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Maryland Governor Martin O’Malley 
signed legislation November 19 that 
makes significant changes in indi-
vidual and corporate income tax, 
sales and use tax, and recordation 
tax provisions of Maryland law. This 
is intended to serve as a short sum-
mary of some of the more significant 
changes that will affect most 
Maryland taxpayers.

Corporate and Individual 
Income Tax Changes
The Act, among other changes, 
increases the corporate income tax 
rate from 7% to 8.25% and creates 
three additional personal income 
tax brackets that will be taxed at a 
rate of 5%, 5.25%, and 5.5%. These 
rate changes will be applicable to 
all taxable years beginning after 
December 31, 2007.

Currently, the highest personal  
tax rate is 4.75%. The new 5% rate 
will be applied to individuals with a 
Maryland taxable  income of 
$150,001 to $300,000 and to mar-
ried filing joint couples with a 
taxable income of $200,001 to 
$350,000. The rate of 5.25% will 
apply to individuals with a Maryland 
taxable income of $300,001 through 
$500,000 and to married couples 
with a taxable income of $350,001 
through $500,000. The top rate of 
5.5% will apply to any individual or 
married taxpayers with a taxable 
income above $500,000.

The proposed “combined reporting 
requirements” did not survive the 
final bill, but a Maryland Business 
Tax Reform Commission has been 
created and is charged with reviewing 
and evaluating Maryland’s current 
business tax structure. The Com- 
mission will study the imposition 
of combined reporting using the 
“water’s edge method” under the 
corporate income tax for unitary 
groups of affiliated corporations, in 
which the earnings of affiliated cor-
porations that are currently exempt 
from Maryland taxation (as income 
earned out of state) would be com-
bined with in-state earnings and 
subject to Maryland tax. This would 
require, for example, a Maryland 
corporation with an out of state sub-
sidiary to report the income earned 
by that subsidiary on its Maryland 
return. It would also prevent them 
from deducting rent or similar 
expenses paid to an out of state sub-
sidiary on its Maryland return.

The law also increases the personal 
exemption from the current $2,400 to 
$3,200 and increases the additional 
exemption amounts for taxpayers 
who are age 65 or older, or who are 
blind, from the current $1,000 to 
$2,000. The law also increases the 
exemptions for each dependent that 
is at least 65 years old from $2,400 to 
$3,200. These increased exemptions  
will apply to all taxable years begin-
ning after December 31, 2007.

Sales and Use Tax Changes
The Act, effective January 3, 2008, 
increases the state sales and use tax 
rate from 5% to 6%.

Computer Services
In addition, the legislation alters 
the definition of “taxable services” 
under the sales and use tax law to 
impose the tax on computer services. 
The provisions regarding computer 
services are effective July 1, 2008, 
and expire June 30, 2012. 

The law defines the phrase “computer 
service” to include: Computer facili-
ties management and operation; 
custom computer programming; 
computer system planning and 
design that integrate hardware,  
software and communication tech-
nologies; computer disaster recovery; 
data processing, storage and recovery; 
and hardware or software installa-
tion, maintenance and repair.

“Computer service” does not include: 
Internet access; typing or data entry 
on word processing equipment;  
computer training;  installation, 
maintenance or repair of tangible 
personal property other than com-
puter hardware or software; or 
a service provided in connection  
with (1) banking or trust services; 
(2) business or account manage-
ment, personnel, payroll, employee 
benefit, or other administrative 
services; (3) educational, legal, 

accounting, architectural, actuarial, 
medical, medical diagnostic, or other 
professional services; or (4) telecom-
munications services.

Motor Vehicle Titling Tax
The new law also increases the tax 
rate on the purchase of motor vehi-
cles, known as the “titling tax” from 
5% to 6%; however, unlike under the 
current law, the tax will only apply 
to the excess of the vehicle’s sales 
price over any trade-in allowance 
received by the purchaser.

Tax Holiday Provisions
Beginning in calendar year 2011, 
each year, the three-day weekend 
from Saturday through the third 
Monday in February will be a tax-
free weekend during which sales 
and use tax will not apply to the sale 
of any Energy Star product or solar 
water heater. “Energy Star product” 
is defined as an air conditioner, 
clothes washer or dryer, furnace, 
heat pump, standard size refrig-
erator, compact fluorescent light 
bulb, dehumidifier, or program-
mable thermostat that has been 
designated as meeting or exceeding 
the applicable Energy Star require-
ments developed by the U.S. EPA  
and Department of Energy.

Beginning in calendar year 2010, the 
seven-day period from the second 
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Happy holidays and our best wishes  
for a prosperous new year from  
the partners and staff of  
Bormel, Grice & Huyett, P.A.



