
of accounting procedures in Rev. Proc.
2002–9 (or successors) and the scope limi-
tations of section 4.02 of Rev. Proc. 2002–9
will not apply.

SECTION 6. EFFECTIVE DATE AND
TRANSITION RULE

.01 In General. This notice is effective
for taxable years ending after March 9,
2002.

.02 Transition Rule. If a taxpayer filed
an application or ruling request under the
procedures prescribed in Rev. Proc. 97–
27, 1997–1 C.B. 680, with the national of-
fice to make a change in its method of
accounting under § 448(d)(5), as amended,
for a year of change for which this notice
is effective and the application or ruling re-
quest is pending with the national office on
January 22, 2003, the taxpayer must no-
tify the national office in writing (see sec-
tion 8.06 of Rev. Proc. 97–27 for the
address) prior to March 24, 2003, if the tax-
payer wants the national office to con-
tinue processing its application or ruling
request under the procedures prescribed in
Rev. Proc. 97–27. If the taxpayer does not
notify the national office within the time
provided in this section, the taxpayer’s Form
3115, and any user fee that was submit-
ted with the Form 3115, will be returned
to the taxpayer. A taxpayer whose Form
3115 is returned under this section may file
a new Form 3115 under the procedures pre-
scribed in section 5.02 of this notice.

SECTION 7. EFFECT ON OTHER
DOCUMENTS

Rev. Proc. 2002–9 is modified to in-
clude the changes in method of account-
ing provided in this notice in section 5.06
of the Appendix.

REQUEST FOR COMMENTS

The Service and the Treasury Depart-
ment invite comments on the safe harbor
NAE methods described in this notice, sug-
gestions for additional safe harbor NAE
methods, the use of a “self-test” for alter-
native NAE methods, as well as any other
issues that should be addressed in the forth-
coming regulations. Written comments may
be submitted on or before April 23, 2003,
to:

26 CFR 601.201: Rulings and determination
letters.
(Also Part 1, section 846; 1.846–1.)

Rev. Proc. 2003–17

SECTION 1. PURPOSE

This revenue procedure prescribes the
loss payment patterns and discount fac-
tors for the 2002 determination year. These
factors will be used to compute discounted
unpaid losses under § 846 of the Internal
Revenue Code.

SECTION 2. BACKGROUND

.01 Section 846 provides that discounted
unpaid losses must be separately deter-
mined for each accident year of each line
of business by applying an interest rate de-
termined under § 846(c) and the appropri-
ate loss payment pattern to the amount of
unpaid losses as measured at the end of the
tax year.

Section 846(d) directs the Secretary to
use the most recent aggregate loss pay-
ment data of property and casualty insur-
ance companies to determine and publish
a loss payment pattern for each line of busi-
ness every five years. This payment pat-
tern is used to discount unpaid losses for
the accident year ending with a determi-
nation year and for each of the four suc-
ceeding accident years.

Section 846(e) allows a taxpayer to make
an election in each determination year to
use its own historical payment pattern in-
stead of the Secretary’s tables. This elec-
tion does not apply to any international
insurance or reinsurance line of business.

Section 846(f)(4) defines the term “line
of business” as a category for the report-
ing of loss payment patterns on the an-
nual statement for fire and casualty
companies approved by the National As-
sociation of Insurance Commissioners
(NAIC), except that the multiple peril lines
shall be treated as a single line of busi-
ness. Section 846(f)(5) states that the term
“multiple peril lines” means the lines of
business relating to farmowners multiple
peril, homeowners multiple peril, commer-
cial multiple peril, ocean marine, aircraft (all
perils) and boiler and machinery.

.02 Pursuant to § 846(d), the Secretary
has determined a loss payment pattern for
each property and casualty line of busi-
ness for the 2002 determination year that,
pursuant to § 846(d)(1), must be applied
through the 2006 accident year.

.03 The loss payment patterns for the
2002 determination year are based on the
aggregate loss payment information re-
ported on the 2000 annual statements of
property and casualty insurance compa-
nies and compiled by A.M. Best and Co.
The tables are arranged in alphabetical or-
der. Following is an additional explana-
tion of some of the tables and changes to
the tables.

