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Important changes for 1995
Earned income credit.  Beginning with 1995 tax re-
turns, the following changes are in effect:

● The amount you can earn and still be eligible for the
credit has increased to $9,230 if you have no qualify-
ing children, $24,396 if you have one qualifying child,
and $26,673 if you have two or more quallifying
children.

● The credit amount has increased for all persons eligi-
ble for the credit.

● Military personnel stationed outside the United States
on extended active duty are considered to live in the
United States for purposes of the credit.

● Taxpayers claiming the credit on their 1995 tax re-
turns must provide a social security number for each
qualifying child born before November 1, 1995.

● Earned income that is not taxed, such as BAQ, BAS,
and combat pay, will be shown on the W-2s of military
personnel.

● Nonresident aliens must be married to a U.S. citizen
or resident and agree to be treated as U.S. residents
for U.S. tax purposes to be eligible for the credit.



Note. Beginning in 1996, taxpayers who have more the suspension of collection and examination activities
will end approximately 9 months later.than $2,350 in certain investment income will not qualify

for the credit. If you are a spouse of someone serving in the Persian
Gulf area combat zone or you are representing someoneFor more information on the earned income credit,
serving in the combat zone and you need help in filingsee Publication 596, Earned Income Credit.
tax returns or obtaining other tax information, you should
call the IRS at 1–800–TAX–1040 (1–800–829–1040) or
visit the nearest IRS office.Highlights
Useful Items● Pay for service in a combat zone is not taxed if you are

an enlisted member of the U.S. military. If you are a You may want to see:
commissioned officer serving in a combat zone, you
can exclude up to $500 a month from income. Publication

● The deadline for filing tax returns, paying taxes, and
□ 3 Tax Information for Military Personneltaking other actions with the Internal Revenue Service

is automatically extended if you serve in a combat
□ 54 Tax Guide for U.S. Citizens and Residentzone.

Aliens Abroad
● The income tax liability of a member of the Armed

□ 559 Survivors, Executors, and AdministratorsForces is forgiven if the member dies as a result of
service in a combat zone or from a terroristic or mili-

□ 596 Earned Income Credittary action outside the United States.

Form (and Instructions)

□ 1040X Amended U.S. Individual Income TaxIntroduction Return

This publication describes the tax benefits available to □ 1310 Statement of Person Claiming Refund Due
those involved in Operation Desert Shield, Operation A Deceased Taxpayer
Desert Storm, or stationed in the Persian Gulf area com-
bat zone and includes the latest legislative and adminis- □ 2848 Power of Attorney and Declaration of
trative changes. It also includes a Question and Answer Representative
section that will help explain many of the relief provisions

□ 4868 Application for Automatic Extension of Timethat apply to those who have served or are serving in the
To File U.S. Individual Income Tax Returncombat zone, to members of the military reserves not

serving in the combat zone, and to those who had to
leave the Persian Gulf area because of the conflict. Ordering publications and forms.  To order free publi-

Use this publication to find information on the exclu- cations and forms, call 1–800–TAX–FORM (1–800–829–
sion of certain pay for serving in a combat zone, the 3676). You can also write to the IRS Forms Distribution
deadlines for filing income tax returns and taking other Center nearest you. Check your income tax package for
actions involving taxes, and the forgiveness of tax liabil- the address.
ity for persons who die in a combat zone or in a terroristic
or military action. For other tax information affecting ac-

Free tax help.  You can get free tax help from IRStive members of the U.S. Armed Forces, see Publication
throughout the year. Publication 910, Guide to Free Tax3.
Services, describes many of the free tax information and

At the time we went to print, the area designated by services you can receive, including telephone help, next.
the President as a combat zone was still in effect. If you
receive a notice about tax collection or examination from

Telephone help.  You can call the IRS with your taxthe Internal Revenue Service and you are serving in the
questions Monday through Friday during regular busi-U.S. military in the area still designated as a combat
ness hours. Check your telephone book for the localzone, you have been granted relief. Simply mark the no-
number or you can call 1–800–829–1040.tice ‘‘Desert Storm’’ and return it to the IRS. See Exten-

sion of Deadline, later.
In the event the area ceases to be a combat zone (by Telephone help for hearing-impaired persons.  If you

Presidential Executive Order), we will do our best to no- have access to TDD equipment, you can call 1–800–
tify you. Some of the relief provisions, such as the com- 829–4059 with your tax questions or to order forms and
bat zone exclusion, will end at that time. Other provi- publications. See your tax package for the hours of
sions, such as the extension of time to file a return and operation.
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● The Gulf of Aden, and
Combat Zone Exclusion ● The total land areas of Iraq, Kuwait, Saudi Arabia,

Oman, Bahrain, Qatar, and the United Arab Emirates.If you are a member of the U.S. Armed Forces who
The preceding areas make up the Persian Gulf areaserves in a combat zone (defined later), you can exclude

combat zone.certain pay from your income. You do not have to re-
ceive the pay while in a combat zone, but it must be paid
for service performed there or for a period during which

Serving in a Combat Zone you were hospitalized as a result of your service there.
The following military pay can be excluded from your For purposes of the combat zone exclusion, service is
income. performed in the Persian Gulf area combat zone only if it

is performed on or after January 17, 1991. Service in the1) Active duty pay earned in any month you served in a
combat zone includes any periods you are absent fromcombat zone. Also see Qualifying service outside
duty because of sickness, wounds, or leave. If, as a re-combat zone, later, for an exception.
sult of serving in a combat zone, a person becomes a

2) A dislocation allowance if the move begins or ends prisoner of war or is missing in action, that person is con-
in a month you served in a combat zone. sidered to be serving in the combat zone as long as he or

3) A reenlistment bonus if the voluntary extension or she keeps that status for military pay purposes.
reenlistment occurs in a month you served in a
combat zone. Qualifying service outside combat zone.  Military ser-

vice outside a combat zone is considered to be per-4) Pay for accrued leave earned in any month you
formed in a combat zone if:served in a combat zone. The Department of De-

fense must determine that the unused leave was 1) The service is in direct support of military operations
earned during that period. in the combat zone, and

