
 
 
 
September 16, 2010 
 
The Honorable Jeb Hensarling 
United States House of Representatives 
Washington, D.C. 20515 
 
RE:  New IRS Form 1099 Information Reporting Requirement 
 
Dear Congressman Hensarling: 
 
We are writing to you on behalf of the more than 29,000 members of the Texas Society of Certified 
Public Accountants to express our strong support for the immediate repeal of Section 9006 of the 
Patient Protection and Affordable Care Act (P.L. 111-148) (“the Act”) amending Section 6041 of the 
Internal Revenue Code of 1986 (IRC 6041). This amendment imposed two new requirements on 
businesses which, in our opinion, (i) will add significant new business record keeping and reporting 
burdens to all businesses at a cost disproportionate to the projected benefit to the Federal revenue, (ii) 
will dramatically increase the income reporting reconciliation effort of the Internal Revenue Service 
(IRS), and (iii) will ultimately not produce the projected additional revenue to the Treasury. The two new 
requirements and the explanation of the reasons why we so strongly believe they are misguided and 
should be repealed are set forth below. 

The first new requirement reverses a long standing exemption of corporations from the recipient Form 
1099 reporting requirements which have been imposed on service payments to individuals and 
partnerships. While requiring payors to report total annual payments to corporations for services 
sounds like a good idea to enable the IRS to match aggregate Form 1099 income reported against the 
recipient’s taxable income and thereby identify underreported income and enhance tax revenue, the 
matching concept simply will not work in the real world for the following reasons: 

1. All extant Forms 1099 are prepared on a calendar year basis while many corporations file their 
tax returns on a fiscal year other than a calendar year. In this situation, Form 1099 income will 
NEVER match tax return income and efforts to reconcile the differences will be extraordinarily 
burdensome, if not impossible, on both the recipient corporation and the IRS. The IRS’s 
proposed Form 1099K, which incorporates monthly reporting, not only will not solve this 
situation, it will further complicate it. In the case of fiscal year corporate tax payers, the IRS (and 
the recipient corporation) will have to combine odd months from two years’ Forms 1099K 
overlapping the fiscal year of the payee entity to try to calculate the taxable income and this 
combination may not be possible for the recipient corporation because it may not have received 
both Forms 1099K before it files its Federal income tax return. This effort will still not produce 
useful information because of other sources of income not included on Form 1099Ks and the 
circumstance discussed in paragraph (2) below. This situation becomes even more complex in 
the case of retail businesses which typically operate on a 52-53 week year. There is no 
combination of months that the IRS could use to reconcile the gross income on a tax return 
prepared on this legitimate accounting year to the Forms 1099K it would receive. Someone, 
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either the IRS or the Form 1099 payee, will have to spend an inordinate amount of time in a 
reconciliation effort, which will produce no benefit, or the IRS will simply be so overwhelmed by 
the effort to deal with the problems and responses that it will be unable to address the Form 
1099/tax return discrepancies to arise on EVERY corporate return filed.  
 

2. Most corporations are required by the IRS regulations to report their income on the accrual 
basis of accounting while Forms 1099 are prepared on the cash basis of reporting payments 
when made. Thus, for Federal income tax purposes and because of federally-mandated tax 
accounting methods, income may be reported before or after the actual cash payment. This 
results in an additional ongoing discrepancy between the tax (calendar year) reporting period 
when the payments are reported by payors on Forms 1099 and when taxable income is 
recognized by the recipient. As was the case in paragraph (1) above, the reconciliation effort 
imposed on both the recipient corporation and the IRS will be burdensome, if not impossible, 
and not commensurate with any probable revenue enhancement. 
 

3. Most corporations receive revenue from individual consumers as well as businesses. Because 
these individual payors will not be filing Forms 1099, a significant portion of the revenue of many 
recipient corporations will not be reported (or required to be reported) on Forms 1099. Even if 
the IRS were to require all credit card issuers to report payments in an effort to account for 
consumer payments, this would still not account for store or house charge account, check, ACH 
or cash revenues. Once again, taxable income and Form 1099 payments could not be 
reconciled without an extraordinary effort on the part of both corporations and the IRS that 
would not be justified in terms of the tax revenue generated. 

The second new requirement adds reporting of purchases of goods as well as services to the 
requirements of IRC 6041. This requirement encompasses all sellers of goods, regardless of size. For 
many purchasers, especially small businesses, goods purchases are incrementally small, but over the 
course of a year can add up to the $600 Form 1099 reporting threshold. This would require all 
purchasers, regardless of the size of the purchase to obtain and retain tax reporting information on 
every vendor from whom they make any purchase during the year. This reporting requirement is also 
certain to dramatically increase the number of reporting forms filed with the IRS. As an additional 
impediment to compliance with Form 1099 reporting, is the issue of when these small purchases from 
separate vendors operating under a common brand name may, in fact, be franchisees (for example) or 
otherwise separate corporations (each with different employer identification numbers) with respect to 
which aggregation is not required (or even appropriate). Many small businesses do not have the 
electronic data processing capability to automate this process (or manpower to gather and collect 
Federal employer identification number information from multitudinous vendors, for example) without 
incurring costs that will be difficult to afford. The recordkeeping and reporting requirements will be so 
overwhelming to many small businesses that the compliance cost could have a significantly negative 
impact on national economic growth and employment. The burden on the IRS of processing this new 
volume of data, much of which will be received in paper form, will certainly strain its resources even 
before it starts to deal with the reconciliation issues discussed above. 
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An additional significant problem, which will certainly arise, involves the possibility of mismatches 
between a payee’s Taxpayer Identification Number (TIN) and its name and address. In this situation the 
payor issuing the Form 1099 will receive a penalty notice for incomplete/inaccurate information on a 
Form 1099, which it will have to address. This effort will cost time and money on the part of both the 
payor and payee because the payor may have to contact the payee to resolve the mismatch. In some 
instances, the payor may have to implement backup withholding, adding to the burden. 

 As CPAs, we are concerned with the tax gap and support efforts to close it. However, we do not 
believe the provisions of Section 9006 of the Act will contribute to this effort and will have a material 
adverse effect on businesses and the IRS. Although the new reporting requirements do not go into 
effect until 2012, the effort to develop both manual and automated recordkeeping systems to ensure 
compliance with the law is so onerous that businesses are forced to commit resources to it in the near 
term. In order to avoid this waste of money and manpower, we urge you to act immediately to repeal 
Section 9006 of the Act. We would also refer you to comments on this matter you have received from 
the American Institute of Certified Public Accountants and to concerns expressed by National Taxpayer 
Advocate Nina Olson in her Mid-year Report to Congress.   

We thank you in advance for considering our views. 

Sincerely, 
 
 
 
C. Jeff Gregg, CPA     John M. Sharbaugh 
Chairman      Executive Director/CEO 
 
cc: Nina E. Olson, National Taxpayer Advocate, IRS


