BALL AND TREGER, LLP

CERTIFIED PUBLIC ACCOUNTANTS
A PROFRSSIONAL LIMITED LIABILITY PARTNERSHIP

400  WARREN  AVENUE * SUITE 430 *  BREMERTON, WASHINGTON  98337-1408
Fax: (360} 377-7089 (360) 479-6868

January 2010

Dear Client:

The enclosed memo sets forth the 2009 Form 1099 reporting requirements. Each business is
required to provide 1099 annual information returns to those it has paid by January 31, 2010, and to
the Internal Revenue Service by February 28, 2010.

We are available to provide assistance in the completion of these forms. You can fill-in the
- enclosed worksheet and we will prepare the 1099's for you. If you choose to prepare them yourself,

we can supply you with blank forms and answer any questions you may have.,

It is important that the 1099°s are filed timely and are complete. Each 1099 must have a valid social
security or federal identification number. Completed forms must be machine readable.

Please feel free to call if you have questions.
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Certified Public Accountants
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2009 INFORMATION RETURNS MEMO

FORMS 1096, 1098 AND 1099

Every business pays for a variety of services during the course of a year. Payments to employees
are reported to the Internal Revenue Service on Form W-2. Payments to others: independent
contractors, lawyers, accountants, creditors and investors are reported to the Internal Revenue
Service on Forms 1099 unless a specific exemption is provided by the IRS. Mortage interest
received by a business is reported on Form 1098.

These reporting requirements allow the Internal Revenue Service to determine whether a
taxpayer has reported his total income. These requirements apply to non-profit organizations as
well as for-profit entities. Payments for personal expenses are not reportable.

In addition to filing information returns with the Internal Revenue Service, the payor must
furnish a statement to each recipient named in the information return. Each statement must
include the name, address, telephone number, and identification number of the person filing the
return, the payor, the home address and social security or federal identification number of the
person receiving the statement, the payee, and the total amount of payments made to the payee.
The payee must receive the statement by January 31, 2010. The Internal Revenue Service must
receive Copy A of the information return and a Form 1096 transmittal by February 28, 2010,
Each information return reflects payments the business made for calendar year 2009, even if the
business uses a different fiscal year.

The various forms, requirements, and penalties are discussed below:
FORMS

Form 1099 is used by a business to report amounts paid in certain circumstances. Persons
(nominees or middlemen) receiving amounts belonging to another person (e.g. rents received by
a real estate firm) should file a Form 1099 showing the actual owner as the recipient and the
nominee (themselves) as the payor. The more commonly needed Forms 1099 are described

briefly.
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Form 1099-MISC

Report for 2007 payments aggregating $600 or more made in the course of your trade or business
for (except where noted below):

1.

2.

Rents (Box 1) - Amounts paid for rents such as office rent and machine rental.
Royalties (Box 2} - Gross royalty payments of $10 or more.

Other income (Box 3) - Prizes and awards that are not for services rendered and certain
wages paid after an employee dies. Prizes and awards for employees must be reported on
Form W-2. Prizes and awards for services rendered by non-employees, such as an award for
the top commission salesperson, are reported in Box 7.

Fishing boat proceeds (Box 5) - Distributions in the form of a share of the catch to each
crewmember of a fishing boat having fewer than ten crewmembers. Report all payments,
even if less than $600.

Medical and health care payments (Box 6) - Generally applies to payments made by
insurance companies and medical assistance programs to health care providers.

Non-employee compensation (Box 7)

a. Professional service fees, such as fees paid to attorneys (including attorneys’

corporations), to accountants, architects, contractors, subcontractors
. Fees paid by one professional to another such as fee-splitting or referral fees

c. Payments for services, including payments for parts or materials used to perform the
services if supplying the parts or materials was incidental to providing the service

d. Payments to repairmen, maintenance companies, stenographers, medical
transcriptionists, and payment of directors’ fees

Gross proceeds paid to an attorney (Box 14) - Report payments made to settle a claim against
you if you do not know how much of the payment is retained by the attorney and how much
is paid to the plaintiff. Put code “A” after the amount. (Example: $50,000 A) If the
attorney’s fee is separately stated, report the amount in Box 7.

