the GRoss AMOUNT field. Delete the zeros at the end of the field.

19. Type N in the REQUEST field to balance the document and press ENTER to access a
blank Invoice Worksheet 1 (IWS-1T) screen.

You have completed keying in the first document in control group 126.
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WALKTHROUGH: Entering a 1099 Code on a
Matching Invoice

SCENARIO

You have received an invoice from Loren B Bell, DDS for semiannual
checkups for prisoners. This invoice is for services and the signature
payment basis applies to this invoice.

Because this invoice is for services, use XXBS for the buying
entity. The vendor number is 888990000 A. This vendor is 1099
eligible. The 1099 code for this vendor is M6.

Process the invoice header and line information and then pass the
invoice to your Invoice Reapplication Work Queue (IRQ). After you
receive the requester’s signature, finish processing the invoice.

Invoice:  Loren B Bell, D.D.S.

Invoice Number: 7594863011

PO# XX90000001

PO Box 3959 Invoice Date: 02/02/2006
Attaway, NC 28454-3959 Terms: Net 30
Description: Quantity: Unit Price: Total Price:
Semiannual Checkups
for Prisoners 2000.00 2000.00
Freight:
Tax. 2000.00

1. Type 4 in the REQUEST field and press ENTER to select a blank Invoice Matching

(IMP) screen in control group 126.

2. Enter the invoice header information on the IMP screen. (Refer to Procedure 4:

Entering Invoice Header Information for Matching Invoices.)

'~ Remember that the buying entity for this transaction is XXBS.

3. Press ENTER to process the information. The system displays the message: 076
- VENDOR MAY BE 1099 ELIGIBLE.
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4. Press ENTER to continue processing the invoice and to access the Invoice Line
Audit (ILA) screen.

5. Tag the appropriate PO line for the amount of the invoice and press ENTER.
(Refer to Procedure 5: Entering Invoice Line Information for Matching
Invoices.)

6. Type 3in the REQUEST field and press ENTER to access the Invoice Worksheet 1
(IWS-1T) screen to enter the vendor’s 1099 code.

oCP INVOICE WORKSHEET 1 IWS-1T
235 - ENTER REQUIRED KEY FIELDS
NEXT FUNCTION: ACTION: 02/16/2006 07:57:51
REQUEST:
INVOICE NUMBER : 7594863011 DATE: 02/02/2006 MODEL:
VENDOR SHORT NM: BELLLORENBDDS _ LOREN B BELL DDS CURR
VENDOR NUMBER : 888990000 A ATTAWAY CM/DM A
PO REFERENCE : XXBS XX90000001 COUNTY CODE: MULTI PYMT: N
TERMS CODE: N30 PYMT DUE DATE: DISCOUNT AMT/PCT:
REMIT MSG:

SIGNATURE APPR CD:
LINE AMOUNT/PERCENT EXP CO ACCOUNT CENTER BID PROJECT
QUANTITY UNIT ITEM NUMBER DESCRIPTION PRORATE (T F A D) USE 99 NCG FED
0001 2,000.00  xX01 534511 10003100

1 EA__ GN94874 SEMIANNUAL CHECKUPS Y Y Y Y

0002 e
0003 ___
0004 ___
SALES TAX/VAT FREIGHT = :
ADDITIONAL COST: GROSS AMOUNT: 2,000.00

7. Type M6 in the 99 field in the 0001 line.

8. Type N or NEXT in the REQUEST field and press ENTER to balance the invoice. The
system displays the message: 445 - INVOICE HAS NOT BEEN PROCESSED
BECAUSE OF SIGNATURE PAYMENT BASIS.

9. Type 4 in the REQUEST field and press ENTER to return to the IMP screen.

10. Type PASS in the REQUEST field and press ENTER to pass the invoice to your
Invoice Reapplication Work Queue (IRQ).

11. Wait until you receive the Matching Invoice Verification Report or a signed invoice
indicating that you have the required signature approval to pay the invoice for this
transaction.
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12. Type IRQ in the NExT FUNCTION field and press ENTER to access your Invoice
Reapplication Work Queue (IRQ) screen.

13. Type XXPT in the PAYING ENTITY field.
14. Type XX in the Ap OPERATOR field.

15. Type S in the sTATUS field and press ENTER to access a list of invoices pending
signature verification.

16. Type P in the s field to pay the invoice as is and press ENTER.

The invoice disappears from the IRQ screen. The system has accepted invoice for payment.

Zero-Dollar Invoices

The purpose of a zero-dollar invoice is to update 1099 totals for reporting purposes. An invoice
entered with a zero-dollar amount will have no net effect on the General Ledger; however zero-
dollar invoice activity display on the GL reports.

A zero-dollar invoice procedure is used to enter 1099 data when the invoice does not already
exist on the NCAS. In a zero-dollar invoice, one invoice line is entered for a positive amount and
includes the appropriate 1099 code. The second invoice line is entered for the reverse
(negative) amount without a 1099 code. The Gross AMOUNT field for the document is zero. To
minimize agency 1099 data entry, only one summary total for each 1099 code for each vendor
can be entered as a zero-dollar invoice.

Since 1099 reporting is based on payment date, zero-dollar invoices must be entered and paid
by December 31. An agency's bank account policy option must be set to allow zero-dollar
checks. The OSC makes this policy change for all agencies.

To reduce data entry steps, the OSC has established a specific Bank Account Payment (BAP) code
(ZRO) for use in 1099 processing.

If the invoice is entered using the ZRO BAP code, a physical check is not generated. If the invoice
is entered without using the ZRO BAP code, a check does print. You have to pull the check and
clear it manually. Refer to Procedure 6: Entering Zero-Dollar Invoices.
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Correcting NCAS Information Prior to December 31

Establishing Correcting Distributing Nonresident
Vendor 1099 NCAS and Filing Alien
Information Information 1099s Processing

Prior to 12/31

Flagging Making 1099
Corrections b Backup
After Calendar Withholding
Year-End

Invoices with
1099 codes

As invoices are being entered throughout the year, you must ensure the accuracy of NCAS

information before calendar year-end. This process entails four steps:

Overview

. Reviewing 1099 reports

. Adjusting vendor information

. Correcting paying entity errors
. Adjusting 1099 totals

Reviewing 1099 Reports

To assist in 1099 reporting, the OSC runs several reports as part of month-end processing.
These reports are located in an OSC private production library in Jobstream OPC1099 or
OPF1099 and may be run by the OSC personnel only. These reports are delivered to your
agency as part of the month-end reports you receive.

