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Employee versus 
Independent 
Contractor

   



Form W-2 versus Form 1099
• These forms are both used for the same basic purpose – as a 

statement of compensation for tax purposes.
• But these forms are not interchangeable.
• The recipients of these forms have differing employment and 

tax statuses.



Form W-2 versus Form 1099 
W-2 Recipient 1099 Recipient

Examples • Salaried or hourly employees who 
complete daily tasks required for the 
organization

• Executives and management throughout 
the organization

• Freelance talent (e.g., writers, 
photographers, graphic designers)

• Consultants offering one-time or limited 
scope of service

• Contractors hired through temp agencies or 
other vendors

Taxes The employer withholds and remits federal 
and state taxes and also pays their share of 
employment, Social Security, and Medicare 
taxes

No taxes are withheld; the individual is 
responsible for all the taxes

Benefits May be eligible for benefits offered by the 
organization (based on their scheduled 
weekly hours), such as health insurance 
and retirement programs

Generally, not eligible for benefits

Work duration Generally hired for a long-term or indefinite 
time to support ongoing work

Provide one-time or limited-scale support



Employee versus Independent Contractor 
In addition to tax implications, misclassifying employees can result in 
significant penalties.  The Internal Revenue Service (IRS) uses common law 
rules, which assist in determining the appropriate classification for a worker:

Behavioral Control

Does the University control or 
have the right to control what 
the worker does and how the 
worker does his or her job?

Financial Control

Are the business aspects of the 
worker’s job controlled by the 
University (e.g., whether 
expenses are reimbursed, who 
provides tools/supplies, etc.)?

Type of Relationship

Are there written contracts or 
employee type benefits (e.g., 
insurance, vacation pay)? Will 
the relationship continue and is 
the work performed a key 
aspect of the business?



Form 1099-MISC versus Form 1099-NEC
Form 1099-MISC Form 1099-NEC

Purpose IRS tax form for reporting miscellaneous 
income

IRS tax form for reporting nonemployee 
compensation

Who typically 
receives the 
form?

Individuals, such as prize winners or award 
recipients, whose payments are not 
associated with providing a service to the 
University

Individuals, such as independent contractors 
and freelancers, who received payment for 
providing a service to the University (All income 
reported on the 1099-NEC must be 
associated with a service)

Tax 
Implications

Not subject to self-employment tax Subject to self-employment tax

Reminder: Only those 
individuals who receive $600 
or more in a given tax year 
will receive a Form 1099



Form 1099 
Reporting Process

   



Form 1099 Reporting Process 
Every January, the Controller’s Office Tax Team generates the Form 
1099s for the preceding calendar year (e.g., 2023 forms were generated in 
January 2024).

Form 1099s are mailed to the individual based on the address reflected 
on the supplier’s profile.

The forms are generated using an automated enhancement in 
PeopleSoft Finance.

This process is driven by account code – use of the improper account 
code for the respective expense(s) will result in an incorrect Form 1099.



Accounts Codes Subject to 1099 Forms
• The account code used should coincide 

with the nature of the expense.
• Expenses coded to a Form 1099-NEC 

account should be associated with a 
provided service.

• Expenses coded to a Form 1099-MISC 
account should not be associated with 
a provided service.

• Form 1099s will not be generated for 
expenses coded to accounts not 
included in this listing.



Example – Common Error
Stipends: One-time or periodic payments granted to a student as part of a 
scholarship, fellowship allowance, or other payment not meeting the definition 
of an employee/employer relationship, as determined by HR.

Account 54530: Fellowships

Used to pay an individual, typically a 
grad student on a grant, to support 

themselves while studying, training, and 
learning to do research.  Student is not 

providing a service to the University.

Account 54531: Stipends 
for Services Rendered

Used for payments where an individual 
is providing services but does not meet 

the definition of an employee or the 
sponsor stated the individual cannot be 

treated as an employee. Example: a 
student providing research on a grant 

that does not allow employees.

Note: Sponsor 
guidelines must be 

followed when paying 
students for services 

rendered.



Administrative Impact
• When an incorrect Form 1099 is generated 

and issued, the Controller’s Office Tax Team 
must process a manual correction and 
reissue the form.

• Between issuance and the tax filing deadline 
(April 15th), the Controller’s Office Tax Team 
is inundated with 1099 inquiries.

• Getting the underlying account coding 
correct on the front end reduces the number 
of corrections needed.

2023 Volume

Form 1099-MISC: 825
Form 1099-NEC: 3303



Departmental 
Responsibility

 



Departmental Responsibility 
• Since Form 1099s are generated based on account code usage, the Controller’s Office 

Tax Team relies on departments to use the appropriate account codes on the front-end.
• Business Managers are encouraged to utilize and refer to available resources to guide 

appropriate account code usage and payments, including the Payment Request Matrix, 
1099 Account Code Guide, and Student Payment Method Decision Tree.

• Perform a periodic review of the expenses coded to 1099 applicable accounts to 
ensure accuracy and consistency and allow for the completion of timely corrections, if 
needed.

• Reminder: Tax rules are the same for sponsored awards.  Expenses should be posted 
in accordance with the approved budget.



Resources



Available Resources

• IRS Guidance – Independent Contractor or Employee?
• Form 1099-M
• Form 1099-NEC
• 1099 Withholding Account Code Guide
• Payment Request Matrix
• Student Payment Method Decision Tree

https://www.irs.gov/businesses/small-businesses-self-employed/independent-contractor-self-employed-or-employee
https://www.irs.gov/businesses/small-businesses-self-employed/independent-contractor-self-employed-or-employee
https://www.irs.gov/businesses/small-businesses-self-employed/independent-contractor-self-employed-or-employee
https://www.irs.gov/businesses/small-businesses-self-employed/independent-contractor-self-employed-or-employee
https://www.irs.gov/forms-pubs/about-form-1099-misc
https://www.irs.gov/forms-pubs/about-form-1099-misc
https://www.irs.gov/forms-pubs/about-form-1099-misc
https://www.irs.gov/forms-pubs/about-form-1099-misc
https://www.irs.gov/forms-pubs/about-form-1099-nec
https://www.irs.gov/forms-pubs/about-form-1099-nec
https://www.irs.gov/forms-pubs/about-form-1099-nec
https://www.irs.gov/forms-pubs/about-form-1099-nec
https://sc.edu/about/offices_and_divisions/controller/documents/1099_account_code_guide.pdf
https://sc.edu/about/offices_and_divisions/controller/documents/1099_account_code_guide.pdf
https://sc.edu/about/offices_and_divisions/controller/documents/payment_request_matrix_3_23_23_v2.pdf
https://sc.edu/about/offices_and_divisions/controller/documents/payment_request_matrix_3_23_23_v2.pdf
https://sc.edu/about/offices_and_divisions/controller/documents/student_payment_method_decision_tree.pdf
https://sc.edu/about/offices_and_divisions/controller/documents/student_payment_method_decision_tree.pdf


Questions
Contact:
Tax Team
tax@mailbox.sc.edu 

• Lindsey Cox – Director of Compliance and Tax
• Douglas Bailey – Assistant Director of Tax
• Shannon Nickens – Senior Compliance and Tax Accountant
• Kadejah Bethea – Senior Compliance and Tax Accountant
• Jaime Snelling – Supplier Analyst

mailto:tax@mailbox.sc.edu


Contact Us

For specific 
questions, please 
visit our website to 
find the appropriate 

contact.

https://sc.edu/about/offices_and_divisions/controller/index.php


Questions 



THANK YOU!
Office of the Controller

 

Alone, we can do so little; together, 
we can do so much.
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