General Exclusions from Form 1099-MISC

DO NOT report the following on Form 1099-MISC:

1.

Payments to a corporation, except payments to an attorney’s corporation or to a medical
professional service corporation.
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2. Payments to employees, such as Christmas bonuses or reimbursements for travel or car
expenses. Report these payments on Form W-2.

3. Wages paid to household employees. Report household employee wages on Form W-2.

4. Payments of bills for merchandise, telegrams, telephone, freight, storage and similar charges.

5. Payments of rent made to real estate agencies.

6. Salaries paid or profits distributed by a partnership to individual partners. Report these
amounts on Form 1065.

7. Advances or reimbursements of business expenses of an employee who accounts to his
employer for such expenses. '

Form 1099-DIV

Report cash dividends and other distributions of $10 or more paid to any person. Also report
distributions of $600 or more in corporate liquidation.

Form 1099-INT

Interest of $10 or more paid to any person by banks, savings and loan associations, mutual
savings banks and credit unions.

Interest payments totaling $600 or more paid in the course of a trade or business must be reported

when the recipient is an individual, partnership, trust, or an estate. Payments of interest to a
corporation, government agency, or tax-exempt organization are not required to be reported.

Form 1099-R

Report any distribution of $10 or more from a retirement or profit sharing plan, an IRA, SEP, or
insurance contract.

Form 1098
Form 1098 is used by a business to report mortgage interest received.
Report payments of mortgage interest totaling $600 or more that were received by you (a) in the

course of your trade or business and (b) from an individual. A mortgage is any obligation
secured by real property. Report points paid directly to you for purchase of a principal residence.
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A Form 1098 is required for interest received by a developer of real property, but not by an
investor in real property. A developer is defined as one who has improved property by the
addition of roads and utilities, then sells parcels and carries real estate contracts from buyers.

Form 1098 is not required for interest received from a corporation, partnership, trust, estate,
association, or company (other than a sole proprietor).

Form 1096

Form 1096 is a transmittal form to the Internal Revenue Service to which Copy A of Form 1099
is attached.

For requirements of other Internal Revenue Service forms, see "Guide to Information Returns"
attached to this memo.

PENALTIES FOR FAILURE TO FILE INFORMATION RETURNS

The penalty for failure to timely and properly file an information return is generally $50 for each
failure up to a maximum of $100,000. For failures due to an intentional disregard of the filing
rules, the penalty is at least $100 per payee statement with no maximum penalty. In addition,
failure to furnish the payee with a statement when the Internal Revenue Service has received one
will result in a $50 penalty per statement, $100,000 maximum.

The information return must be correct and include the payor's and payee's identification
numbers. Omission of an identification number will result in a $50 penalty per return unless
reasonable cause can be shown.

If you do not have a payee's identification number, you should request it in writing. If you have

requested a number but the payee has not provided one, you are subject to the requirements of
backup withholding. You must withhold and remit to the Internal Revenue Service tax equal to

28% of the amount paid to the payee.

If you have any questions, please contact us.

B & T g, -

BALL & TREGER, LLP
Certified Public Accountants
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Guide to Information Returns (i any date shown fatis on a Saturday, Sunday, or legat hotiday, the due date is the next business day.)

