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2020 Year-End Tax Update 

The new year is fast approaching, and the Tax Team at Howell Financial Services, Inc. is looking 
forward to serving you in the upcoming tax season.  During 2020, there have been provisions 
enacted by Congress intended to help taxpayers during the COVID-19 pandemic.  These provisions 
may provide tax planning opportunities to help reduce your tax burden.  This letter highlights some 
potential tax-saving strategies for individual and business taxpayers to discuss with their tax 
preparer before year-end.  

*************************************** 
Updates for Individuals 

Economic Impact Payments 

You will need to let your tax preparer know the amount of Economic Impact Payment you received in 2020.  
If you did not receive the full amount you were entitled to, you may be eligible for the Recovery Rebate 
Credit.  Save your IRS letter – Notice 1444 Your Economic Impact Payment with your 2020 tax records. 

New Charitable Contribution Tax Breaks 

For 2020, you can claim an above-the-line deduction for up to $300 of cash donations to a qualified charity.  
Please note that only cash donations qualify, not donations of clothes or other property.  You do not have to 
itemize to claim the deduction. You can also donate more of your income than in past years.  An individual 
can donate up to 100% of their income while a business can contribute up to 25% of its income. 

IRS / Retirement Savings Rules that Can Lower Taxes 

The 10% early distribution penalty is waived if you must take an early withdrawal from your IRA for 
coronavirus-related reasons in 2020.  New rules allow for the payment of tax on the withdrawal over 3 years 
instead of all on the 2020 tax return. 

Required minimum distributions are waived for 2020 as a result of new tax laws and the corresponding 
penalty for not taking a distribution is suspended in 2020.  Please note, for persons turning 70.5 after 
12/31/2019, you now have until the age of 72 before you are required to take minimum distributions from 
qualified retirement accounts.  

As part of the SECURE Act, there is now no maximum age for working individuals to make traditional IRA 
contributions.  A person over age 50 can make a contribution up to $7,000 if they have at least that amount 
of earned income. 

Part-time workers may now participate in 401(k) plans if they meet certain requirements.  

You have until April 15, 2021, the tax filing deadline, to make contributions to your 2020 retirement plans. 

Traditional IRA – You may contribute up to $6,000 a year to a Traditional IRA, or $7,000 if you are age 50 
or over, and potentially deduct that contribution from your taxes. 

Roth IRA – The same deadlines apply to Roth IRAs.  They also have the same maximum contribution rules.  
Keep in mind, your Roth IRA contribution might be limited based on your filing status and income. 
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There are changes to the tax laws for inherited IRAs.  Beginning in 2020, the maximum allowed time frame 
for the distribution of funds is 10 years for newly-inherited IRAs.  This rule does not apply to surviving 
spouses, minor children up to age 18, disabled individuals, and individuals not more than 10 years younger 
than the IRA owner.   

New parents can withdraw $5,000 out of retirement funds to pay for the cost of birth or adoption and not be 
subject to the 10% penalty for early distribution.  

529 Plan Update 

For 529 college savings plans, the funds may now be used for trade school, and money leftover in the plan 
can be used to pay off up to $10,000 in student loans.   

 

Federal Income Tax Brackets 2020  

Tax 
Rate 

Single Married Filing 
Joint / Widow 

Head of 
Household 

Married Filing 
Separate 

10% $1-9,875 $1-19,750 $1-14,100 $1-9,875 
12% 9,876-40,125 19,751-80,250 14,101-53,700 9,876-40,125 
22% 40,126-85,525 80,251-171,050 53,701-85,500 40,126-85,525 
24% 85,526-163,300 171,051-326,600 85,501-163,300 85,526-163,300 
32% 163,301-207,350 326,601-414,700 163,301-207,350 163,301-207,350 
35% 207,351-518,400 414,701-622,050 207,351-518,400 207,351-311,025 
37% Over $518,400 Over $622,050 Over $518,400 Over $311,025 

 

Capital Gains Rates 

Depending on your taxable income, the 2020 federal income tax rates on long-term capital gains and 
qualified dividends are 0%, 15%, and 20%.  High-income individuals may also be subject to the 3.8% NIIT. 

Items to Watch For 

You should receive your IRS Pin number in the mail in early January if you have been a victim of identity 
theft.  You will need the IP PIN number in order to file your tax return. 

If you obtained health insurance from the Marketplace for 2020, you will receive a 1095A.  You will need 
this to file your tax return in order to calculate the Premium Tax Credit.    

Be sure to provide form 1098T in order to claim educational expenses deductions and credits.  The form 
should be sent to you from your college.  Many universities make the form accessible on-line.  It will also be 
helpful to provide your tax preparer with a copy of your statement of account from the university. 

If you paid for childcare in 2020, keep in mind there is a Child and Dependent Care Credit.  Information 
needed to claim the credit include the amount paid, the name of provider, and either the social security 
number or employer identification number of the care provider.   
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Updates for Business Owners 

The minimum wage increases to $11 per hour in Illinois starting January 1, 2021.  The rate for tipped 
workers increases to $6.60 per hour and the new rate is $8.50 for youths (under age 18 working less than 650 
hours per calendar year).  
 
According to new guidance for the IRS, if you received a Paycheck Protection Program (PPP) Loan in 2020 
and reasonably expect the loan to be forgiven, then you may not deduct the expenses paid with the loan 
proceeds when figuring your 2020 taxable income.  This is an important item to consider with year-end tax 
planning.   

There is a new form for reporting nonemployee compensation.  Use Form 1099-NEC instead of Form 1099-
MISC when you prepare end of year reports in January. The deadline for submitting form 1099-NEC is 
February 1, 2021.   

Businesses who pay sick leave to employees affected by Covid-19 may be eligible for the Payroll Credit for 
Required Paid Sick Leave.  This credit is claimed on Form 941. Contact your payroll provider for more 
details.   

Individuals who are self-employed or farmers who missed work due to Covid-19 may be eligible for the 
Credit for Sick Leave for Self-Employed Individuals on their 2020 Form 1040. Let your tax preparer know if 
you missed work due to Covid-19. 

A taxpayer may elect to expense the cost of any section 179 property and deduct it in the year the property is 
placed in service. The maximum deduction for 2020 is $1.04 million. The phase out threshold has increased 
to $2.59 million.  100% bonus depreciation is another option available for qualified property acquired and 
placed in service in 2020.  The 100% first year bonus deprecation is available temporarily and is set to expire 
after 2022.   

 
Final Thoughts 
 

Considering the tax relief measures passed during 2020, it’s a good idea to consult with your tax advisor to 
discuss your tax planning goals.  At Howell Financial Services, we are here to help answer your questions 
not only about taxes, but about your overall financial picture.  If you would like to meet with us to discuss 
your specific situation, please call our office. 

 
Howell Financial Services, Inc. 

1101 N Market Street / PO Box 376 
Sparta, IL 62286 
(618) 443-2395 

 
Source: irs.gov  


