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Maryland Taxes 
Client Alert 

 

Maryland faced a $3.3 billion budget deficit for fiscal year 2026. To generate revenue and 

address shortfalls, Maryland Governor Wes Moore signed H.B. 350 (the Budget Bill) and H.B. 

352 (the Budget Reconciliation and Financing Act of 2025) which implement increased and new 

taxes as of July 1, 2025. 

 

How Did We Get Here? 

According to the Maryland Board of Revenue’s March 2025 report, Maryland’s budget deficit stems from lower-

than-expected income and sales tax revenues, the Blueprint for Maryland’s Future (which is Maryland’s 10-year 

education funding plan) as well as persistent economic effects from the COVID-19 pandemic. In addition, the 

government maintained and expanded many public services. Further, many high-income tax residents have moved 

to low- or no-income tax states. 

 

Where Are We Now? 

To accommodate budgetary shortfalls, various taxes have now increased. Governor Wes Moore and the General 

Assembly agreed on tax changes that primarily focus on high-income earners. They also expanded taxation of 

digital services. 

 

Maryland’s tax system previously had 8 brackets. The top income tax rate was 5.75% for individuals with over 

$250,000 of taxable income (and for joint filers with over $300,000 of taxable income). Maryland is implementing 

new top tier individual income tax rates as well as additional capital gains taxes, expanding the taxation of 

Information Technology (“IT”) and data services, and other tax increases. 
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How Will the New Taxes be Applied? 
 

Top Tier State Income Tax Rates 

For individuals with between $500,001-$1 million of taxable income (and for joint filers with between $600,001-$1.2 

million of taxable income), there is a new 6.25% top income tax bracket. For individuals with over $1 million of 

taxable income (and for joint filers with over $1.2 million of taxable income), there is a new 6.5% top income tax 

bracket. 

 

Capital Gains Surtax 

For individuals with federal adjusted gross income (“AGI”) over $350,000, an additional 2% capital gains tax applies 

to net capital gains. Certain exceptions to this AGI will apply, such as for retirement accounts and specific real 

property sales. 

 

Sales Tax on IT and Data Services 

While Maryland’s general sales tax rate remains 6% for most items, a new sales tax of 3% applies to specific IT 

and data services, such as data processing, web hosting, computer systems design and software publishing 

services. 

 

Additional Varied Tax Increases 

A vehicle excise tax increases from 6% to 6.5%. There is a rental vehicle tax of 3.5%. The tax rate for sports betting 

increases from 15% to 20%. There is a sales tax of 6% on certain vending machine products. The sales tax for 

sales of cannabis increases from 9% to 12%. There is a $5 per tire fee. A vehicle emissions inspection fee increases 

from $14 to $30.  

 

Further, a maximum county income tax rate rises from 3.2% to 3.3%. There is also a phase-out of itemized 

deductions for federal AGI over $200,000. 

 

What are Some Potential Considerations to Mitigate the Taxes? 

As usual, the appropriate strategies will depend on an individual’s unique circumstances. Individuals and 

businesses should consult tax professionals for personalized planning to investigate the new phase-outs and as 

well as the IT and data services taxes and other complexities. A few planning considerations to mitigate the taxes 

might include: 

 

• Consider financial planning strategies with your Morgan Stanley Financial Advisor such as offsetting capital 

gains with capital losses. 

• Contribute to retirement accounts (such as IRAs or 401(k)s) and Health Savings Accounts (“HSAs”) to lower 

taxable income. 

• Evaluate a potential move – either to a lower-tax jurisdiction within the state or out of the state – if it makes 

sense for your personal and professional situation. 

• Review increased standard deductions (which are $3,350 for individuals and $6,700 for joint filers). 

• Use a charitable remainder trust (“CRT”) to potentially defer both state and federal capital gains taxes when 

the asset is sold. Consider other charitable planning techniques such as contributing to a Donor Advised 

Fund (“DAF”) account under a platform such as MS GIFT in high income tax years. However, note that the 

phase-out of itemized deductions reduces the state income tax benefit of large charitable contributions for 

high earners.
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Important Disclosure 

This material has been prepared for informational purposes only and is subject to change at any time without further notice.  Information 
contained herein is based on data from multiple sources and Morgan Stanley Smith Barney LLC (“Morgan Stanley”) makes no representation 
as to the accuracy or completeness of data from sources outside of Morgan Stanley Smith Barney LLC.  It does not provide individually tailored 
investment advice.  Be aware that the particular legal, accounting and tax restrictions, margin requirements, commissions and transaction costs 
applicable to any given client may affect the consequences described, and these analyses will not be suitable to discuss with every client. The 
appropriateness of a particular investment or strategy will depend on an investor’s individual circumstances and objectives. Not all products and 
services discussed herein are available through Morgan Stanley Smith Barney LLC. 

 

There is no guarantee that tax-loss harvesting will achieve any particular tax result. 

 

The Morgan Stanley Global Impact Funding Trust, Inc. (MS GIFT) is an organization described in Section 501(c)(3) of the Internal Revenue 
Code of 1986, as amended, that sponsors a donor advised fund program. Morgan Stanley Smith Barney LLC (“Morgan Stanley”) prov ides 
investment management services to MS GIFT. Back office administration is provided by Ren, an unaffiliated charitable gift administrator. 

While we believe that MS GIFT provides a valuable philanthropic opportunity, contributions to MS GIFT are not appropriate for everyone. Other 
forms of charitable giving may be more appropriate depending on a donor’s specific situation. Of critical importance to any person considering 
making a donation to MS GIFT is the fact that any such donation is an irrevocable contribution. Although donors will have certain rights to make 
recommendations to MS GIFT as described in the Donor Circular & Disclosure Statement, contributions become the legal property of MS GIFT 
when donated. The Donor Circular & Disclosure Statement describes the risks, fees and expenses associated with establishing and maintaining 
an MS GIFT Account. Read it carefully before contributing. 

 

Morgan Stanley Smith Barney LLC does not accept appointments nor will it act as a trustee but it will provide access to trust services through 
an appropriate third-party corporate trustee. 

  

Tax laws are complex and subject to change. This information is based on current federal tax laws in effect at the time this was written. Morgan 
Stanley Smith Barney LLC, its affiliates, and Financial Advisors do not provide tax or legal advice. Clients should consult their tax advisor for 
matters involving taxation and tax planning and their attorney for matters involving trust and estate planning and other legal matters. 

 

The term “Family Office Resources” is being used as a term of art and not to imply that Morgan Stanley and/or its employees are acting as a 
family office pursuant to Investment Advisers Act of 1940. 

 


