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On May 17, 2006, President Bush 
signed into law the Tax Increase 
Prevention and Reconciliation 
Act of 2005 (TIPRA). Some of the 
provisions for individuals and small 
businesses are summarized below.

Capital gain and dividend 
rates: The law extends the reduced 
rates on capital gains and quali-
fied dividend income for two years 
(through 2010).

Increased 2006 individual 
AMT exemption amounts: 
The alternative minimum tax (AMT) 
exemption is increased for 2006 to 
$62,550 for married couples filing 
jointly and surviving spouses, and to 
$42,500 for unmarried individuals –
note that the law provides only a one 
year “fix” and Congress will need to 
act again to prevent the exemption 
amounts from being automatically 
reduced for 2007.

AMT relief for personal tax 
credits: Certain nonrefund-
able credits (including dependent 
care, elderly and disabled, Hope 
Scholarship and Lifetime Learning, 
and D.C. homebuyer) will be allowed 
to the full extent of an individual’s 
regular tax and AMT for tax years 
beginning in 2006. Previously, these 
credits could not be used to offset 
alternative minimum tax.

Increased age for kiddie tax: 
After 2005, children are subject to 
the kiddie tax provisions if they have 
not reached age 18 (up from 14) 
before the end of the tax year. 

This means that the strategy behind 
many college savings portfolios may 
need to be re-evaluated.

Elimination of income lim-
its on Roth IRA conversions: 
For tax years beginning after 2009, 
taxpayers may make conversions of 
traditional IRAs to Roth IRAs with-
out regard to their adjusted gross 
incomes. For conversions occurring 
in 2010 (unless the taxpayer elects 
otherwise), the amount includible 
in gross income as a result of the 
conversion is included ratably in 
2011 and 2012; income inclusion 
is accelerated if converted amounts 
are distributed before 2012.

Sec. 179 expensing: TIPRA 
extends through the end of 2009 
the $100,000 expense amount, the 
phase-out limit (as adjusted for 
inflation) and the other Sec. 179 
provisions that otherwise would have 
expired at the end of 2007. For 2006, 
the expensing limit is $108,000 with 
a phase-out beginning if the cost of 
property acquired exceeds $430,000.

New pa r t i a l  payment 
requirement with sub-
miss ions  o f  Of fer s - In -
Compromise: Taxpayers must 
now make partial payments to the 
IRS while their offers-in-compro-
mise (OICs) are being considered. 
For lump-sum offers, they must 
make a downpayment of 20% of the 
amount of the offer with any appli-
cation; for periodic payment offers, 
taxpayers must comply with their 
own proposed payment schedule 
while the offer is being considered. At 

the same time, the user fee require-
ment is eliminated. Submitted offers 
that do not meet these requirements 
are unprocessable and may result 
in immediate enforcement. In addi-
tion, an offer is deemed accepted if 
the IRS does not make a decision on 
the offer within two years from the 
date it was submitted. This provision 
is effective for OICs submitted on or 
after July 15, 2006.

Withholding on government 
payments (including tax-
exempt bonds): Effective in 
2011, federal, state and local govern-
ment agencies must withhold three 
percent on payments for services 
or property provided by a taxpayer. 
Agencies must report the payments 
and the amount withheld to the 
IRS. The new requirement will not 
apply to payments determined by a 
needs or income test, such as food 
stamps or welfare payments. The 
withholding requirement applies 
regardless of whether the govern-
ment entity making the payment is 
the recipient of the property or ser-
vices; some state subdivisions with 
annual expenditures for property 
or services below a specified dollar 
amount are exempt from this with-
holding requirement.

Some of the other provisions included 
in the law are:

•  A modification of the 50-percent-
of-W-2-wages limitation used in 
the computation of the manu-
facturing deduction to specify 
that the limitation applies only to 
wages paid in the manufacturing 

process, as well as clarifying that 
W-2 wages pass through pro-rata 
to individual partners;

•  A penalty for tax-exempt  
organizations who knowingly or 
unknowingly participate in a tax 
shelter through the addition of a  
two-tiered excise tax on such 
arrangements;

•  Special tax treatment for certain 
environmental cleanup settle-
ment funds;

•  Significant changes to the rules 
covering tax-free corporate  
spin-offs;

•  An increase in the foreign earned 
income and housing exclusions 
for U.S. citizens living abroad. 