Sunday in August through the fol-
lowing Saturday will be a tax-free 
period for back-to-school shopping 
in Maryland during which sales and 
use tax will not apply to the sale of 
any item of clothing or footwear, 
excluding accessory items, with a 
taxable price of $100 or less.

Absorption of Tax 
Effective January 3, 2008, a vendor 
may assume or absorb all or any 
part of the sales and use tax and pay 
that sales and use tax on behalf of 
the buyer. Currently, a vendor may 
not directly or indirectly advertise, 
state, or otherwise hold out that any 
part of the sales and use tax will (1) 
be assumed or absorbed by the ven-
dor; (2) not be added to the taxable 
price of tangible personal property or 
a taxable service; or (3) be refunded 
if added to the taxable price of tan-
gible personal property or a taxable 
service. Moreover, a vendor who  
makes a sale subject to the sales and 

use tax is obligated to pay the tax 
collected, assumed, or absorbed for 
that sale with the return covering 
the period in which the sale is made.

Rate Increase Exemption for 
Contractors or Builders
Effective January 3, 2008, the law 
requires the Comptroller to adopt 
regulations that will exempt from 
the increased sales and use tax rate, 
any otherwise taxable sales of tan-
gible personal property to contrac-
tors or builders to be used for the 
construction, repair, or alteration of 
real property, on contracts entered 
into prior to January 3, 2008 (the 
effective date of the sales and use 
tax increase). The exemption may be 
in the form of a refund, credit, or to 
the extent practicable, deduction at 
the time of sale. The regulations are 
to apply only to the 1% increase in 
the sales and use tax rate and have 
no effect on the 5% tax carried over 
from present law. 

Credit for Expense of Collecting 
and Paying Tax Modified
Effective January 3, 2008 through 
June 30, 2011, the existing credit 
available to vendors who timely file 
sales and use tax returns is modi-
fied. The credit may not exceed $500 
for each return, and, if a vendor 
files or is eligible to file a consoli-
dated return, the total maximum 
credit allowed for all returns filed for  
any one period is likewise limited 
to $500.

Recordation Tax Liability 
Expanded
Liability for the payment of Mary- 
land recordation tax is expanded to 
include transfers of certain con-
trolling interests in a real property 
entity, applicable to all transfers  
that occur after June 2008.

“Controlling interest” is defined as 
(1) more than 80% of the total value 
of all classes of stock of a corporation; 
 

(2) more than 80% of the total  
interest in capital and profits of a 
partnership, association, limited 
liability company, or other unin-
corporated form of doing business;  
or (3) more than 80% of the ben-
eficial interest in a trust. Exemptions 
apply to certain transfers between 
subsidiaries and partnerships. An 
exemption contained in an earlier 
version of the bill for transfers of 
a controlling interest if the transfer, 
for federal income tax purposes, 
did not involve the recognition of  
gain or loss under specified Internal 
Revenue Code sections was removed 
from the final version of the bill, 
meaning that the recordation tax 
will apply to like-kind exchanges 
under IRC 1031 and certain other 
transactions.

Cigarette Tax
The tax will increase the price of 
cigarettes by $1.00 to $2.00 per pack, 
effective January 1, 2008.  ■
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With 2007 rapidly coming to a close, 
many popular tax incentives are set 
to expire soon. The scheduled expi-
ration makes tax planning even  
more complicated and uncertain  
than usual for many taxpayers. The 
fact that Congress may yet extend 
some expiring provisions is another 
variable to consider.

In any case, taxpayers, together with 
their professional advisors, can use 
this list of provisions in considering 
their tax positions with a view towards 
which ones will be the most beneficial. 

Be aware, however, that coloring 
everything is the future of the alter-
native minimum tax (AMT). In many 
cases, taxpayers have been safe from 
the AMT due to temporary increases 
in the exemption amounts. For exam-
ple, in 2006, the AMT exemptions were 
$42,500 for single individuals and 
$62,550 for married couples filing 
jointly. These amounts are scheduled  
to decrease drastically for 2007 to just 

$33,750 for individuals and $45,000 
for married couples filing jointly. In 
the past, Congress has extended or 
raised the higher exemption amounts 
each December, but this year, momen-
tum is building among Democrats  
to repeal or reform the AMT perma-
nently. IRS has advised that if AMT 
legislation is not enacted soon, it could 
result in substantial delays in the 
processing of taxpayers’ 2007 returns 
to allow time for reprogramming to 
reflect any resulting law changes. 

