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MEMORANDUM

TO:

FROM:

Executive Directors

MRlDDWaiverProviderAgencies {;}.

Judy K. A. Donaldson, Coordinator cf'1MRlDD Waiver Program
Division of DevelopmentalDisabilities

DATE: January 9, 1996 .
.--

0: Tax Status of ResidentialHabilitation

Enclosed is a copy of a letter to SteVenA. Wiseman. Director. Division of Developmental
Disabilities for the Office of Behavioral Health Services (OaRS) regarding the tax statusof
several types of seMce providers.

TheUnitedStatestax codespecifiesthatpaymentsfor (ostercareand"difficultyof care"
are tax exempt (see attacbed). In the past. the Internal Revenue Service (IRS) has made it clear
mat payments to SpecializedFamily Care Providets(SFCP) for Residential Habilitationand out-
of-homeRespiteCare&ervicesaretaX-exempcunder these provisioQs. Therefore, W-2s or 1099's
do not have to be issued to these providers.

The IRS faxed OBHS a memoraudum (see attaChed)in 1992indicatiDgtbat payments for
Residential Habilitation that are made to biologicaland adoptiveparenrsmaybe taxexempt. Tbe
memorandum indicatedthree factors that.the IRS considered in making its decision. These
factors are that the parents bave to bave their mining certified. the bigh level of care and services
a person bas to need in order to be eligible for the MRlDD Waiver Program. and aDassumption
that the monies paid fOTResidential HabilitatioDto pareDUwould be used to benefit the child.

The IRS also stated tbal:a puent mayhave to choose between claiming a cbild as a
dependant or claiming "difficulty of care" payments. The IRS indicatedthat both a dependeotand
"difficultyofcare"might be claimed if a flsubstaatial"lUIlOWItofboth the family.s incomeaDdthe
ResidentialHabilitationpaymentsareusedtobeacfilthecbild. .

TheiD!onnatioDgivento OBHSbytheIRSis generalinformation.ne IRSdidgivea ,.

Umited number of examplesof "difficulty of care"pa.yments.The IRS also cautioned that each
fAmily 5icuationmay bave dift'ereot financ;a1 factors (e.g.. income. self-employment income, etc.)
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