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After months of political wrangling, 
Congress has passed a small busi-
ness tax incentives bill coupled with 
an increase in the federal minimum 
wage. The Small Business and 
Work Opportunity Tax Act of 
2007 is part of a much larger and 
more controversial bill, the U.S. 
Troop Readiness, Veterans’ Care, 
Katrina Recovery, and Iraq 
Accountability Appropriations 
Act of 2007. The legislation passed 
the House by a 280-142 vote on May 
24, 2007, followed the same day 
by Senate approval by an 80 to 14  
margin. President Bush signed the 
bill into law on May 25.

The 2007 Small Business Tax 
Act targets almost $5 billion in tax 
incentives primarily to small busi-
nesses but also to some large ones. 
The small business provisions are 
primarily intended to help such 
businesses absorb the cost of the 
increased minimum wage, which 
rises to $7.25 gradually over 2 years. 
It also includes tax incentives to help 
taxpayers recovering from Hurricane 

Katrina, as well as an important 
package of S corporation reforms. 
Revenue raising provisions totaling 
almost $5 billion will mean more 
taxes for certain taxpayers. One of 
the provisions - an expansion of the 
“kiddie tax” to apply to children 
who are under age 19 or who are 
full-time students up to age 24 - will 
impact millions of families. 

Small Business Tax 
Incentives
• Under the new law, the Section 
179 expensing base $100,000 limit 
($112,000 as indexed for inflation 
for 2007) is increased to $125,000 
for tax years beginning in 2007 
through 2010. In addition, the 
phase-out amount for qualifying 
property placed in service during 
the tax year was formerly $450,000 
for 2007, as indexed for inflation. 
The new law retroactively raises 
the amount to $500,000 for tax 
years beginning in 2007, and it will 
be indexed for inflation for 2008 
through 2010.

• The Act  extends the Work 
Opportunity Tax Credit (WOTC) 
through August 31, 2011. The WOTC 
encourages employers to hire  
individuals from various economi-
cally-challenged populations. The Act  
also expands the availability of 
the credit for employers who hire 
disabled veterans and doubles the 
amount of wages upon which the 
credit maybe be calculated from 
$6,000 to $12,000 for each of the 
first two years of employment. The 
law also expands a few of the other 
qualifying groups.

• Under the 2007 Small Business 
Tax Act, a married couple who joint-
ly operate an unincorporated busi-
ness (including an LLC) may elect 
not to be treated as a partnership 
for federal tax purposes, if they file 
a joint return, effective for tax years 
beginning after December 31, 2006. 
Under this method, instead of filing 
a partnership return (Form 1065) 
including two Schedules K-1, each 
spouse would report his or her share 
of income, gain, loss, and other 

items as a sole proprietor and report 
the information on each of two 
Schedules C included in their joint 
return. In order to qualify, there can 
be no other members of the venture, 
and both spouses must materially 
participate in the business. Note that 
this will mean that both spouses will 
be subject to self-employment tax, 
which will provide coverage for both 
for Social Security benefits but may 
also impact the taxability of Social 
Security benefits currently being 
received.

• The new law includes several S 
corporation reforms. However, the 
change affecting the greatest number 
of taxpayers may be the modification 
of the treatment of passive invest-
ment income. Capital gain from the 
sale or exchange of stock or securities 
will no longer be treated as an item 
of passive investment income, effec-
tive for tax years beginning after May 
25, 2007. Gross receipts from other 
sources of income such as rents, 
royalties, dividends, and interest 
will remain subject to the passive 
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Small Business and Work Opportunity Act of 2007
 Signed into Law 

Bormel, Grice & Huyett  
Business Scholarship Awarded
The eighth annual Bormel, Grice & Huyett 
Business Scholarship Award was awarded to 
Christian Khoury of St. Vincent Pallotti High 
School. Kathy Grice presented the scholarship 
at the senior awards ceremony held on May 
15, 2007. 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 Atholton, River Hill, Hammond, 
Laurel, and St. Vincent Pallotti.  ■

Kathy Grice presents the 2007 BG&H Business Scholarship Award to Christian Khoury.



investment income limitations, how-
ever. This avoids the tax or excess 
net passive income charged at the 
highest corporate rate.

Revenue Raisers 

• As mentioned above, the act 
extends the reach of the “kiddie tax,” 
effective for tax years beginning after 
May 25, 2007, to include all children 
under age 19 (previously 18) AND 
adds full-time students under age 24. 

