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STATE OF WEST VIRGINIA
DEPARTMENT OF HEALTH-AND HUMAN RESOURCES

Office of Behaviorsl Health Services

Gaston Caperton State Capitol Complex, Bldg. 6, Room R-728 .
Gwer:::r Charleston, West Virginia 25305 Gretchen Lowis
- {304) 558-0627 FAX (304) 558-1008 Secrctary

MEMORANDUM

TO: Executive Directors

MR/DD Waiver Provider Agencies &
FROM: Judy K. A. Donaldson, Coordinator

MR/DD Waiver Program

Division of Developmental Disabilities

DATE: January 9, 1996
RE: Tax Status of Residential Habilitation

Enclosed is a copy of a letter to Steven A. Wiseman, Director, Division of Developmental
Disabilities for the Office of Bebavioral Health Services (OBHS) regarding the tax status of
several types of setvice providers.

The United States tax code specifies that payments for foster care and “difficulty of care”
are tax exempt (see atiached). In the past, the Intemal Revenue Service (IRS) has made it clear
that payments to Specialized Family Care Providers (SFCP) for Residential Habilitation and out-
of-home Respite Care services are tax-exempt under these provisions. Therefore, W-2s or 1099's
do not have to be issued to these providers.

The IRS faxed OBHS a2 memorandum (see attached) in 1992 indicating that payments for
Residential Habilitation that are made to biological and adoptive parents may be tax exempt. The
memorandum indicated three factors that.the [RS counsidered in making its decision. These
factors are that the parents have to have their training certified, the high level of care and services
a person has to need in order to be eligible for the MR/DD Waiver Program, and an assumption
that the monies paid for Residential Habilitation to parents would be used to benefit the child.

The IRS also stated that a parent may have to choose between claiming a child as a
dependant or claumng “difficulty of care” payments. The IRS indicated that both a dependent and
“difficulty of care™ might be claimed if a “substantial” amount of both the family’s mcome and the
Residential Habilitation paymeats are used to benefit the child,

The information given to OBHS by the IRS is general infonnation. The IRS did give a
limited number of examples of “difficulty of care” payments. The IRS also cautioned that each
family situation may have different financial factors (e.g., income, self-employment income, etc.)






