
 

 

G&G ASSOCIATES TAX & FINANCIAL CONSULTANTING SERVICES 

 

P.O. BOX 69082, HAMPTON VIRGINIA  23669 

WWW.GNGASSOCIATES.NET  ;  TAXES@GNGASSOC.COM 

 

 

Re:   Amended Taxes for Service Connected Disabled Veterans 

         CFR 26 § 1.122-1 

 

If you are a member or former member of the uniformed services of the United States (as defined in 37 

U.S.C. 101(3)) who has made an election under Subchapter I of Chapter 73 of Title 10 of the U.S. Code 

(also referred to in this section as the Retired Serviceman's Family Protection Plan (10 U.S.C.1431)) to 

receive a reduced amount of retired or retainer pay, gross income shall include the amount of any 

reduction made in his retired or retainer pay then you may be able to take advantage of this tax deduction.  

The Regulation of the tax code I’m referencing is 26 Code of Federal Regulation (CFR) Section 1.122-1.  

 

Ok… so what does all this mean?  Let me break it down to you in pilot terms or better yet give it to you 

from the 20,000 ft. view.  If you retired from the military before October 31, 2009, with 20 years or 

greater time in service ”AND” you are a disabled veteran rated 90 percent or less then you possibly may 

be eligible to use this regulation to amend your taxes with the IRS and get back a sizeable refund.  This 

tax break would apply to your Federal and State tax returns. 

 

Now, this rule has been in place for years but if you don’t claim what’s rightfully yours, then sometimes 

what you don’t know can actually hurt you or at least your pockets. 

 

Unfortunately, the IRS only lets you go back 3 years to amend your taxes.  So, it’s possible that if you 

keep delaying to make your claim you could possibly miss out on obtaining a refund for your 2008 taxes 

if you retired prior to then and are eligible to utilize the deduction. 

 

If you'd like to have your taxes amended (Federal and State) and possibly receive a refund, please get in 

contact with me ASAP and I’ll tell you what I need to see if you are eligible to take advantage of this 

deduction. 

 

Documents needed to determine eligibility: 

1) 2008-2011 Retiree Account Statements (RAS) – if applicable 

2) 2008-2011 Military Retirement 1099R’s – if applicable 

3) VA Disability Rating Letter 

4) DD-214 

Thanks for reading, 

Ankh Uja Snb (Life, Health, Strength), 

Asar Maa Ra Gray 

Tax & Financial Consultant, RFC 

G&G Associates 

757-251-3757 office 

866-361-3872 toll free fax 

http://www.gngassociates.net/
mailto:taxes@gngassoc.com


 

 

INSTRUCTIONS DOCUMENTS NEEDED TO AMEND TAXES IN REFERENCE TO CFR 26 § 1.122-1 

(PLEASE READ CAREFULLY) 
 

 

1)  Fill out “Tax Preparation  Interview Worksheet” completely 

  

2)  Submit filled out Tax Preparation Interview Worksheet with all appropriate tax documentation  

 -      Copy of filed Tax Returns for years claiming VA Deduction (2008-2011).  If you haven’t done your 2011 tax returns, please let        

        us know and we will process your 2011 taxes at our regular tax preparation rates.   

- Copy of your Retiree Account Statements (RAS) from (2008-2011) .  If you retired after 2008, send all RAS statements for 

years applicable.  ** 

- Copy of 1099R’s for your Military Retirement (2008-2011), as applicable.  ** 

- Copy of VA Disability Rating Letter (Showing rating percentage %) ** 

- Copy of DD-214  

 

3)  Signed Tax Preparation Contract 

 -     Required along with deposit before final paperwork submittal to tax agencies 

 

4)  Mail, Fax or E-mail all documentation to: 

 Mail:  (Postage will be refunded…Priority or First Class Mail) 

  G&G Associates 

  P.O. Box 69082 

  Hampton, VA  23669 

 

Fax:  866-361-3872   (Please make sure to include the number of pages on the tax cover letter). {E-mail confirmation w/I 24 hours} 

 

 E-mail:  taxes@gngassoc.com  {E-mail confirmation w/i 24 hours} 
 

5)  For all those you refer to get their taxes completed in reference to 26 CFR § 1.122-1, you will receive a 3% referral fee. 