The net unearned income of the child 
(for 2007, unearned income over 
$1,700) generally is taxed at the 
parents’ tax rate, if higher than the 
child’s rate. College age students will  
no longer be able to sell off appreciated 
investments set up by the parents 
to cover college tuition and pay tax 
on the gains at “low” rates. In order 
to benefit from lower rates, fami-
lies may want to consider taking out 
student loans and paying interest  

until the student turns 24,  and is no 
longer subject to the “kiddie tax,” 
before selling these investments.  
Be aware, however, that under pres-
ent law, the maximum tax on capital 
gains from any stock sales is scheduled 
to rise from 15% to 20% after 2010. 
Remember that since the change 
in age for the “kiddie tax” is not 
effective until 2008 for most tax-
payers, parents will be able to sell 
off any appreciated investments 

in the child’s name in 2007 and still 
have the tax apply at the child’s rate 
while the old rule is still in effect.

Various other changes include provi-
sions raising the fees for bounced 
checks and those relating to fees for 
requesting an IRS ruling.  ■

 

Small Business and Work Opportunity Act of 2007
Signed into Law  continued from cover 

As if the regular federal income tax 
rules aren’t complicated enough, you 
also may have to cope with a shadow 
tax system called the alternative min-
imum tax (AMT). Although it was 
originally designed to extract a mini-
mum amount of tax from taxpayers 
who take advantage of complex tax 
shelters and big-yield deductions, the 
AMT has evolved to the point where it 
reaches mainstream taxpayers.

Unfortunately, although the AMT had 
originally been enacted to prevent 
the super-rich from not paying any 
income tax at all in any given year 
because of tax shelters and other 
deductions, the AMT now poses a 
threat to “ordinary” individuals, some 
only in the middle-class brackets. 
Ironically, many of the same tax 
breaks given to taxpayers in the mas-
sive Economic Growth and Tax 
Relief Reconciliation Act of 2001 
and subsequent, follow-up tax cut  
legislation will trigger greater AMT  
 

liability than ever before. Estimates 
are that the 5.5 million taxpayers now 
subject to AMT will grow to approxi-
mately 30 million by 2010.

Here’s how the AMT works in a nut-
shell. You begin with taxable income 
as computed for purposes of the regu-
lar federal income tax. Then you add 
back to taxable income many of the 
important deductions you claimed to 

arrive at regular taxable income. For 
example, mortgage interest not used 
to buy, build, or substantially improve 
your main or second home, state and 
local income and real property taxes, 
miscellaneous itemized deductions, 
and personal exemptions all may 
need to be added back. Depending 
on the types of businesses and invest-
ments you’re involved in, there could 
be other adjustments as well. For 
example, certain tax breaks for incen-
tive stock options aren’t allowed for 
AMT purposes. After all adjustments 

and so-called preferences have been 
made, you subtract an exemption 
amount that varies with your income 
level. Then what remains is taxed 
at 26% or 28% to arrive at a figure 
called the tentative minimum tax. If 
this tentative minimum tax is higher 
than your regular income tax, you 
must pay the excess as AMT tax. For 
example, if your regular tax bill is 
$25,000, and the tentative minimum 

tax is $32,000, you will pay the regu-
lar tax bill plus an AMT tax bill of 
$7,000 ($32,000 less $25,000).

However, certain tax breaks, which 
are not allowed to victims of the AMT 
tax, do not necessarily vanish. You 
can “save” them for a year when your 
regular income tax is higher than 
your tentative minimum tax. Then 
you can use the so-called “minimum 
tax credits” from previous years to 
reduce the amount of tax you owe. 
For those unlucky taxpayers with  
 

“underwater” incentive stock options, 
Congress has created a special, even 
more favorable method for calculat-
ing this credit under the Tax Relief 
and Health Care Act of 2006 
(TRHA). Unfortunately, it applies to 
limited situations.

Of course, the AMT, no matter on 
what tax-favored benefits it is calcu-
lated, involves more calculations and 
more tax forms to file. The TRHA even 
requires employers to file informa-
tion returns with the IRS regarding 
transfers of stock pursuant to the 
exercise of an incentive stock option, 
and certain stock transfers regarding 
employee stock purchase plans  
because of the AMT implications.

What should you do about the AMT?  
The first step is to estimate whether or 
not you will have an AMT problem at 
tax time. Then, if you may have AMT 
exposure, the key to lessening the 
damage is often timing. In particular, 
a mid-year and year-end analysis is 
useful. Most important of all, every 
major business and investment deci-
sion you’re contemplating should be 
taken with the AMT in mind. The tax 
advantages you may be counting on 
to make a deal work may not be quite 
as robust as you expected because of 
the AMT.  ■

Individual Alternative Minimum Tax

Unfortunately, although the AMT had originally been enacted to  
prevent the super-rich from not paying any income tax at all in any 
given year because of tax shelters and other deductions, the AMT  
now poses a threat to “ordinary” individuals, some only in the  
middle-class brackets.