These reports should be reviewed and corrected monthly to determine whether any information
has been omitted. Note that the reports do not validate the accuracy of the data. Each agency
is responsible for verifying and ensuring the accuracy of 1099 information in all reports.
These reports can also be viewed through Systemware X/PTR in report group OSCOP* 1099-1
AP 1099 REPORTS.
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1099 Reports

The OSC suggests you review these reports in the following order.

AP-TNOOS5 - 1099 Error Report

The AP-TNOOS5 report is comprised of two report sections. The first section is the
“Vendor Error” report which identifies vendors with invalid Tax Identification
Numbers (TIN) and/or invalid/incorrect addresses. If the vendor is a trade vendor,
the OSC is responsible for correcting any errors on the Statewide Trade Vendor
File. However, if the vendor is an employee or non-trade vendor, each agency is
responsible for making corrections on its vendor file. Some common errors and
how to correct them will be discussed in detail later in the Adjusting Vendor
Information section.

The second section is the “Tax Codes Not Requested” report which identifies
1099 codes not specified when extracting information. The codes “NO” and “ST”
should be the only codes that display on this report. Each “NO” 1099 code
invoice line should be verified to ensure that it is not 1099 applicable. If the “NO”
code is incorrect, change the “NO” to the appropriate code on the invoice line.
The “ST” code should apply to lines that are eligible for state withholding but not
federal reporting. Refer to Procedure 7: Changing a Document.

It is important to review and correct all errors because these documents may
require 1099 reporting, but they are excluded from the printed forms due to
invalid or incomplete information. Items listed on this report do not display on
detail reports.

The AP-TNOOS5 report is sorted by account number, while the AP-TNOO5A is
sorted by date, which easily allows you to determine which invoices need review
since the prior month.

AP-TNO0O2 - 1099 Detail Verification Report by Paying Entity

This report lists, by paying entity, the basic invoice and payment information for
each document for which a 1099 code is assigned. The report calculates the total
expense amount and total amount withheld for each category code, vendor, and
pay entity. A total is printed for the entire report.

Use the AP-TNOO2 report to verify that the 1099 codes are appropriate and
assigned correctly. Also, use this report to identify vendors with an invalid TIN.

Office of the State Controller Page 28



MM: 1099 Correcting NCAS Information Prior to December 31
1099 Processing

e AP-TNO0O3 - 1099 Detail Verification Report by Payer Tax ID Number

This report lists supporting invoices for each 1099 code and vendor by Payer
TIN. This report contains the same information as the AP-TN0O02, but is
organized differently.

Use the AP-TNOO3 report to review documents from which 1099 information is
reported and to identify vendors with an invalid TIN.

e AP-TNOO4 - 1099 Exceptions Report

This report lists the accumulated 1099 totals that are not reported to the IRS.
Reporting is not required when the accumulated income (dividends, interest, or
miscellaneous) is negative, nets to zero, or is less than the amounts specified by
law.

e AP-TNOO7 - 1099 Totals Report
This report is produced when generating the electronic files. The report compiles
information to assist in the completion of the transmittal form that accompanies
the electronic file.
Each block of the report shows the total amounts reported for each type of 1099.
This report also indicates the quantity of 1099s produced for each type of 1099.

For examples of these reports, refer to the Reports section at the end of this manual.

Adjusting Vendor Information

The 1099 month-end reports are used to identify errors from transactions flagged for 1099
reporting. Once the errors are identified, the appropriate steps must be taken to correct the
error.

If an error relates to a trade vendor, notify the OSC according to your agency’s procedures for
changing trade vendor information. Changes to trade vendor information for 1099s are handled
as corrections to the Statewide Trade Vendor File.
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Correcting 1099 Vendor Errors

If an error relates to a non-trade vendor, correct the error using the appropriate steps. The
following information lists the vendor errors that may display on the 1099 reports and describes
the steps for correcting the error.

. Invalid vendor tax ID

The vendor taxpayer identification number (TIN) was not entered as nine numeric
characters or the TIN is missing. An example of this error message can be seen
on the sample report on the next page. When you receive this error, you should
go to the screen Vendor Payable Information (VPN) screen and verify what was
entered in the TAX ID NUMBER field.

OCP VENDOR PAYABLE INFORMATION VPN

NEXT FUNCTION: ACTION: 02/16/2006 10:55:00
REQUEST: G

PAY ENTITY ¢ XXPN KLINE LAW OFFICE PC
SHORT NAME : KLINELAWOFFICEPC 300 W MILLBROOK RD SUITE 202
VENDOR NUMBER: 204041768 GROUP: RALEIGH

NC 28609

DISCOUNT DELAY DAYS : PAYMENT DELAY DAYS L
DOC ALERT MAX AMOUNT: COMBINED OR SINGLE PYMT: _
DIRECT INVC ALLOWED : _ PAYMENT PRINT SEQUENCE
FACTOR NUMBER : FACTOR GROUP NUMBER _
PAYMENT ROUTE CODE : VAT INCLUSIVE B
AN FPPROVER SSDFS T= == == == == == == = [USE TAX o
TAX ID NUMBER : 20401768 |TAX ID EXPIRATION DATE