Oue Date
To Reciplent
Form Title What to Aeport Ampounts to Report To IRS {unless Indicated
otherwlse)
1042-5 Foreign Person's Income such as interasi, dividends. royalties, pensions and annuilies, etc.,
U.S. Source Income |and amounls withheld under Chapter 3. Also, distribulions of alfectively . .
Subjecl fo connecied income by publicly Iraded partnerships or nominees. Sea form instruclions March 15 March 15
Wilhholding
1098 Mortgage Inlerest Martgage inleresl (including poinis) and certain mergage insurance premiums {To Payer/
Slatement you received in the course of your irade or business Irom individuals and $600 or more Fabruary 28* Borrowar)
reimbursements of overpaid interest. January 31
" _— . . . . {To Donor)
10988-C Comnbullqns of Intormation regarding a donated motor vehicle, boal, or atrplane. Gross proceeds of more . 30 days from date
Malor Vehicles, February 28
Beals, and Airplanes than $500 of sala ar
' P contribution
1098-E S::;:l:r::;'l_l.?an Interast [ Student loan inlares! racaived in the course ol your irada or business. $600 or more February 28 January 31
1098-T Tuition Statement Qualified luilion and related expenses, reimbursements or refunds, and . " ,
scholarships or grants {optional), See Instruclions Fabruary 28 January 31
1089-A Acquisition or Information about the acquisition or abandonment of property that is security {To Borrower}
Abandonment of far a debt for which you are the lender. Al gmounls February 26° January 31
Secured Properly uary
1089-B Proceeds From Sales or redemplions of sacurilies, lulures Iransactions, commodities, and
g;?;m;;gd Barter barter exchange Iransaclions. All amounts February 20* February 15*
Transaclions
1099-C Cancellation of Debt |Cancellalion ol a debl owed to a linancial instilution, the Federal Govermmaent,
a eredil union, RTC, FDIC, NCUA, a military depasmen, the U.S. Postal .
Sarvice, the Postal Rate Commission, or any erganization having a significant 3600 or more February 26 January 31
trade of business of lending money.
1099-CAP Changas in Inlarmation aboul cash, stock, or other properly from an acguisition ol controt Amgunls ol slock or (To Sharehelders)
Corporale Control or the subslantial ¢charge in capital siruclure of a carperation. property valued al $100 Fabruary 28* January 31
and Capilal Struclure million or more uary
. e L ) P $10 or more, except
1098-DIV Dividends and Distributions, such as dividends, capital gain disiributions, or non{axable . . .
Distriputions dislribulions, (hal were paid on stock and figuidation disiributions. $600 or more for February 28 January 31
liquidations
1099-G Ceriain Government | Unemployment compensation, state and focal income 1ax reflunds, agricutiural | $10 or more lor refunds .
Payments paymanis, and taxable granis. and unempleyment February 28 January 31
1089-H Health Coverage Tax |Health insurance premiums paid on behall of canlain individuals.
Credil (HCTC) All amounts Fabruary 28" Januasy 31
Advance Paymenls
] $10 or more ($600 or . "
1098-INT Interest Income Interest income. more in some cases) February 28 January 31
1089-LTC Long-Term Care and (Paymenls under a long-lem carg insurance contract and accelerated dealh
Accalerated Death  |benefils paid under a life insurance conlracl or by a vialical sellloment All amounts February 28* January 31
Bonelils provider,
1089-MISC  [Miscellanegus Rent or royally paymenls; prizes and awards thal are not bor services, such as | $600 or mare, excapt
Income winnings on TV or radie shows. 310 or more for royallies
{Also, use to report  |Paymenis Lo crew membars by owners or operators ol lishing boals including .
direct sales of $5,000 |payments of proceeds Irom sate of catch.
or move of consumer All amounts
goods for resale.)
Saclion 409A income from nonqgualified deferrad compansation plans
{NQDCs). All amounls
Paymentls lo a physician, physicians' corperalion, or olher supplier of healih January 31°
and medical services. Issued mainly by medical assistanca programs or $E00 or more .
it February 28
health and accident insurance plans.
Payments tor services performed lor a trade or busingss by people not trealed
as ils employees. Examples: lees 10 subceniraciors or direciors and golden $600 or more
parachule payments,
Fish purchases paid in cash lor resale. $600 or more
Crop Insurance proceeds. $600 or more
Subslitute dividends and tax-exempt interest paymants reportable by brokers. $10 or more Fabruary 15**
Gross procaeds paid to allomeys. $600 or more Febryary 15"
1093-0I10 Opginai Issue Original issue discounl. $10 or mare Fabruary 28° January 31°
Distount
1089-PATR  [Taxable Distributions |Distribulions irom cooperalives passed through to Iheir patrons including any
Received From domestic production activitios deduction and certain pass-lhrough credils. $10 or more February 28° January 31
Cooperalives