(1) Lines of Business. The lines of busi-
ness for the 2002 determination year are the
same as the lines of business for the 1997
determination year. See Rev. Proc. 98–11,
section 2.03, 1998–1 C.B. 358.

(2) Format of the Tables. To simplify the
tables, the columns entitled Tax Year pro-
vide the actual tax years, rather than AY+0,
AY+1, and so on.

(3) Accident Years Not Separately Re-
ported on the NAIC Annual Statement. Sec-
tion V of Notice 88–100, 1988–2 C.B. 439,
sets forth a composite method for comput-
ing discounted unpaid losses for accident
years that are not separately reported on the
annual statement. The tables separately pro-
vide discount factors for taxpayers who elect
to use the composite method of section V
of Notice 88–100. See Rev. Proc. 2002–
74, 2002–51 I.R.B. 980.

2003–6 I.R.B. 427 February 10, 2003



(4) Comments Requested on Smooth-
ing Data. In some cases, the methodol-
ogy currently used to estimate unpaid losses
and salvage patterns may produce nega-
tive discount factors, discount factors that
exceed one, or large year-to-year differ-
ences in discount factors. (See, for ex-
ample, the unpaid loss discount factors for
Reinsurance C.) Notice 88–100, section IV,
sets forth a methodology to replace such
factors by a positive discount factor. No-
tice 88–100 does not extend this method-
ology to situations with positive, yet small,
discount factors, discount factors in ex-
cess of one, or factors that change substan-
tially from year to year. Comments are
requested as to whether a methodology
should be adopted to smooth the raw pay-
ment data and thus produce a more stable
pattern of discount factors. Comments
should be sent to CC:ITA:RU (Rev. Proc.

2003–17), room 5226, Internal Revenue
Service, POB 7604, Ben Franklin Station,
Washington, DC 20044. Comments may be
hand delivered between the hours of 8 a.m.
and 4 p.m. to CC:ITA:RU (Rev. Proc.
2003–17), Courier’s Desk, Internal Rev-
enue Service, 1111 Constitution Avenue,
NW, Washington, DC 20224. In the alter-
native, e-mail comments to Notice.
Comments@irscounsel.treas.gov.

SECTION 3. SCOPE

This revenue procedure applies to any
taxpayer that is required to discount un-
paid losses under § 846 for a line of busi-
ness using the discount factors published by
the Secretary.

SECTION 4. TABLES OF DISCOUNT
FACTORS

.01 The following tables present sepa-
rately for each line of business the dis-
count factors under § 846 for accident year
2002. All the discount factors presented in
this section were determined using the ap-
plicable interest rate under § 846(c) for
2002, 5.71 percent, and by assuming all loss
payments occur in the middle of the cal-
endar year.

.02 If the groupings of individual lines
of business on the annual statement change,
taxpayers must discount unpaid losses on
the resulting line of business in accor-
dance with the discounting patterns that
would have applied to those unpaid losses
based on their classification on the 2002 an-
nual statement.

.03 Tables

Accident and Health
(Other Than Disability Income or Credit Disability Insurance)

Taxpayers that do not use the composite method of Notice 88–100 should use 97.2617 percent to discount unpaid losses that are
incurred in this line of business in the 2002 accident year and that are outstanding at the end of the 2002 and later tax years.

Taxpayers that use the composite method of Notice 88–100 should use 97.2617 percent to discount all unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2002 tax year.

Auto Physical Damage

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 89.6468 89.6468 10.3532 10.0453 97.0259
2003 99.6845 10.0377 0.3155 0.2986 94.6349

Taxpayers that do not use the composite method of Notice 88–100 should use the following factor to discount unpaid losses that
are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.

2004 and later years 0.1578 0.1578 0.1534 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 97.2617 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2004 tax year.
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Commercial Auto/Truck Liability/Medical

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 28.8244 28.8244 71.1756 63.9395 89.8335
2003 54.9871 26.1626 45.0129 40.6913 90.3990
2004 72.8039 17.8168 27.1961 24.6963 90.8082
2005 85.0572 12.2533 14.9428 13.5082 90.3992
2006 91.6276 6.5704 8.3724 7.5241 89.8680
2007 94.9514 3.3239 5.0486 4.5363 89.8537
2008 97.0453 2.0938 2.9547 2.6426 89.4349
2009 98.1574 1.1121 1.8426 1.6500 89.5481
2010 98.7370 0.5796 1.2630 1.1483 90.9194
2011 99.1070 0.3700 0.8930 0.8335 93.3331

Taxpayers that do not use the composite method of Notice 88–100 should use the following factors to discount unpaid losses
that are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.

