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A new January 31 deadline for employers to submit wage information returns will catch many companies flat-footed in 2017, tax and business observers predict, complicating IRS plans to collect forms W-2 and 1099 early in the filing season to verify tax refund claims.
 
Starting in 2017, employers must by January 31 submit forms W-2 and W-3 as well as "any returns or statements required . . . to report nonemployee compensation," under last year's tax extenders and spending law (P.L. 114-113).
 
Non-employee compensation is reported in Box 7 of Form 1099-MISC, "Miscellaneous Income," said Kelli Wooten, the most recent vice chair of the Electronic Tax Administration Advisory Committee (ETAAC). The W-2s and W-3s are filed first with the Social Security Administration, but the 1099s are filed directly with the IRS.
 
Many small and midsize companies are unaware of the deadline and may learn of it too late to comply, the observers concurred. A couple of them expressed particular concern about 1099s and the accounts payable (AP) managers often responsible for compiling them.
 
Many AP professionals, even at large companies, are unaware of the deadline and will struggle to meet it even with months of lead time, said Wooten and Mary S. Schaeffer, who publishes the Accounts Payable Now & Tomorrow newsletter through Crystallus Inc. "There will be lots of concern, dread, and some anxiety" as AP professionals learn of the new deadline, Schaeffer said.
 
In a July 15 statement, the IRS said it "has already started the education process on this new law, working with software providers and tax professionals, including key stakeholders in the payroll community that play a critical role in preparing W-2s" and other information reports.
 
The IRS did not directly address the concern that the AP industry lacks enough time to submit 1099s by January 31, 2017.
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A new January 31 deadline for employers to submit wage information returns will catch many companies flat-footed in 2017, tax and business observers predict, complicating IRS plans to collect forms W-2 and 1099 early in the filing season to verify tax refund claims.
 
Starting in 2017, employers must by January 31 submit forms W-2 and W-3 as well as "any returns or statements required . . . to report nonemployee compensation," under last year's tax extenders and spending law (P.L. 114-113 (Doc 2015-28019)).
 
Non-employee compensation is reported in Box 7 of Form 1099-MISC, "Miscellaneous Income," said Kelli Wooten, the most recent vice chair of the Electronic Tax Administration Advisory Committee (ETAAC). The W-2s and W-3s are filed first with the Social Security Administration, but the 1099s are filed directly with the IRS.
 
Many small and midsize companies are unaware of the deadline and may learn of it too late to comply, the observers concurred. A couple of them expressed particular concern about 1099s and the accounts payable (AP) managers often responsible for compiling them.
 
Many AP professionals, even at large companies, are unaware of the deadline and will struggle to meet it even with months of lead time, said Wooten and Mary S. Schaeffer, who publishes the Accounts Payable Now & Tomorrow newsletter through Crystallus Inc. "There will be lots of concern, dread, and some anxiety" as AP professionals learn of the new deadline, Schaeffer said.
 
In a July 15 statement, the IRS said it "has already started the education process on this new law, working with software providers and tax professionals, including key stakeholders in the payroll community that play a critical role in preparing W-2s" and other information reports.
 
The IRS did not directly address the concern that the AP industry lacks enough time to submit 1099s by January 31, 2017.
 
However, the agency did say that its educational effort would continue this summer at IRS Nationwide Tax Forum conferences, "where this tax law change has been an important focus during sessions with tax professionals and in the keynote address" that Commissioner John Koskinen has been giving attendees. The IRS appended an excerpt (Doc 2016-14405) of the speech from July 12 in Chicago.
 
The agency said in its statement that it intends to "expand and intensify" business community outreach in the months ahead and "focus on potentially affected taxpayers more this fall." And as with other new tax legislation, the IRS said it "will remain in close contact with the tax community and continue to monitor this area in advance of the 2017 filing seasons."
 
'Tax Professional Full Employment Act'
 
"As with any changes to compliance filing dates, the new rules are certainly going to cause timing problems for certain taxpayers," said Robert H. Wall of Spilman Thomas & Battle PLLC. Such an impact is usually on "smaller businesses with fewer resources to allocate to technology and outside bookkeeping assistance," he said.
 
Although the IRS "does work hard to reach out to small businesses to promote compliance, it has become increasingly difficult for [it] to do so on such limited resources," Wall said, adding that he refers to laws that create compliance rules as "the Tax Professional Full Employment Act," because new rules so often catch small businesses off-guard, causing a cycle of noncompliance and assessed penalties that requires the assistance of tax professionals.
 
Michael Trabold, director of compliance at Paychex Inc., which does tax information reporting for small and midsize businesses, concurred: "Given the compressed time frame, it will likely be significantly more challenging for" small and midsize businesses or their accountants to not only prepare information returns for delivery to workers, but also to file the forms directly.
 
Lawmakers and the IRS have framed the earlier delivery of the information returns as part of the fight against tax refund fraud. P.L. 114-113 also requires the IRS to delay until February 15 refunds of the earned income or additional child tax credit, so it can verify those returns against W-2s or 1099s when possible. (Prior coverage (Doc 2016-11845).)
 
In its annual report (Doc 2016-12797) released June 21, ETAAC recommended that the IRS implement procedures to reasonably verify taxpayers' identities and withholding before releasing refunds. (Prior coverage (Doc 2016-12720).)
 
Many states -- as part of their own anti-fraud efforts -- are also moving up their filing deadlines to January 31 for W-2s, 1099s, and annual reconciliation returns, which "will presumably put additional strain on employers [and] small businesses," Trabold said.
 
Trabold also said that Paychex has been working to help its business clients meet the deadline, and the company's "regular dialogue with the IRS" frequently addresses that topic.
 
