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When you first begin working for a new employer there are a
lot of things to learn. Not the least of these things is how,

when, and how much you will be paid. For most people, the
"how" is fairly straight forward. Generally speaking, most

people receive a paycheck from their employer that is net of
any taxes owed to the Federal and State government. This

means that, if this is your only income and your tax
withholdings are correct, you shouldn't owe any further taxes
on your income at the end of the year. The IRS categorizes

this type of compensation arrangement as "W2 income",
named after the tax form W2 that the employee receives at
the end of the year stating their income and taxes that were

withheld. While this is a very common employer arrangement,
not every employer chooses to compensate their employees
in this way. Some employers choose to pay their employees
the full amount of their agreed upon compensation without
withholding anything for taxes. This is called "1099 income"

and will be the subject of this eBook.

Introduction
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1099 Employee Defined
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An employee who is compensated by their employer for the full amount of their agreed upon
compensation, without withholdings for taxes, is said to be a 1099 employee.  The employee will

receive a 1099 tax form at the end of the stating their income received from their employer.
Employees who receive this type of income are actually not considered "employees" at all from the

point of view of the IRS. Instead, they are considered to be self employed or independent
contractors. Employees who compensate their "employees" in this manner, do not withhold taxes
for State or Federal income taxes, Social Security or Medicare taxes on their employees behalf.
This is substantially different from how most employees are compensated (W2 income). See the

example below to understand how the two models differ:

Employee works
their agreed upon

hours and are
entitled to a

paycheck

Employee
receives

paycheck net of
taxes

Employer
subtracts taxes

due from the
employees

compensation

Employee receives
a W2 tax form at

the end of the year
stating their gross
income and taxes

that were withheld

Example: W2 Employee

2 3 41

Employee works
their agreed upon

hours and are
entitled to a

paycheck

Employee
receives

paycheck for the
total amount of

gross
compensation

due for their
services

Employer does
not subtract

taxes due from
the employees
compensation

Employee receives
a 1099 tax form at

the end of the year
stating their gross

income 

Example: 1099 Independant Contractor

2 3 41



1099 employees receive a Form 1099-MISC or 1099-NEC at tax time if over $400 was paid
over the course of the year. 

The earnings on the tax form are not wages or salary, it is the amount that you agreed to
receive for the work you performed.  

In addition, no State or Federal income taxes, Social Security or Medicare taxes have been
withheld from the amount that is reported on your 1099. Also, you must pay your own self-
employment taxes.

1099 Income is reported on Schedule C (Form 1040), Profit or Loss From Business (Sole
Proprietorship). Also file Schedule SE (1040), Self-Employment Tax.

You may claim eligible deductible expenses you incurred on your Schedule C, reducing your
taxable income.

Depending on how much income you earn and the taxes that are withheld from any other
employment income, you may need to make up to four estimated tax payments to the IRS
during the course of the year. Your tax preparer can help you with these estimated
payments.Tax preparation software may also provide the estimated amounts and payment
instructions.

Unique Tax Considerations

PAGE | 3

Now that we have defined what a 1099 employee is and how it differs from W2 employment, we
need to discuss what that means from a tax standpoint. Because a 1099 employee is actually an

independent contractor, there are a few extra steps to take and things to consider when
completing your taxes. Here are a few things to keep in mind:

1099 Tax Considerations



Options for 

Retirement Savings

 As a 1099 employee, you are not
generally going to have access to a
retirement plan through your employer
since you are, in effect, your own
employer. Thankfully, there are still
options for you to begin putting money
away for retirement! Those options
include individual retirement accounts
as well as retirement accounts that are
only available to business owners.
Review the chart below to see the
options available to you:
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Roth IRA SEP IRA Solo 401 (K)

Type

Contributions

Taxes

Penalties

Retirement

Limits**

Individual Business Business

 After -Tax

Contributions and gains
tax free on withdrawal

Contributions and gains
taxable on withdrawal

Withdrawals prior to retirement
age subject to 10% penalty

Withdrawals of gains subject to
10% penalty prior to retirement age

59 1/2 59 1/2

Total contributions of up to $61,000
($67,500 if 50 or older)***

The lesser of 25% of compensation
or $61,000 annually

$6,000/year
($7,000 if 50 or older)

 Pre-Tax  Pre-Tax*

Contributions and gains
taxable on withdrawal

Withdrawals prior to retirement
age subject to 10% penalty

59 1/2

 
Retirement Savings Accounts

 

*Solo 401(k)'s can include the option to make contributions on a Roth basis
**Contribution limits listed are for the 2022 tax year
***Total contributions are split between employee deferrals and employer contributions and are limited by the
business' net adjusted business income



Choosing a

Financial Advisor
Finding the right financial advisor is 
 important to help you navigate the
intricacies of being a 1099 employee.  You
want to work with someone that you trust so
that you do not need to switch financial
advisors somewhere down the line. Not to
mention the fact that, according to studies
conducted by Vanguard and Morningstar,
those who work with financial advisors
experience annual returns 3% higher on
average than those who do not. When
considering who to trust with your hard
earned cash it may be a good idea to check
out the BrokerCheck tool by the Financial
Industry Regulatory Authority (FINRA). All
licensed financial advisors are listed on the
BrokerCheck registry which lists an advisor’s
years in the business, past firms, licenses
and disclosures of a disciplinary nature.

When looking for a financial advisor it is a
good idea to look for someone who is an
"Independent Advisor".Simply put, work with
an advisor whose firm does not create its own
products. Provisio partners with LPL Financial,
the largest independent broker dealer in the
country. The great thing about LPL is that they
are completely independent and create no
product of their own. By partnering with them
we are able to take advantage of their
resources and platforms without being pushed
to sell product or aggressively acquire new
clients. 

At Provisio Retirement Partners, we
believe that, although finances can be
complicated, advice shouldn't be.  We
help people address the question, "Am I
all set?" by providing our clients with
straight forward, no-nonsense financial
planning for individuals, families and
businesses. To learn more, check out
our website at
www.provisioretirement.com or scan the
QR code to fill out our online
questionnaire to get started! PAGE | 5

https://brokercheck.finra.org/
https://www.lpl.com/work-with-a-financial-professional.html


RESOURCES

Vanguard and Morningstar Studies
;http://static.twentyoverten.com/the-added-value-of-
financial-advisors.1465329922518.pdf ;
https://www.vanguard.com/pdf/ISGQVAA.pdf

BrokerCheck ; https://brokercheck.finra.org/

LPL Financial ; https://www.lpl.com/work-with-a-financial-
professional/before-you-invest/lpl-financial-
professionals.html

Provisio Retirement Partners ;
www.provisioretirement.com

2022 Retirement Plan Contribution Limits ;
https://www.irs.gov/newsroom/irs-announces-changes-to-
retirement-plans-for-2022
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This information is not intended to be a substitute for
specific individualized tax advice. We suggest that you
discuss your specific tax issues with a qualified tax advisor.

http://www.provisioretirement.com/
https://www.investopedia.com/articles/personal-finance/102616/how-much-can-advisor-help-your-returns-how-about-3-worth.asp
https://brokercheck.finra.org/
https://www.lpl.com/work-with-a-financial-professional.html
http://www.provisioretirement.com/