5) Pay received for duties as a member of the Armed 2) The service qualifies you for special military pay for
Forces in clubs, messes, post and station theaters, duty subject to hostile fire or imminent danger.
and other nonappropriated fund activities. The pay
must be earned in a month you served in a combat Military pay received for this service will qualify for the
zone. combat zone exclusion if the other requirements are

met.6) Awards for suggestions, inventions, or scientific
achievements you are entitled to because of a sub-
mission you made in a month you served in a com- Nonqualifying presence in combat zone.  The follow-
bat zone. ing military service does not qualify as service in a com-

bat zone.
Retirement pay does not qualify for the combat zone 1) Presence in a combat zone while on leave from a

exclusion. duty station located outside the combat zone.
Members of the U.S. Armed Forces include commis-

2) Passage over or through a combat zone during asioned officers and enlisted personnel in all regular and
trip between 2 points that are outside a combatreserve units under control of the Secretaries of the De-
zone.fense, Army, Navy, and Air Force. They also include the

Coast Guard. They do not include members of the U.S. 3) Presence in a combat zone solely for your personal
Merchant Marine or the American Red Cross. convenience.

Combat Zone 
Amount of Exclusion A combat zone is any area the President of the United

States designates by Executive Order as an area in If you are an enlisted person or a commissioned warrant
which the U.S. Armed Forces are, or have been, en- officer and you serve in a combat zone during any part of
gaged in combat. An area becomes a combat zone and a month, all of your military pay for that month is ex-
ceases to be a combat zone on the dates the President cluded from your income. You can also exclude military
designates by Executive Order. pay earned while you are hospitalized as a result of

The President has designated by Executive Order wounds, disease, or injury incurred in the combat zone.
12744 the following locations (including airspace) as a The exclusion of your military pay while you are hospital-
combat zone beginning January 17, 1991: ized does not apply to any month that begins more than

2 years after the end of combat activities in that combat● The Persian Gulf,
zone. Your hospitalization does not have to be in the

● The Red Sea, combat zone.
● The Gulf of Oman,
● The part of the Arabian Sea that is north of 10 degrees Hospitalized while serving in the combat zone.  If you

north latitude and west of 68 degrees east longitude, are hospitalized while serving in the combat zone, the
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wound, disease, or injury causing the hospitalization will See the earlier description of a combat zone. How-
be presumed to have been incurred while serving in the ever, for purposes of the deadline extension provision,
combat zone unless there is clear evidence to the combat zone service is performed in the Persian Gulf
contrary. area if it is performed on or after August 2, 1990.

Your deadline for taking actions with the IRS is ex-Example.  You are hospitalized for a disease while in
tended for at least 180 days after the later of:your fourth week of service in a combat zone, and the

disease for which you are hospitalized has an incubation 1) The last day you are in a combat zone (or the last
period of 2 to 4 weeks. The disease is presumed to have day the area qualifies as a combat zone), or
been incurred while you were serving in the combat

2) The last day of any continuous qualified hospitaliza-zone. On the other hand, if the incubation period of the
tion (defined later) for injury from service in the com-disease is one year, the disease would not have been in-
bat zone.curred while you were serving in the combat zone.

Time in a missing status (missing in action or prisoner
Hospitalized after leaving the combat zone.  In some of war) counts as time in a combat zone.
cases the wound, disease, or injury may have been in- In addition to the 180 days, your deadline is also ex-
curred while you were serving in the combat zone even tended by the number of days left for you to take the ac-
though you were not hospitalized until after you left. tion with the IRS when you entered a combat zone. If you

Example.  You were hospitalized for a specific dis- entered the combat zone before the period of time to
ease 3 weeks after you left the combat zone. The incu- take the action began, your deadline is extended by the
bation period of the disease is from 2 to 4 weeks. The entire period of time you have to take the action. For ex-
disease is presumed to have been incurred while serving ample, you had 31/2 months (Jan. 1 – Apr. 17, 1995) to file
in the combat zone. your 1994 tax return. Any days of this 31/2month period

that were left when you entered the combat zone (or the
Officers.  If you are a commissioned officer, you can ex- entire 31/ 2 months if you entered the combat zone by
clude your pay according to the rules just discussed. January 1) are added to the 180 days to find the last day
However, the amount of your exclusion is limited to $500 allowed for filing your 1994 tax return.
of your military pay for each month during any part of Example 1.  Capt. Margaret Jones entered Saudi Ara-
which you served in a combat zone or were hospitalized bia on December 1, 1993. She remained there through
as a result of your service there. Commissioned officers

March 31, 1995, when she departed for the Unitedinclude officers holding a temporary commission.
States. She was not injured and did not return to theIf you are a commissioned warrant officer, you are
combat zone. The deadlines for filing Capt. Jones’ 1993,considered to be an enlisted person and your exclusion
1994, and 1995 returns are figured as follows:is not limited to $500 a month.

The 1993 tax return deadline is January 10, 1996.
Capt. Jones has 285 days (180 plus 105) after her lastForm W-2.  The wages shown in box 1 of your 1995
day in the combat zone, March 31, to file her 1993 in-Form W-2, Wage and Tax Statement, should not include
come tax return. The 105 additional days are the numbermilitary pay excluded from your income under the com-
of days in the 31/2month filing period that were left whenbat zone exclusion provisions.
she entered the combat zone (Jan. 1 – Apr. 15). There
are 105 days in the 1994 filing period.

The 1994 tax return deadline is January 10, 1996.
Capt. Jones has 285 days (180 plus 105) after her lastExtension of Deadline  day in the combat zone, March 31, to file her 1994 in-
come tax return. There are 107 days in the 1995 filingYou are allowed additional time to take care of tax mat-
period.ters if you are a member of the Armed Forces who

The 1995 tax return deadline is not extended be-served in a combat zone. The law provides that certain
cause the 180-day extension period after March 31,periods of time are disregarded in determining whether
1995, ends on September 27, 1995, which is before thethese tax matters are taken care of on time. For ease of
start of the filing period for her 1995 return.understanding, this publication refers to such provisions

Example 2.  Petty Officer Leonard Brown’s ship en-as extensions of deadlines. This ‘‘deadline extension’’
tered the Persian Gulf on January 5, 1994. On Februaryshould not be confused with other parts of the tax law
15, 1994, Leonard was injured and flown to a U.S. hospi-that refer to extensions of time for performing acts.
tal. He remained in the hospital through April 21, 1995.
The deadlines for filing Petty Officer Brown’s 1993,Extension.  The deadline for filing tax returns, paying
1994, and 1995 returns are figured as follows:taxes, filing claims for refund, and taking other actions