2012 0.3700 0.5230 0.5007 95.7246
2013 and later years 0.3700 0.1530 0.1488 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 96.4013 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2012 tax year.

Composite

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 40.9985 40.9985 59.0015 51.8901 87.9471
2003 65.8439 24.8454 34.1561 29.3081 85.8065
2004 77.5023 11.6583 22.4977 18.9950 84.4309
2005 84.6221 7.1198 15.3779 12.7594 82.9722
2006 90.2455 5.6234 9.7545 7.7062 79.0017
2007 92.2780 2.0325 7.7220 6.0566 78.4322
2008 94.3974 2.1195 5.6026 4.2232 75.3807
2009 95.2526 0.8552 4.7474 3.5851 75.5182
2010 96.2792 1.0266 3.7208 2.7343 73.4885
2011 96.4323 0.1531 3.5677 2.7330 76.6061
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Composite

Taxpayers that do not use the composite method of Notice 88–100 should use the following factors to discount unpaid losses
that are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.

2012 0.1531 3.4145 2.7317 80.0010
2013 0.1531 3.2614 2.7302 83.7124
2014 0.1531 3.1083 2.7286 87.7867
2015 0.1531 2.9551 2.7270 92.2803
2016 and later years 0.1531 2.8020 2.7253 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 88.0794 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2012 tax year.

Fidelity/Surety

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 38.3328 38.3328 61.6672 56.7940 92.0976
2003 58.8485 20.5156 41.1515 38.9437 94.6349

Taxpayers that do not use the composite method of Notice 88–100 should use the following factor to discount unpaid losses that
are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.

2004 and later years 20.5758 20.5758 20.0123 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 97.2617 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2004 tax year.

Financial Guaranty/Mortgage Guaranty

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 4.0723 4.0723 95.9277 88.7169 92.4831
2003 40.7639 36.6916 59.2361 56.0580 94.6349

Taxpayers that do not use the composite method of Notice 88–100 should use the following factor to discount unpaid losses that
are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.

2004 and later years 29.6180 29.6180 28.8070 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 97.2617 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2004 tax year.
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International (Composite)

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 40.9985 40.9985 59.0015 51.8901 87.9471
2003 65.8439 24.8454 34.1561 29.3081 85.8065
2004 77.5023 11.6583 22.4977 18.9950 84.4309
2005 84.6221 7.1198 15.3779 12.7594 82.9722
2006 90.2455 5.6234 9.7545 7.7062 79.0017
2007 92.2780 2.0325 7.7220 6.0566 78.4322
2008 94.3974 2.1195 5.6026 4.2232 75.3807
2009 95.2526 0.8552 4.7474 3.5851 75.5182
2010 96.2792 1.0266 3.7208 2.7343 73.4885
2011 96.4323 0.1531 3.5677 2.7330 76.6061

Taxpayers that do not use the composite method of Notice 88–100 should use the following factors to discount unpaid losses
that are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.

2012 0.1531 3.4145 2.7317 80.0010
2013 0.1531 3.2614 2.7302 83.7124
2014 0.1531 3.1083 2.7286 87.7867
2015 0.1531 2.9551 2.7270 92.2803
2016 and later years 0.1531 2.8020 2.7253 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 88.0794 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2012 tax year.

Medical Malpractice — Claims-Made

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 7.3447 7.3447 92.6553 80.0569 86.4030
2003 29.0191 21.6744 70.9809 62.3436 87.8315
2004 53.3108 24.2917 46.6892 40.9278 87.6600
2005 69.1517 15.8409 30.8483 26.9779 87.4534
2006 82.0981 12.9464 17.9019 15.2074 84.9486
2007 86.3995 4.3014 13.6005 11.6532 85.6826
2008 89.7111 3.3116 10.2889 8.9138 86.6354
2009 92.4688 2.7577 7.5312 6.5875 87.4691
2010 94.5163 2.0475 5.4837 4.8584 88.5983
2011 95.7635 1.2471 4.2365 3.8536 90.9614

Taxpayers that do not use the composite method of Notice 88–100 should use the following factors to discount unpaid losses
that are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.
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Medical Malpractice — Claims-Made

2012 1.2471 2.9894 2.7914 93.3767
2013 1.2471 1.7422 1.6685 95.7688
2014 and later years 1.2471 0.4951 0.4815 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 93.3767 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2012 tax year.

