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SUBJECT:  QUALIFYING FOR COMBAT ZONE TAX BENEFITS
1.  PURPOSE.  To provide information on the various tax benefits afforded to soldiers who serve in a Combat Zone, Qualified Hazardous Duty Area, or area “in direct support” of a combat zone.

2.  FACTS.


a.  What is a Combat Zone (CZ)?  A CZ is an area that the President of the United States has designated by Executive Order as an area where US forces are engaged in combat.  A combat zone remains in effect until terminated by Executive Order.


b.  What is a Qualified Hazardous Duty Area (QHDA)?  A QHDA is an area that Congress has designated through legislation where the Armed Forces are entitled to the same benefits afforded service in a combat zone.


c.  What is “in direct support”of a combat zone?  The Secretary of Defense has the authority under Treasury Regulations to extend combat zone tax exclusion benefits (CZTE) to service members performing military service outside of a combat zone or qualified hazardous duty area when the Secretary of Defense determines: 

  (1)  Their service directly (as opposed to remotely or indirectly) supports military operations in the combat zone; 

  (2)  Their service qualifies them for hostile fire pay or imminent danger under 37 U.S.C. § 310; and  

  (3)  The reason for paying imminent danger/hostile fire pay is based on risks/dangers related to the QHDA or CZ. 

The Secretary can delegate his authority to extend CZTE.  Who the Secretary delegates this authority to is dependent on the operation.  


d.  What are the current CZs? There are three current operations designated CZs: 

    (1) Executive Order 12744 designates the Persian Gulf, Red Sea, Gulf of Oman, Gulf of Aden, the Arabian Sea north of 10 degrees north latitude and west of 68 degrees east longitude, Iraq, Kuwait, Saudi Arabia, Oman, Bahrain, Qatar, and the United Arab Emirates and the airspace above these locations as a combat zone effective 17 Jan 1991.

      (2)  Executive Order 13119 designates the former Federal Republic of Yugoslavia (Serbia/Montenegro), Albania, the Adriatic Sea, the Ionian Sea north of the 39th parallel and the airspace above these locations as a combat zone effective 24 Mar 1999.  

      (3)  Executive Order 13239 designates Afghanistan, including the airspace above, as a combat zone effective 19 Sep 2001. 

e.  What are the current QHDAs?  There are two current QHDAs:

       (1)  Public Law 104-117 designates Bosnia and Herzegovina, Croatia, or Macedonia so long as members are entitled to receive imminent danger/hostile fire pay for service in that location as a QHDA effective 21 Nov 1995.

       (2)  Public Law 106-21 designates the former Federal Republic of Yugoslavia (Serbia/Montenegro), Albania, the Adriatic Sea, the Ionian Sea north of the 39th parallel and the airspace above so long as members are entitled to receive imminent danger/hostile fire pay for service in that location as a QHDA effective 24 Mar 1999.

f.  What are the current “in direct support” areas for the Afghanistan CZ?  The Assistant Secretary of Defense (Force Management Policy) pursuant to the Secretary of Defense’s delegation has designated the following areas as “in direct support”:

      (1)  Military personnel deployed to Incerlik Air Base, Turkey in support of Operation Enduring Freedom effective 21 Sep 2001.

      (2)  Military personnel in Pakistan, Tajikistan, and Jordan effective 19 Sep 2001 and Uzbekistan and Kyrgyzstan effective 1 Oct 2001.

      (3)  Military personnel deployed to the Philippines in conjunction with Operation Enduring Freedom—Philippines effective 9 Jan 2002.

      (4)  Military personnel in Yemen effective 10 Apr 2002.

      (5)  Military personnel in Djibouti effective 1 Jul 2002.

g.  What are the current “in direct support” areas for Operation Iraqi Freedom?  Military personnel in Turkey supporting Iraqi Freedom are designated in direct support of Iraqi Freedom effective 1 January 2003.

(1)  Certification of Israel as an Operation Iraqi Freedom direct support area eligible for combat zone related tax benefits terminated on 31 July 2003.

(2) The designation of the Mediterranean Sea east of 30 degrees east longitude (sea area only) as an imminent danger area is terminated effective 31 July 2003.  The termination of imminent danger pay also terminates combat zone related tax benefits.  

h.   What are the benefits of serving in a CZ, QHDA, or “in direct support” of a CZ?  The most significant benefits include: 

     (1) IRC § 7508 - Providing a 180-day extension after departing the combat zone for filing, paying, and performing certain other tax related acts.  The deadline is also extended for an additional day for every day that the soldier is in a CZ/QHDA during tax season (1 January to 15 April). These provisions apply to certain civilians in the combat zone in support of the U.S. Armed Forces, such as Red Cross personnel, accredited correspondents, and civilian personnel acting under the direction of the U.S. Armed Forces.
     (2)  IRC § 112 -  Allows enlisted soldiers and warrant officers to exclude from gross income all compensation received during the months spent in a CZ/QHDA.  Commissioned officers can exclude up to the highest enlisted soldier’s pay plus the hostile fire pay amount (for 2003 that maximum amount is $5,883).  If a soldier spends any part of a month in the CZ/QHDA, compensation for that entire month is excluded.  The soldier’s servicing finance office must be notified of service so that the soldier’s W-2 accurately reflects excluded pay.  This provision does not apply to civilians in the combat zone.

     (3) Other potential benefits are IRC § 2(a)(3) (special rule for “surviving spouse status” if MIA service member is later determined to be deceased); IRC §692 (death in a CZ results in tax free wages); IRC §4253(d) (exempts from excise tax toll telephone calls originating from a CZ); and IRC §6013(f)(1) (allows surviving spouse to file a joint return if service member is MIA).

i.  IRS Notice 2002-17, available at www.IRS.gov provides IRS guidance in a question and answer format on CZ tax relief for Afghanistan.  IRS Notice 2003-21 provides the same guidance for CZ tax relief for Iraqi Freedom.
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