
cluded from gross income will not appear
on your 2002 Form W–2 in the box marked
“Wages, tips, other compensation.” How-
ever, military pay for such service is sub-
ject to social security and medicare taxes
and will appear on your 2002 Form W–2
in the boxes marked “Social security wages”
and “Medicare wages and tips.” If you be-
lieve you are entitled to the military pay ex-
clusion, but the military pay exclusion is not
reflected on your Form W–2, ask your ser-
vice branch to issue a corrected Form W–2.

Q–35: I am an officer who served in the
Operation Enduring Freedom combat zone
from January 2002 until October 2002 and
the Operation Iraqi Freedom combat zone
from November 2002 through December
2002. I have made monthly contributions
to an individual retirement account (IRA)
for 2002. In view of the military pay ex-
clusion for my service in the combat zones,
I may have little or no taxable compensa-
tion for 2002 and may not be eligible to
make an IRA contribution for 2002. If my
taxable compensation is less than $3,000
($3,500 if age 50 or older), should I with-
draw the portion of my contributions that
exceeds my taxable compensation?

A–35: Yes. In general, any amount con-
tributed to your IRA that is more than the
smaller of (1) your taxable compensation;
or (2) $3,000 ($3,500 if age 50 or older),
is an excess contribution and must be with-
drawn to avoid a 6 percent excise tax. If
you are married and file a joint income tax
return, you may still be eligible to make an
IRA contribution. See Publication 590, In-
dividual Retirement Arrangements (IRAs),
for more information on spousal contribu-
tion limits. Once you are sure that your tax-
able compensation will be less than $3,000
($3,500 if age 50 or older), you should
withdraw the portion of your contribu-
tions that exceeds your taxable compensa-
tion. You will not be taxed on the distributed
amount if you receive the distribution on
or before the deadline for filing your 2002
individual income tax return after apply-
ing the deadline extension provisions. You
may not take a deduction with respect to
these distributed contributions. You must
also withdraw the amount of net income at-
tributable to the distributed contributions
while they were assets of the IRA. That por-
tion of the net income is includible in your
gross income for 2002. For further infor-
mation, see Publication 590, Individual Re-
tirement Arrangements (IRAs).

Q–36: Assuming the same facts as in
question 35, how will the financial insti-
tution that distributes my 2002 IRA con-
tributions to me report this distribution?

A–36: The financial institution will re-
port the entire amount of the distribution
(2002 distributed contributions and attrib-
utable net income) on Form 1099–R, Dis-
tributions From Pensions, Annuities,
Retirement or Profit-Sharing Plans, IRAs,
Insurance Contracts, etc. However, it should
report only the amount of any net income
attributable to the distributed contribu-
tions as the “Taxable amount” on Form
1099–R.

Q–37: How might my combat zone mili-
tary pay exclusion affect my eligibility for
the Earned Income Credit (EIC)?

A–37: A change in the tax law for 2002
and later years removes from the defini-
tion of “earned income” for purposes of the
EIC all employee compensation that is not
includible in gross income for the tax year.
Thus, for example, excludable combat zone
compensation no longer counts as earned
income. Also excluded from earned in-
come are the Basic Allowance for Hous-
ing (BAH) and the Basic Allowance for
Subsistence (BAS). With this change, your
income may fall within the qualifying range
to claim the credit. But if the exclusion
leaves you with no earned income, you will
not be able to claim the EIC. See Publi-
cation 3, Armed Forces’ Tax Guide, for de-
tails.

PART 4 — INQUIRIES

The IRS web site at www.irs.gov of-
fers tax information for Armed Forces mem-
bers (and those serving in support of the
Armed Forces) — search for “Armed
Forces” on the site.

The IRS has a special e-mail address —
combatzone@irs.gov — for taxpayers in a
combat zone to send questions specifi-
cally related to filing and payment issues
and to update their combat zone status in
order to qualify for relief provisions. The
web site has more information about this
service and restrictions on IRS responses
that would include tax account informa-
tion.