The 1993 tax return deadline is January 27, 1996.with the IRS is extended if you serve in the Armed
Petty Officer Brown has 281 days (180 plus 101) afterForces in a combat zone. The deadline for the IRS to
his last day in the hospital, April 21, 1995, to file his 1993take certain actions, such as collection and examination
return. The 101 additional days are the number of daysactions, is also extended.
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in the 31/2month filing period that were left when he en- the combat zone on November 1 (Nov. 1, 1994 – Apr. 15,
1995).tered the combat zone (Jan. 5 – Apr. 15). There are 105

days in the 1994 filing period. He has until January 29 to
Support personnel.  The deadline extension provisionfile his return because January 27 falls on a Saturday.
also applies if you are serving in a combat zone in sup-The 1994 tax return deadline is January 31, 1996.
port of the Armed Forces. This includes Red Cross per-Petty Officer Brown has 285 days (180 plus 105) after
sonnel, accredited correspondents, and civilian person-April 21, 1995, to file his 1994 tax return.
nel acting under the direction of the Armed Forces inThe 1995 tax return deadline is April 15, 1996. The
support of those forces.180-day period after April 21, 1995, ends October 18,

1995, which is before the start of the filing period for his
Qualified hospitalization.  The hospitalization must be1995 return. Leonard has until the normal due date to file
the result of an injury received while serving in the areahis 1995 tax return.
designated as a combat zone. In the case of the PersianExample 3.  Maj. Rob Willard served in the combat
Gulf area, the injury must have occurred between Au-zone from January 1 through July 31, 1995, and was not
gust 2, 1990, and the date the President, by Executiveinjured. He has 285 days (180 plus 105) after his last day
Order, terminates the combat zone. Qualified hospitali-

in the combat zone, July 31, to file his 1994 income tax zation includes:
return. The 105 additional days are the number of days

1) Any hospitalization outside the United States, andthat were left in the 31/2 month filing period when he en-
tered the combat zone (January 1 – April 15). His 1994 2) Up to 5 years of hospitalization in the United States.
tax return is due by May 11, 1996. He has until May 13 to

Actions extended.  The actions to which the deadlinefile his return because May 11 falls on a Saturday.
extension provision applies include:The due date of Maj. Willard’s 1995 return is also ex-

tended because part of the 180-day extension period 1) Filing any return of income, estate, or gift tax (ex-
falls within the filing period for his 1995 return. He has cept employment and withholding taxes),
285 days (180 plus 105) after his last day in the combat 2) Paying any income, estate, or gift tax (except em-
zone, July 31, 1995, to file his 1995 return. The 105 addi- ployment and withholding taxes),
tional days are the number of days in the 31/2 month filing

3) Filing a petition with the Tax Court for redetermina-period for 1995 returns that he has after the 180-day ex-
tion of a deficiency, or for review of a Tax Courttension period ends on January 27, 1996. Under this
decision,provision, his 1995 return is due by May 12, 1996. He

4) Filing a claim for credit or refund of any tax,has until May 13 to file his return because May 12 falls
on a Sunday. 5) Bringing suit for any claim for credit or refund,

6) Purchasing a replacement residence to postpone
Note.  If you know that you cannot file your return by paying tax on the gain on the sale of the old

the extended deadline, you can file Form 4868, Applica- residence,
tion for Automatic Extension of Time to File U.S. Individ-

7) Making a qualified retirement contribution to an IRA,ual Income Tax Return, by the extended deadline. Filing
8) Allowing a credit or refund of any tax by IRS,Form 4868 will give you an additional 4 months to file

your return. It will not extend the time you have to pay 9) Assessment of any tax by the IRS,
any tax you owe. You must make an estimate of your tax 10) Giving or making any notice or demand by the IRS
for the year with the form. See the instructions for Form for the payment of any tax, or for any liability for any
4868 for more information. tax,

In the above example, if Maj. Willard files Form 4868 11) Collection by the IRS of any tax due, and
by May 13, 1996, he can extend the final date for filing

12) Bringing suit by the United States for any tax due.his 1994 return to September 12, 1996. Likewise, if he
files Form 4868 for 1995 by May 13, 1996, he has until

If the IRS takes any actions covered by these provi-September 12, 1996, to file his 1995 return.
sions or sends you a notice of examination before learn-

Example 4.  You generally have 3 years from April 15, ing that you are entitled to an extension of the deadline,
1992, to file a claim for refund against your timely filed you do not have to take any action. Simply return the no-
1991 income tax return. If you wish to amend that return, tice with ‘‘Desert Storm’’ written across the top. No pen-
your claim normally must be filed by April 15, 1995. How- alties or interest will be imposed for failure to file a return
ever, if you served in the combat zone from November 1, or pay taxes during the extension period.
1994, through March 23, 1995, and were not injured, You can choose to take an action during the exten-
your deadline for filing that claim is extended 346 days sion period even though the deadline for that action is
(180 plus 166) after you leave the combat zone. This ex- extended. For example, you may want to file a return to
tends your deadline to March 4, 1996. The 166 addi- receive any refund due. See Filing Returns, later.
tional days are the number of days in the 3-year period Interest.  If your returns are timely filed after applying
for filing the refund claim that were left when you entered the deadline extension, the IRS will pay interest on:
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● Your 1991 refund from April 15, 1992, There are other provisions that extend the time for fil-
ing your return. See the instructions for your tax return or

● Your 1992 refund from April 15, 1993,
Publication 3 for more information.

● Your 1993 refund from April 15, 1994,

Where to file.  Military members follow the same rules● Your 1994 refund from April 15, 1995, and
as taxpayers in general concerning where to file. You

● Your 1995 refund from April 15, 1996. should file your return with the Internal Revenue Service
Center for the place where you reside. The instructions

Spouses.  Spouses of individuals who served in a com- for Forms 1040, 1040A, and 1040EZ give the addresses
bat zone are entitled to the same deadline extension for the service centers. If you are overseas and have an
with two exceptions. APO or FPO address, file your return with the Internal

Revenue Service Center, Philadelphia, PA 19255.1) The extension does not apply to a spouse for any
tax year beginning more than 2 years after the last
day the area qualifies as a combat zone.