Please note that some expiring tax 
law provisions are not included in 
the new law, including: the wel-
fare-to-work and work opportunity 
tax credits; Archer Medical Savings 
Accounts; 15-year straight-line 
depreciation for leasehold and  
restaurant improvements; the state 
and local sales tax deduction; the 
tuition deduction; and the teacher’s 
classroom expense deduction.

Our staff can help you take advan-
tage of opportunities for tax savings 
under the new TIPRA provisions, 
through careful planning and 
actions. We can review your situ-
ation and point out how you can  
benefit. We will also keep you 
informed of any significant develop-
ments in the tax arena.  ■

The Tax Increase Prevention  
and Reconciliation Act of 2005 (TIPRA)



Every conscientious business owner 
wants to provide some type of retire-
ment product for his employees, as 
well as for himself. The old concept of 
a pension has evolved over the years, 
and there are many more options 
available to small businesses than 
ever before. Even a business with only 
one employee can take advantage of  
these plans.

The simplest idea of an Individual 
Retirement Account (IRA) has a 
new option, the Payroll Deduction 
IRA. The deduction is handled in  
the same way as tax payments are 
deducted from paychecks and for-
warded to the government. Each 
employee can choose his own finan-
cial institution, contributing up to 
$4,000 in 2006, plus an additional 
$1,000 if the employee is age 50 or 
over by December 31. Withdrawals 
are subject to tax, and if withdrawn 
prior to age 59 ½ , there is a 10% pen-
alty. This allows any employee to start  
saving tax-free and make providing 
for his own future a way of life.

The next option is for the employer 
to provide the funding using a 
Simplified Employee Pension (SEP). 
A form is filled out to set it up, but  
there are no annual filing require-
ments after that. The employer can 
contribute up to 25% of each employ-
ee’s compensation, limited to $44,000 
in 2006, and is not required to con-
tribute every year. The plan must be 
offered to all employees age 21 and 
over, who worked three of the last 
five years, earning at least $450. In 
other words, it’s perfect for part-time 
employees. Retirement benefits are 
not usually available to part-time 
workers, so the percentage method  
of calculating the contribution could 
be an incentive for employees to  
increase their hours, or for new 
employees to fill open positions. 
Withdrawals are subject to tax, and 
early withdrawals are subject to 
penalty. A unique feature is that 
employer contributions are fully 
vested, meaning that if an employee 
leaves, he can keep his entire  
retirement balance, rather than  
forfeiting it.

Combining the employee and  
employer contribution features is  

the Savings Incentive Match Plan 
for Employees (SIMPLE Plan). 
A business with up to 100 employ-
ees that has no other retirement 
plan for non-union employees 
can complete one form to set up a 
SIMPLE IRA plan, then leave most 
of the paperwork to a financial  
institution. Either the employer can 
choose the financial institution  
for all employees, or each employee 
can choose. Employees contribute 
through salary reduction, which 
reduces the federal and state tax  
withheld from each paycheck. 
Employees can contribute up 
to $10,000 in 2006, plus $2,500 
for age 50 and over. The employer 
contribution can either be a match 
of the first 3% of the employee’s 
compensation, or a flat 2% for 
all eligible employees, regardless 
of whether they contribute on their 
own. The match can even be reduced 
to as low as 1% for two of any five 
years. This plan is also friendly to 
part-timers, as it must be offered to 
all employees who have earned $5,000  
or more in any prior 2 years, and 
expect to earn $5,000 in the year they 
contribute. The plan is subject to the 
same withdrawal rules as a SEP and 
all contributions are fully vested.