1089 TobE — & T T T T T T T 7 ™ 1099 WITHHOLDING RATE

1099 PAYEE NAME : 1099 USE NAME:

VENDOR CURR CODE

DUNS NUMBER: TYPE
CORPORATE CREDIT CARD 2: TYPE
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FEEFCRT ID: AP-THOOZ LCCOUNTS PAYAEBLE FLGE : 6836
TIME D Z22:42:24 1058 DETAIL VERIFICATICN REPCORT BY PAYING ENTITY AS QF: 01/07/2011
2010
PLYING ENTITY: 09PN
10939 INVOICE PYMT PFRTL INWC PAYMENT
CATEGORY INVOICE NUMEER DATE NER HNBR LINE DATE LCCOUNT NUMEER EXPENSE AMOUNT WITHHELD AMCOUNT
o o e e e e e e e -
) I
204041768 ELINE LAW OFFICE PC TIN: 20401768 I **INVLLID VENDOR TRX ID®* I
300 W MILLEROCK RD SUITE 202 L - e— e e———————
RALEIGH HNC 27809
MISC-NONEMPL 04-2929 01/28/2010 1 1 098/29/2010 535112004 885.95
kil CATEGCORY CODE M7 TOTALS 885.95 .00
waE%  WENDOR 204041768 TOTRLS 885.95 .00
204041768 01 ELINE LAW OFFICE PC TIN: 204041768
300 W MILLEROCE RD S5TE 202
RALEIGH NC 27609-4300
MISC-ATTORNY 04-2929 08/17/2010 1 1 10/06/2010 535112005 15,250.00
e CATEGORY CODE Bl TOTALS 15,250.00 .00
wewk  WENDOR 204041768 01 TOTALS 15,250.00 .00
204085128 01 LAW OFFICE OF SAPRINA BROWHN TIN: 204089128
PO BOX 52341
DURHAM NC 27717
MISC-NONEMPL 08-1554J 01/12/2010 1 1 0370372010 535112004 800.00
MISC-NONEMPL 08-1554Q 01/12/2010 1 1 0370372010 535112004 600 .00
bskalel CATEGORY CODE M7 TOTALS 1,400.00 .00
weEk  WENDOR 204089128 01 TOTALS 1,400.00 .00
204089128 02 LAW OFFICE OF SAPRINA BROWHN TIN: 204089128
PO BOX 52341
DURHAM NC 27717
MISC-ATTORNY 08-1554J 01/12/2010 1 1 03/10/2010 535112005 3E88.00
e CATEGORY CODE Bl TOTALS 3E88.00 .00
ek WENDOR 204089128 02 TOTALS 3E88.00 .00
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The TAX ID NUMBER was typed as a 8-digit number. The correct number should be a 9-digit
number. When the Vendor number is compared to the Tax ID number, it is evident that an digit
was omitted. To correct this error, use Procedure 8: Designating a Non-Trade 1099 Vendor.

If a non-trade vendor has an invalid TIN, verify that the vendor number matches the correct TIN.
If the current vendor number does not match the correct TIN, re-add the vendor using the
correct TIN and set the incorrect vendor number to purge. Refer to Procedure 1: Adding a
Non-Trade Vendor.

correctly

Although the incorrect vendor number will be set to
purge, the correct TIN must be on the Vendor
Payable Information (VPN) screen. This ensures that
1099 payments to the vendor are accumulated

Refer to the sample report that follows and the screen print of the corresponding VSU screen for
an example of the next four error messages.

OCP VENDOR SETUP vVSU
NEXT FUNCTION: ACTION: 02/16/2006 10:04:01
REQUEST: G

PAY ENTITY XXPT VENDOR NO 234567891 GROUP A
VENDOR NAME TAMMY HILLIER VENDOR TYPE D
SHORT NAME HILLIERTAMMY EDI/FAX CODE

-—-- ORDER FROM --- HOLD: DEFAULT ADDR: FAX :

ADDR LINE 1: PHONE

ADDR LINE 2: STATE CODE o VAL:
ADDR LINE 3: POSTAL CODE

OPT ADDR 1: OPT ADDR USE _

OPT ADDR 2: OPT STATE CD : VAL:
CONTACT : OPT POSTAL CD:

--— REMIT TO --- HOLD: _

ADDR LINE 1: PHONE

ADDR LINE 2 567 BLAND ST STATE CODE NC VAL: Y
ADDR LINE 3: MONCURE POSTAL CODE 25745-1234
OPT ADDR 1: OPT ADDR USE .

OPT ADDR 2 OPT STATE CD : VAL:
CONTACT OPT POSTAL CD:

PAYMENT TERMS: VENDOR STATUS:

CONSL REPORTING INFO - PAY ENTITY: VEND NBR: " GROUP NBR: o
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. Vendor remit-to record not established
The vendor remit-to address was not established on the Vendor Set-up (VSU)
screen or the order-from address default address indicator is not set to “Y” and
the remit-to address is absent. Refer to Procedure 1: Adding a Non-Trade
Vendor.

. Invalid vendor street address
The vendor street address is missing address line 2. Refer to Procedure 1.:
Adding a Non-Trade Vendor.

. Invalid vendor city
The vendor city was not established on the VSU screen (address line 3). Refer to
Procedure 1: Adding a Non-Trade Vendor.

. Invalid vendor postal code
The vendor postal code was not established or is invalid. Refer to Procedure 1:
Adding a Non-Trade Vendor.
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REPORT-ID: AP-TN0005 ACCOUNTS PAYABLE PAGE: 1
TIME: 06:17:21 1099 ERROR REPORT AS OF: 10/01/2005
2005

PAYING ENTITY: XXPT ERROR TYPE VENDOR ERRORS
VENDOR NUMBER VENDOR NAME VENDOR TIN TIN ERROR
234567891 TAMMY HILLIER 234567891
PAYER TIN: 56-1234567 PAYING ENTITY: XXPG

VENDOR REMIT-TO RECORD NOT ESTABLISHED
INVALID VENDOR STREET ADDRESS I
I INVALID VENDOR CITY
INVALID VENDOR POSTAL CODE '
_-—am o e e e e o e e = .
345678912 TREVOR GRANTHAM 345678912
PAYER TIN: 56-2345671

(- T T TmEmEmEEEEEENS

( “venoor ReMTT-TO RECORD NOT EsTABLISHED )

I VENDOR REMIT-TO RECORD NOT ESTABLISHED I
INVALID VENDOR STREET ADDRESS

I INVALID VENDOR CITY I
INVALID VENDOR POSTAL CODE
—— e - - ———
567891234 BARTON CRAIG CRAVEN 567891234

PAMELA B ROBERTS PAYER TIN: 56-3456712
— — oy

INVALID VENDOR CITY I
INVALID VENDOR POSTAL CODE

N oo o e e o e e e o =

PAYING ENTITY: XXPG

PAYING ENTITY: XXPG
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State code validation required

The vaL field was left blank or was set to “N”. The system requires
that the VAL be “Y” in order to validate the State Code upon entry.
Refer to Procedure 1: Adding a Non-Trade Vendor.