Medical Malpractice — Occurrence

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 0.8316 0.8316 99.1684 79.3040 79.9691
2003 7.4573 6.6257 92.5427 77.0201 83.2266
2004 23.5575 16.1002 76.4425 64.8645 84.8539
2005 41.0062 17.4487 58.9938 50.6283 85.8197
2006 55.5832 14.5770 44.4168 38.5318 86.7505
2007 68.9413 13.3581 31.0587 26.9978 86.9250
2008 78.2095 9.2682 21.7905 19.0102 87.2408
2009 82.8727 4.6632 17.1273 15.3012 89.3380
2010 86.3178 3.4451 13.6822 12.6328 92.3302
2011 91.0834 4.7656 8.9166 8.4543 94.8160

Taxpayers that do not use the composite method of Notice 88–100 should use the following factor to discount unpaid losses that
are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.

2012 and later years 4.7656 4.1510 4.0373 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 97.1845 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2012 tax year.

Miscellaneous Casualty

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 79.7790 79.7790 20.2210 19.2759 95.3259
2003 94.9417 15.1627 5.0583 4.7869 94.6349

Taxpayers that do not use the composite method of Notice 88–100 should use the following factor to discount unpaid losses that
are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.

2004 and later years 2.5292 2.5292 2.4599 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 97.2617 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2004 tax year.
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Multiple Peril Lines
(Homeowners/Farmowners, Commercial Multiple Peril, and Special Liability

(Ocean Marine, Aircraft (All Perils), Boiler and Machinery))

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 59.7445 59.7445 40.2555 36.3785 90.3691
2003 81.0347 21.2902 18.9653 16.5661 87.3498
2004 87.3325 6.2978 12.6675 11.0369 87.1282
2005 91.0659 3.7334 8.9341 7.8286 87.6268
2006 95.1781 4.1122 4.8219 4.0477 83.9442
2007 95.7605 0.5824 4.2395 3.6800 86.8035
2008 97.0539 1.2933 2.9461 2.5604 86.9067
2009 97.6441 0.5903 2.3559 2.0997 89.1265
2010 98.7037 1.0596 1.2963 1.1302 87.1862
2011 98.6217 -0.0821 1.3783 1.2791 92.7987

Taxpayers that do not use the composite method of Notice 88–100 should use the following factors to discount unpaid losses
that are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.

2012 0.5226 0.8558 0.8148 95.2164
2013 and later years 0.5226 0.3332 0.3240 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 95.2688 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2012 tax year.

Other (Including Credit)

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 69.1729 69.1729 30.8271 29.3033 95.0568
2003 91.2168 22.0439 8.7832 8.3120 94.6349

Taxpayers that do not use the composite method of Notice 88–100 should use the following factor to discount unpaid losses that
are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.

2004 and later years 4.3916 4.3916 4.2714 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 97.2617 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2004 tax year.
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Other Liability — Claims-Made

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 14.9618 14.9618 85.0382 71.8257 84.4629
2003 36.2113 21.2494 63.7887 54.0793 84.7787
2004 54.2876 18.0763 45.7124 38.5820 84.4015
2005 64.2163 9.9288 35.7837 30.5767 85.4488
2006 73.2732 9.0569 26.7268 23.0108 86.0964
2007 80.5748 7.3016 19.4252 16.8175 86.5760
2008 87.6200 7.0452 12.3800 10.5343 85.0912
2009 89.9155 2.2955 10.0845 8.7757 87.0214
2010 93.3946 3.4791 6.6054 5.6997 86.2886
2011 94.6170 1.2223 5.3830 4.7684 88.5817

Taxpayers that do not use the composite method of Notice 88–100 should use the following factors to discount unpaid losses
that are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.

2012 1.2223 4.1607 3.7839 90.9440
2013 1.2223 2.9383 2.7432 93.3586
2014 1.2223 1.7160 1.6431 95.7504
2015 and later years 1.2223 0.4936 0.4801 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 90.9440 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2012 tax year.