Among the income tax credits con-
tained in the Internal Revenue Code 
that can be utilized by homeowners 
is the “Residential Energy Property 
Credit.” Homeowners can receive 
this Federal tax credit for property 
placed in service in 2006 and 2007 
by making certain qualified energy  
efficiency improvements to their 
principal residence. Eligible improve-
ments include: adding insulation 
materials, replacing exterior windows 
(including certain storm windows  
and skylights), exterior doors  
(including certain storm doors), and 
metal roofs (but only if the roof 
has special pigmented coatings 
specifically designed to reduce the  
heat gain of the home). Credits are 
also available for install ing: 
certain electric heat pump water  
 

heaters; electric and geothermal heat  
pumps; central air conditioners; nat-
ural gas, propane, or oil water heaters 
or furnaces; hot water boilers; and 
advanced main air circulating fans.

It is important to note that not all 
of the above improvements qualify 
for the credit. There are very specific 
requirements that must be met. For 
example, all exterior windows and 
doors must exhibit the “Energy 
Star Label” and a “Manufacturer’s 
Certification Statement.” The require-
ments for an electric heat pump are 
a minimum heating seasonal per-
formance factor (“HSPF”) of at least 
9 AND a seasonal energy efficiency 
ratio (“SEER”) of at least 15 AND 
an energy efficiency ratio (“EER”) 
of at least 13. Taxpayers should  
 

save the receipts and manufacturer’s  
certification statements in order for 
their tax advisors to determine that 
these expenditures and improvements 
qualify for the tax credit.

The credit is equal to 10% of the 
amount paid or incurred for quali-
fied energy efficiency improvements. 
However, the credit is limited to a life-
time maximum of $500 for all tax 
years. An expenditure is considered 
made when the original installa-
tion of the equipment is complete. 
Expenditures for property that is 
installed as part of an overall con-
struction project are treated as made 
when the taxpayer’s original use of 
the constructed or reconstructed 
structure begins. The credit is also 
subject to the following specific limits:

1.  $200 for exterior windows 
 (including skylights),

2.  $50 for an advanced main air 
 circulating fan,

3.  $150 for any qualified natural  
 gas, propane, or oil furnace or  
 hot water boiler, and 

4.  $300 for any item of energy-
 efficient building property.

It should be noted that for purposes  
of figuring the credit, the amount 
paid for labor (including the onsite 
preparation, assembly, or origi-
nal installation of the property) IS 
NOT included in the eligible cost for  
windows, doors, roofing or insula-
tion but IS included for other eligible 
property.  ■

Residential Energy Property Credit

As with most legislation, the Pension 
Protection Act of 2006 involves more 
areas than the name implies. All of 
the proud associations we have with 
our favorite charities will now be 
subject to disclosure on the annual 
information return filed by the  
organization, Form 990. The purpose 
of the information is to identify those 
persons or entities that may be in  
a position to exert substantial influ-
ence over an organization’s affairs.  
In order to report the information, 
organizations are required to main-
tain records of relationships and 
transactions that may fall under 
these disclosure requirements.

Persons who can expect to provide 
details to organizations include  
voting members of the governing 
body, persons holding the power of 
president, chief executive officer or 
chief operating officer; treasurers 
and chief financial officers; family 
members of these persons; and 35% 
controlled entities of these persons. 
This means that you, your relatives, 
and your business may be subject 
to information requests, or you may 
fall into this category based on the 
charitable work of your business 
partners and family members.

The transactions that will be con-
sidered for disclosure include  
compensation and benefits if you 
are employed by a nonprofit orga-
nization, contract payments you or 
your business have received from an 
organization, and large donations 
made to organizations, particularly 
non-charitable tax-exempt organiza-
tions. Other areas that will be subject 
to disclosure are donor advised funds, 
where the donor can suggest how 
those funds are used. Of particular 
interest are loans, grants, or compen- 
sation from donor-advised funds to 
persons associated with the donor or 
donor advisor.

Additional effects of the new law on 
organizations include electronic  
filing of returns, if the organization 
files 250 or more returns per year. 
The returns counted include each 
W-2 sent to an employee, each quar-
terly payroll tax return, each Form 
1099 sent to a contractor, and the 
Form 990 itself.  ■

Charitable Work is to be Commended…and Disclosed

Tax Due Date Calendar
 JULY 31 
   Second quarter 2007  
       payroll tax returns due.

          Due date for 2006  
 Annual Return/Report of  
    Employee Benefit Plan (Form 5500). 

