
Separate Reporting of
Nonstatutory Stock Option
Income in Box 12 of the
Form W–2, Using Code V,
Mandatory for Year 2003

Announcement 2002–108

I. PURPOSE

This announcement reminds taxpayers
that as provided in Announcement 2001–
92, 2001–2 C.B. 301, the reporting of com-
pensation resulting from employer-provided
nonstatutory stock options in box 12 of the
Form W–2, using Code V, is mandatory for
Forms W–2 issued for the year 2003 and
subsequent years. This announcement is
consistent with the 2003 Form W–2 and its
instructions that the Service intends to pub-
lish near the same time as the publication
of this announcement.

II. BACKGROUND

When an employee (or former employee)
exercises nonstatutory stock options, em-
ployers are required to report the excess of
the fair market value of the stock received
upon exercise of the option over the amount
paid for that stock. That amount is reported
on Form W–2 in boxes 1, 3 (up to the so-
cial security wage base), and 5.

Announcement 2000–97, 2000–2 C.B.
557, advised employers that, beginning for
2001 Forms W–2, income from the exer-
cise of nonstatutory stock options would
also be required to be reported in box 12
and identified by a new code, Code V —
Income from the exercise of nonstatutory
stock options.

In response to employer concerns, An-
nouncement 2001–7, 2001–1 C.B. 357, sub-
sequently provided the relief that the use
of Code V would be optional for the 2001
Forms W–2. Announcement 2001–92 ex-
tended the relief so that the use of Code V
would be optional for the 2002 Forms W–2.

Announcement 2001–92 further re-
quested public comment and suggestions re-
garding potential methods that would enable
more efficient and cost effective means of
collecting the information that would be re-
ported using Code V. Specifically, An-
nouncement 2001–92 requested proposals
for better and less burdensome methods of
collecting the information about employee
income that arises from the exercise of non-
statutory stock options, including informa-
tion about the presence and amount of
nonstatutory stock option income on an em-
ployee (or former employee) basis. An-
nouncement 2001–92 noted that absent
further guidance, the Code V reporting re-
quirement would be mandatory for 2003
Forms W–2.

III. FORM W–2, CODE V REPORTING
MANDATORY FOR 2003 FORMS W–2

Treasury and the Service determined that
none of the alternatives suggested in the
comments received would provide com-
plete and accurate information of the type
that will be reported through the use of
Code V. Accordingly, consistent with An-
nouncement 2001–92, the reporting of com-
pensation resulting from employer-provided
nonstatutory stock options in box 12 of the
Form W–2, using Code V, is mandatory for
Forms W–2 issued for the year 2003 and
subsequent years in accordance with the
Form W–2 and its instructions.

IV. DRAFTING INFORMATION

The principal author of this announce-
ment is Stephen Tackney of the Office of
Division Counsel/Associate Chief Coun-
sel (Tax Exempt and Government Enti-
ties). For further information regarding this
announcement, contact Stephen Tackney at
(202) 622–6040 (not a toll-free number).

in section 170(c)(2) of the Internal Rev-
enue Code of 1986 is listed below.

Generally, the Service will not disal-
low deductions for contributions made to
a listed organization on or before the date
of announcement in the Internal Revenue
Bulletin that an organization no longer
qualifies. However, the Service is not pre-
cluded from disallowing a deduction for any
contributions made after an organization
ceases to qualify under section 170(c)(2) if
the organization has not timely filed a suit
for declaratory judgment under section 7428
and if the contributor (1) had knowledge of
the revocation of the ruling or determina-
tion letter, (2) was aware that such revo-
cation was imminent, or (3) was in part
responsible for or was aware of the activi-
ties or omissions of the organization that
brought about this revocation.

If on the other hand a suit for declara-
tory judgment has been timely filed, con-
tributions from individuals and organizations
described in section 170(c)(2) that are oth-
erwise allowable will continue to be de-
ductible. Protection under section 7428(c)
would begin on October 28, 2002, and
would end on the date the court first de-
termines that the organization is not de-
scribed in section 170(c)(2) as more
particularly set forth in section 7428(c)(1).
For individual contributors, the maximum
deduction protected is $1,000, with a hus-
band and wife treated as one contributor.
This benefit is not extended to any indi-
vidual, in whole or in part, for the acts or
omissions of the organization that were the
basis for revocation.
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