
 
 

 

Don’t Wait This Year - Tax Planning Memo From MKS 
 
Dear Valued Client: 
 
As we approach the end of the year, now is a good time to think about tax planning ideas that may help 
lower your tax liability this year and in the future. Recent rulings relating to COVID-19 assistance for 
business owners and individuals may impact you, some of which should be considered for this year’s tax 
planning. 
 
Major tax law changes from recent years generally remain in place, such as lower income tax rates, larger 
standard deductions, limited itemized deductions, generous expensing and depreciation provisions, and a 
20% qualified business income (QBI) deduction for pass-through entities. Also, the time-tested approach of 
deferring income and accelerating deductions to minimize tax liability still works for many taxpayers, as does 
the bunching of expenses into 2020 or 2021 to avoid limitations and maximize deductions. 
 
MKS has compiled a list of tax planning suggestions, which may require action before year-end. Our 
professionals can help narrow down the specific actions tailored to your tax situation. In the meantime, 
please review the following list of items. 
 
 

2020 Tax Planning for Individuals 
 

 
Maximize Your Individual Itemized Deductions 
 

Many taxpayers won't be able to itemize because of the high standard deduction amounts that apply 
for 2020 ($24,800 for joint filers, $12,400 for singles and separate filers, and $18,650 for heads of 
household), and many familiar itemized deductions have been reduced or eliminated.  
 
Like 2019, no more than $10,000 of state and local taxes may be deducted. Miscellaneous itemized 
deductions (e.g., tax preparation fees and unreimbursed employee expenses) are non-deductible.  You 
can still benefit from medical expenses, but only to the extent they exceed 7.5% of your adjusted gross 
income. 
 
Two COVID-related changes for 2020 may be relevant:  
 

(1) Individuals may claim a $300 above-the-line deduction for cash charitable contributions on top 
of their standard deduction; and  

 
(2) the percentage limit on cash charitable contributions to public charities has been raised from 
60% of modified adjusted gross income (MAGI) to 100%. 

 
Some taxpayers may be able to work around these deduction restrictions by applying a bunching 
strategy to pull or push discretionary medical expenses and charitable contributions (i.e. setting up 
donor advised funds) into the year where they will provide some tax benefit. 
 
 
 
 



 
 

 

 
 
Unemployment Benefits 

Many individuals were eligible for enhanced unemployment benefits this year. Due to the swift rollout 
of the emergency unemployment programs, it is likely that most taxpayers may not have withheld (or 
had the option) enough for future tax liabilities. Those that received any unemployment benefits during 
the year will want to consider how this may impact your 2020 tax liability. 

 
Convert Traditional IRAs into Roth Accounts 
 

If your income is lower this year, you might consider converting a traditional IRA to a Roth IRA.  In 
short, taxes are due now on the conversion, but the distributions plus future earnings in a Roth IRA 
account can be withdrawn tax free in the future. This strategy is effective if you expect to be in a higher 
tax bracket during your retirement years. The cost of a conversion this year may be a small price to pay 
in comparison to potentially higher tax rates in the future on deferred income. 

 
Review Investment Gains and Losses in Taxable Accounts 
 

If you hold investments in taxable accounts, consider the advantages of selling positions to generate 
capital losses, otherwise known as tax-loss harvesting. December is a great time of year to review your 
investment gain/loss reports and consider selling loss positions if you have realized gains during the year 
that could be offset by capital losses. 

 
Take Advantage of 0% Tax Rate on Investment Income 
 

Long-term capital gains from the sale of assets held for over one year are taxed at 0%, 15% or 20%, 
depending on your taxable income level. If you hold long-term appreciated assets, consider selling 
enough to generate long-term capital gains that can be sheltered by the 0% rate. The 0% rate generally 
applies to the excess of long-term capital gain over any short-term capital loss to the extent that, when 
added to regular taxable income, it is not more than the maximum 0% rate threshold (e.g., $80,000 for a 
married couple). 

 
Required Minimum Distributions (RMDs) 
 

Required minimum distributions that usually must be taken from an IRA or 401(k) plan (or other 
employer-sponsored retirement plan) have been waived for 2020. Unless there is a financial need present 
that requires a distribution from a qualified account, consider taking advantage of this opportunity to 
skip a year. 
 
Also, because of a recent law change, plan participants who turn 70½ in 2020 or later are not required to 
take distributions until the year in which they reach age 72. 

 
IRA Contributions 
 

Consider making traditional (deductible) and/or Roth IRA contributions. Each individual is allowed an 
annual contribution of $6,000 (an additional $1,000 catch-up contribution if over the age of 50) up to the 
original due date of your 2020 tax return. There were changes in law this year that will allow individuals 
over age 70½ with earned income to make a deductible IRA contribution. 



 
 

 

 
 
IRA Distributions 

If you have been adversely affected by the pandemic, you may be eligible to distribute up to $100,000 
from your aggregate IRA accounts in 2020 without being subject to the 10% early withdrawal 
penalty. In addition, you can elect to spread the income ratably over a three-year period, starting with 
the year in which you receive the distribution. You also can choose to repay all or part of this special 
distribution back into the qualified account, provided that you complete the repayment within three 
years after the date that the distribution was received. The amount put back in would be treated as an 
eligible rollover transaction, resulting in no income tax due on the distribution. If you already paid tax 
on the portion that is recontributed during the three-year period, an amended tax return is required to 
request a refund.     