SEPTEMBER 17
Payment of third installment of 2007 
estimated tax by individuals, trusts, 
and estates. 
 

Payment of third installment of 
2007 estimated tax by calendar-year 
corporations.

Last day for filing 2006 income tax 
return by calendar-year corporations 
that obtained an automatic six-month 
filing extension.

OCTOBER 15 
Last day for filing 2006 individual 
income tax returns for those who 
obtained an automatic six-month 
filing extension.

Last day for filing 2006 Form 1065  
for partnerships that obtained an 
automatic six-month filing extension.

Last day for filing 2006 Form 1041 
for trusts that obtained an automatic 
six-month filing extension. 

Last day for filing 2006 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 2007 payroll tax  
returns due.

DECEMBER 17 
Payment of last installment of 2007 
estimated tax by calendar-year 
corporations.



Client Profile:

Bormel, Grice & Huyett, P.A. is proud to feature St. Vincent Pallotti High School, Inc. 

Larry Bormel, CPA was re-elected to 
the Board of Directors of the Laurel 
Regional Hospital Foundation.

Katherine Grice, CPA presented 
the Bormel, Grice & Huyett’s  
Business Scholarship Award to this 
year’s recipient, Christian Khoury, 
from St. Vincent Pallotti High 
School. Congratulations, Christian, 
and the entire St. Vincent Pallotti  
High School Class of 2007! 

Edie Manney, CPA participated in the 
March of Dimes Walkathon in April, 
which was held in Springfield, VA.

Catherine Newman, CPA attended 
the AICPA National Conference on 
Employee Benefit Plans in New 
Orleans, LA on May 21-23, 2007. 
Nationally recognized experts spoke 
on various topics including recent 
changes in the industry due to  
legislation, reporting requirements, 
investments, and improving the 

quality of information provided to 
plan managers and participants. 
Over 1,400 professionals attended  
the conference, representing the  
leading CPA firms and benefit  
providers across the country.

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 publica-
tions, 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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from approximately sixty feeder schools in the 
Baltimore/Washington area. A small proportion 
of the students represent several foreign coun-
tries. Approximately seventy percent of the school 
population is Roman Catholic, with the remainder 
representing a variety of religious backgrounds. 
The school’s mission tasks both the faculty and 
students to contribute their very best efforts in 
developing their God-given talents and abilities.

The school’s curriculum, while steeped in a 
traditional Catholic Christian philosophy, accepts 
students of all faiths and ethnic origins. Although 
the school stresses a college preparatory 
atmosphere, the course of studies is designed 
to challenge students of average to high aca-
demic ability. Pallotti’s teaching staff annually 
realizes one of the lowest turnover rates of any 

private school and has eight former gradu-
ates among its numbers. Class size averages 
about 19 students. The four top administrators 
have over 125 years of experience in educa-
tion, and the principal, Steve Edmonds, has 
been with the school for over thirty years.

In addition to its honors and traditional college 
preparatory courses of study, Pallotti’s Learning 
Center is a modified college preparatory pro-
gram designed for a select group of college 
bound students who have been diagnosed with 
mild learning disabilities. Students enrolled 
in this program receive individual services 
such as learning strategies, study skills, note 
taking, organization, and time management.

A strong Campus Ministry program offers 
off-campus retreats to students in all grade  
levels and eighty hours of Christian Community 
Service, which is a graduation requirement in  
addition to completing 27 academic credits. 
Seventy percent of the student body par-
ticipates on at least one of eighteen varsity  
athletic teams which compete in the Maryland 
Interscholastic Athletic Association (boys) 
and the Interscholastic Athletic Association of 
Maryland (girls). Additionally, students can 
participate in one of fifteen clubs ranging from 
student government to international cuisine.

By Board of Directors mandate, the school 
will always retain its small-school, family- 
type atmosphere. Additional information  
can be obtained from the Director of  
Admissions and Public Relations, and also  
on the school website, www.pallottihs.org.  ■ 

St. Vincent Pallotti High School, located 
in Laurel, Prince George’s County, was founded 
in 1921 and is the oldest Catholic coedu-
cational college preparatory school in the 
Washington, DC area. The school, sponsored 
and owned by the Pallottine Missionary 
Sisters, was initially named St. Mildred’s 
Academy. In 1957, the school transitioned 
from its original historic mansion to the  
current facility, which is located in Laurel’s 
historic district. In 2003, the school cel-
ebrated the opening of a new state-of-the- 
art athletic center and chapel, which nearly 
doubled the size of the original building.  
The student body is made up of approxi-
mately 510 students representing diverse 
backgrounds, interests, and experiences. 
The majority of the student body is drawn 
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