2) The extension does not apply to a spouse for any Decedents period the qualifying individual is hospitalized in the
United States for injuries incurred in a combat zone. This section discusses the special tax forgiveness provi-

sions that apply to individuals who:
Not in a combat zone.  If you are a reservist called to

1) Die while serving in a combat zone or from wounds,active duty or a regular military member but are not in a
disease, or injury incurred while serving in a combatcombat zone, you may still qualify to defer the payment
zone, orof back taxes. To qualify, you must be serving your initial

period of service and you must show that your ability to 2) Die from wounds or injury incurred in a terroristic or
pay the back taxes has been materially impaired. See military action outside the United States while a
the answers to questions 3A, B, and C under Part 2 in the U.S. employee.
Question and Answer section of this publication for more

This section also explains how to claim this special taxinformation.
forgiveness.

For other information concerning decedents, seeFiling Returns 
Publ icat ion 559, Survivors,  Executors,  and

You can choose to file your return before the end of your Administrators.
extension period. When you file, write ‘‘Desert Storm’’ at
the top of your return and on the envelope in which you Combat Zone Forgiveness mail it. This will alert the IRS that you are entitled to the

If a member of the U.S. Armed Forces dies while on ac-various forms of relief mentioned earlier.
tive service in a combat zone or from wounds, disease,If you are acting on behalf of someone still serving in
or other injury received in a combat zone, the decedent’sthe Persian Gulf area combat zone and you do not have
entire income tax liability is forgiven for the year deatha power of attorney from that person specifying that you
occurred and for any earlier tax year beginning with thecan handle federal tax matters, the IRS will accept a
year before the year in which the wounds, disease, orgeneral power of attorney or other statement signed by
other injury occurred. That tax liability is also forgiven forthe person that authorizes you to act on his or her be-
any earlier tax year in which the member served at leasthalf. A copy of the form or statement must be attached
one day in a combat zone. Any forgiven tax liability thatto the tax return.
has already been paid will be refunded, and any unpaidIf it is not possible for the spouse of someone serving
tax liability at the date of death will be forgiven.in the Persian Gulf area combat zone to obtain that per-

In addition, any unpaid taxes for prior years will be for-son’s signature on a joint return, power of attorney, or
given, and any prior year taxes that are paid after date ofother signed authorization to act on his or her behalf, the
death will be refunded.IRS will accept a written statement explaining that the

This forgiveness provision also applies to a memberhusband or wife is serving in the combat zone. The
of the Armed Forces serving outside the combat zone ifstatement must be signed by the spouse filing the tax re-
the service:turn and attached to the return.
1) Was in direct support of military operations in the

zone, andOutside the combat zone.  If you do not qualify for the
deadline extension provision, your 1995 return is due by 2) Qualified the member for special military pay for
the normal due date, April 15, 1996 (June 17, 1996, if duty subject to hostile fire or imminent danger.
you are stationed outside the United States and Puerto
Rico on April 15 (June 15 falls on a Saturday.)). Interest For a description of the combat zone, see Combat Zone,
on any unpaid tax will be charged from April 15. earlier.
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Missing status.  The date of death for a member of the 2) File Form 1040X if a tax return has been filed. A
separate Form 1040X must be filed for each year inArmed Forces who was in a missing status (missing in
question.action or prisoner of war) is the date his or her name is

removed from missing status for military pay purposes.
These returns and claims must be filed with the Inter-This is true even if death actually occurred earlier.

nal Revenue Service Center, P.O. Box 267, Covington,
KY 41019, Attn: Stop 28, Desert Storm —KIA (or KITA, ifTerroristic or Military Action it is not associated with the Persian Gulf area combat
zone).Forgiveness 

All returns and claims must be identified by writingTax liability is forgiven for an individual who:
‘‘Desert Storm — KIA’’ (or ‘‘KITA’’) in bold letters on the

1) Is a military or civilian U.S. employee at death, and top of page 1 of the return or claim. On Forms 1040 and
1040X, the phrase ‘‘Desert Storm — KIA’’ (or ‘‘KITA’’)2) Dies from wounds or injury incurred while a U.S. em-
must be written on the line for ‘‘Total tax.’’ployee in a terroristic or military action outside the

An attachment that includes a computation of the de-United States.
cedent’s tax liability before any amount is forgiven and
the amount that is to be forgiven should accompany anyThe forgiveness applies to the tax year death oc-
return or claim. For joint returns, see Joint returns, later.curred and to any earlier tax year beginning with the year

Necessary documents.  The following documentsbefore the year in which the wounds or injury occurred. A
must accompany all returns and claims for refund:terroristic or military action is any terroristic activity

primarily directed against the United States or its allies 1) Form 1310, Statement of Person Claiming Refund
or any military action involving the U.S. Armed Forces re- Due a Deceased Taxpayer.
sulting from violence or aggression (or the threat of vio- 2) A certification from the Department of Defense or
lence or aggression) against the United States or its the Department of State.
allies.

Any multinational force in which the United States For military employees and civilian employees of the
participates is considered an ally of the United States. Department of Defense, certification must be made by

that Department on Form DOD 1300, REPORT OF CAS-Example.  Army Private John Kane died in 1995 of
UALTY. For civilian employees of all other agencies,wounds incurred outside the United States in a terroristic
certification must be a letter signed by the Director Gen-attack in 1993. His income tax liability is forgiven for all
eral of the Foreign Service, Department of State, or histax years from 1992 through 1995. Refunds are allowed
or her delegate. The certification must include the de-for the tax years for which the period for filing a claim for
ceased individual’s name and social security number,refund has not ended.
the date of injury, the date of death, and a statement that
the individual died in a combat zone or from a terroristic

Claims for Tax Forgiveness or military action outside the United States. If the individ-
ual died as a result of a terroristic or military action, theIf either of these tax-forgiveness provisions (combat
statement must also include the fact that the individualzone forgiveness or terroristic or military action forgive-
was a U.S. employee at the date of injury and at the dateness) apply to a prior year’s tax that has been paid and
of death.the period for filing a refund claim has not ended, the tax

If the certification has been received, but there is notwill be refunded. If any tax is still due, it will be canceled.
enough tax information to file a timely claim for refund,The normal period for filing a claim for credit or refund of
Form 1040X must be filed along with Form 1310 and aincome tax is 3 years from the time the return was filed or
statement that an amended claim will be filed as soon as2 years from the time the tax was paid, whichever is
the necessary tax information is available.later.