 
 

**  Minimum documents needed to determine qualifications 

 

*** IMPORTANT…”You must sign” the Declaration Statement on the “Tax Preparation Interview Worksheet” of this document 

and submit with your package.  Return will not be processed without it. 

 

 

 

mailto:taxes@gngassoc.com


 

 

TAX PREPARATION INTERIEW WORKSHEET  
(VA Amendment) 

 

 

Referred By: _________________________ 

 

Your name ___________________________  SSN _______-______-_______   Full/Part-time student __ yes  __ no 

 Birthday _________________  Occupation ______________________   Date of Employment  ________________ 

Spouse name __________________________ SSN _______-______-_______  Full/Part-time student __ yes __ no 

Birthday _________________   Occupation ______________________   Date of Employment  ________________ 

Address ________________________________  City __________________ State ______ Zip ___________  County ____________   

Office Phone ___________________  Evening Phone ____________________ Cell Phone______________________ 

E-mail: ______________________________________________    

If we have any questions regarding your taxes, what would be the best method to contact you?  □  Hm Phone; □  Cell; □ E-mail 

 

List the following Information for your dependents (not including you spouse): 

Name 
Date of Birth 
mm/dd/yyyy SSN or ITIN Relationship 

Months 
in home 
for 2010 

Full time 
student 

(yes or no) 

            

            

            

            

            

 
DECLARATION OF TRUTH:  I declare that the accompanying information, and to the best of my knowledge and belief, they are true, 

correct and complete.  (If joint return, the spouse must also sign the statement). 
 

_________________________________________ (Your Signature) ;    ________________________________________ (Spouse Signature, If applicable) 
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the holding period of the section 1034 
property). 

(i) [Reserved] 
(j) Election to apply regulations retro-

actively. Taxpayers who would other-
wise qualify under §§ 1.121–1 through 
1.121–4 to exclude gain from a sale or 
exchange of a principal residence be-
fore December 24, 2002 but on or after 
May 7, 1997, may elect to apply §§ 1.121– 
1 through 1.121–4 for any years for 
which the period of limitation under 
section 6511 has not expired. The tax-
payer makes the election under this 
paragraph (j) by filing a return for the 
taxable year of the sale or exchange 
that does not include the gain from the 
sale or exchange of the taxpayer’s prin-
cipal residence in the taxpayer’s gross 
income. Taxpayers who have filed a re-
turn for the taxable year of the sale or 
exchange may elect to apply the provi-
sions of these regulations for any years 
for which the period of limitation 
under section 6511 has not expired by 
filing an amended return. 

(k) Audit protection. The Internal 
Revenue Service will not challenge a 
taxpayer’s position that a sale or ex-
change of a principal residence occur-
ring before December 24, 2002 but on or 
after May 7, 1997, qualifies for the sec-
tion 121 exclusion if the taxpayer has 
made a reasonable, good faith effort to 
comply with the requirements of sec-
tion 121. Compliance with the provi-
sions of the regulations project under 
section 121 (REG–105235–99 (2000–2 C.B. 
447)) generally will be considered a rea-
sonable, good faith effort to comply 
with the requirements of section 121. 

(l) Effective date. This section is ap-
plicable for sales and exchanges on or 
after December 24, 2002. For rules on 
electing to apply the provisions retro-
actively, see paragraph (j) of this sec-
tion. 

[T.D. 9030, 67 FR 78361, Dec. 24, 2002; 68 FR 
6350, Feb. 7, 2003] 

§ 1.121–5 Suspension of 5-year period 
for certain members of the uni-
formed services and Foreign Serv-
ice. 

(a) In general. Under section 121(d)(9), 
a taxpayer who is serving (or whose 
spouse is serving) on qualified official 
extended duty as a member of the uni-
formed services or Foreign Service of 

the United States may elect to suspend 
the running of the 5-year period of 
ownership and use during such service 
but for not more than 10 years. The 
election does not suspend the running 
of the 5-year period for any period dur-
ing which the running of the 5-year pe-
riod with respect to any other property 
of the taxpayer is suspended by an elec-
tion under section 121(d)(9). 