 
2020 Tax Planning for Businesses & Business Owners 

 
 
QBI Deduction for Pass-Through (S-Corp/Partnerships) and Self-Employed Business Owners 
 

Taxpayers other than corporations may be entitled to a deduction of up to 20% of their qualified 
business income. For 2020, if taxable income exceeds $326,600 for a married couple filing jointly or 
$163,300 for singles, the deduction may be limited based on whether the taxpayer is engaged in a service-
type trade or business (such as law, accounting, health, or consulting), or by the amount of W-2 wages 
paid by the trade or business. Taxpayers may be entitled to significant savings with respect to this 
deduction by deferring income or accelerating deductions to remain under the thresholds – or by paying 
a bonus to themselves or employees to overcome the W-2 wage limitation. 

 
Depreciation and Expensing of Fixed Asset Purchases 
 

Businesses should consider making expenditures that qualify for the liberal business property expensing 
option (Section 179 expense). For tax years beginning in 2020, the expensing limit is $1,040,000. 
Minnesota now conforms to the Section 179 expense deduction thresholds for 2020. Expensing is generally available 
for most depreciable property (other than buildings) and off-the-shelf computer software. This option is 
also available for qualified improvements to buildings (generally, any interior improvement to a building 
except for expansion projects, elevators/escalators, or the internal structural framework), roofs, HVAC, 
fire protection, alarm, and security systems. 
 
Businesses may also claim a 100% bonus depreciation deduction in the first year of an asset purchase 
(used or new), if purchased and placed in service before year-end. This includes qualified improvements 
to buildings.   Note that Minnesota does not conform to the 100% bonus depreciation provision, unlike 
the Section 179 expense deduction. It is, however, available to create or increase business losses, unlike 
the Section 179 deduction that is limited to taxable income from the business activity. 
 
 
 
 
 
 



 
 

 

 
 
Cash Method of Accounting 
 

More small businesses can use the cash (as opposed to accrual) method of accounting in 2020 than were 
previously allowed. To qualify as a small business, a taxpayer must, among other things, satisfy a gross 
receipts test. For 2020, the gross receipts test is satisfied if, during a three-year testing period, average 
annual gross receipts do not exceed $26 million (for years prior to 2018, the threshold was $10 million 
for most businesses). Cash method taxpayers may find it easier to manage income (i.e. holding invoices 
until after year-end, accelerating expenses and payments on outstanding invoices, or making prepayments 
where possible). 

 
Tax-Advantaged Retirement Plans 

 
If your business does not have a qualified retirement plan, now might be the time to set one up. Current 
retirement plan rules allow for significant contributions that are deductible. For example, if you are self-
employed and utilize a SEP-IRA, you can contribute up to 20% of your annual self-employment 
earnings, up to a maximum contribution of $57,000 in 2020. If employed by your own corporation, up to 
25% of your salary can be contributed with a maximum annual contribution of $57,000. 

 
In addition to the SEP-IRA, other small business retirement plan options include: 
 

• 401(k) plans (which can be set up for just one person) 
• defined benefit pension plans 
• SIMPLE IRAs 

 
Choosing the most suitable plan depends on your circumstances and whether you have additional 
employees. 
 
Some plans must be established by December 31st if you want to make a deductible contribution for the 
2020 tax year. Please reach out to your MKS professional if you would like to discuss options for 
deferring income in a qualified retirement account before the deadline.   

 
COVID-19 Pandemic Assistance Considerations 
 

Many business owners received emergency relief funding through Paycheck Protection Program (PPP) 
loans. Advertised as tax-free forgivable loans, subsequent guidance regarding taxable considerations 
caught business owners who participated by surprise. The IRS and Treasury issued a statement on 
November 18th that states, “if a business reasonably believes that a PPP loan will be forgiven in the 
future, expenses related to the loan are not deductible, whether the business has filed for forgiveness or 
not. In the case where a PPP loan was expected to be forgiven, and it is not, businesses will be able to 
deduct those expenses.” In other words, many PPP borrowers will notice an increased tax liability in 
2020 due to the disallowance of these deductions.  
 
Additionally, many business owners received EIDL advanced grants and local government grants that are 
not required to be repaid. Absent future guidance to the contrary, these grants will increase your taxable 
income in 2020. 
 

https://home.treasury.gov/news/press-releases/sm1187#:%7E:text=Press%20Releases-,Treasury%20and%20IRS%20Issue%20Guidance%20Clarifying%20the%20Deductibility%20of%20Expenses,Business%20Received%20a%20PPP%20Loan&text=Since%20businesses%20are%20not%20taxed,paid%20anything%20out%20of%20pocket


 
 

 

 
 

The Families First Coronavirus Response Act (“FFCRA”) preceded the more robust CARES Act by 
several weeks. The intent of the FFCRA was to require employers with under 500 employees to provide 
emergency sick and family leave in anticipation of pandemic disruption. This requirement was 
accompanied by lucrative tax credits for the effective period (April 1st to December 31st, 2020). In short, 
if an employer is paying an employee for time away from work due to a COVID-19 related illness, or 
caring for someone that is either sick or at home due to school/daycare closures, there may be payroll tax 
credits available to help subsidize the cost. Please visit our website (www.myslajek.com) for a recently 
published post with additional commentary. 
 
The CARES Act also relaxed rules relating to business Net Operating Losses (NOLs). If business losses 
are significant enough to create an NOL for 2020, you are allowed to carryback the losses to the 
preceding five tax years to request refunds of taxes paid.  
 

 
In closing, the list of considerations and strategies above is only a summary of the planning items you may 
want to consider as we approach the end of the calendar year. Please contact MKS with any questions, or 
if you are looking for assistance in designing a year-end tax planning strategy to maximize the benefits of 
your specific circumstance. 
 
 
Wishing you a happy holiday season, 
 
Myslajek, Kemp & Spencer, Ltd. 
 
 

https://myslajek.com/covid-19-resources/ffcra-emergency-paid-family-sick-leave-pay-it-out-take-the-credits/