If death occurred in a combat zone or from wounds,
Joint returns.  Only the decedent’s part of the joint in-disease, or injury incurred in a combat zone, the dead-
come tax liability is eligible for the refund or tax forgive-line for filing a claim for credit or refund is extended using
ness. To determine the decedent’s part, the person filingthe rules discussed earlier under Extension of Deadline.
the claim must:

1) Figure the income tax for which the decedent wouldProcedures for claiming forgiveness.  If the individual
have been liable as if a separate return had beendied in a combat zone or in a terroristic or military action,
filed.use the following procedures in filing a claim for tax

forgiveness: 2) Figure the income tax for which the spouse would
have been liable as if a separate return had been1) File Form 1040 if a tax return (Form 1040, 1040A, or
filed.1040EZ) has not been filed for the tax year. Form

W-2, Wage and Tax Statement, must accompany 3) Multiply the joint tax liability by a fraction. The top
the return. number of the fraction is the amount in (1), above.
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The bottom number of the fraction is the total of (1) Residents of community property states.  If the dece-
dent was domiciled in a community property state andand (2).
the surviving spouse reported half of the military pay on
a separate return, the spouse can get a refund of taxesThe amount in (3) is the decedent’s tax liability that is eli-
paid on his or her share of the pay for the years involved.gible for the refund or tax forgiveness. If you are unable
The forgiveness of unpaid tax on such military pay wouldto complete this process, you should attach a statement
also apply to the half owed by the surviving spouse forof all income and deductions, indicating which belong to
the years involved.

each spouse, and the IRS will make the proper division.
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Questions and Answers 

This section answers the tax ques- 3) My husband and I are both en- qualify for the combat zone
exclusion?tions most often asked about the listed personnel who served in

Persian Gulf area combat zone. the U.S. Armed Forces in the
Yes. Members of the U.S. ArmedThe section is divided into two combat zone. Are we both enti-
Forces who perform military serviceparts: tled to the income tax exclusion
in an area outside the combat zonefor military pay?Part 1 — Questions about those qualify for the combat zone exclu-

serving in the combat zone, sion if their service is in direct sup-Yes. Each of you qualifies for the in-
and port of military operations in thecome tax exclusion for your military

combat zone and they receive spe-Part 2 — Questions about mili- pay.
cial pay for duty subject to hostiletary members not serving in
fire or imminent danger. Becausethe combat zone and non- 4) What is the duration of the mil-
you meet these two conditions ascombatants who had to leave itary pay exclusion for active ser-
determined by the Department ofthe Persian Gulf area be- vice in the U.S. Armed Forces in
Defense, your military compensa-cause of the crisis. the combat zone?
tion for active service (including the
imminent danger pay) is treated asThe exclusion applies to military

Part 1 — Serving in Combat if you were serving in the combatpay for any month during any part of
zone.Zone which an enlisted person or a com-

missioned officer serves in the
Combat Zone Exclusion 8) I was in a ‘‘missing in action’’combat zone.

status as a result of active ser-
vice in the U.S. Armed Forces in1) I am a member of the U.S. 5) When will the current combat
the combat zone. Is my militaryArmed Forces who was assigned zone designation end?
pay taxable while I was carried into the Persian Gulf area combat
this missing status?zone. Is any part of my military The current combat zone designa-

pay for serving in the combat tion will end when the President is-
No. A member of the U.S. Armedzone excluded from taxation? sues an Executive Order with a spe-
Forces in active service in a combatcific termination date.
zone who is missing in action or be-Yes. Military pay (compensation)
comes a prisoner of war is deemedenlisted personnel receive for ac- 6) If I was injured and hospital- to continue in active service in thetive service in an area designated ized while serving in the U.S. combat zone for military pay pur-by the President as a combat zone Armed Forces in the combat poses. The combat zone exclusionis excluded from gross income. zone, is any of my military pay continues to apply to the same ex-Commissioned officers have a simi- excluded from taxation? tent provided in question (1).lar exclusion, but it is limited to $500

per month. The areas designated Yes. Military pay received by en-
9) My wife served in the U.S.by the President as a combat zone listed personnel who are hospital-
Armed Forces in the combatwere listed earlier. ized as a result of injuries sustained zone and will be eligible for dis-

while serving in a combat zone is charge. If she is discharged, will
not included in gross income. Com-2) While serving in the U.S. the payment for the annual leave
missioned officers have a similarArmed Forces in the combat that she accrued during her ser-
exclusion, but it is limited to $500zone as an enlisted man, I was vice in the combat zone be ex-
per month. These exclusions fromtemporarily appointed as a com- cludable from gross income?
gross income for hospitalized en-missioned officer. How do I de-
listed personnel and commissionedtermine the amount of my mili- Yes. Accrued annual leave pay-
officers end 2 years after the datetary pay that is excludable from ments accrued during active ser-
of termination of combatant activi-gross income? vice in a combat zone and paid to
ties in the combat zone. enl isted members of the U.S.

You are entitled to exclude from Armed Forces at the time of their
7) I received imminent dangergross income the entire amount of discharge from the service are ex-
pay for military service in theyour compensation for your active cludable from gross income. If your
U.S. Armed Forces outside theservice below the grade of commis- wife is a commissioned officer, this
combat zone that was in directsioned officer and up to $500 per exclusion cannot exceed $500 per
support of military actions insidemonth of your compensation for month, after taking into account any
that zone, as determined by theyour active service as a temporary other military pay for that same pe-
Department of Defense. Do Icommissioned officer. riod of service.
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10) My brother, who is a civilian Yes. In general, all time limitations 17) Do the deadline extension
that apply to his federal taxes are provisions apply only to mem-in the merchant marine, was on a
suspended for the period of his bers of the U.S. Armed Forcesship that transports military sup-
combat zone service plus 180 addi- who served in the combat zone?plies between the United States
tional days. Interest and penaltiesand the Persian Gulf. Is he enti-

No. The deadline extension provi-will not be charged for the suspen-t led to the combat zone
sions also apply to individuals whosion period.exclusion?
served in a combat zone in support
of the U.S. Armed Forces, such asNo. Those serving in the merchant 14) Assuming the same facts as
Red Cross personnel, accreditedmarine are not members of the U.S. in question 13, would my son still
correspondents, and civilian per-Armed Forces. The combat zone have an extension for filing and
sonnel acting under the direction ofexclusion applies only to members paying his federal income taxes
the U.S. Armed Forces in support ofof the U.S. Armed Forces. The term if he has unearned income from
those forces.‘ ‘Armed Forces of the United investments?