Accounts Payable 'Panic'
 
Compiling 1099s is not viewed as a tax issue and is therefore unlikely to be handled by a tax-specific role at a company, Wooten said, adding that tax departments focus more on corporate income tax, generally leaving 1099 and employment tax issues to other groups.
 
AP departments handle 1099 reporting of vendor payments because they have the easiest access to the necessary raw data, Wooten said. Schaeffer explained that a company's AP manager is, in simple terms, the last set of eyes to review an external payment before it is sent out.
 
"This is a lot more complicated than it would appear at first glance," Schaeffer added, noting that tax information reporting is far down an AP manager's list of priorities. They may feel overwhelmed by having to expedite and rework the major process of 1099 reporting, she said.
 
A related issue is corporate restructuring. Wooten and Schaeffer said that corporations seeking cost savings have thinned their staffs in recent years. To ensure adequate resources, these lean organizations must plan process changes well in advance, Wooten said. "No one wants to hire an additional person" for an administrative tax reporting function, Schaeffer said.
 
Schaeffer said that her more than 10,000 members are still learning of the deadline and many are unsure how they will meet it, which augurs poorly for the larger industry. Because they have to seek out the newsletter and other educational resources such as seminars that she provides, Schaeffer said her members represent a group that follows best practices and is probably more engaged than other AP professionals.
 
"Given the minimal publicity it has received -- generally the only way people in accounts payable would know of this change is from the instructions for the Form 1099-MISC," Wooten said, adding that AP industry conferences do not usually occur until the autumn.
 
Typically, AP managers start paying serious attention to information reporting in November or even later, Schaeffer said. Wooten said that work may start in October. Ideally, whether a payment is reportable for tax purposes is reviewed on a rolling basis, but in reality many with responsibility for 1099s treat them as an end-of-year issue, relearning the relevant rules and regulations when they have to, Schaeffer said, adding that the situation is even more hectic at companies that close their books at year-end. And a month later, these companies' 1099s will be due.
 
"You can feel the panic," Wooten said, describing AP professionals' reaction when she informs them of the deadline, sometimes at seminars that Schaeffer organizes. After refining 1099 processing to an "art form," the industry must "with minimal notice" accelerate some parts of that timeline by one or two months, depending on how they file, Wooten said.
 
The 1099 payer deadline was previously February 28 for paper filing and March 31 for e-filing, Wooten said, while January 31 was the deadline to mail 1099 payee statements.
 
Messy to Begin With
 
Wooten and Schaeffer laid out the 1099 process companies followed in previous filing seasons, arguing that it would have to be completely overhauled to meet the new deadline.
 
Through 2016, companies have issued recipient copies of 1099s to workers, then -- on top of their own efforts -- used feedback from those workers to help correct inaccuracies before submitting the forms directly to the IRS, Schaeffer said, adding that companies filing forms late or with errors will face recently increased penalties.
 
However, the extenders bill that moved up the 1099 deadline also included a safe harbor for de minimis errors on information returns and payee statements.
 
Wooten said companies will have to decide whether to split 1099 filing between Box 7 amounts due January 31 -- which she noted constitute most of 1099 volume -- and other amounts, due later. Such a separation might require modifying reports from enterprise resource planning systems, she said. The company would also have to identify and expedite tasks between the filing deadlines, such as additional taxpayer identification number matching, she said. "What additional resources are needed to make sure the files can be timely uploaded to [the IRS] and any rejections managed promptly, etc.?" she added.
 
How this all plays out in the filing season is uncertain. "It will be interesting to view the results," Wooten said.
 
A significant number of 1099 payers will likely request filing extensions, resulting in a trickle of information over the course of February, not a flood in January, Wooten predicted, adding that the IRS is not necessarily equipped to deal with such a flood, so the delay may actually help it verify refundable credit claims.
 
Wooten said the IRS should expect a significant increase in amended 1099s as payees notify them of errors such as incorrect names, amounts, or TINs.
 
Asked what the IRS and its industry partners can do to raise awareness and facilitate compliance, Wooten's answer was engagement and education. "More publicity -- make it bigger, make it better, make it more meaningful to the payer community," she said. "Help them understand what questions they should be asking, what they should be doing in their roles to prepare."
 
Payroll Association Optimistic About W-2s
 
Schaeffer also said that although W-2s are not simple per se, they are simpler than 1099s and pretty straightforward to generate from employee wage information.
 
Michael O'Toole, senior director of publications, education, and government relations for the American Payroll Association, said one reason for optimism is that many payroll service providers have for some years set an early January deadline for their business customers to submit W-2 information. He said that the association believes its members, individual payroll professionals, see the new deadline coming and will be ready to meet it.
 
The association has been actively engaging its nearly 21,000 members, who generally are responsible for filing W-2s as opposed to 1099s or other forms used to report non-employee payments, O'Toole said. The majority of association members are payroll managers working at companies, most of which have more than 100 employees, he said, adding that many other individual members work for payroll service providers such as ADP LLC.
 
O'Toole said that through professional education courses and other resources, the association has been preparing its members during the last two years for the possibility of an earlier filing deadline. In late December 2015, the association emailed them a compliance notice after the January 31, 2017, deadline became law, he said.
 
The association has updated its training materials to reflect the extenders law and other legislative and regulatory changes, O'Toole said, and as a result feels fairly confident that members attending its classes and reading its publications are aware of the new deadline and prepared to manage their W-2 reporting accordingly.
 
However, echoing other observers, O'Toole added that experience with previous significant changes indicates that smaller companies are most likely to struggle with the new filing deadline because their owners may handle administrative tasks in-house and not belong to business associations or trade groups that could have informed them of the changes.
 