Education Expenses
Teachers’ classroom expenses
The teachers’ classroom expense 
deduction allows a deduction for 
qualifying expenses up to $250, for 
books, supplies, and other equipment 
used in the classroom by an eligible 
teacher. To qualify, the taxpayer 
must work at least 900 hours dur-
ing a school year as a teacher, aide, 
instructor, principal, or counselor. 
(If both spouses are teachers, their 
maximum deduction is $500.)

Tuition and fees deduction
The various types of educational tax 
breaks can be among the most con-
fusing in the Tax Code. In lieu of the 
Hope and Lifetime Learning credits, 
which are permanent, a taxpayer 
may be able to take a deduction 
for qualified tuition and fees. The 
amounts must be paid in 2007 and 
be required for the student’s atten-
dance at a post-secondary school. 
Even though the deduction is tem-
porary and will (unless renewed) 
expire at the end of this year, tuition 
and fees paid in 2007, for academic 
periods beginning no later than 
March 31, 2008, may be used for 
purposes of calculating the deduction.

State and Local Sales Taxes
In spite of the fact that it has been 
one of the most popular tax breaks, 
particularly among residents of 
states without a state or local income 
tax, the deduction for state and local 
sales taxes is only temporary. The 

American Jobs Creation Act of 2004 
gave taxpayers who itemize the 
option of deducting either state 
and local income taxes or state and 
local general sales taxes. Congress  
extended this temporary provision 
through 2007 and it appears possible 
that lawmakers will extend it again. 

A taxpayer who is contemplating a 
“big-ticket” purchase such as a car 
or boat may find it advantageous 
to make the purchase before the 
end of 2007 to be guaranteed that 
they can, if beneficial in their par-
ticular situation, deduct state and 
local general sales taxes paid on 
the purchase. Such purchases may 
make the deduction more attractive 
than the state and local income tax 
deduction for taxpayers who live in a 
jurisdiction that imposes both types 
of taxes. For taxpayers who live in 
states without an income tax, such 
as Florida, the deduction can be even 
more valuable when big-ticket items 
are added to the mix. 

Act Now to Take Advantage of Expiring 2007
Tax Incentives and Other Tax Law Changes



Leasehold Improvements
Qualified leasehold improvements 
and qualified restaurant improve-
ments are eligible to be depreciated 
over a 15-year period, but only for 
property placed in service before 
January 1, 2008. If this special pro-
vision is not extended, then the 
recovery period for these assets will 
return to 39 years. 

Contributions of Food and 
Certain Other Inventory
The increased deductions that cur-
rently apply to contributions of food 
inventory, contributions of book 
inventory to public schools, and 
contributions of computer technol-
ogy and equipment for educational 
purposes are due to expire on 
December 31, 2007. The present law 
allows the deduction of at least part 
of the appreciation in value for these 
items. Unless extended by Congress, 
the amount of such deductions  
will revert to the standard levels  
for noncash charitable contribu-
tions after that date (generally,  
the donor’s basis).

Temporary Credits
Several tax credits will expire at the 
end of 2007 unless Congress extends 
them. They include:  

• The nonbusiness energy property 
credit for residential energy prop-
erty and residential energy efficiency 
improvements;

• Research activities credit for 
research payments made by a tax-
payer;

• The appliance manufacturers’ 
energy efficient appliance credit for 

such items manufactured in calendar 
year 2007; and

• The District of Columbia first-time 
homebuyer’s credit. 

Note: In addition to the uncertain 
future of the AMT is the fate of 
other 2001 tax provisions, including 
lower individual marginal tax rates, 
marriage penalty relief and others. 
Despite the fact that some retirement 
incentives were made permanent 
last year, most of the incentives will 
“sunset” after 2010. The window for 
Congress to extend them is closing.

More Expiring Exclusions 
and Deductions
IRA distributions to charity
During 2006 and 2007, a distribution 
up to $100,000 from either a tradi-
tional or a Roth IRA paid directly to 
a charity is excludable from income. 
The taxpayer must be at least age  
70 ½ and must not claim a current 
year deduction for the contribution. 
The exclusion, which expires at the 
end of 2007, applies to distributions 
that would have been included in 
income had they not been paid to 
the charity or charities. 

Mortgage insurance premiums
Mortgage insurance premiums paid 
in 2007 for qualified mortgage 
insurance are deductible as quali-
fied residence interest. The insur-
ance must be carried on acquisition 
indebtedness for a qualified resi- 
dence (the taxpayer’s principal  
residence and/or a second resi-
dence that is not properly treated 
as business property). Acquisition 
indebtedness is defined as debt that 

is incurred to acquire, construct, 
or substantially improve a quali-
fied residence. This deduction also 
expires at the end of 2007, if not 
renewed by Congress.