Other Liability — Occurrence

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 19.1133 19.1133 80.8867 65.8673 81.4315
2003 36.4434 17.3301 63.5566 51.8103 81.5183
2004 52.1648 15.7215 47.8352 38.6046 80.7033
2005 63.2383 11.0734 36.7617 29.4237 80.0389
2006 72.0780 8.8397 27.9220 22.0152 78.8453
2007 75.9021 3.8241 24.0979 19.3405 80.2579
2008 82.9305 7.0284 17.0695 13.2186 77.4395
2009 85.1441 2.2136 14.8559 11.6974 78.7391
2010 89.3006 4.1565 10.6994 8.0918 75.6286
2011 89.9898 0.6892 10.0102 7.8453 78.3725

Taxpayers that do not use the composite method of Notice 88–100 should use the following factors to discount unpaid losses
that are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.
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Other Liability — Occurrence

2012 0.6892 9.3210 7.5846 81.3711
2013 0.6892 8.6318 7.3090 84.6761
2014 0.6892 7.9426 7.0178 88.3566
2015 0.6892 7.2533 6.7099 92.5073
2016 and later years 0.6892 6.5641 6.3844 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 88.5630 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2012 tax year.

Private Passenger Auto Liability/Medical

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 43.1926 43.1926 56.8074 52.2499 91.9773
2003 72.2008 29.0082 27.7992 25.4085 91.4000
2004 84.5632 12.3625 15.4368 14.1488 91.6566
2005 91.9316 7.3684 8.0684 7.3809 91.4792
2006 95.8729 3.9413 4.1271 3.7501 90.8651
2007 97.7804 1.9075 2.2196 2.0030 90.2423
2008 98.7957 1.0153 1.2043 1.0735 89.1398
2009 99.2491 0.4535 0.7509 0.6686 89.0445
2010 99.5195 0.2703 0.4805 0.4288 89.2424
2011 99.6353 0.1159 0.3647 0.3342 91.6449

Taxpayers that do not use the composite method of Notice 88–100 should use the following factors to discount unpaid losses
that are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.

2012 0.1159 0.2488 0.2342 94.1130
2013 0.1159 0.1330 0.1284 96.5863
2014 and later years 0.1159 0.0171 0.0166 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 95.0993 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2012 tax year.

Products Liability — Claims-Made

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 6.5804 6.5804 93.4196 75.6441 80.9723
2003 26.7183 20.1379 73.2817 59.2585 80.8639
2004 43.1834 16.4652 56.8166 45.7134 80.4579
2005 43.9209 0.7375 56.0791 47.5654 84.8185
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Products Liability — Claims-Made

2006 54.3806 10.4597 45.6194 39.5272 86.6457
2007 78.3630 23.9824 21.6370 17.1267 79.1545
2008 82.8643 4.5013 17.1357 13.4765 78.6460
2009 68.2184 -14.6459 31.7816 29.3043 92.2052
2010 79.1582 10.9399 20.8418 19.7298 94.6644
2011 89.6963 10.5381 10.3037 10.0215 97.2617

Taxpayers that do not use the composite method of Notice 88–100 should use the following factor to discount unpaid losses that
are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.

2012 and later years 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 90.3597 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2012 tax year.

Products Liability — Occurrence

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 9.4198 9.4198 90.5802 71.8513 79.3234
2003 20.5845 11.1647 79.4155 64.4750 81.1869
2004 36.7807 16.1962 63.2193 51.5043 81.4693
2005 55.5974 18.8167 44.4026 35.0987 79.0466
2006 66.6238 11.0263 33.3762 25.7661 77.1990
2007 77.2636 10.6399 22.7364 16.2979 71.6822
2008 79.1888 1.9251 20.8112 15.2492 73.2740
2009 83.6816 4.4928 16.3184 11.5007 70.4765
2010 85.5507 1.8691 14.4493 10.2356 70.8380
2011 85.7291 0.1784 14.2709 10.6366 74.5336

Taxpayers that do not use the composite method of Notice 88–100 should use the following factors to discount unpaid losses
that are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.

