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Bannon v. Commissioner, 99 T. C. 59, 1992 U. S. Tax Ct. LEXIS 56, 99 T. C.
No. 3 (1992)

Payments received by a parent as compensation for providing care under a state
welfare program are taxable income to the parent, not nontaxable welfare benefits.

Summary

In Bannon v. Commissioner, the U. S. Tax Court ruled that payments received by
Dorothy Bannon for providing nonmedical care to her disabled adult daughter under
California’s in-home supportive services program were taxable income. The court
held that while the program aimed to benefit the disabled recipients, payments to
caregivers  like  Bannon  were  compensation  for  services  rendered,  not  welfare
benefits.  This  decision  clarifies  that  only  the  intended  beneficiaries  of  welfare
programs can exclude such payments from income, impacting how similar state-
funded caregiving programs are treated for tax purposes.

Facts

Dorothy Bannon received $5,789 in 1986 from the California Department of Social
Services (CDSS) for providing nonmedical care to her adult daughter, Carol, who
was mentally retarded and physically handicapped. Carol was deemed the recipient
under the program, while Bannon was classified as a provider.  Bannon did not
report  these  payments  on  her  federal  income  tax  return,  asserting  they  were
nontaxable welfare benefits. The CDSS issued Bannon a Form W-2, treating the
payments as compensation for services.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Bannon’s 1986
federal income tax due to the unreported payments. Bannon petitioned the U. S. Tax
Court,  which  assigned  the  case  to  a  Special  Trial  Judge.  The  court  ultimately
adopted the Special Trial Judge’s opinion, ruling that the payments were taxable
income to Bannon.

Issue(s)

1. Whether payments received by Bannon under California’s in-home supportive
services program are excludable from her income as nontaxable welfare benefits.

Holding

1. No, because the payments were compensation for services provided by Bannon to
her daughter, not welfare benefits intended for Bannon herself.

Court’s Reasoning
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The court applied the general welfare doctrine, which excludes from income certain
government payments made for the public’s benefit. However, the court emphasized
that this doctrine applies only to the “ultimate beneficiaries” of the welfare program.
In this case, the California legislation clearly intended the disabled recipients (like
Carol) to be the beneficiaries, not the caregivers (like Bannon). The court noted that
Bannon was required to submit time sheets and was issued a Form W-2, indicating
the payments were treated as compensation. The court distinguished this from cases
where the recipient directly received the welfare benefit,  stating that Bannon’s
payments  were  for  services  rendered,  not  welfare  benefits.  The  court  also
referenced its previous decision in Graff v. Commissioner, reinforcing that only the
intended beneficiaries can exclude such payments from income.

Practical Implications

This decision has significant implications for caregivers receiving payments under
similar state welfare programs. It clarifies that such payments are taxable income to
the  caregivers,  not  excludable  welfare  benefits,  unless  they  are  the  intended
beneficiaries  of  the program. This  ruling may affect  how states  structure their
welfare programs and how caregivers report such income on their tax returns. It
also underscores the importance of  understanding the legal distinction between
welfare benefits and compensation for services in tax law. Subsequent cases may
need to consider this precedent when determining the tax treatment of payments
under various welfare programs.