Refer to the sample report that follows and the screen print for an

example of this error message.

ocp VENDOR SETUP VSU
NEXT FUNCTION: ACTION: 02/16/2006 10:04:01
REQUEST: G

PAY ENTITY XXPT VENDOR NO 891234567 GROUP : A
VENDOR NAME GORDON ROBINSON VENDOR TYPE : D
SHORT NAME ROBINSONGORDON EDI/FAX CODE

-—- ORDER FROM --- HOLD: _ DEFAULT ADDR: _ FAX :

ADDR LINE 1: PHONE

ADDR LINE 2: STATE CODE _ VAL: _
ADDR LINE 3: POSTAL CODE

OPT ADDR 1: OPT ADDR USE B

OPT ADDR 2: OPT STATE CD _ VAL:
CONTACT : OPT POSTAL CD:

-—- REMIT TO --- HOLD: _

ADDR LINE 1: PHONE - — =
ADDR LINE 2: 124 KIMBERLY DR STATE CODE aL I vaL: v
ADDR LINE 3: AUBURN POSTAL CODE 36837=0T24™
OPT ADDR 1: OPT ADDR USE _

OPT ADDR 2: OPT STATE CD _ VAL:
CONTACT : OPT POSTAL CD:

PAYMENT TERMS: N30 VENDOR STATUS:

CONSL REPORTING INFO - PAY ENTITY: VEND NBR: GROUP NBR:
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REPORT-ID: AP-TNOO5
TIME: 06:21:21

ACCOUNTS PAYABLE
1099 ERROR REPORT

PAGE:
AS OF':

2
10/01/2005

PAYING ENTITY: XXPN ERROR TYPE VENDOR ERRORS
VENDOR NUMBER VENDOR NAME VENDOR TIN TIN ERROR
456789123 CHARLES P WINTERS 456789123

OLD EDUCATION BLDG

789123456 FREDERICK B SAWYER, COURT REP 789123456
PAYER TIN: 56-1122334 PAYING ENTITY:
WILMINGTON NC 28402-0900

891234567 GORDON ROBINSON
124 KIMBERLY DR
AUBURN

PAYER TIN: 56-1112223 PAYING ENTITY:

NC 27602

INVALID VENDOR CITY

INVALID REMIT-TO RECORD NOT ESTABLISHED
INVALID VENDOR STREET ADDRESS

INVALID VENDOR CITY
INVALID VENDOR POSTAL CODE

891234567

PAYER TIN: 56-4567123 PAYING ENTITY:

AL 36832-4547

Pl e e
I STATE VALIDATION REQUIRED I

- - - o o - .

XXPN

XXPN

XXPN
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Correcting 1099 Paying Entity Errors

The 1099 month-end reports are used to identify paying entity errors from transactions flagged
for 1099 reporting. Once the errors are identified, report them to the OSC Support Services
Center. Since these paying entity errors occur on policy screens, only the OSC can correct
them.

The following information lists the vendor errors that may appear on the 1099 reports and
describes the appropriate steps for correcting the error.

. Tax codes not requested
The 1099 code used for this invoice was not entered on the parameter card (run-time
variable) for report series AP-TNOOL. Verify that the correct 1099 code was used. If
incorrect, call the OSC to correct the error.

. Invalid pay entity Transmitter Control Code
The paying entity Transmitter Control Code (TCC) was not established on the
Accounting Options and Defaults (AOD) screen. Call the OSC to correct the error.

. Transmitter Control Codes are not consistent
The Transmitter Control Code on the Accounting Options and Defaults (AOD) screen is
not consistent with the agency’s other paying entities’ Transmitter Control Code. An
agency’s TCC must be the same for all paying entities. Call the OSC to correct the error.

. Invalid pay entity address
The paying entity address is incomplete. Call the OSC to correct the error.

. Invalid pay entity postal code
The paying entity postal code was not established or is invalid. Call the OSC to correct
the error.

. Invalid pay entity tax ID number

The paying entity taxpayer identification number was not established on the Accounting
Options and Defaults (AOD) screen or is invalid. Call the OSC to correct the error.

Adjusting 1099 Details

Invoice lines that have been entered in the NCAS using incorrect 1099 information can be
corrected by changing the invoice on the Invoice Maintenance Worksheet 1 (IMW) screen. The
process updates 1099 totals only.
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Performing Invoice Maintenance

An example of maintenance that can be completed on the Invoice Maintenance Worksheet
(IMW) screen is as follows. While reviewing the AP-TNO0OO05 “Tax Codes Not Requested” report,
you notice that an invoice was flagged with a “NO” meaning it was not 1099 reportable. You
determine that the invoice should have been coded with an M6. To change the 1099 code, refer
to Procedure 7: Changing a Document.

Entering Zero-Dollar Invoices

Zero-dollar invoices may need to be entered when a 1099 payment needs to be recorded on the
system, but the invoice does not already exist on the NCAS. For example, some agencies interface
payments directly into the NCAS without actually entering invoices. If a 1099 payment then
needs to be recorded, a zero-dollar invoice can be entered to capture that information. Refer to
Procedure 6: Entering Zero-Dollar Invoices.

If the invoice was entered using the ZRO BAP code, a physical check is not generated. If the
invoice was entered without using the ZRO BAP code, a check does print. The check must be
pulled and cleared manually on the Payment Clearance (PCR) screen.

SUMMARY

As invoices are entered throughout the year, ensure and verify the accuracy of NCAS
information. This step ensures that all transactions entered into the NCAS are included in 1099
reporting. The processes necessary to complete these tasks are as follows:

. Reviewing 1099 reports

Review the following month-end reports to
determine if any information has been omitted. In
addition, each agency is responsible for the
verification and accuracy of 1099 information in all
reports.

— AP-TNOO5 1099 Error Report

— AP-TNO0O02 1099 Detail Verification Report by Paying Entity
—  AP-TNO0O03 1099 Detail Verification Report by Payer Tax ID
— AP-TNO0OO4 1099 Exceptions Report

— AP-TNOO7 1099 Totals Report

. Adjusting vendor information
The 1099 month-end reports identify vendor errors from transactions flagged
for 1099 reporting. Once these errors are identified, take the appropriate
steps to correct the error.

Office of the State Controller Page 38



MM: 1099 Correcting NCAS Information Prior to December 31
1099 Processing

. Correcting paying entity errors
The 1099 month-end reports also identify paying entity errors from
transactions flagged for 1099 reporting. Contact the OSC Support Services
Center to correct these errors.