The Safe Harbor 401(k) Plan was 
designed to eliminate the need for 
annual nondiscrimination testing 

that limits highly paid employees 
from receiving substantially more 
benefit from a retirement plan than 
their lower paid counterparts. An 
employee benefit advisor or financial 
institution can provide the document 
that governs the plan. Employees  
contribute through salary reduction 
up to $15,000 in 2006 plus $5,000 
for age 50 and over. The employer 
must contribute either a specified 
match or 3% to all eligible employees. 
Total contributions to the plan cannot 
exceed 100% of each employee’s com-
pensation or $42,000, whichever is   

less, and the employer can take a tax 
deduction for contributions made up 
to 25% of total compensation for all 
eligible participants. The plan must 
be offered to all employees age 21 or 
over who worked at least 1,000 hours 
in the previous year. Withdrawals are 
allowed after retirement or termina-
tion of employment, subject to tax, 
and early withdrawals are subject to 
penalty. Employer contributions may 
not be fully vested.

The 401(k) Plan has always pro-
vided high levels of salary deferrals 
by employees, subject to the limita-
tions of nondiscrimination testing. 
Put simply, employees are grouped in 
order of annual compensation, and 
the higher paid group cannot ben-
efit significantly more than the lower 
paid group. If the testing shows sig-
nificant disparity, either the employer 
must provide a minimum contribu-
tion for all employees, regardless of 
whether they have contributed to the 
plan (Safe Harbor), or return excess  
contributions on behalf of the highly 
paid employees to reduce the dispar-
ity to an acceptable level. This testing 
is performed as part of the adminis-
tration services provided by certain  
benefit plan administrators. Plan 
documents written by financial 
institutions can be adopted by  
selecting the options most advan-
tageous to the employer and his 

employees. Annual filing of Form 
5500 is required, and the advice of 
a benefits advisor is recommended. 
Employees contribute through salary 
reduction up to $15,000 in 2006 plus 
$5,000 for age 50 and over. Employers 
may contribute either a specified 
match or a discretionary amount, 
declared annually (profit-sharing).  
To maximize this benefit, total  
contributions to the plan cannot 
exceed 100% of each employee’s  
compensation or $44,000, whichever 
is less, and the employer can take 
a tax deduction for contributions 

made up to 25% of total compensa-
tion for all eligible participants. The 
plan must be offered to all employees 
age 21 or over who worked at least  
1,000 hours in a previous year. 
Withdrawals are allowed after retire-
ment or termination of employment, 
subject to tax, and early withdrawals 
are subject to penalty. Loans may be 
available up to 50% of an employee’s 
vested balance, employee contribu-
tions are always fully vested, and 
employer contributions may vest 
according to schedules set in the plan.

Finally, Profit-Sharing Plans are 
designed to make large contributions 
to employees to reward their long- 
time service to the employer. Obtaining 
the advice of an employee benefits  
advisor or financial institution is 
recommended to draw up the pro- 
visions of the plan. Form 5500 filing 
is required annually. The employer 
has the discretion to determine 
the amount to be contributed annu-
ally, within the definitions determined 
in designing the plan. Employees may 
be permitted to contribute. The plan 
must be offered to all employees age 
21 or over who worked at least 1,000 
hours in a previous year. Withdrawals 
are allowed after retirement or termi-
nation of employment, subject to tax, 
and early withdrawals are subject to 
penalty. Loans may be available up to 
50% of an employee’s vested balance, 

and employer contributions may vest 
according to schedules set in the 
plan. Contributions are deductible by  
the employer. 

As with any major decision affecting 
the financial and tax aspects of your 
business, we are available to discuss 
the impact of providing retirement to 
you and your employees. Employee 
benefit plans are one of many areas of 
expertise in which we have developed 
a specialty.  ■

Retirement Options for the Small Business

The Safe Harbor 401(k) Plan was designed to eliminate the need 
for annual nondiscrimination testing that limits highly paid 
employees from receiving substantially more benefit from a 
retirement plan than their lower paid counterparts. 



Vehicle Credits
The hybrid tax credit enacted by 
the Energy Policy Act of 2005 (2005 
Energy Act), replaced the $2,000 
clean burning fuel deduction and 
requires a separate certification. It 
applies to vehicles purchased on or 
after January 1, 2006 and may reach 
$3,400 for the most fuel-efficient 
vehicles.

The certified vehicles and their credits 
are listed on the left. 