2012 0.1784 14.0925 11.0605 78.4854
2013 0.1784 13.9141 11.5087 82.7124
2014 0.1784 13.7357 11.9824 87.2355
2015 0.1784 13.5573 12.4832 92.0772
2016 and later years 0.1784 13.3789 13.0126 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 87.5350 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2012 tax year.
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Reinsurance A (Nonproportional Assumed Property)

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 25.0571 25.0571 74.9429 67.5012 90.0701
2003 52.0402 26.9831 47.9598 43.6127 90.9360
2004 82.4709 30.4307 17.5291 14.8155 84.5198
2005 85.6387 3.1678 14.3613 12.4045 86.3747
2006 92.7228 7.0840 7.2772 5.8293 80.1036
2007 91.8604 -0.8624 8.1396 7.0488 86.5992
2008 96.5016 4.6412 3.4984 2.6795 76.5908
2009 96.1872 -0.3143 3.8128 3.1557 82.7657
2010 97.6206 1.4333 2.3794 1.8622 78.2609
2011 97.8419 0.2214 2.1581 1.7409 80.6694

Taxpayers that do not use the composite method of Notice 88–100 should use the following factors to discount unpaid losses
that are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.

2012 0.2214 1.9367 1.6127 83.2710
2013 0.2214 1.7154 1.4772 86.1173
2014 0.2214 1.4940 1.3340 89.2892
2015 0.2214 1.2727 1.1826 92.9218
2016 and later years 0.2214 1.0513 1.0225 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 91.2226 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2012 tax year.

Reinsurance B (Nonproportional Assumed Liability)

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 8.9223 8.9223 91.0777 71.5358 78.5436
2003 27.3618 18.4395 72.6382 56.6618 78.0055
2004 44.5758 17.2140 55.4242 42.1986 76.1374
2005 53.8781 9.3023 46.1219 35.0439 75.9810
2006 60.8896 7.0115 39.1104 29.8360 76.2865
2007 69.7327 8.8430 30.2673 22.4476 74.1644
2008 76.6292 6.8965 23.3708 16.6387 71.1942
2009 79.4030 2.7738 20.5970 14.7368 71.5484
2010 83.8936 4.4906 16.1064 10.9612 68.0553
2011 80.1707 -3.7229 19.8293 15.4148 77.7378

Taxpayers that do not use the composite method of Notice 88–100 should use the following factors to discount unpaid losses
that are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.
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Reinsurance B (Nonproportional Assumed Liability)

2012 1.1805 18.6487 15.0812 80.8701
2013 1.1805 17.4682 14.7286 84.3167
2014 1.1805 16.2877 14.3559 88.1394
2015 1.1805 15.1072 13.9618 92.4186
2016 and later years 1.1805 13.9266 13.5453 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 90.3328 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2012 tax year.

Reinsurance C (Nonproportional Assumed Financial Lines)

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 17.1195 17.1195 82.8805 71.6629 86.4654
2003 46.6590 29.5395 53.3410 45.3837 85.0823
2004 67.7135 21.0545 32.2865 26.3279 81.5446
2005 78.1379 10.4244 21.8621 17.1133 78.2786
2006 89.7346 11.5967 10.2654 6.1673 60.0786
2007 92.1268 2.3921 7.8732 4.0600 51.5667
2008 89.7323 -2.3945 10.2677 6.7537 65.7759
2009 90.0460 0.3137 9.9540 6.8167 68.4827
2010 94.8867 4.8407 5.1133 2.2290 43.5925
2011 86.7041 -8.1827 13.2959 10.7693 80.9970

Taxpayers that do not use the composite method of Notice 88-100 should use the following factors to discount unpaid losses that
are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.

2012 1.4277 11.8683 9.9164 83.5537
2013 1.4277 10.4406 9.0147 86.3430
2014 1.4277 9.0129 8.0616 89.4449
2015 1.4277 7.5852 7.0540 92.9969
2016 and later years 1.4277 6.1575 5.9889 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 83.5537 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2012 tax year.

Special Property
(Fire, Allied Lines, Inland Marine, Earthquake, Glass, Burglary and Theft)

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 62.9320 62.9320 37.0680 35.1627 94.8599
2003 88.4950 25.5631 11.5050 10.8877 94.6349
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Special Property
(Fire, Allied Lines, Inland Marine, Earthquake, Glass, Burglary and Theft)

Taxpayers that do not use the composite method of Notice 88–100 should use the following factor to discount unpaid losses that
are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.