. Adjusting 1099 Details
Perform necessary invoice maintenance on the Invoice Maintenance
Worksheet (IMW) screen or enter zero-dollar invoices to adjust the 1099
totals.
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Making 1099 Corrections after Calendar Year-End

Correcting
NCAS

Distributing Nonresident
Vendor 1099 Information and Filing Alien
Information Prior to 12/31 1099s Processing

Flagging Making 1099
Invoices with Corrections Backup
1099 Codes After Calendar Withholding
Year-End

1099 Corrections after December 31, but before Forms are
Printed

Establishing

After calendar year-end, corrections may still be made to 1099 information. Corrections may occur
during three different time periods in the reporting cycle.

° After December 31, but before 1099 forms are printed
e  After 1099 forms are printed and before the OSC electronically files

e  After the OSC electronically files

Recording a Zero-Dollar Manual Check

After December 31, corrections to 1099 information can be completed two ways. If the invoice
already exists in the system and has been paid as of December 31, invoice maintenance can be
performed on the Invoice Maintenance Worksheet (IMW) screen. The 1099 codes can be added,
changed, or deleted from the invoice lines.

If the invoice does not exist on the system (i.e., interfaced transactions), a zero-dollar invoice
must be entered and a manual check written on the Manual Payment Entry (MPE) screen with
a payment date no later than December 31. In order to backdate a check to December, submit a
GED (General Ledger Effective Date) change form to the OSC. Any zero-dollar checks must
be cleared manually on the Payment Clearance (PCR) screen. It is imperative that invoice entry
and recording of the manual check occur on the same business day so that the date of the check
will be prior to December 31. The OSC recommends that you record a manual check after
entering each zero dollar invoice.

Manual checks are recorded using the Manual Payment Entry (MPE) screen. However,
before checks can be recorded on the MPE screen, the document must be balanced.

You can inquire on the status of documents by accessing the Document List (DCL) screen. The
STATUS field on this screen reflects BALANCD for all balanced documents. If a document is not
balanced, it will not display on the MPE screen.

For more information about recording a zero-dollar manual check, refer to Procedure 9: Recording
Zero-Dollar Manual Checks.
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1099 Corrections after 1099 Forms are Printed, but Before the
Electronic File is Sent to the IRS

After 1099 forms are generated, but before 1099 information returns are prepared,
corrections may still be made to 1099 data. For these corrections, use the procedures
from the 1099 Corrections After December 31, but Before 1099 Forms are Printed
section. As long as these corrections are made on the NCAS prior to OSC generating
the electronic file, the corrected information will be transmitted to the IRS. However,
you must still manually issue a corrected 1099 form to the vendor with the new
1099 code totals. These forms are not printed by the OSC.

All changes to 1099 information must be made before the electronic file is produced in
March. The amounts on the AP-TNOO7 report are what the OSC uses to report on the
Information Return to the IRS. Each agency must check to make sure their agency’s
numbers are accurate.

1099 Corrections After Information Returns are Generated

Any changes to 1099 information after tapes/reports are generated should be recorded on the
AP-TNOO7 and kept in an audit file for each tax year. You will have a record of what was sent to
the IRS (the AP-TNO007) and any adjustments made after the OSC sent the file to the IRS. In
addition, you must manually issue a corrected 1099 form to the vendor and the IRS with the
new 1099 code totals.

If your agency has more than 250 corrections to 1099 information, you must file these
corrections electronically or request a waiver from the IRS. If this occurs, call the OSC Support
Services Center at (919) 707-0795.

Refer to Procedure 10: Filing and Correcting 1099 Returns.

SUMMARY

After calendar year-end, corrections may still be made to 1099 information. Corrections may
occur during three different time periods in the reporting cycle.

. After 1099 forms are printed

Corrections during this period are completed before 1099 forms have been sent to
vendors. Make corrections using the following procedures options:
— Perform invoice maintenance on IMW, or
— Enter zero-dollar invoice and record manual check, making
sure it has a payment date prior to December 31. Clear the manual check on
PCR.
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. After 1099 forms are printed but before IRS information returns are generated

Corrections during this period are completed after 1099 forms have been sent to
vendors but before the OSC submits an Information Return Tape to the IRS. Make
corrections using the following procedures options:

— Perform invoice maintenance on IMW, or
Enter zero-dollar invoice and record manual check, ensuring a payment date
prior to December 31. Clear the manual check on PCR.

— Manually issue a corrected 1099 to the vendor.

. After Information Returns are Generated

Corrections during this time period are made after OSC submits the Information Return
tape to the IRS. Make corrections using the following procedures options:

— Perform invoice maintenance on IMW, or
Enter zero-dollar invoice and record manual check, making sure it has a payment
date prior to December 31. Clear the manual check on PCR.

— Manually issue a corrected 1099 to the vendor.

— Manually issue a corrected Information Return to the IRS.
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Distributing and Filing 1099s

Correcting R ]
NCAS Distributing Nonresident
Information and Filing Alien

Prior to 12/31 1099s ' Processing
Backup
ithholding

Making 1099
Wi

Establishing
Vendor 1099
Information

Flagging
Invoices with
1099 Codes

Corrections
After Calendar
Year-End

1099 Filing Requirements

Agencies file the following 1099 forms based on varying 1099 requirements:
e Form 1099-MISC Miscellaneous Income

This form is filed for each vendor that meets one of the following criteria:

Your agency paid at least $10 in royalties or broker payments in lieu of dividends
or in lieu of tax-exempt interest.

Your agency paid at least $600 in rents, payments for services (including

payment for parts and materials), prizes and awards, excess golden parachute
payments, and medical and health care payments.

— Your agency paid fishing boat proceeds.

In addition, Form 1099-MISC must be filed for each vendor from whom you withheld any federal
income tax under the backup withholding rules, regardless of the payment amount.

e Form 1099-INT Interest Income

This form is filed for each vendor that meets at least one of the following criteria:
—  Your agency withheld and paid foreign tax on interest.

Your agency withheld any federal income tax under the backup withholding rules,
regardless of the amount of the payment.

— Your agency paid more than $10 in interest.

Your agency paid interest income in connection with a bond issuance, installment
purchase, or capital lease.
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e Form 1099-G

This form is filed for each vendor that meets at least one of the following criteria:

— Your agency paid more than $600 in Soil and Water Conservation Grants,
Forestry Grants or certain other grants.

