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How to Avoid IRS Penalties on

Tax ID Numbers

By Doug Clark
Presicent
Cargo-Master Ine

ome of the worst correspondence

you can receive feam the [RS is a

notice of a tax penalty, We recently
received such a notice, alleging that we
had submitted incorreet identification
information about motar carriers thal we
had paid for services rendered. Then we
received a visit fraom [RS apents

The IRS can impose a penalty for getting
tax identification numbers wrong. A TIN i
either a corporate or ]11.-1'5-:n|:1[ bax identiti-
cation numbear or a Em:'snu's Sowcial Socurity
number. And there are different violations,
mchuding filing TINs oo late, not correct
ing them after a request from the ITRS tada
so, or failing to file corrected submissions
before the Aug. 1 deadbine

When the TRS infortis vour company of
a proposed penalty, vou have the option
of telling the [RS. in writing, why you
think the penalty is not deserved
Sometimes the IRS will send a notice via
a “farm” letter, in which the |L{T|glm}{r:
implies that you need to camply but _\_r‘i_-n,:
do not need to respond. [ suggest that
you slwiays respond to any document
from the 1RS, form letter or not. T also
sugEes] that WL serd VOUr responss
“return receipt rf-qnesler]."

In the past. vou could respond with a
reasonable explanation of the situation,
and wsoally the 1RS would send a lette
back, saving that the penslty had been
waived. Eeneml}-. [ had a conversation
with an IRS representative, who stated
that the IRS has changed its lenicnl
eolorecment She said the
AZENCY wonld  now H%ru55i‘-‘r;l}' pursue
potential TIN violations, and would fol-
low up on explanations.

pasturs,

The requirements are vather stimple,
Yone, as the paying company, are n":'||LE:r'!l|
to report to the LRS what you paid to any
firm or person that condocts business
wnder a Social Security number, or is a
law {irm or Canadian ecarrier. You also
must submit a copy of Form 1099 to the
pavee as well as to the [RS:

If the company is incorporated, o il you
paid that company or person less than $500
int the tax YT, YO do not have ta re ot it
to the IRS. But the IRS may ask liow vou
determined whether the payee was incor
prrated, The easiest way to protect yoursell
in Lhis case is to have the [rayes Fitl et a
W4 form and keep it on file.

IF wou use a factoring senvice instead of
St.'ni]i:lg pavinent 1'||r|':-::!.|‘~.' ARITE prayee, yone
could ereate a serious problem if vou
report the factoring company bo the TRS as
thie payee. The RS ax :‘-[:(:L‘:i:l“ﬁi.& whio
were in our office Tor several days were
aggressively looking for this specificviolation

Maost of our problems were caused by
k\'ru1ug]}' entering a tax [T number into
our datahase. Itis easy to "fat thamh” the
computer keyboard. I suggest that before
vou submit 108Ys to the RS that you
print them out and lock for missing or
extra dl,?;its. ||_'_."th_‘.||$ or ;,-111;.'|||E::g else that
may be inecorrect in the TINs. [also sug-
gest you review the documents with vour
accountants or legal counsel.

If vou submit a TIN to the [RS and a
digit or a hyphen is wrong, you have filed
an ineorreck repart and are F;ILllJt.r‘l to a
550 fine [or each incident. The maximum
fine that you can be assessed in a calen-
dar year is $250,00) However, the 1HS
ean sometimes take this even further 1
vou do not have a L'!ljlmiﬂ:‘.[:".-."! W9 on oa
specilic pavee, and you cannot pru‘n'ide
the IRS with the correct informution
about that payee, the IRS has the aption

of imposing another penalty ol 30% of

ort lopics

Wﬂuk of March

whatever you paid the payee for not with-
holding the proper amount.,

Your will find il very difficult to remain
in compliance with the TRS il yvou fail 1o
maEinkain records. You must be

abilé to []:'M'il‘ll‘ docuimentiation supporting

accirate

vour submissions. 1 you undergo a compli-
ance check, vou could be asked to provide
information on all of the PAYEeS You didd nnl
subimit, a5 well as supporting information
explaining why vou did not submit them,
That's where the W-9 [orms come in, and it
i5 imperative that all of the fields in the
form are filled out — and the box, acknewl-
|j-Ll!'-_{:'||';|l'l|'.}]I e hiasiness 15 in facl [Hiks[g s
rated, must be checkad.

Also, the IS requests a plivsical address,
Ay 1_1]_1[H'Jsu|‘] toy A post allice Fecvx, for the
payer. This has a patential benefit for you
If you are ever forced to take a payee to
court, vou will need the company’s physical
address for the process server,

We liad our accountants present when
the TRS came o aur affice to check our
TIN records. & compliance check is not an
audit, but it can tum into one rather easily.
Fortunately, in our case, we woere in pretty
pood shape. We were able to produce
'.‘h:ﬂ'k up” an the TIM: in question,

Clarilication of this penalty cin he
[ound in IRS Publication No, 1556
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