*The dug dale is March 31 if liled eleclronically,

**The due date is March 15 lor reporing by truslees and middlemen of WHFITs.
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Guide to Information Returns (continued)

Due Date
To Reciplent
Form Title What to Report Amounts to Report ToIRS (unless indicaled
otherwise)
1083-Q Payments From Earnings Irom qualified luition programs and Coverdell ESAs.
Qualitied Education .
Programs (Under All amounls February 28 January 31
Sections 529 and 530)
1089-R Distribulions From Distributions from rellremenl or profil-sharing plans, any IRA, insurance
Pensions, Annuitles,  [contracts, and IRA recharacterizations.
Reliramenl or .
Prolit-Sharing Pians, $10 ermare February 28 January 31
IRAs, Insurance
Conlracls, elc.
1099-5 Proceeds From Real  {Gross proceeds from the sale or exchange of real estate and cerlain .
Estate Transactions  |royalty payments. Generally, 3800 ormore | Febiuary 26 February 15
1099-8A  {Distributions From an | Distribulions from an HSA, Archer MSA, or Medicare Advantage MSA.
HSA, Archer MSA, or .
Medicare Advantage All amounis February 28 January 31
MSA
3921 Exercise of an Transler ol an employar's slock to an employse pursuant to the exercise
Incentiva Stock Oplion {of an incentive slock option under section 422(b). AN amouns February 28* January 31
Under Section 422(b)
3922 Transler of Stock Translter(s) of stock acquired through an employee stock purchase plan
Acquired Through an  |undar seclion 423{c)
Employes Stock Al amounls February 28" January 31
Purchase Plan Under
Seclion 423(c)
5498 {RA Conlribulion Contiibutions {including rollover conlributions) to any individual relirement g;’;ﬂ‘&}g:{g’
Informatien arrangement {IRA} including a SEP, SIMPLE, and Reih IRA; Roth All amounis May 31 Jan 31:
conversions; IRA recharaclerizations; and {he fair market value (FMV} of u ¥ i
For contributions,
the account.
May 31
5498-ESA  |Coverdell ESA Conlributions (including roliover contribulions) 10 a Coverdell ESA.
Conlribution All amounls May 31 April 30
Information
5498-SA HSA, Archer MSA, or  |Conlributions to an HSA (including translers and rollovers) or Archer MSA {To Panticipant)
Medicare Advaniage |and the FMV of an HSA, Archer MSA, or Medicare Advaniage MSA, All amounis May 31 Ma 3?
MSA Inlormation i
Generally, $800 or maore;
w-2G Cerlain Gambling Gambling winnings irom horse racing, deg racing, jai alai, lolteries, keno, |$1,200 or more from
Winnings bingo. stot machines, sweepstakes, wagering pools, poker lournamenls,  [bingo or sfot machines; Fabruary 28* January 31
ele. $1,500 or more from
keno
w-2 Wage and Tax Wages, tips, olher compensalion; social security, Medicare, wilhheld To S5A To Reciplont
Statermnenl income laxes; and advance eamed income ciadil {EIC) payments. include See separale
konuses, vacalion allowances, savarance pay, cerain moving expanse instruclions Las! day of
payments, some kinds of travel allowances, and third-parly payments of asl day o January 31
sick pay. Fabruary

*The due date is March 31 if fited electronically.
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