— Your agency paid $10 or more for unemployment compensation or tax refunds.

An example of each form is provided in the Quick Reference Guide at the back of this manual.

Regardless of which 1099 form is sent to the taxpayer, IRS regulations require that Form 1099
information returns must include the payer's phone number that leads to direct access to
individuals actually able to resolve a taxpayer’'s question in an expeditious manner. The phone
number requirement applies to payee statements reporting (1) payments of $600 or more in the
course of a trade or business, (2) payments for services of $600 or more, (3) direct sales of
$5000 or more, (4) payments of unemployment compensation, (5) payments of mortgage
interest, (6) payments of interest, (7) cash receipts of $10,000 or more, (8) foreclosures or
abandonments of security, or (9) payments of royalties. Agencies should verify that this number
is accurate from year to year.

Sending 1099s to Vendors

Once all 1099 corrections and zero-dollar invoices have been entered, ITS generates 1099
forms during January. To avoid past problems or undelivered forms, the OSC calls each agency
to inform them when their forms are available for pickup. Each agency then signs for the forms
to confirm receipt at the front desk of the Office of State Controller.

In Calendar year 2008, the printing procedure for 1099’s was modified. 1099 forms are now
printed in paying entity order with a range of control group humbers assigned to each paying
entity. Each agency must verify that the range of control numbers on their 1099’s matches the
spreadsheet given to each agency.

|| All 1099s must be postmarked and mailed no later than January 31 ||
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Filing 1099 Information Returns

The final step in 1099 processing is filing a 1099 Information Return with the IRS. This return
identifies all vendors to whom your agency sent a 1099 and the amount of income reported for
each vendor. The OSC is the only transmitter for filing with the IRS, sending one electronic file
to the IRS for all NCAS agencies.

The OSC submits electronically for all agencies’ data recorded in NCAS. Each agency is
reported under its own Federal ID number and is responsible for its data, but is not responsible
for submitting the data to the IRS.

Refer to the OSC operations calendar to determine the date for submitting the electronic file to
the IRS. The OSC operations calendar can be found in the OSC NCAS Information Guide, also
known as “the SIG”. There should be no direct reporting of NCAS data by the agency to
the IRS. All 1099 information that is not on the NCAS is the responsibility of the agency.

Refer to Procedure 10: Filing and Correcting 1099 Returns.
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Backup Withholding

Under certain circumstances, your agency is required to withhold taxes from vendor checks. Laws for
state withholding or federal backup withholding could affect this.

This section explains the laws that govern state and federal withholding. Also explained in this section
are the procedures for processing withholding in the NCAS.

State Withholding

Every payer who pays a nonresident individual or entity more than $1,500 during a calendar year for
services performed in North Carolina in connection with a performance, an entertainment or athletic event,
a speech, or the creation of a film, radio, or television program must deduct and withhold income tax
from compensation at a rate of 4%.

The payer is defined as a person who, in the course of their trade or business, pays a nonresident
individual or a nonresident entity compensation for personal services performed in North Carolina.

“Compensation” means consideration a payer pays a nonresident individual or nonresident entity for
personal services performed in this State.

“Nonresident Individual or Entity” means either:

a. A nonresident individual who performs certain personal services in North
Carolina for compensation other than wages, or

b. A nonresident entity that performs for compensation in North Carolina
services in connection with a performance, an entertainment or athletic
event, a speech, or the creation of a film, radio, or television program.
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A “nonresident entity” is defined as:

a. A foreign limited liability company that has not obtained a certificate of authority from the
Secretary of State, or

b. A foreign limited partnership or a general partnership formed under the laws of any
jurisdiction other than North Carolina, unless the partnership maintains a permanent
place of business in this State; or

C. A foreign corporation that has not obtained a certificate of authority from the Secretary of
State.

The Certificate of Authorization numbers for corporations registered to
do business in North Carolina can be found on the Secretary of State’s
web site: https://www.sosnc.gov/

Go to the web site and enter the online corporate names database. The
database for limited liability companies is now operational.

Carolina Nonresident Withholding Law.

Non-profit and governmental entities are not subject to the North “

Threshold

Withholding is required only if the contractor is paid or is expected to be paid more than $1,500
during the calendar year. The present law does not require the catch-up of under withheld tax if
additional payments to an individual or entity cause the total payments for the year to exceed
$1,500.

Service Performance

Compensation must be withheld only if it is paid for services performed in this State. Where the
service is provided entirely within North Carolina, 4% tax must be withheld from the total amount
of compensation. If the nonresident contractor performs contracted services in more than one
state, he must use a method of allocating income that is fair and equitable.

Generally, the duty day method should be used to allocate the compensation to North Carolina.
A duty day is any day or part of a day in which activity connected with the services is performed.
This includes meetings, delivery of products, promotional activities, etc. The individual’s North
Carolina source income is determined by multiplying the total compensation for the contracted
serviced by a fraction, the numerator of which is the number of duty days spent in North Carolina
rendering services under the contract, and the denominator of which is the total number of duty
days spent rendering services under the contract.
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Reporting and Paying Withheld Tax

A payer who withholds tax must register with the Department of Revenue by completing Form
AS/RPI, Registration Application for Sales and Use Tax and/or Income Tax Withholding, and
returning the form to the Business Registration Unit at PO Box 25000, Raleigh, NC 27640.

The payer is assigned an account number, receives forms for paying the tax withheld (NC-5)
from personal services income, and pays the tax on a quarterly basis. A copy of the NC-5 form is
shown in QRG 10: Form NC-5 (Employer’s Report of N.C. Income Tax Withheld from
Wages and Personal Services Compensation).

Payers must report personal services income and tax withheld, in duplicate, on Form NC-
1099PS. For compensation paid to individuals, the payer may complete federal Form 1099-
MISC in lieu of Form NC-1099PS. Copies of the NC-1099PS form and the Form 1099-MISC are
found in QRG 3: 1099 Forms and Instructions. The statement must be given to the contractor
on or before January 31 following the year the compensation is paid. The payer must also file a
Form NC-3 reconciling the amounts withheld from each contractor. A copy of the NC-3 form is
shown in QRG 11: Form NC-3 (Employer’s Annual Reconciliation of N.C. Income Tax
Withheld from Wages and Personal Services Compensation). The reports AP-NC002 and
AP-NCO003, which are located in Systemware group OSCOP* AP1099-A, can be used to assist
with this reconciliation process. This reconciliation is due on or before February 28.