Taxpayers within the United States may
seek assistance by calling the IRS at 1–800–
829–1040 (toll-free). Taxpayers outside the
United States may contact the IRS in Phila-
delphia, PA, at (215) 516–2000 or via fax
at (215) 516–2555 (these are not toll-free
numbers).

The IRS offices in Italy, Germany,
France, England, Japan, and Singapore, can
also assist you with your federal income tax
questions. The Singapore office will close
after June 30, 2003. You may contact the
Rome office at [39] (06) 4674–2560, or via
fax at [39] (06) 4674–2223; the Berlin of-
fice at [49] (30) 8305–1136 and [49] (30)
8305–1140, or via fax at [49] (30) 8305–
1145; the Paris office at [33] (1) 4312–
2555, or via fax at [33] (1) 4312–4752; the
London office at [44] (207) 408–8077, or
via fax at [44] (207) 495–4224; the
Tokyo office at [81] (3) 3224–5466, or via
fax at [81] (3) 3224–5274; and the Sin-
gapore office at [65] 6476–9413 or via fax
at [65] 6476–9030.

Weighted Average Interest
Rate Update

Notice 2003–23

Sections 412(b)(5)(B) and 412(l)(7)(C)(i)
of the Internal Revenue Code provide that
the interest rates used to calculate current
liability for purposes of determining the full
funding limitation under § 412(c)(7) and the
required contribution under § 412(l) must
be within a permissible range around the
weighted average of the rates of interest on
30-year Treasury securities during the four-
year period ending on the last day before
the beginning of the plan year.

Notice 88–73, 1988–2 C.B. 383, pro-
vides guidelines for determining the
weighted average interest rate and the re-
sulting permissible range of interest rates
used to calculate current liability for the pur-
pose of the full funding limitation of
§ 412(c)(7) of the Code.

Section 417(e)(3)(A)(ii)(II) defines the
applicable interest rate, which must be used
for purposes of determining the minimum
present value of a participant’s benefit un-
der § 417(e)(1) and (2), as the annual rate
of interest on 30-year Treasury securities for
the month before the date of distribution or
such other time as the Secretary may by
regulations prescribe. Section 1.417(e)–
1(d)(3) of the Income Tax Regulations pro-
vides that the applicable interest rate for a
month is the annual interest rate on 30-
year Treasury securities as specified by the
Commissioner for that month in revenue
rulings, notices or other guidance pub-
lished in the Internal Revenue Bulletin.
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The rate of interest on 30-year Trea-
sury Securities for March 2003 is 4.80 per-
cent. Pursuant to Notice 2002–26, 2002–15
I.R.B. 743, the Service has determined this
rate as the monthly average of the daily de-
termination of yield on the 30-year Trea-
sury bond maturing in February 2031.

Section 405 of the Job Creation and
Worker Assistance Act of 2002 amended
§ 412(l)(7)(C) of the Code to provide that
for plan years beginning in 2002 and 2003
the permissible range is extended to 120
percent.

The following rates were determined for
the plan years beginning in the month
shown below.

Month Year
Weighted
Average

90% to 110%
Permissible

Range

90% to 120%
Permissible

Range

April 2003 5.46 4.91 to 6.00 4.91 to 6.55

Drafting Information

The principal authors of this notice are
Paul Stern and Tony Montanaro of the Em-
ployee Plans, Tax Exempt and Govern-
ment Entities Division. For further

information regarding this notice, please
contact the Employee Plans’ taxpayer as-
sistance telephone service at 1–877–829–
5500 (a toll-free number), between the hours
of 8:00 a.m. and 6:30 p.m. Eastern time,
Monday through Friday. Mr. Stern

may be reached at 1–202–283–9703.
Mr. Montanaro may be reached at 1–202–
283–9714. The telephone numbers in the
preceding two sentences are not toll-free.

Note: This revenue procedure will be reprinted as the next revision of IRS Publication 1141, General Rules and Specifications
for Substitute Forms W–2 and W–3.

26 CFR 601.602: Tax forms and instructions.
(Also Part I, Sections 6041, 6051, 6071, 6081, 6091; 1.6041–1, 1.6041–2, 31.6051–1, 31.6051–2, 31.6071(a)–1, 31.6081(a)–1, 31.6091–1.)
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