(b) Manner of making election. The 
taxpayer makes the election under sec-
tion 121(d)(9) and this section by filing 
a return for the taxable year of the sale 
or exchange of the taxpayer’s principal 
residence that does not include the 
gain in the taxpayer’s gross income. 

(c) Application of election to closed 
years. A taxpayer who would otherwise 
qualify under §§ 1.121–1 through 1.121–4 
to exclude gain from a sale or exchange 
of a principal residence on or after May 
7, 1997, may elect to apply section 
121(d)(9) and this section for any years 
for which a claim for refund is barred 
by operation of any law or rule of law 
by filing an amended return before No-
vember 11, 2004. 

(d) Example. The provisions of this 
section are illustrated by the following 
example: 

Example. B purchases a house in Virginia in 
2003 that he uses as his principal residence 
for 3 years. For 8 years, from 2006 through 
2014, B serves on qualified official extended 
duty as a member of the Foreign Service of 
the United States in Brazil. In 2015 B sells 
the house. B did not use the house as his 
principal residence for 2 of the 5 years pre-
ceding the sale. Under section 121(d)(9)and 
this section, however, B may elect to sus-
pend the running of the 5-year period of own-
ership and use during his 8-year period of 
service with the Foreign Service in Brazil. If 
B makes the election, the 8-year period is 
not counted in determining whether B used 
the house for 2 of the 5 years preceding the 
sale. Therefore, B may exclude the gain from 
the sale of the house under section 121. 

(e) Effective date. This section is ap-
plicable for sales and exchanges on or 
after May 7, 1997. 

[T.D. 9152, 69 FR 50306, Aug. 16, 2004] 

§ 1.122–1 Applicable rules relating to 
certain reduced uniformed services 
retirement pay. 

(a) Rule applicable prior to January 1, 
1966. In the case of a member or former 
member of the uniformed services of 
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the United States (as defined in 37 
U.S.C. 101(3)) who has made an election 
under Subchapter I of Chapter 73 of 
Title 10 of the U.S. Code (also referred 
to in this section as the Retired Serv-
iceman’s Family Protection Plan (10 
U.S.C. 1431)) to receive a reduced 
amount of retired or retainer pay, 
gross income shall include the amount 
of any reduction made in his retired or 
retainer pay before January 1, 1966, by 
reason of such election, unless such re-
duction, or portion thereof, is other-
wise excluded from gross income under 
Part III of Subchapter B of Chapter 1 of 
the Internal Revenue Code of 1954 or 
any other provision of law. 

(b) Rule applicable after December 31, 
1965—(1) In a case of a member or 
former member of the uniformed serv-
ices of the United States (as defined in 
37 U.S.C. 101(3)), gross income shall not 
include the amount of any reduction 
made in his or her retired or retainer 
pay after December 31, 1965, by reason 
of— 

(i) An election made under the Re-
tired Serviceman’s Family Protection 
Plan (10 U.S.C. 1431), or 

(ii) The provisions of Subchapter II of 
Chapter 73 of Title 10 of the U.S. Code 
(also referred to in this section as the 
Survivor Benefit Plan (10 U.S.C. 1447)). 

(2)(i) In a case where a member or 
former member of the uniformed serv-
ices has, pursuant to the election de-
scribed in paragraph (a) of this section, 
received before January 1, 1966, a re-
duced amount of retired or retainer 
pay, he shall, after December 31, 1965, 
exclude from gross income under sec-
tion 122(b) and this subdivision all 
amounts received as uniformed serv-
ices retired or retainer pay until there 
has been so excluded an amount of re-
tired or retainer pay equal to the 
‘‘consideration for the contract’’ (as 
described in subdivision (iii) of this 
subparagraph). 

(ii) Upon the death of a member or 
former member of the uniformed serv-
ices, where the ‘‘consideration for the 
contract’’ (as described in subdivision 
(iii) of this subparagraph) has not been 
excluded in whole or in part from gross 
income under section 122(b) and sub-
division (i) of this subparagraph, the 
survivor of such member who is receiv-
ing an annuity under Chapter 73 of 

Title 10 of the U.S. Code shall, after 
December 31, 1965, exclude from gross 
income under section 72(o) and this 
subdivision such annuity payments re-
ceived after December 31, 1965, until 
there has been so excluded annuity 
payments equalling the portion of the 
‘‘consideration for the contract’’ not 
previously excluded under subdivision 
(i) of this subparagraph. 

