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2008 Tax Planning
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The beginning of the year is a great time to review 
both your business and personal financial situation 
and evaluate what strategies are available to 

help reduce your 2008 income tax liability. This article 
describes selected provisions of federal tax law that will 
be helpful for tax planning of oral and maxillofacial 
surgeons and their practice entities. With a little advance 
planning, you can take advantage of deductions, 
exemptions, credits and offsets available for 2008. 
While tax planning must be customized to the particular 
circumstances of your practice or personal situation, 
there are numerous tax planning techniques, as well as 
changes to the tax laws, that should be considered as the 
new year begins.

2008 Taxes on the Individual Level
A number of limitations to your individual dollar 
brackets and exemption/deduction thresholds have been 
adjusted for 2008. Key changes affecting 2008 individual 
income tax returns include the following:

Personal Exemption. The value of each personal and 
dependency exemption, available to most taxpayers, is 
$3,500, up $100 from 2007.

Tax Brackets. Tax-bracket thresholds are subject to 
increase for each filing status. For a married couple filing 
a joint return, for example, the taxable-income threshold 
separating the 28-percent bracket from the 33-percent 
bracket is $131,450, up from $128,500 in 2007. See the 
accompanying 2008 Tax Rate Brackets for more details 
on individual income tax brackets. The accompanying 
table is based on tax bracket dollar amounts after 
applying the recent consumer price index adjustments to 
the 2007 tax tables.

Roth IRAs. The contribution amount allowed for Roth 
IRAs begins to phase out for joint filers with incomes 

exceeding $159,000 (up from $156,000) and $101,000 
(up from $99,000) for singles and heads of household.

Traditional IRAs. For contributions to a traditional IRA, 
the deduction phase-out range for an individual covered 
by a retirement plan at work begins at income of $85,000 
for joint filers (up from $83,000) and $53,000 for a 
single person or head of household (up from $52,000).

Retirement Plan Limits for 2008
There are significant tax ramifications to individuals 
and practices alike in regard to funding for retirement. 
Retirement funding is generally deductible to your 
practice entity and excluded from your gross income (and 
that of your employees for whom you fund) for income 
tax purposes, so long as the applicable dollar limits are 
observed and the retirement plan meets the law’s other 
qualification requirements. Maximizing contributions to 
your retirement plan enables you to reduce your adjusted 
gross income in direct proportion to the amount of the 
contributions you make. Tax planning for 2008 should 
entail maximizing the annual contributions you make to 
a retirement plan account.

The Internal Revenue Service recently announced its cost-
of-living adjustments applicable to dollar limitations for 
retirement plans.

The adjustments to the dollar limits are as follows:

401(k) Elective Deferral Limit. The annual limit on 
an employee’s elective deferrals to a 401(k) plan made 
through salary reduction for 2008 is $15,500, unchanged 
from 2007.
 
401(k) Catch-up Limit. In addition to the regular limit on 
elective deferrals described above, additional “catch-up” 
contributions not exceeding the 2008 limit of $5,000, 
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unchanged from 2007, can be made by employees over 
the age of 50.

Defined Contribution Plan Limit. The maximum amount 
that may be funded for a participant in a defined 
contribution plan (profit sharing, money purchase or 
401(k) plans) for 2008 is $46,000, up from $45,000 for 
2007.

Defined Benefit Plan Limit. The limitation on the amount 
of annual benefit that may be paid to a participant in 
a defined benefit plan is $185,000 for 2008, up from 
$180,000 for 2007.
 
Annual Compensation Limit. The maximum amount of 
compensation that may be taken into account for benefit 
calculations and nondiscrimination testing in employer-
sponsored retirement plans is $230,000 for 2008, up 
from $225,000 for 2007.
 
Highly Compensated Employee Threshold. The 
definition of a “highly compensated employee” includes 
a compensation threshold of $105,000 for 2008, up from 
$100,000 for 2007. A retirement plan’s discrimination 
testing is based on coverage and benefits for highly 
compensated employees.
 
Key Employee Compensation Threshold. The definition 
of a key employee includes a compensation threshold. 
Key employees must be determined for purposes of 
applying the “top-heavy” rules in employer-sponsored 
retirement plans. The compensation level for 2008 is 
$150,000, up from $145,000 in 2007. Generally, a plan 
is top-heavy if its benefits to key employees exceed 60% 
of the aggregate plan benefits of all employees.
 
SEP Minimum Compensation Limit. The mandatory 
participation requirements for a simplified employee 
pension (SEP) includes a minimum compensation 
threshold of $500 for 2008, unchanged from 2007.

SIMPLE Employee Contribution. The limitation on 
deferrals to a SIMPLE retirement account is $10,500, 
unchanged from 2007.
 
SIMPLE Catch-up Limit. The maximum amount of 
catch-up contributions that individuals age 50 or over 
may make to a SIMPLE retirement account or SIMPLE 
401(k) plan is $2,500, unchanged from 2007.
 

Changes in Social Security Limits 
and Related Employment Taxes
The Social Security Administration recently announced 
the Social Security 2008 indexed figures. The key figures 
include the following:

Cost-of-Living Adjustments (COLA). The new COLA of 
2.3% is effective beginning with December 2007 benefits, 
which are payable in January 2008. The previous COLA 
was 3.3%.

Wage Base. The 2008 Social Security wage base is 
$102,000 ($97,500 in 2007).

FICA/Medicare tax rate. The FICA tax rate remains at 
7.65%: 6.2% for Social Security and 1.45% for Medicare 
combined. These are not indexed amounts and currently 
are not scheduled to change in the future.