2004 and later years 5.7525 5.7525 5.5950 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 97.2617 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2004 tax year.

Workers’ Compensation

Tax Year

Estimated
Cumulative

Losses
Paid
(%)

Estimated
Losses Paid
Each Year

(%)

Unpaid
Losses at
Year End

(%)

Discounted
Unpaid

Losses at
Year End

(%)

Discount
Factors

(%)

2002 28.2489 28.2489 71.7511 61.5953 85.8458
2003 57.8739 29.6249 42.1261 34.6534 82.2611
2004 71.2999 13.4260 28.7001 22.8281 79.5402
2005 77.7584 6.4585 22.2416 17.4913 78.6421
2006 81.9301 4.1717 18.0699 14.2009 78.5885
2007 83.7739 1.8437 16.2261 13.1161 80.8329
2008 86.5350 2.7611 13.4650 11.0261 81.8872
2009 88.4367 1.9017 11.5633 9.7005 83.8901
2010 89.5926 1.1559 10.4074 9.0659 87.1103
2011 91.6441 2.0515 8.3559 7.4743 89.4497

Taxpayers that do not use the composite method of Notice 88–100 should use the following factors to discount unpaid losses
that are incurred in this line of business in the 2002 accident year and that are outstanding at the end of the tax year shown.

2012 2.0515 6.3045 5.7919 91.8701
2013 2.0515 4.2530 4.0134 94.3668
2014 2.0515 2.2016 2.1334 96.9035
2015 and later years 2.0515 0.1501 0.1460 97.2617

Taxpayers that use the composite method of Notice 88–100 should use 89.5412 percent to discount unpaid losses that are in-
curred in this line of business in 2002 and that are outstanding at the end of the 2012 tax year.

DRAFTING INFORMATION

The principal author of this revenue pro-
cedure is Katherine A. Hossofsky of the Of-
fice of the Associate Chief Counsel
(Financial Institutions & Products). For fur-
ther information regarding this revenue pro-
cedure, contact Ms. Hossofsky at
(202) 622–3577 (not a toll-free call).
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ance contracts and in unpaid losses on life
insurance contracts. An adjustment is then
made to reflect any changes in discounted
estimated salvage recoverable and in rein-
surance recoverable.

Pursuant to § 832(b), the amount of es-
timated salvage is determined on a dis-
counted basis in accordance with procedures
established by the Secretary.

SECTION 3. SCOPE

This revenue procedure applies to any
taxpayer that is required to discount esti-
mated salvage recoverable under § 832.

SECTION 4. APPLICATION

.01 The following tables present sepa-
rately for each line of business the dis-
count factors under § 832 for 2002. All the
discount factors presented in this section
were determined using the applicable in-
terest rate under § 846(c) for 2002, which
is 5.71 percent, and by assuming all esti-
mated salvage is recovered in the middle
of the calendar year

.02 Section V of Notice 88–100, 1988–2
C.B. 439, sets forth a composite method for
computing discounted unpaid losses for ac-
cident years that are not separately re-
ported on the annual statement. Rev. Proc.
2002–74, section 3.03, 2002–51 I.R.B. 980,
provides that an insurance company that
elects to use the composite method of No-
tice 88–100 must use the same method to
compute discounted estimated salvage re-
coverable. Accordingly, the tables sepa-
rately provide discount factors for taxpayers
who elect to use the composite method of
section V of Notice 88–100.

.03 These tables must be used by tax-
payers irrespective of whether they elected
to discount unpaid losses using their own
experience under § 846(e).

.04 Tables.

Accident and Health (Other Than
Disability Income or Credit
Disability Insurance)

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
97.2617 percent to discount estimated
salvage recoverable as of the end of
2002 and later taxable years with re-
spect to losses incurred in this line of
business in 2002.

Accident and Health (Other Than
Disability Income or Credit
Disability Insurance)

Taxpayers that use the composite method
of Notice 88–100 should use 97.2617
percent to discount estimated salvage re-
coverable as of the end of 2002 with re-
spect to losses incurred in this line of
business in 2002.