Qualified conservation  
charitable contributions
This deduction applies to a 2006 or 
2007 contribution of a real property 
interest (remainder interest, ease-
ment, or entire interest) to a qualified 
organization exclusively for conser-
vation purposes. The interest must 
be permanent; that is, no part of the 
contributed real property interest 
can revert back to the taxpayer or a 
related party. The qualified organiza-
tion may be either a public charity or 
a governmental unit. Included in the 
definition of a qualified conserva-
tion purpose are: preserving land for 
recreation or education; protecting 
natural habitat; preserving open 
space; and protecting historic land 
or structures. This provision of the 
tax law is due to expire after 2007, 
absent any action to extend it.

2008 “Kiddie Tax” Changes
For tax years beginning after May 
25, 2007 (effectively calendar 2008 
for most taxpayers), the kiddie tax 
is expanded to include children 
under age 19 (previously under 
age 18) and students over age 18 
and under age 24. Students whose 
earned income is greater than half 
of their support are exempt from 
the kiddie tax. Under these rules, the 
net unearned income of the child 
over $1,700 (for 2007) is taxed at 
the parents’ tax rate if higher than 
the tax rate of the child. Remaining 

income, unearned income of $1,700 
plus earned income, is taxed at the 
child’s rate.

The good news in this provision is 
its effective date, which provides a 
brief window of opportunity for the 
2007 tax year for parents to transfer 
investment assets to the children to 
take advantage of the old rules. The 
bad news is that after 2007, college-
age students will not be able to sell 
off appreciated investment assets at 
favorable or zero tax rates to pay for 
college expenses. 

It may be advisable to sell off some 
appreciated capital assets (stocks, 
mutual funds, etc.) that are in the 
child’s name before the end of 2007 
if the child will be subject to the 
“kiddie tax” under the new rules in 
2008. For example, in the case of a 
child between ages 19 and 23, who 
will be a full-time student in 2008, if 
an appreciated asset is sold in 2007, 
it may be taxed at the child’s capital 
gains rate of 5% in 2007. However, if 
sold in 2008 when the child becomes 
subject to the “kiddie tax,” the gain 
may be subject to the parents’ capi-
tal gains tax rate of 15%, effectively 
tripling the tax on the gain.

Outlook for the Future
There has been considerable discus-
sion in the past few months regarding 
extending many, if not all, of these 
expiring tax provisions. At this point, 
however, such talk is more in the 
nature of speculation, and taxpay-
ers would be prudent to act before  
year-end to take advantage of these 
tax breaks, as their renewal is far 
from certain.  ■

Tax Due Date Calendar
      JANUARY 15 
     Final installment of 2007 
               estimated tax by individuals  
           and trusts due.

JANUARY 31
Last day to receive W-2 and 1099 informa-
tion statements from your employer, bank, 
broker, etc. 

Individuals who owed, but did not pay,  
estimated tax on January 15th may file 
their 2007 income tax return and pay the 
tax in full to avoid late payment penalty.

Fourth quarter 2007 payroll tax returns 
and annual federal unemployment  
returns due.

FEBRUARY 11 
Extended filing date to file Forms 940 
and 941 for the fourth quarter of 2007. 
This date applies ONLY if the tax was 
deposited for the quarter in full and  
on time.

FEBRUARY 15
Last day for filing Form W-4 by employees 
who wish to claim exemption from with-
holding of income tax for 2008. 

FEBRUARY 28
File Forms 1098, 1099, W-2G (copy A) and 
Form 1096 with the IRS. 

FEBRUARY 29
File Forms W-2 (copy A) along with Form 
W-3 with the IRS and the Social Security 
Administration (SSA).  

PLEASE NOTE:  If Forms 1098, 1099, W-2, 
W-2G or W-3 are filed electronically, the 
due date for filing them with the IRS and 
the SSA is extended to March 31. 

MARCH 17
Corporation and S Corporation income  
tax returns for calendar year 2007 due. 

Last day for calendar year corporations  
to file Form 7004, an automatic six-month 
extension of time, for 2007 income  
tax returns.

APRIL 15 
Individual income tax returns, Form 4868 
(automatic six-month extension) plus  
payment of any 2007 tax liability due.

First quarter individual estimated tax  
payments due for 2008.

Last day for making 2007 IRA  
contributions.

Gift tax returns and payment of any gift 
tax for 2007 due.

Calendar year fiduciary income tax returns 
and requests for 6-month automatic  
extensions due.

Partnership returns and requests for 
6-month automatic extensions  
(Form 7004) for 2007 due.

First installment for corporation’s  
estimated income tax is due for 2008.

APRIL 30 
First quarter 2008 payroll tax returns due.