Maximum Monthly Benefit. $2,185 for workers retiring 
at full retirement age ($2,116 in 2007). (Note: For 
individuals born in 1940, full retirement age is age 65 
and six months. For those born in 1941, it is age 65 and 
8 months. For those born in 1942, it is age 65 and 10 
months. For those born during the years 1943 – 1954, it 
is age 66. Full retirement age will gradually increase to 
age 67 for those born in 1960 or later.)

Annual Earnings Test Limit. $13,560 for individuals 
under full retirement age ($12,960 in 2007). For 
individuals attaining full retirement age in 2008, the 
earnings test limit for the months prior to attaining full 
retirement age is $36,120 ($34,440 in 2007). There is no 
annual earnings test for individuals who have attained 
full retirement age.

Full Deduction for “Section 179” 
Assets Purchased for Your Practice
Most new business equipment or furniture can be either 
depreciated over its useful life or expensed immediately 
under Internal Revenue Code Section 179. Spreading the 
deduction out over a useful life allowed by the IRS slows 
down the deduction, whereas expensing the purchase 
under Section 179 accelerates the deduction into one 
year.
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Only certain items are eligible for Section 179 deductions. 
Most equipment, vehicles, computers, and furniture 
are eligible for a Section 179 deduction. Buildings, 
property, and intangibles are not eligible for a Section 
179 deduction. Practice owners should also be aware that 
while the Section 179 deduction gives a larger deduction 
for the year it is used, that depreciation cannot be used in 
the following years.

For taxable years beginning in 2008, the cost of any 
“Section 179 property” a practice may elect to treat as an 
expense is up to $128,000.

Look into Health Savings 
Accounts (HSAs)
An HSA, which can be sponsored by an employer or 
set up by an individual, allows contributions of pre-tax 
income to an interest-bearing account or an account 
invested in certificates of deposit, annuities, stocks, bonds 
or mutual funds. The 2007 limit was $5,650 for a family 
plan or $2,850 for individual coverage. Account holders 
age 55 or older could contribute an additional $800. 
HSA rules require that you be covered by high deductible 
health insurance. Withdrawals for medical expenses are 
tax-free, and you can carry over a balance from year to 
year.

Conclusion: Be Sure to Follow 
Tax Planning “Basics”
Keep Well-Organized Tax and Financial Records. 
Keeping poor records can cause your oral and 
maxillofacial practice to make bad financial and tax 
decisions, cost it significant tax deductions and savings, 
and leave you, your employees, your family and your 
practice co-owner(s) with unnecessary problems in 
the event of the death, illness or withdrawal from the 
practice entity of a practice owner.

Pay Less Tax. Make sure the practice keeps good records 
and deducts everything to which it is entitled. Although it 
may be hard to do, look for ways to shift practice income 
from one tax year to another in which the practice entity 
or the practice owner(s) of a pass-through entity. An “S” 
Corporation, a professional limited liability company 
(PLLC), or a professional limited liability partnership 
(PLLP) will be in a lower income tax bracket. Also, 
consider shifting deductions to a tax year when the 
practice entity or the practice owner(s) of a pass-through 
entity will be in a higher income tax bracket.

Implement the Practice’s Annual Tax Plan Early in the 
Year. Waiting until the year-end to do your practice tax 
planning can be costly. The sooner you put your tax plan 
to work, the greater your potential for tax savings.
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Tax Rate Brackets
For taxable years beginning in 2008, the  tax brackets are:

Married Individuals Filing Joint Returns and Surviving Spouses
If Taxable Income Is: The Tax Is:
Not over $16,050  10% of the taxable income
Over $16,050 but not over $65,100 $1,605 plus 15% of the excess over $16,050
Over $65,100 but not over $131,450  8,962.50 plus 25% of the excess over $65,100
Over $131,450 but not over $200,300 $25,550 plus 28% of the excess over $131,450
Over $200,300 but not over $357,700 $44,828 plus 33% of the excess over $200,300
Over $357,700 $96,770 plus 35% of the excess over $357,700

Heads of Household
Not over $11,450  10% of the taxable income
Over $11,450 but  not over $43,650 $1,145 plus 15% of the excess over $11,450
Over $43,650 but not over $112,650 $5,975 plus 25% of the excess over $43,650
Over $112,650 but not over $182,400 $23,225 plus 28% of the excess over $112,650
Over $182,400 but not over $357,700  $42,755 plus 33% of the excess over $182,400
Over $357,700  $100,604 plus 35% of the excess over $357,700

Unmarried Individuals (other than Surviving Spouses and Heads of Households)
If Taxable Income Is: The  Tax Is:
Not over $8,025  10% of the taxable income
Over $8,025 but not over $32,550 $802.50 plus 15% of the excess over $8,025
Over $32,550 but not over $78,850 $4,481.25 plus 25% of the excess over $32,550
Over $78,850 but not over $164,550  $16,056.25 plus 28% of the excess over $78,850
Over $164,550 but not over $357,700 $40,052.25 plus 33% of the excess over $164,550
Over $357,700 $103,791.75 plus 35% of the excess over $357,700

Married Individuals Filing Separate Returns
Not over $8,025  10% of the taxable income
Over $8,025 but not over $32,550 $802.50 plus 15% of the excess over $8,025
Over $32,550 but not over $65,725 $4,481.25 plus 25% of the excess over $32,550
Over $65,725 but not over $100,150 $12,775 plus 28% of the excess over $65,725
Over $100,150 but not over $178,850 $22,414 plus 33% of the excess over $100,150
Over $178,850  $48,385 plus 35% of the excess over $178,850
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