Caution:
Taxpayers planning to take advantage 
of the hybrid vehicle tax credit should 
do so as soon as they are able because 
the full credit will only be available 
temporarily. The full amount of the 
credit may be claimed up to the end 
of the first calendar quarter after the 
quarter in which the manufacturer 
records its sale of the 60,000th vehi-
cle. For applicable vehicles purchased 
in the second and third calendar 
quarters thereafter, taxpayers may 
only claim 50% of the credit, and in 
the fourth and fifth calendar quarters 
thereafter, taxpayers may claim only 
25% of the credit. After the fifth calen-
dar quarter, no credit will be allowed.

Other vehicle credits available include 
the fuel cell motor vehicle credit, the 
advanced clean burn technology vehi-
cle credit, the alternative fuel motor 
vehicle credit, the credit for qualified 
electric vehicles, and the credit for 
mixed fuel vehicles.

Homeowners Energy Efficiency 
$500 Tax Credit
Homeowners are eligible for a new tax 

credit for energy-efficient improve-
ments made in 2006 and 2007. This 
$500 “Lifetime” credit is available 
for making specific energy-efficiency 
improvements or adding certain resi-
dential energy property.

The maximum credit for tax years 
2006 and 2007 is $500. The $50, $150, 
$300 limits listed below apply within 
the $500 maximum credit amount.

Only a limited number of energy 
efficiency improvements qualify 
for the credit. They are referred to as 
“eligible building envelope compo-
nents” and are:

•  The credit for energy efficiency 
improvements is for 10 percent 
of the cost of energy efficiency 
improvements (up to the  
limitations) 

•  Insulation materials or systems 
that are primarily designed to 
reduce heat loss or gain and 
may be taken into account when 
determining whether the building 
thermal envelope requirements 
established by the Internal Energy 
Conservation Code are satisfied

•  Exterior windows, skylights, 
storm windows (in combination 
with exterior windows) or doors 
that meets the IECC criteria for 
climate zone in which they are 
installed (and further limited to a 
maximum $200 credit) 

•  Storm doors in combination with 
a wood door assigned a default U-
factor by the IECC criteria 

•  Any metal roof that has the 
appropriate coatings designed to 
reduce the heat gain of a dwelling 
unit and meets the Energy Star 
program requirements 

Residential energy property 
expenses
Only certain residential energy items 
qualify for the credit. The credit 
for the residential energy property 
expenses is for the amount of the 
expenses (up to the maximum limi-
tations). The credits are as follows:

•  $50 for each advanced main air 
circulating fan

•  $150 for each qualified natural 
gas, propane or oil furnace, or hot 
water heater; and

•  $300 for each item of qualifying 
energy-efficient building property 
– which includes a variety of heat 
pumps, air conditioners, water 
heaters, furnaces and fan compo-
nents carrying specific efficiency 
ratings.

Residential energy efficiency 
property credit
A tax credit is available to help indi-
vidual taxpayers pay for residential 
alternative energy equipment. The 
credit is 30 percent of the cost of eli-
gible solar water heaters, solar elec-
tricity equipment and fuel cell plants 
placed in service in 2006 and 2007. 
The maximum credit is $2,000 per 
tax year for each category of solar 
equipment, and $500 for each half 
kilowatt of capacity of fuel cell plants 
installed per year.  ■

Energy Credits

Tax Due Date Calendar
JULY 31 
Second quarter  

2006 payroll 
tax returns due

Due date  
for Annual 
Return/Report 
of Employee 

Benefit Plan  
(Form 5500)

SEPTEMBER 15
Payment of third installment of 2006 
estimated tax by individuals, trusts 
and estates 
 
Payment of third installment of 
2006 estimated tax by calendar-year 
corporations

Last day for filing 2005 income tax 
return by calendar-year corporations 
that obtained automatic six-month 
filing extension

OCTOBER 16 
Last day for filing 2005 individual 
income tax returns for those who 
obtained an automatic six-month 
filing extension

Last day for filing 2005 Form 1065 
for partnerships that obtained an 
automatic six-month filing extension

Last day for filing 2005 Annual 
Return/Report of Employee Benefit 
Plan (Form 5500) for those who 
obtained a two and one half month 
filing extension 