Federal Withholding

The Internal Revenue Service requires 28% withholding from vendor payments under certain
circumstances. The most common circumstance an AP clerk would encounter is the refusal to
supply a Taxpayer Identification Number (TIN). If a vendor is unwilling to provide you with a valid
federal identification number or social security number, you are required to withhold 28% on
every payment to that vendor.

Withholding payment controls are established at the vendor level. The OSC sets the controls for
trade vendors. It is the responsibility of each agency to notify the OSC Support Services Center if a
vendor requires flagging for withholding.

Reasons to Backup Withhold

The following four circumstances require you to backup withhold:

1. An agency requests a taxpayer identification number (TIN) from a 1099 vendor and one is
not provided. The agency must backup withhold on any 1099 payments made to this vendor.
Once backup withholding begins, the agency must continue to withhold until the vendor
provides his/her TIN.
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2. The IRS sends the agency a CP2100 report and from that, an agency sends a first B Notice
to the vendor. If the vendor does not respond by the date on the first B Notice to the
agency'’s request for certification of the TIN and/or the vendor’s name, the agency must
begin to backup withhold on any 1099 payment made to this vendor. Backup withholding
continues until the vendor provides a TIN and/or name certified on IRS Form W-9. Copies of
the CP 2100 Notice and the first B Notice can are shown in QRG 12: CP 2100 Notice and
QRG 5: First B Notice.

3. The IRS sends the agency a CP2100 report and from that, an agency sends a second B
Notice to the vendor because that vendor was on the CP2100 report twice within a three-
year period. If the vendor does not respond by the date on the second B Notice to the
agency’s request, the agency must begin backup withholding immediately. Backup
withholding continues until the IRS notifies the agency to stop withholding in the form of an
IRS Letter 147C or SSA Form 7028. A copy of the second B Notice is shown in QRG 6:
Second B Notice.

4. A B Notice is returned to the agency as “undeliverable”. In this case, the agency should try
to get the correct address for the vendor and re-mail the notice. If the agency cannot find the
correct address, the agency should keep the undelivered document for their records and
start backup withholding on future 1099 payments.

IRS CP2100 Notices

Each year the IRS issues CP2100 Notices for prior year information returns that contained missing,
incorrect and/or currently not issued taxpayer identification numbers. For instance, the 2001 CP2100
Notice was issued in October 2002 and the 972CG Notice of Proposed Assessment that was based on
these mismatches was issued in December 2004. Upon receipt of the CP2100, the IRS procedure
requires each agency/ recipient to compare their records with the information furnished by the IRS.
There are two separate procedures that must be followed depending on whether the CP2100 listing
agrees or disagrees with your records.

For account information that does not agree with your records, check to see if you gave the correct
information on your return, if you changed the information after you filed, or if the IRS changed the
information when processing the return. In these instances, you do not have to respond to the IRS, but
you need to do the following:

1. If you did not put the correct information on the return, correct your records and include
that information on any future information returns that you file. Do not send a B Notice to
the payee.

2. If your information changed after you filed your return, be sure to include that information

on any future information returns you file. Do not send a B Notice to the payee.

3. If the IRS changed your information, note your records and take no further action.

For account information that agrees with your records, you must determine whether this is the first or
second time within three calendar years that the IRS has notified you the TIN is incorrect. You must
have procedures in place at your agency that allow you to determine whether this is the first or second
notification since the procedure that you are required to follow is different for each notification.
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° First Notice

1. Send the first B Notice, a copy of Form W-9, and an optional reply envelope to the
vendor within 15 business days from the date of the CP2100 notice or the date you
received it (whichever is later). Date the B Notice no later than 30 business days from
the date of the CP2100 notice or the date you received it. The outer envelope must be
clearly marked IMPORTANT TAX INFORMATION ENCLOSED or IMPORTANT TAX
RETURN DOCUMENT ENCLOSED.

2. Allow the payee 30 calendar days to provide you with a newly signed Form W-9. Keep
this W-9 for your records. Please note that once the IRS has informed you that the
TIN of a vendor does not match, a telephone call is not sufficient documentation that
you have followed procedure.

3. Update your records with the corrected information received from the vendor and
include it on any future information returns you file.

4. Begin backup withholding on payments made to vendors who do not respond
within 30 business days from the date of the CP2100.

° Second Notice

1. Send the second B Notice and an optional reply envelope to the vendor within 15
business days from the date of the CP2100 or the date you received it, whichever is
later. Date the B notice no later than 30 business days from the date of the CP2100 notice
or the date you received it. The outer envelope must be clearly marked IMPORTANT
TAX INFORMATION ENCLOSED or IMPORTANT TAX RETURN DOCUMENT
ENCLOSED. Do not send a Form W-9.

2.  The vendor must contact the Social Security Administration (SSA) to have a social
security number validated or the Internal Revenue Service (IRS) to validate an employer
identification number (EIN).

3. Allow 30 business days from the date of your request to receive either SSA Form 7028,
Notice to Third Party of Social Security Assignment from the SSA or a copy of IRS
Letter 147C from the vendor.

4, Begin backup withholding on payments made to payees if you do not receive SSA
Form 7028, or letter 147C within 30 business days. You must continue to backup
withhold until you receive either validation

1
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Backup Withholding

Refer to the flowchart on the next page for the 1099 Backup Withholding Process. Also refer to the
following procedures:

Procedure 11:

Procedure 12:

Procedure 13:

Procedure 14:

Procedure 15;

Procedure 16:

Procedure 17:

Procedure 18:

Procedure 19:

Procedure 20:

Procedure 21:

Procedure 22:

Procedure 23:

Office of the State Controller

Comparing your CP2100 Report to the VRS Screen

Sending and Receiving First B Notices

Sending and Receiving Second B Notices

Making Name Only Changes to Non-Trade Vendors

Making Taxpayer ID Number (TIN) Changes to Non-Trade Vendors
Requesting OSC to Start Backup Withholding on Trade Vendors
Starting Backup Withholding on Non-Trade Vendors

Setting Up a Non-Trade Vendor for Withholding

Making the Entries to Record Federal Daily Backup Withholding Payments
Making the Entries to Record State Backup Withholding Payments
Requesting OSC to Stop Backup Withholding on Trade Vendors
Stopping Backup Withholding on Non-Trade Vendors

Completing IRS Forms 945 and 945-A
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Backup Withholding Flowchart
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Depositing and Reporting Backup Withholding

It is the agency’s responsibility to deposit and report backup withholding. Once funds are withheld,
the withholding agent must deposit the money using the same rules as those used for employment
taxes. See the general instructions for information on when the taxes must be deposited (IRS Circular E or
IRS Forms 941 or 945). It varies from quarterly to semiweekly, depending on the size of the deposit to
be made. Most deposit situations require that a deposit be made by the fifteenth day of the following month
in which backup withholding occurred. Withheld taxes are deposited in a federal reserve bank using
the EFTPS Procedures. IRS Form 945, Annual Return of Withheld Federal Income Tax must be used
to report backup withholding. This return is due by January 31 of the following calendar year. Please
reference QRG 13: EFTPS Tax Processing Procedures.