States’’ is defined to include all reg-
Yes. The extension applies withoutular and reserve components of the 18) My husband is a private busi-
regard to the source of your son’suniformed services that are under nessman working in Saudi Arabia
income.the control of the Secretaries of De- on nonmilitary projects. Is he en-

fense, Army, Navy, and Air Force, titled to a combat zone deadline
as well as the Coast Guard. extension?15) Assuming the same facts as

in question13, will the extension
No. Other than military personnel,of deadline provisions continue11) Can members of the U.S.
only individuals serving in a combatto apply if my son is hospitalizedArmed Forces who served in the
zone in support of the U.S. Armedas a result of an injury sustainedPersian Gulf area combat zone in
Forces can benefit from the dead-in the Persian Gulf area?Operation Desert Shield exclude
line extension provisions.military pay received for such

Yes. The suspension provisions willservices performed during 1990?
apply for an unlimited period while 19) My son is a civilian chemical
your son is continuously hospital-No. Desert Shield service before decontamination specialist who
ized outside the United States as aJanuary 17, 1991, was not active was in Saudi Arabia training U.S.
result of injuries sustained whileservice in a combat zone, and Armed Forces personnel serving
serving in the Persian Gulf combatmembers of the U.S. Armed Forces in the combat zone. Can he use
zone. For hospitalization inside thecannot exclude their military pay re- the deadline extension
United States, the extension periodceived for that service. provisions?
cannot be more than 5 years.

Extension of Deadline Yes. Your son was serving in a
combat zone in support of the U.S.16) I was receiving imminent

12) I served in Operation Desert Armed Forces, and the deadline ex-danger pay for military service in
Shield. I understand that the tension provisions are available tothe U.S. Armed Forces outside
deadline for performing certain him.the combat zone that was in di-
actions required by the internal rect support of military actions
revenue laws is extended as a re- 20) I am a member of the U.S.inside that zone, as determined
sult of my service. On what date Armed Forces who served in theby the Department of Defense.
did these tax benefits begin? combat zone. Do the extensionDo the extension of deadline

of deadline provisions apply toprovisions apply to me?
The deadline extension provisions my husband who was in the
apply to most tax actions required Yes. Members of the U.S. Armed United States?
after August 2, 1990, or the date Forces who performed military ser-
you began serving in the Persian vice in an area outside the combat Yes. The deadline extension provi-
Gulf area combat zone, whichever zone qualify for the deadline exten- sions apply not only to members
is later. sion if their service was in direct who serve in the U.S. Armed

support of military operations in the Forces (or in support thereof) in the
13) My son is a member of the U. combat zone and if they received combat zone, but to their spouses
S. Armed Forces who served in special pay for duty subject to hos- as well. However, any extension of
the Persian Gulf area combat tile fire or imminent danger. Be- time associated with your hospitali-
zone. Is he entitled to an exten- cause you meet these two condi- zation inside the United States
sion of time for filing and paying t ions,  as determined by the would not apply to your husband.
his federal income taxes? Are Department of Defense, you are The deadline extension provisions
any assessment or collection treated as if you were serving in the for your husband do not apply for
deadlines extended? combat zone. any tax year beginning more than 2
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years after termination of the com- replacement residence yet. He is She was injured on her job,
bat zone. in the U.S. Armed Forces and re- which involved the production of

ported to active duty in the Per- equipment used by the U.S.
sian Gulf area on October 1, Armed Forces in the combat21) Assuming the same facts as
1994. Do the extension of dead- zone. Do the deadline extensionin question 20, will my husband
line provisions apply to the pe- provisions apply to her?have to file a joint tax return in
riod we have to replace our oldorder to benefit from the dead-

No. These provisions do not applyresidence to defer gain on thatline extension provisions?
to your daughter because she wasresidence?

No. The deadline extension applies not serving in the combat zone in
Yes. The running of the replace-to both spouses whether joint or support of the U.S. Armed Forces.
ment period is suspended for theseparate returns are filed. If your
period your husband is in the Per-husband chooses to file a separate 28) Do the deadline extension
sian Gulf combat zone plus 180return, he generally will have the provisions apply to taxes other
days. Your replacement periodsame extension of time to file and than the income tax?
starts again after the end of the 180pay his taxes that you do.
day period after he leaves the com- Yes. The deadlines for federal,
bat zone. Because your husband state, and gift taxes are also ex-22) My husband served in the
was overseas on extended active tended. However, other deadlines,U.S. Armed Forces in the combat
duty (more than 90 days) your re- such as the payment of withholding,zone. In 1995, our son, who is 12
maining replacement period is 8 employment, and corporate taxes,years old, received $700 of inter-
years minus the 19 months of the are not affected by the deadline ex-est income. Our daughter, who is
time already used (March 1, 1993, tension provisions.17 years old, received $2,000 of
to September 30, 1994).earned income from part-time

Decedents work and $900 of interest in-
25) Will the IRS assess estimatedcome. We claim both children as

