Why were taxes withheld?
Individuals who receive a lump

sum disability separation payment
will have taxes withheld from their
payment by the Defense Finance

& Accounting Service (DFAS).
Under their interpretation of tax

law, DFAS withholds the money

. _in case a person faiisto receive— - -
a VA rating for their separation
disability. However, since most

of those separated do receive a
rating, you need to know that you !
can get your money back once
you get your VA rating.

NOTE: If you do not act to get
the withheld mobey back then
you will lose it and still have the
full amouni offset by the VAI

How do | get my money back?
Once you get your VA rating for
the disability you were separated
frorn the AF for, take proof of the
rating to the nearest finance office |
and cite the DOD Financial !
Management Regulation, Vol. 7A,
Ch. 35 and ask for a refund of the
withheld money. Since many
finance employees are not familiar
with this issue, we have put a copy
of their rule on the back of this
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information sheet for you to give them.

When do | get my money back?

When you get your money depends oﬁwhen you get your VA ‘fating. If
your separation payment (before the end of the tax wear on Dec 31% )
office as explained above. If you get your VA rating after the end of the
when you file your ¢

back
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you will have to get it

IRS and so cannot give it back to you as the IRS has it) Getting it back is eas
any earned income for that tax year, so you enter the total amount of all W-2s
income line on the Form 1040 (line 7). You then take that money out of the taxable e
excludable separation pay amount as a negative amount (in
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you get your rating the same year you got
you can getit back that vear from a finance

year you received your separation payment
(Each December 31st, DFAS gives the withheld money

tc the

y.. Your separation pay goes in with
on the “wages, salaries, tips, etc” total
arnings by entering the
parenthesis) on the line for "other income” on your Form

1040 (line 21).You need to write on the dotted line an explanation such as "AF disability separation payment” and
reference a statement explaining the negative entry. The statement shouid contain the following information:

Taxpayer's full name and social security number (as théy appear on your Form 1040), plus the statement:

A sum in the amount of §

was paid to me as a lu

disability discharge from the Air Force on
This amount is not taxable as established by St. Clair, 91-2 USTC 50,457 and the subsequent AOD issued by the IRS,

You can also include with the statement any additional proof the money was paid for a disability discharge.

mp-sum separation disability payment pursuant to m y
(date). This amount was incorrectly included on my Form W-2.

This information sheet was prepared by the HQ AFPC/JA Disability Law Office to provide general guidance. It is not a substitute for
the advice of a lawyer or tax professional. If after reading this document you feel you need further assistance, please seek the services

of a qualified lawyer or tax professional.
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A General Dwabﬁﬁymmpayxsam&ﬂyhubicmm ismm%
subject to tax withholding or reporting, huwwex, if at least one of the following three condition s
exists:
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a. As a direct result of amed conflict,

Y b thlcwtnaﬂypetfmmmm-hamdousservmc even if
ahcmdoesnotdmedzmvolvembat,

. Usder conditions simuiating war, including mancuvers or
training, o

4 Byminsmmuﬁtyofw,.suehuwmpm.

* 3. The member has official notification jrom the Departmeni of
Yeterans Affairs (VA) approving entitlement io disability compensation for the same illness or
injury that caused !he'et_dtdement o dizability severance pay. {C 14-98} -

_ B. Withhobding Taxes. Withhold income taxes on all payments of disability
WwymmmmmhmmmmmmﬁmA,
above, of this paragraph. Finance or persomniei officers shouid advise members that payments of
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. NOTE: TheVAmayamddmabnhfympmﬂmmaﬁnrthcmiuyca:xa
mbseqwuxycumwmchamnbetupmddmbﬂnymmpay Once a member is
nwmdedd;sabﬂnycompensman,amﬁndofthemeom:m@mﬁnnddmayhereqﬁestﬁias
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pasamcloﬁieusshoddadvmmmbmmaumfmdofmmdwbccbmmedm
thewppmﬁngDFASmefdmhmycompmm&mﬁmVAﬂmmdedmﬁmm
calendar year in which the member received disability severance pay. To obtain a refund from
the DFAS, tequests must be submitted by December 31st of the yeer in which a disability
severance pay payment i3 paid. In addition, 3 member who requests a refund must provide
documentation to substantiate that the disability compensation award from the VA was awardsd
for the same injury or iliness for which the member received disability scverance pay.

personnel omcers should advnse mcmbcm that a rsﬁmd fo:’ income txxu wsthheid must be
obtmnedﬁomme!ntmalhvmmsm(m&ﬂ'dmabxmycowmm&w VA
awarded in a different calendar year than the year in which the member received disability
severance pay. The member also should be advised to submit the appropriate documentation
from the VA aleng with related separation documents to claim a reduction in taxabie income. A
corrected RS Form W-2 or other documents to suppon the decrease in taxable income will not
be issted.