Backup withholding rules apply to taxable grants or agricultural payments reported on Form 1099-G, but
they do not apply to any other Form 1099-G type payment. Backup withholding rules apply even if the
amount is less than $1,000 per year.

Currently, the backup withholding rate is 28% of the payment amount. Once begun, you must continue to
withhold until the payee provides a TIN. Do not refund the amounts you withheld before the TIN was pro-
vided. These amounts will be reflected on Form 1099-MISC; the payee receives credit for the
withholding, just as employees receive credit for the wages withheld from their paychecks.

If you are required to withhold but fail to do so, you are liable for the amount you should have withheld.
You are relieved of that liability only by obtaining an affidavit (Form 4669) from the payee stating that the
payee included the payment on a tax return. Obtaining a Form W-9 allows you to stop withholding (at
least until the second B Notice), but it does not relieve you of liability for missing withholding.

The next section will explain the specialized processing for backup withholding on the NCAS.

1
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Backup Withholding

NCAS Processing of Withheld Payments

Processing withholding in the NCAS is similar for both state and federal backup withholding.
They both require that the Vendor Payable Information (VPN) screen and the Vendor Default
Distribution (VDD) screen be set up for the vendor. The only differences between the data
entered on the screens are the withholding rates and the mini-chart indicators.

While the OSC is responsible for setting up these controls for trade vendors, agencies are
responsible for setting the controls for non-trade vendors. To initiate withholding for a non-trade

vendor:

e Type yesterday’s date in the TAX ID EXPIRATION DATE field on the Vendor Payable
Information (VPN) screen.

=

This date must be entered in MM/DD/YYYY format.

o Type the withholding percentage in the 1099 WITHHOLDING RATE field on the VPN screen.

The rates are:

— 28% for federal withholding only
— 4% for state withholding only
— 32% for both state and federal withholding

CORPORATE CREDIT CARD 2:

TYPE :

OCP VENDOR PAYABLE INFORMATION VPN

NEXT FUNCTION: ACTION: 02/16/2006 14:20:33
REQUEST :

PAY ENTITY

SHORT NAME

VENDOR NUMBER: GROUP:

DISCOUNT DELAY DAYS : PAYMENT DELAY DAYS

DOC ALERT MAX AMOUNT: COMBINED OR SINGLE PYMT:

DIRECT INVC ALLOWED : PAYMENT PRINT SEQUENCE :

FACTOR NUMBER FACTOR GROUP NUMBER o

PAYMENT ROUTE CODE VAT INCLUSIVE N

SIGN APPROVAL CODES : B T pp————
TAX ID NUMBER TAX ID EXPIRATION DATE : I
1099 CODE o llO99 WITHHOLDING RATE J
1099 PAYEE NAME - Ty UsETmAaME: T e e =
VENDOR CURR CODE

DUNS NUMBER: TYPE :
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Backup Withholding

o Type the appropriate mini-chart indicator in the 1099 wiTHHOLD field on the Vendor
Default Distribution (VDD) screen. The mini-chart indicator determines how the
accounting entries will post. The indicators are:

— 950 for federal withholding only
— 951 for state withholding only

— 952 for both state and federal withholding

— 953 for Non-resident alien withholding
— 954 for both state and Non-resident alien withholding

DISTRIBUTION INDICATORS

GL EXPENSE DISTRIBUTION

PROJECT ACCOUNTING INFORMATION .

EXPENSE
DISCOUNT
TAX/VAT
ADD COST

BNK ACCT PYMT :
CURR GAIN/LOSS:

COMPANY
ACCOUNT
CENTER
VALIDATE OPT

REQUIRED
COMPANY
NUMBER

—

L

OCP VENDOR DEFAULT DISTRIBUTION VDD
NEXT FUNCTION: ACTION: 02/16/2006 14:44:36
REQUEST:

PAY ENTITY

SHORT NAME

VENDOR NUMBER: GROUP:

PAYABLES
FREIGHT
YARIANCE,_

1099 WITHHOLD: L
EMP ZDVANCE T T T
ACCOUNT RULE :

Withholding is only applied to those invoice lines flagged with a 1099 code. Any of the usual
1099 codes can cause withholding to occur, if the vendor record has been appropriately
flagged. Because state withholding applies to some corporations, there are times when state
withholding must occur on transactions that are not reported on a 1099. For these instances,
the ST code must be used. Invoice lines marked with ST incur withholding and state reporting,
but are not included in federal 1099 processing.

—~ Itis very important that you flag the line with a 1099 code when you enter the
invoice. The line is not picked up for withholding and reporting without it.

the following procedures:

To correct a transaction that has been withheld in error, please refer to

Procedure 24: Correcting Withholding for Non-1099 Transactions
Procedure 25: Correcting Withholding for 1099 Transactions
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WALKTHROUGH: Setting up a Vendor for
Backup Withholding

SCENARIO

You have been notified that Barbara Laker’s clinic, Laker Medical Office, is
subject to federal withholding.

You have received an invoice from her on which you will need to withhold.
This invoice is attached to the following Control Group Header sheet. You
will need to set Dr. Laker up for backup withholding, process the control
group and then enter the invoice. This invoice will need to be flagged for
1099 reporting which will activate the backup withholding.

The accounting distribution is XX01 532199 10001000. The 1099 code is
M6.

1. Type VPN in the NExT FUNCTION field and press ENTER to access the
Vendor Payable Information (VPN) screen.
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