OCTOBER 31 
Third quarter 2006 payroll tax 
returns due

NOVEMBER 15 
Last day for filing Form 990 for not 
for profit organizations with a year 
ending June 30th

DECEMBER 15 
Payment of last installment of 2006 
estimated tax by calendar-year 
corporations 
 

2007 Ford Escape Front WD Hybrid $2,600

2007 Ford Escape 4 WD Hybrid $1,950

2007 Mercury Mariner 4 WD Hybrid $1,950

2007 Toyota Camry Hybrid $2,600

2005 Toyota Prius $3,150 

2006 Toyota Prius $3,150

2006 Toyota Highlander 2WD Hybrid $2,600

2006 Toyota Highlander 4WD Hybrid $2,600

2007 Lexus GS 450h $1,550

2006 Lexus RX400h 2WD $2,220

2006 Lexus RX400h 4WD $2,220

2006 Ford Escape Hybrid Front WD $2,600

2006 Ford Escape Hybrid 4WD $1,950

2006 Mercury Mariner Hybrid 4WD $1,950

2005 Honda Insight CVT $1,450  

2006 Honda Insight CVT $1,450

2005 Honda Civic Hybrid MT & CVT $1,700

2006 Honda Civic Hybrid CVT $2,100

2005 Honda Accord Hybrid AT 
and Navi AT 

 $650

2006 Honda Accord Hybrid AT 
w/updated calibration & Navi AT 
w/updated calibration 

$1,300

2006 Honda Accord Hybrid AT 
and Navi AT without updated calibration 

 $650

2007 Ford Escape 2WD $2,600

2007 Ford Escape Hybrid 4WD $1,950

2007 Mercury Mariner Hybrid 4WD $1,950

2007 Saturn Vue Green Line  $650

2006 GMC Sierra (4WD) Hybrid 
Pickup Truck 

 $650

2007 GMC Sierra (4WD) Hybrid 
Pickup Truck 

 $650

2006 Chevrolet Silverado 
(4WD) Hybrid Pickup Truck 

 $650

2007 Chevrolet Silverado 
(4WD) Hybrid Pickup Truck 

 $650

2006 GMC Sierra (2WD) Hybrid 
Pickup Truck 

 $250

2007 GMC Sierra (2WD) Hybrid 
Pickup Truck 

 $250

2006 Chevrolet Silverado 
(2WD) Hybrid Pickup Truck 

 $250

2007 Chevrolet Silverado 
(2WD) Hybrid Pickup Truck 

 $250



The seventh annual Bormel, Grice & Huyett 
Business Scholarship Award was awarded to  
Andrea Lamont and Jonathan Hamburg of  
Atholton High School. Brenda Cummings, CPA,  
presented the scholarship at Atholton’s senior  
awards ceremony held on May 26, 2006. The  
Bormel, Grice & Huyett Business Scholarship  
Award is presented annually to area high school 
seniors for scholastic achievement and interest  
in pursuing a business curriculum in college. 
Past recipients include students from River Hill, 
Hammond, Laurel, Atholton, and St. Vincent 
Pallotti.

Marlene Collins, firm administrator, was recently 
elected to the position of Co-President of the 
DC Chapter of the Association for Accounting 
Administration. The AAA has more than 650  
members nationwide and assists in developing  
and maintaining a high level of professional skills 
in the field of accounting administration.

BG&H held its annual company picnic in June. 
Tina Megofna and Bette Anne Sanders, orga-
nized a silent auction to benefit the Bormel, Grice 
& Huyett Business Scholarship Fund. We raised 
over $1,250 toward the scholarship fund. Thank 
you to our staff and firm friends who helped make 
this event a success.

Brenda Cummings, CPA, participated in her 
8th annual American Cancer Society’s Relay for 
Life on June 10th and 11th. Brenda and her relay 
team, the SunnySiders, helped The Freedom Area 
Relay for Life raise over $100,000 for the American 
Cancer Society.

We are pleased to announce that Gladstone 
Heron, CPA, has joined the firm’s accounting and 
auditing department. Gladstone graduated with 
a B.S. degree in Accounting from the University 
of Maryland. He has over 15 years of private and  
public accounting experience. 