Client Profile:
We are pleased to feature our client, Putting on the Ritz Catering. 

A silent auction to benefit the 
Bormel, Grice & Huyett Business 
Scholarship Fund was held at 
this year’s BG&H company picnic. 
The company raised over $1,000 
towards the scholarship fund. 
Thank you to our staff for making 
this event a great success!

The $1,000 Bormel, Grice & Huyett 
Business Scholarship Award, spon-
sored by the Baltimore Washington 
Corridor Chamber Foundation in 
conjunction with Bormel, Grice & 
Huyett, P.A., is presented annually  
to area high school seniors for scho-
lastic achievement and interest in 
pursuing a business curriculum 
in college. Bormel, Grice & Huyett, 
P.A. is committed to the community,  
especially the enrichment and 
development of higher education, 

and therefore has increased the 
BG&H Business Scholarship Award  
to $1,500. 

The following awards were presented 
at our annual firm retreat:

Award of Excellence -  
Ray Plummer  
Thumbs-up Award -  
John Watkins   
Certificate of Appreciation -  
Edie Manney

Susan L. Quigley, CPA has joined 
our firm as an account manager 
with concentrations in not-for-profit 
organizations and estate and trust 
matters. Susan is a graduate of 
Christopher Newport University with 
a bachelor’s degree in accounting. 
She has most recently served as the 

business manager/controller for St. 
Vincent Pallotti High School, Inc. for 
the past 12 years. 

Marlene Collins, firm administrator, 
was re-elected to serve a second term 
as 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 main-
taining a high level of professional 
skills in the field of accounting 
administration.

Larry and Barbara Bormel recently 
celebrated the marriage of their son, 
Kevin Bormel, to Danielle Flyzik. 
Kevin graduated from the University 
of Maryland and presently works with 
the Thompson Financial Group in 
Hunt Valley, MD as a financial service 

professional. Congratulations, Kevin 
and Danielle!

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.

The BG&H UPDATE is published for our clients, staff, and professional contacts. Copies will be provided to other business people upon written request. Any action based  
on information contained herein should be taken only after a detailed review of the specific situation. 

The following members of our firm have contributed to this edition: Larry Bormel, Kathy Grice, Donna Peirce, Michael Wallman, Brenda Cummings,  
Bette Anne Sanders, and Lisa Peeler.

catering is the force 
behind Putting on 
the Ritz.

Putting on the Ritz 
s tarted with two 
employees and now 
has over 45 full-time 
and 80 part-time 
employees. They are 
the exclusive caterers 
for The Great Room 
at Savage Mill and 
The Manor House 
i n  Sa vage ,  MD, 
and The Gathering 
Place and Ten Oaks 

Ballroom, both in Clarksville, MD. Some of their 
exciting ventures in concert catering include: 
The Rolling Stones, Martina McBride, Kenny 
Chesney, Vince Gill, and Patty LaBelle, just to 
name a few. Some of the notable locations 
they have catered include The Supreme Court 
for the Chief Justice, the Capitol building 
and the State House in Annapolis.

Family-owned and with seasoned, award-winning 
gourmet chefs and staff, the Putting on the Ritz 
team plans it all – transportation, entertainment, 
location scheduling, and more. Their promise is 
“Your event will be the talk of the town.”  ■

Bobby Mitchell began catering in 1983,  
working from the kitchen of Ma’s Kettle, his 
mother’s restaurant, which is now a well 
known historic establishment in Savage, MD. 
His exciting ideas have expanded Putting on 
the Ritz to become the 10th largest catering 
business in the Baltimore-Washington area, 
according to The Book of Lists 2007 Magazine. 
Bobby served on the Board of Directors of 
Howard Community College, a member of 
National Association of Catering Executives 
(NACE). He has been the recipient of numer-
ous awards, including Best Caterer in Howard 
County in 2004 and 2006. Bobby’s passion for 
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The Great Room at Savage Mill

For 2008, the Social Security Administration 
has announced increases in the maximum 
amount of earnings subject to Social 
Security and self-employment taxes. The 
Social Security rates will remain at 6.2% 
for employers and employees on earnings 
up to the new wage limit of $102,000 
paid in 2008. The maximum withholding 
for Social Security will be $6,324. The 
Medicare rates will remain at 1.45% for 
employers and employees; all earnings will 
continue to carry no ceiling on maximum 
taxable earnings.

The standard mileage rate for business 
use of an automobile for 2008 will be 50.5 
cents and for medical or moving use will 
be 19 cents per mile.

Should you need assistance with these 
items, please feel free to call our office.

Social Security 
and Mileage 

Changes for 2008