(iii) The term ‘‘consideration for the 
contract’’ as used in this subparagraph 
means— 

(a) The total amount of the reduc-
tions, if any, before January 1, 1966, in 
retired or retainer pay by reason of an 
election under Subchapter I of Chapter 
73 of Title 10 of the United States Code, 
plus 

(b) The total amount, if any, depos-
ited by the serviceman at any time 
pursuant to the provisions of sections 
1438 or 1452(d) of Title 10 of the United 
States Code, plus 

(c) The total amount, if any, exclud-
able from income under section 
101(b)(2)(D) and paragraph (a)(2) of 
§ 1.101–2 with respect to a survivor an-
nuity provided by such retired or re-
tainer pay, minus 

(d) The total amount, if any, ex-
cluded from income before January 1, 
1966, pursuant to the provisions of sec-
tion 72 (b) and (d) with respect to a sur-
vivor annuity provided by such retired 
or retainer pay. 

(iv) In determining whether there has 
been a recovery of the ‘‘consideration 
for the contract’’ under subdivision (i) 
of this subparagraph, the exclusion of 
retired pay from income after Decem-
ber 31, 1965, under sections 104(a)(4) and 
105(d) shall not be considered as recov-
ery of all or part of the ‘‘consideration 
for the contract.’’ 

(c) Special rules. In any of the fol-
lowing situations, the computation of 
the excludable portion of disability re-
tired pay received by the member or 
former member of the uniformed serv-
ices shall be governed by the following 
rules: 

(1) An exclusion under section 122(a) 
and paragraph (b)(1) of this section is 
applicable only in the taxable year in 
which a reduction in retired pay is 
made under the Retired Serviceman’s 
Family Protection Plan (10 U.S.C. 1431) 
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or the Survivor Benefit Plan (10 U.S.C. 
1447). 

(2) Where the member or former 
member of the uniformed services is 
entitled to exclude the whole or a por-
tion of his retired pay under the provi-
sions of section 104(a)(4) or section 
105(d) and under section 122(a) and 
paragraph (b)(1) of this section, the ex-
clusion under section 122(a) and para-
graph (b)(1) of this section shall be ap-
plied prior to the exclusions under sec-
tions 104(a)(4) and 105(d). 

(3) Where the member or former 
member of the uniformed services 
waives a portion of his disability re-
tired pay, or such retired pay reduced 
under the Retired Serviceman’s Family 
Protection Plan (10 U.S.C. 1431),or the 
Survivor Benefit Plan (10 U.S.C. 1447) 
in favor of a nontaxable pension or 
compensation receivable under laws 
administered by the Veterans Adminis-
tration (38 U.S.C. 3105), the waived 
amount of such disability retired pay, 
or reduced amount thereof, shall first 
be subtracted from any amounts which 
are excludable under the provisions of 
sections 104(a)(4) or 105(d) so as to re-
duce the amounts otherwise excludable 
under those sections. 

(4) Where the member or former 
member of the uniformed services re-
ceives (before any forfeiture) disability 
retired pay (whether or not reduced 
under the Retired Serviceman’s Family 
Protection Plan) or the Survivor Ben-
efit Plan which is partially excludable 
under section 104(a)(4), and also forfeits 
a portion of such disability retired pay 
under the Dual Compensation Act of 
1964 (5 U.S.C. 5531 or any former cor-
responding provision of law), the 
amount of the forfeiture under such 
Act shall be applied against disability 
retired pay (before any forfeiture) in 
the same proportion that the exclud-
able portion of such pay under section 
104(a)(4) bears to the total amount of 
such pay after subtraction of any re-
duction under the Retired Service-
man’s Family Protection Plan (10 
U.S.C. 1431) or the Survivor Benefit 
Plan (10 U.S.C. 1447). 

