But what about the idea that a recruiting fee or signing bonus
might represent an expenditure for a valuable intangible asset—
one that should be capitalized like other intangibles?
While the IRS has not commented specifically on recruiting fees in this instance, it has rendered an opinion on signing
bonuses paid to incent a new employee to join an enterprise
(essentially a “recruiting fee” from the government’s point of
view). The IRS regulation gives a specific example of a signing bonus, where Employer B pays a $25,000 signing bonus
to Employee C to induce C to come to work for B. In this
example, C can leave B’s employment at any time to work for
a competitor and is not required to repay the $25,000 bonus.
Therefore, because C is not economically compelled to continue
employment with B, B is not required to capitalize the $25,000.
Even though that key employee brings significant intangible
value, the tax law allows a signing bonus associated with securing a new hire to be claimed as a current deduction.
The bottom line is that when acquiring talent through an
executive recruiter or through directly paid signing bonuses,
your tax deduction should be safe.

Tax Benefits of Life Care Communities
by Bernadette O’Toole and Erin Eastlack

If your balances exceed $250,000, it is easy to obtain additional FDIC insurance coverage by dividing your deposits into
accounts at more than one bank or into different account types
within the same bank. Accounts at different banks are insured
separately, and there is no limit to the number of banks you
may use. You will receive the maximum FDIC coverage at
each institution.
Accounts in different ownership categories (such as trusts
or joint accounts) can be considered separately for the insurance limit. By diversifying your account types within a single
bank (e.g., single accounts, joint accounts, trust accounts, business accounts, and retirement accounts), you can significantly
increase your insurance coverage. A married couple with only
single checking accounts would be limited to $250,000 each
or a total of $500,000. By using different ownership categories,
their coverage can be increased today to as much as $1,500,000
and can be further increased through the use of beneficiaries.
Another innovative way to maximize your FDIC insurance
is through banks that participate in a Certificate of Deposit
Account Registry Service (CDARS). Banks in the CDARS
network divide your deposits into smaller increments that are
deposited in participating network banks. This program allows
banks to work together so that an individual depositor can have
a single point of access at a primary bank, yet the deposit insurance coverage is increased as if he or she had deposited money
at multiple banks.
Though we wish we could predict when this cycle will end,
we cannot. However, the majority of community banks are wellpositioned to attain solid growth and increasing profitability
once this downturn has run its course.

Many Baby Boomers leaving the workforce are faced with choosing
between a myriad of retirement accommodations. A lot of retirees
will choose to “age in place,” meaning they’ll remain in their principal residence. Others will move into senior housing communities for
people 55 and older. This path offers several levels of options, from
no care to “fee for service” (pay as you go) to residence in a continuing care retirement community (CCRC). The decision to move
from the primary home is complex, because it requires thoughtful
consideration of one’s desires versus needs, such as social interaction,
health care services, financial resources, and potential tax benefits.
A life care community is a retirement community that offers
multiple levels of service and care, and typically includes independent living, assisted living, and skilled nursing. Many retirees don’t
realize that living in a life care community can provide tax benefits
that equal or exceed those claimed in conjunction with ownership of
a principal residence, primarily the deduction of mortgage interest
and real estate tax deductions. Selecting a life care contract can provide a substantial “medical expense” deduction the year the contract
is executed, as well as ongoing annual medical expense deductions,
which are available for each year that the contract is in effect.
To obtain a life care contract, applicants are often required to
undergo financial and medical screening, and in many situations
must be able to live independently upon entering the community.
To be eligible for the medical expense deduction, the individual
must sign a residency contract (or life care contract) with a life care
community.
An individual who enters into a life care contract will be
entitled to receive benefits in the form of a medical expense
deduction. IRS rulings have supported the deduction of a portion of the entrance fees, as well as the monthly service fees
related to residence under a life care contract. Justification for the
medical expense deduction is based on the community’s obligation
to provide care to its residents along with the cost for the community
to provide that care. While a number of significant tax rulings have
periodically revisited the methodology for this calculation, the basis
for the deduction, in theory, has not been challenged.
The medical expense deduction has two components: 1) a onetime deduction when the entrance fee is paid and 2) an ongoing tax
benefit in conjunction with the payment of monthly service fees.
Both of these deductions are limited based on the “medical component” of costs identified by the community and may be further
limited to deduction based on the adjusted gross income of the
individual in the year that the deduction is claimed.
Those making decisions about the next phase of life have a lot
of options to weigh. With a life care contract, they can feel
confident in knowing the health care and community benefits are
not the only ones they will receive—tax deductions can go in the
“pro” column, too.

Jerry Felicelli is a financial institutions principal with LarsonAllen.
Contact Jerry at jfelicelli@larsonallen.com or 239-280-3538.
Laura Espeseth is a manager at LarsonAllen. Contact Laura at
lespeseth@larsonallen.com or 612-397-3241.

Bernadette O’Toole is a health care principal with LarsonAllen.
Contact Bernadette at botoole@larsonallen.com or 267-419-1127. Erin
Eastlack is a health care staff accountant with LarsonAllen. Contact
Erin at eeastlack@larsonallen.com or 267-419-1194.

Tim Karlen is an executive search consultant with
LarsonAllen Search. Contact Tim at tkarlen@larsonallen.com
or 612-376-4504.

LarsonAllen EFFECT | Winter 2008/2009 13