Also joining our firm’s accounting and auditing 
department is Lisa Peeler. Lisa is a graduate of the 
University of Maryland and has tax, accounting 
and auditing, and payroll experience. 

Raymond Plummer has rejoined the firm 
as an account supervisor. Ray is a graduate of 
Shippensburg University in Pennsylvania with 
a bachelor’s degree in accounting. He has tax, 
accounting and auditing, and retirement plan 
experience with CPA firms in the Baltimore/
Washington area.

Lauren Huyett, daughter of Anna & Patrick 
Huyett, graduated from Mount Hebron High 
School and will be attending The College of 
William and Mary in Virginia. 

Congratulations to Veronica Burr, daughter of 
Rod Burr, CPA, who graduated from UMBC with  
a degree in social work.

Congratulations to John & Margaret Watkins  
on the birth of their fourth grandchild, Abigail 
Sarah Watkins.

Congratulations to Larry & Barbara Bormel  
on the birth of their first grandchild, Jacob  
Michael Miller. 

Congratulations to Marsha Johnson, daughter  
of Rodger & Sally Johnson, who received a 
B.S. degree in Chemistry from Messiah College  
in Pennsylvania. 

Michael Myers, EA, was recently presented an 
award for fifteen years of outstanding service  
and appreciation from Bormel, Grice & Huyett, P.A.

Catherine Newman, CPA, was elected Treasurer 
of Beach Elementary School PTA for the 2006-2007 
school year.

If you haven’t already done so, please visit our 
website at www.bormel-grice.com. Through our 
website you can access information about our firm 
and its specialty groups, the latest issue of our 
newsletter, and links to other sites such as tax 
forms and publications, Maryland Comptroller  
of the Treasury, Maryland Association of Certified  
Public Accountants, American Institute of Certified 
Public Accountants, Baltimore-Washington Corridor 
Chamber, State Department of Assessments and 
Taxation, Bloomberg Financial Services, and  
client websites. Your comments and feedback are  
welcome and appreciated.
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The following members of our firm have contributed to this edition: Larry Bormel, Anna Huyett, Donna Peirce, Bette Anne Sanders, Catherine Newman,  
Michael Wallman and Edie Manney.

Client Profile:
theatre in the United States and the second oldest 
cultural institution in Washington. The pres-
ent building was erected in 1922, and rests on 
the foundations of the original theatre. For over 
170 years, the National Theatre has entertained 
Washington audiences with the finest theatrical 
productions, and presented the world premieres of 
the monumental American musicals Show Boat 
and West Side Story. Jenny Lind, Sarah Bernhardt, 
Ethel Merman, Lawrence Olivier, Angela Lansbury, 
James Earl Jones, Carol Channing, Katharine 
Hepburn, Chita Rivera, Sir Ian McKellen, and 
Washington’s own Helen Hayes are just a few of 
the legendary performers who have graced the 
stage of the National Theatre. Since it first opened 
its doors, the National Theatre has welcomed 
every person elected to the White House, and is 
affectionately known as The Theatre of Presidents.

Today, the National Theatre operates as a  
501(C)(3) organization, and in addition to 
presenting the finest theatrical productions 
on its main stage, the theatre also entertains 
Washington audiences with a wide variety 
of free programs. Saturday Morning at the 
National, a free children’s series, has intro-
duced many kids to their first theatrical 
production. Monday Night at the National 
and National Theatre Summer Cinema 
are free programs geared primarily to 
adults, while National Theatre Community 
Vaudeville sends performers to senior rec-
reation centers and children’s after school  
programs. Information on upcoming main stage 
productions, as well as the many free programs 
offered by the theatre, may be found on the  
theatre’s web site at www.nationaltheatre.org.  ■

B o r m e l ,  G r i c e  &  H u y e t t ,  P. A .  
i s  proud to  feature  our  c l ient  
The National Theatre. 

Established in 1835 during the administration 
of President Andrew Jackson, The National 
Theatre is the oldest continuously operating 

The National Theatre 
past and present.