(5) The exclusion provided by section 
122(b) and paragraph (b)(2)(i) of this 
section shall be available with respect 
to repayments made upon removal 
from the temporary disability retired 

list even though such repayments were 
previously excluded from gross income 
under section 104(a)(4) or 105(d). 
However, the exclusion permitted by 
the prior sentence will apply only to 
the extent the repaid amount has not 
been previously excluded under section 
122(b) and paragraph (b)(2)(i) of this 
section. 

(d) Examples with respect to the Retired 
Serviceman’s Family Protection Plan. The 
rules discussed in this section relating 
to the Retired Serviceman’s Family 
Protection Plan (10 U.S.C. 1431) may be 
illustrated by the following examples: 

Example (1). A, a member of the uniformed 
services, retires on January 1, 1963, and re-
ceives nondisability retired pay computed to 
be 60 percent of his active duty pay of $10,000 
per year, or $6,000 per year, based upon 24 
years of service. He elects, under the Retired 
Serviceman’s Family Protection Plan (10 
U.S.C. 1431), to provide his survivor with an 
annuity equal to one-fourth of his reduced 
retired pay. His retired pay of $6,000 is re-
duced by $600, to $5,400, in order to provide a 
survivor annuity of $1,350 per year or $112.50 
per month. For 1963, 1964, and 1965, A must 
include in gross income the unreduced 
amount of retired pay, or $6,000. For 1966 and 
subsequent years, he may exclude under sec-
tion 122(a) and paragraph (b)(1) of this sec-
tion the $600 total annual reductions to pro-
vide the survivor annuity, and may, for 1966, 
further exclude from gross income under sec-
tion 122(b) and paragraph (b)(2)(i) of this sec-
tion the $1,800 ‘‘consideration for the con-
tract’’ i.e., the total reductions which were 
made in 1963, 1964, and 1965, to provide the 
survivor annuity. Accordingly, A will in-
clude $3,600 of retired pay in gross income for 
1966 ($6,000 minus the sum of $600 and $1,800). 

Example (2). Assume the facts in Example 
(1) except that A retires on disability result-
ing from active service and his disability is 
rated at 40 percent. The entire amount of 
disability retirement pay, prior to and in-
cluding 1966, is excludable from gross income 
under sections 104(a)(4) and 105(d), and in 
1966, section 122(a). Assume further that A 
attains retirement age on December 31, 1966, 
dies on January 1, 1967, and his widow then 
begins receiving a survivor annuity under 
the Retired Serviceman’s Family Protection 
Plan (10 U.S.C. 1431). A’s widow may exclude 
from gross income in 1967 and 1968 under sec-
tion 72(o) and paragraph (b)(2)(ii) of this sec-
tion, the $1,800 of ‘‘consideration for the con-
tract’’ i.e., the reductions in 1963, 1964, and 
1965 to provide the survivor annuity. Thus, 
A’s widow will exclude all of the survivor an-
nuity she receives in 1967 ($1,350) and $450 of 
the $1,350 annuity received in 1968. In addi-
tion, if A had not attained retirement age at 
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the time of his death, his widow would, 
under section 101 and paragraph (a)(2) of 
§ 1.101–2, exclude up to $5,000 subject to the 
limitations of paragraph (b)(2)(ii) of this sec-
tion. 

Example (3). Assume, in the previous exam-
ple, that A dies on January 1, 1965, and his 
widow then begins receiving a survivor annu-
ity. Assume further that A’s widow is enti-
tled to exclude under section 72(b) $1,000 of 
the $1,350 she received in 1965. Under section 
72(o) and paragraph (b)(2)(ii) of this section, 
A’s widow for 1966 will exclude the $200 re-
maining consideration for the contract 
($1,200¥$1,000) and will include $1,150 of the 
survivor annuity in gross income. 

