combat zone tax exclusion
What is the Combat Zone Tax Exclusion (CZTE) and how does it work?  The CZTE starts the moment you set foot in theater.  Even if you are only in the combat zone for one day of any given month, your pay for that month is excludable.  While in theater, soldier’s, especially National Guard soldiers, have all kinds of pay that they are not used to receiving, for example, family separation pay, BAH, BAS, hostile fire pay; and certainly haven’t had to attempt to get your taxes right when it comes to this new and exciting income.  Enlisted personnel, warrant officers, and commissioned warrant officers, the following types of pay are excluded:  Active Duty pay; Imminent Danger/Hostile Fire pay; reenlistment bonuses; pay for accrued leave earned while in a combat zone; NAF activities pay; student loan repayments; any payments you are entitled to because of a suggestion, invention, or scientific achievement you submitted while in a combat zone.  (A full list of excluded pay is available in The Armed Forces’ Tax Guide, IRS Publication 3, available online at www.irs.gov ).  Commissioned officers (other than a commissioned warrant officer) may exclude pay according to the rules described above.  However, the amount of the exclusion for officers is limited to the highest rate of enlisted pay (plus any imminent danger/hostile fire pay received) for each month during any part of which you served in a combat zone.  

Minnesota also has a tax credit.  To benefit from the credit you will have to fill out Minnesota Tax form M99 and provide supporting documentation that you were in fact in a combat zone.  The credit is $59.00/month.  For more information on Minnesota taxation for service members visit: http://www.taxes.state.mn.us/individ/other_supporting_content/inctaxfs5.shtml.