29) What is the income tax liabil-tax penalties against my brotherdependents on our federal in-
ity of a member of the U.S.who served in the U.S. Armedcome tax returns. Do the exten-
Armed Forces who wasForces in the Persian Gulf areasion of deadline provisions apply
wounded and died on Januarycombat zone from August 1994to our children?
18, 1995, while in active servicethrough January 1995? He did
in the combat zone?Yes. The deadline extension provi- not make the third and fourth es-

sions apply to your dependent chil- timated tax payments for 1994.
In general, when a member of thedren to the same extent that they
U.S. Armed Services dies in a com-No. When your brother files hisapply to you. However, since your
bat zone or as a result of injuries in-1994 federal income tax return, heolder child may be entitled to a re-
curred in a combat zone, the mem-should write ‘‘Desert Storm’’ at thefund of tax, she may want to file her
ber’s income tax liability is forgiventop of the return.tax return to obtain her refund.
for the year of death, for any earlier
tax year beginning with the year26) My son, who is a member of23) My wife is a member of the
prior to the year of injury, and forthe U.S. Armed Forces, was on aU.S. Armed Forces and served in
any other prior years beginning withpayment plan with the IRS forthe combat zone. Can she make
the year in which the individual firstback taxes before he was as-a timely qualified contribution
served in the combat zone. In addi-signed to the combat zone. Whatfor 1994 to her individual retire-
tion, any income tax that is unpaidshould be done now that he isment account (IRA) after April
at the date of death is forgiven. Theback from the combat zone?15, 1995, and before the due date
member’s income tax liability forof her 1994 income tax return af-
1994 and 1995 and any unpaid taxThe IRS office where your son waster applying the deadline exten-
owed for years before 1994 aremaking payments should be con-sion provisions?
forgiven.tacted. Because your son was serv-

ing in the combat zone, he will notYes. Your wife can make a timely
have to make payments on his past 30) What is the income tax liabil-qualified contribution for 1994 to
due taxes for his period of service in i ty of a member of the U.S.her IRA by the extended deadline
the combat zone plus 180 days. No Armed Forces whom the Depart-for filing her 1994 income tax return
penalty or interest will be charged ment of Defense certified was in-under the deadl ine extension
during the extension period. jured on January 7, 1992, andprovisions.

died on January 10, 1993, as a re-
sult of serving in the Persian Gulf24) My husband and I sold our 27) My daughter lives in the
Desert Shield area mil i taryprincipal residence on March 1, United States and is a civilian em-
action?1993, and we have not bought a ployee of a defense contractor.
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In general, when a member of the 33) How will my military pay for unpaid tax will be charged from
active service in the U.S. ArmedU.S. Armed Services dies as a re- April 15.
Forces in the combat zone be re-sult of wounds or injury incurred in a For married persons filing a joint
ported on my 1995 Form W-2?military action, the member’s tax li- return, only one spouse needs to

ability is forgiven for the year of meet the requirement to qualify for
Military pay for your active servicedeath and for any earlier tax year the extension.
in the combat zone that is not taxa-beginning with the year prior to the If you use the 2-month extension
ble will not be reported on Form W-year of injury. The member’s in- to June 15, attach a statement to
2 in the box marked ‘‘Wages, tips,come tax liability is forgiven for your return explaining how you
other compensation.’’ However,1991, 1992, and 1993. qualify. Interest on unpaid tax will
earned income that is not taxable, be charged from April 15.
such as combat pay, allowances for

You may also have additional31) What is the income tax liabil- quarters and subsistence (BAQ and
time to file beyond the June 15 ex-ity of a civilian employee of the BAS), and certain in-k ind
tended filing date. See your taxDepartment of Defense whom equivalents will be reported in box
form instructions or Publication 3the Department certified died 13. Basic pay (including combat
for more information.February 25, 1995, as a result of pay) is subject to FICA tax and will

injury received on December 15, be reported in the box marked ‘‘So-
3A) Because I am a reservist1994, during the Persian Gulf mil- cial security wages.’’
called to active military duty, Iitary action?

Part 2 — Not Serving in am unable to pay past due fed-
The employee’s income tax liability Combat Zone eral income taxes that I owe. Can
is forgiven for 1993 through 1995. I get an extension of time to pay
See Q & A 30 for the tax forgive- 1) As a reservist called to active an income tax assessment for
ness rules when death results from duty, I receive allowances similar these back taxes?

to those provided to regular mili-a military action.
Yes. You may be able to qualify fortary personnel. Are these al-

Miscellaneous lowances exempt from tax? an extension. Reservists called to
active duty and regular military per-

Some allowances you may receive32) My daughter was a member sonnel may request a deferment of
are tax free. These include BAQof the U.S. Armed Forces serving the collection of past due tax. If
(basic allowance for quarters), BASin the combat zone. She made granted, no penalty or interest will
(basic allowance for subsistence),collect calls to me here in the be charged on the back taxes for
certain family allowances, and uni-U.S. Are these calls exempt from the period of time the deferment is
form allowances for officers andthe federal excise tax on tele- in effect.
enlisted personnel.phone service? You have to meet certain condi-
However, as with the regular mili- tions to be eligible for a deferment.
tary, special pay for foreign or haz-Yes. Telephone calls that originate In addition, approval for the defer-
ardous duty is subject to tax.within the combat zone and that are ment must be granted by the IRS.

See Publication 3 for a completemade by members of the U.S. To qualify for a deferment, you have
list of allowances and paymentsArmed Forces serving there are ex- to be serving in your ‘‘initial period
that are are not taxable. It also listsempt from the federal excise tax on of service,’’ and you have to show
payments and bonuses that aretoll telephone service, provided a that your ability to pay the back
taxable to military personnel.properly executed certificate of ex- taxes has been ‘ ‘mater ia l ly

emption is furnished to the person impaired.’’
2) I am a member of the U.S.receiving payment for the call. The The ‘‘initial period of service’’ isArmed Forces assigned over-exemption certificate should be defined as the period of active dutyseas. Do I have to file my returnsigned and dated by the telephone following recall to active duty fromby April 15?

subscriber and contain the follow- an inactive reserve or National
ing information: the amount, time, Guard unit. For regular military per-No. U.S. military personnel on duty
date, and place of origin of the call; sonnel, it is the period following in-outside the United States and Pu-
the name of the person who called duction or first enlistment in theerto Rico on the due date of their re-
from the combat zone and a state- armed forces or the first period ofturn are allowed an automatic ex-
ment that such person was a mem- reenlistment for a person who hastension until June 15 for filing their

been out of the service for a year orber of the U.S. Armed Forces per- federal income tax return. This
more. For an officer, the initial pe-forming service in the combat zone; means that if your return is due April
riod of service is limited to twothe name and address of the tele- 15, 1996, you have until June 17,
years of active service after one ofphone subscriber; and the name of 1996 (June 15 falls on a Saturday),
the above occurrences.the telephone carrier. to file your return. Interest on any
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To show ‘‘material impairment,’’ will qualify for a deferment of pay- 6) I sold my house just before I
you will need to show that your in- ment on their back taxes, without was called up to active duty. How
come dropped as a result of going interest, if their ability to pay has long do I have to replace it and
into military service. been materially impaired. still postpone tax on the gain?