Example (4). B, a member of the uniformed 
services, retires on January 1, 1966, after 32 
years of active military service, and receives 
disability retirement pay under section 1401 
of title 10, limited to 75 percent of his active 
duty pay of $15,000 per year, or $11,250. His 
disability rating is 30 percent. B has not 
reached retirement age (as defined in § 1.79– 
2(b)(3)). He elects under the Retired Service-
man’s Family Protection Plan (10 U.S.C. 
1431) to provide his survivor with an annuity 
equal to one-half of his reduced retired pay 
and, for that purpose, his retired pay of 
$11,250 is reduced by $1,250 to provide an an-
nuity of $5,000 per year. B also elects to 
waive retired pay in the amount of $1,000 in 
order to receive disability compensation in 
like amount under laws administered by the 
Veterans Administration. In addition, B is 
required to forfeit $4,088 of his retired pay 
under the Dual Compensation Act of 1964 (5 
U.S.C. 5532) ($11,250¥$1,000 = $10,250 less one- 
half of excess thereof over $2,074) and by rea-
son of his Federal employment is not enti-
tled to an exclusion of his retired pay under 
section 105(d). B’s taxable retired pay for 1966 
is $3,002, computed as follows: 
Gross retired pay ................................................... $11,250 

Less: Section 122(a) exclusion ...................... (1,250 ) 

Reduced retired pay .............................................. 10,000 
Less: Retired pay waived to receive V.A. 

compensation .............................................. (1,000 ) 

Adjusted retired pay— 9,000 
Less: 

(i) Excludable retired pay computed 
under section 104(a)(4) as limited by 
10 U.S.C. 1403 .................................... $4,500 

(ii) Less: Retired pay, not to exceed (i), 
waived to receive V.A. compensation (1,000 ) 

(iii) Net disability exclusion ...................... (3,500 ) 
Taxable retired pay before adjustment for Dual 

Compensation forfeiture ..................................... 5,500 
Less: 

Adjustment for Dual Compensation for-
feiture of $4,088 

5500÷9000×$4,088 = $2,498 (rounded) ................ (2,498 ) 

Net taxable retired pay .......................................... 3,002 

Example (5). C, a member of the uniformed 
services retires on January 1, 1966, and re-

ceives disability retirement pay of $11,250 per 
year, which is reduced by $1,250 to provide a 
survivor annuity, and $1,000 of which is 
waived in order to receive disability com-
pensation in like amount under laws admin-
istered by the Veterans Administration. C 
has not reached retirement age for purposes 
of section 105(d) and is not employed by the 
Federal Government. C’s taxable disability 
retirement pay for 1966 is $300 computed as 
follows: 
Adjusted retired pay ......................... $9,000 

Less: 
(i) Excludable retired pay under 

section (a)(4) as limited by 
10 U.S.C. 1403 ..................... $4,500 

(ii) Excludable retired pay 
under section 105(d) ...... 5,200 

(iii) Total ............................. 9,700 
(iv) Less: Retired pay, not 

to exceed (iii), waived to 
receive V.A. compensa-
tion ‘‘sick pay’’ exclusion (1,000 ) 

(v) Net disability and ‘‘sick 
pay’’ exclusion ............... ................ (8,700 ) 

Net taxable retired pay .................... 800 

Example (6). D, a member of the uniformed 
services, retires for physical disability re-
sulting from active service on January 1, 
1966, after 35 years of service and with a dis-
ability rated at 20 percent. His active duty 
pay is $4,000 per year and he attained retire-
ment age prior to retirement. He had an 
election in effect under the Retired Service-
man’s Family Protection Plan to provide his 
survivor with an annuity and his retired pay 
is reduced therefor by $500 per year. He 
waives $1,300 of his retired pay in order to re-
ceive compensation from the Veterans Ad-
ministration in like amount. His taxable re-
tired pay for 1966 is $1,200 computed as fol-
lows: 
Gross retired pay (75%×$4,000) ..... $3,000 

Less: Section 122(a) exclusion (500 ) 

Reduced retired pay ........................ 2,500 
Less: V.A. waiver ...................... (1,300 ) 

Adjusted retired pay ......................... 1,200 
Less: 

(i) Section 104(a)(4) exclu-
sion ................................ $800 

(ii) Less: Retired pay, not 
to exceed (i), waived to 
receive V.A. compensa-
tion ................................. (800 ) 

(iii) Net disability exclusion 0 

Net taxable retired pay .................... ................ 1,200 

(e) Principles applicable to the Survivor 
Benefit Plan. The principles illustrated 
by the examples set forth in paragraph 
(d) of this section apply to an annuity 
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under the Survivor Benefit Plan (10 
U.S.C. 1447). 