In those instances where they do
The general rule is that you cannot meet this test, the IRS generally3B) How would I seek approval
postpone paying tax on capitalwill grant a reduction of interest tofrom IRS to defer payment of
gains from the sale of a principalthe 6% rate on taxes owed beforeback income tax if my active re-
residence if you buy a new onethey entered active service. Thisserve duty causes a financial
within 2 years before or 2 years af-applies to reservists and regularhardship?
ter you sold the old one. If you aremilitary personnel during their pe-
on extended active duty in theIf you have a current payment riod of active service.
Armed Forces, the time for replac-agreement, you must make a writ-
ing your old residence is extendedten request for deferment to the 4B) Will the money I save due to
for 2 more years. This extension al-IRS office where you have the a reduced interest rate on any
lows you up to 4 years after sellingagreement. outstanding debt need to be re-
an old residence to replace it andIf you have received a notice re- ported as taxable income on my
still postpone the gain. Extendedquesting payment, you must make tax return?
active duty is defined as a call up foryour written request for deferment
more than 90 days or for an indefi-to the IRS office that issued the No. The portion of interest you are
nite period.notice. not charged (the amount over 6%)

If you are on extended activeis not taxable.In either of these situations, you
duty outside the United States, themust include your name, social se- However, if you itemize deduc-
replacement period describedcurity number, monthly income and tions on your tax return, you may
above is suspended until 1 year af-source of income before military end up with smaller interest deduc-
ter the last day you are stationedservice, current monthly income, tions, particularly for deductible
outside the country. However, themilitary rank, date you entered mili- mortgage interest. This would have
total replacement period is limitedtary service, and date you are eligi- the effect of increasing your taxable
to 8 years after you sold your oldble for discharge. If possible, en- income. You will need to consider
residence.closing a copy of your orders would whether you should make adjust-

If you served in the Persian Gulfbe helpful. ments to withholding or estimated
area combat zone, the time for re-tax payments to make sure you paidThe IRS will review your request
placing your residence is further ex-enough tax prior to filing.and advise you in writing of their
tended for the time you served indecision.
the combat zone plus 180 days.Should you need further assis- 5) Will I still be covered by my
See question 24 in Part I.tance, you can call the IRS at 1– employer-provided health plan

800–829–1040 to discuss your when I report for active duty as a
7A) Because my wife is beingsituation. reservist?
called up to active military re-

Any employer who provides em- serve duty, it will not be easy to3C) How much additional time
ployee health plan coverage, in- get her signature on tax returnswill I have to pay back taxes if
cluding a group health plan, must or other documents. Will the IRSdeferment is granted?
allow the Service member to elect accept my signature only?
to continue personal coverage andIf your request for deferment is

No. On a joint income tax return, thecoverage for his or her dependentsgranted by the IRS, you will be able
signatures of both husband andduring the Service member’s ab-to defer payment of back taxes until
wife are needed. To avoid mailingsence for up to 18-months or the6 months after the end of your initial
tax documents to your spouse today after the date the person is re-period of service.
obtain a signature, the IRS encour-quired to apply for, or return to, a
ages taxpayers in this situation toposition of employment and fails to4A) I have heard a lot about how
obtain a power of attorney. Thisdo so, whichever occurs first. A per-reservists called to active duty
empowers someone else to signson who elects to continue healthcan get the interest rate on any
the income tax return on behalf of aplan coverage may be required tooutstanding debt reduced to 6%.
taxpayer who is unable to do so be-pay up to 102 percent of the full pre-Will the IRS also reduce the inter-
cause of absence or disability.mium under the plan. However, aest to 6% for back taxes that I

person on active duty for less than A properly completed Formowe?
31 days cannot be required to pay 2848, Power of Attorney and Decla-

Yes. However, reservists who have more than the employee share, if ration of Representative, should be
been called to active duty generally any, for the coverage. used for this purpose. However, the
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IRS will accept a properly com- with a copy of the general power of can call 1–800–829–1040 to find
pleted general power of attorney the VITA site nearest you.attorney.
that specifically authorizes a per- Taxpayers living abroad can get
son to prepare, execute, and file in- information about overseas tax as-
come tax returns. A copy of the sistance locations by calling their8) My husband is a civilian work-
power of attorney should be at- nearest U.S. embassy or consulate.ing in Saudi Arabia on nonmili-
tached to any return or document In addition, VITA help is offered attary projects. Until this year he
which you are signing for your numerous U.S. military bases andalways prepared our tax returns.
spouse. other overseas locations. ContactNow that he’s not home, where

your JAG officer or the IRS for morecan we get help?
7B) My brother is currently serv- information.
ing on active duty. Before he left, The IRS has overseas offices in
he completed a general power of Riyadh, Bonn, London, Mexico City,Free help is available from IRS tax
attorney form provided by his re- Nassau, Ottawa, Paris, Rome, San-assistors by calling 1–800–829–
serve unit. This authorizes me tiago, Singapore, Sydney, and To-1040. You can also call 1–800–
generally to act for my brother kyo. Overseas military and civilian829–3676 to order any of the nearly
and specifically to prepare, exe- taxpayers also can get information

150 free tax information publica-cute, and file income tax returns. and answers to their tax questions
tions or call 1–800–829–4477 to lis-Yesterday, I received a letter by calling the IRS International tax
ten to a series of recorded tax infor-from the IRS stating that an ad- assistance office in Washington,
mation tapes.justment had been made to his D.C. at 202–874–1460. ð

During the January through April1993 tax return. Will this power
15 tax filing season, Volunteer In-of attorney allow me to discuss
come Tax Assistance (VITA) isthis account with IRS?
available throughout the country to
help persons with relatively simpleYes. However, you will need to pro-
tax returns. During that time, youvide the IRS office that you contact
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