[T.D. 7043, 35 FR 8478, June 2, 1970, as amend-
ed by T.D. 7562, 43 FR 38819, Aug. 31, 1978] 

§ 1.123–1 Exclusion of insurance pro-
ceeds for reimbursement of certain 
living expenses. 

(a) In general. (1) Gross income does 
not include insurance proceeds re-
ceived by an individual on or after Jan-
uary 1, 1969, pursuant to the terms of 
an insurance contract for indemnifica-
tion of the temporary increase in living 
expenses resulting from the loss of use 
or occupancy of his principal residence, 
or a part thereof, due to damage or de-
struction by fire, storm, or other cas-
ualty. The term ‘‘other casualty’’ has 
the same meaning assigned to such 
term under section 165(c)(3). The exclu-
sion also applies in the case of an indi-
vidual who is denied access to his prin-
cipal residence by governmental au-
thorities because of the occurrence (or 
threat of occurrence) of such a cas-
ualty. The amount excludable under 
this section is subject to the limitation 
set forth in paragraph (b) of this sec-
tion. 

(2) This exclusion applies to amounts 
received as reimbursement or com-
pensation for the reasonable and nec-
essary increase in living expenses in-
curred by the insured and members of 
his household to maintain their cus-
tomary standard of living during the 
loss period. 

(3) This exclusion does not apply to 
an insurance recovery for the loss of 
rental income. Nor does the exclusion 
apply to any insurance recovery which 
compensates for the loss of, or damage 
to, real or personal property. See sec-
tion 165(c)(3) relating to casualty 
losses; section 1231 relating to gain on 
an involuntary conversion of a capital 
asset held for more than 1 year (6 
months for taxable years beginning be-
fore 1977; 9 months for taxable years 
beginning in 1977); and section 1033 re-
lating to recognition of gain on an in-
voluntary conversion. In the case of 
property used by an insured partially 
as a principal residence and partially 
for other purposes, the exclusion does 
not apply to the amount of insurance 
proceeds which compensates for the 
portion of increased expenses attrib-

utable to the nonresidential use of 
temporary replacement property dur-
ing the loss period. In the case of de-
nial of access to a principal residence 
by governmental authority, the exclu-
sion provided by this section does not 
apply to an insurance recovery re-
ceived by an individual as reimburse-
ment for living expenses incurred by 
reason of a governmental condemna-
tion or order not related to a casualty 
or the threat of a casualty. 

(4)(i) Subject to the limitation set 
forth in paragraph (b), the amount ex-
cludable is the amount which is identi-
fied by the insurer as being paid exclu-
sively for increased living expenses re-
sulting from the loss of use or occu-
pancy of the principal residence and 
pursuant to the terms of the insurance 
contract. 

(ii) When a lump-sum insurance set-
tlement includes, but does not specifi-
cally identify, compensation for prop-
erty damage, loss of rental income, and 
increased living expenses, the amount 
of such settlement allocable to living 
expenses shall, in the case of 
uncontested claims, be that portion of 
the settlement which bears the same 
ratio to the total recovery as the 
amount of claimed increased living ex-
pense bears to the total amount of 
claimed losses and expenses, to the ex-
tent not in excess of the coverage limi-
tations specified in the contract for 
such losses and expenses. 

(iii) In the case of a lump-sum settle-
ment involving contested claims, the 
insured shall establish the amount rea-
sonably allocable to increased living 
expenses, consistent with the terms of 
the contract and other facts of the par-
ticular case. 

(iv) In no event may the amount of a 
lump-sum settlement which is allo-
cable to increased living expenses ex-
ceed the coverage limitation specified 
in the contract for increased living ex-
penses. Where, however, a coverage 
limitation is applicable to the total 
amount payable for increased living ex-
penses and, for example, loss of rental 
income, the amount of an unitemized 
settlement which is allocable to in-
creased living expenses may not exceed 
the portion of the applicable coverage 
limitation which bears the same ratio 
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