Auto Physical Damage

Tax Year

Discount
Factors

(%)

2002 95.9613
2003 94.6349

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factor to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

2004 and later
years

97.2617

Taxpayers that use the composite method
of Notice 88–100 should use 97.2617
percent to discount estimated salvage re-
coverable as of the end of 2004 with re-
spect to losses incurred in this line of
business in 2002.

Commercial Auto/Truck
Liability/Medical

Tax Year

Discount
Factors

(%)

2002 89.1648
2003 88.8184
2004 88.5411
2005 89.1228
2006 89.7404
2007 89.0554
2008 90.5327
2009 91.8164
2010 92.1496
2011 94.6715

Commercial Auto/Truck
Liability/Medical

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factor to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

2012 and later
years

97.2617

Taxpayers that use the composite method
of Notice 88–100 should use 97.2211
percent to discount estimated salvage re-
coverable as of the end of 2012 with re-
spect to losses incurred in this line of
business in 2002.

Composite

Tax Year

Discount
Factors

(%)

2002 89.0851
2003 87.5364
2004 86.9084
2005 86.1903
2006 84.7791
2007 84.8602
2008 84.5391
2009 84.4628
2010 84.5889
2011 86.8329

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factors to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

2012 89.1538
2013 91.5493
2014 94.0070
2015 96.4596
2016 and later
years

97.2617
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Composite

Taxpayers that use the composite method
of Notice 88–100 should use 92.5879
percent to discount estimated salvage re-
coverable as of the end of 2012 with re-
spect to losses incurred in this line of
business in 2002.

Fidelity/Surety

Tax Year

Discount
Factors

(%)

2002 92.0133
2003 94.6349

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factor to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

2004 and later
years

97.2617

Taxpayers that use the composite method
of Notice 88–100 should use 97.2617
percent to discount estimated salvage re-
coverable as of the end of 2004 with re-
spect to losses incurred in this line of
business in 2002.

Financial Guaranty/Mortgage
Guaranty

Tax Year

Discount
Factors

(%)

2002 93.7635
2003 94.6349

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factor to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

2004 and later
years

97.2617

Financial Guaranty/Mortgage
Guaranty

Taxpayers that use the composite method
of Notice 88–100 should use 97.2617
percent to discount estimated salvage re-
coverable as of the end of 2004 with re-
spect to losses incurred in this line of
business in 2002.

International (Composite)

Tax Year

Discount
Factors

(%)

2002 89.0851
2003 87.5364
2004 86.9084
2005 86.1903
2006 84.7791
2007 84.8602
2008 84.5391
2009 84.4628
2010 84.5889
2011 86.8329

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factors to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

2012 89.1538
2013 91.5493
2014 94.0070
2015 96.4596
2016 and later
years

97.2617

Taxpayers that use the composite method
of Notice 88–100 should use 92.5879
percent to discount estimated salvage re-
coverable as of the end of 2012 with re-
spect to losses incurred in this line of
business in 2002.

Medical Malpractice — Claims-Made

Tax Year

Discount
Factors

(%)

2002 83.3446

Medical Malpractice — Claims-Made

2003 77.4565
2004 83.3469
2005 80.3314
2006 81.5320
2007 74.4259
2008 86.8875
2009 90.5735
2010 95.0023
2011 97.2617

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factor to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

2012 and later
years

97.2617

Taxpayers that use the composite method
of Notice 88–100 should use 97.2617
percent to discount estimated salvage re-
coverable as of the end of 2012 with re-
spect to losses incurred in this line of
business in 2002.

Medical Malpractice — Occurrence

Tax Year

Discount
Factors

(%)

2002 78.2595
2003 79.6832
2004 84.2125
2005 86.0904
2006 70.2129
2007 82.8072
2008 89.2934
2009 93.1674
2010 95.3914
2011 97.2617

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factor to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.
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Medical Malpractice — Occurrence

2012 and later
years

97.2617

Taxpayers that use the composite method
of Notice 88–100 should use 97.1286
percent to discount estimated salvage re-
coverable as of the end of 2012 with re-
spect to losses incurred in this line of
business in 2002.

Miscellaneous Casualty

Tax Year

Discount
Factors

(%)

2002 95.3528
2003 94.6349

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factor to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

2004 and later
years

97.2617

Taxpayers that use the composite method
of Notice 88–100 should use 97.2617
percent to discount estimated salvage re-
coverable as of the end of 2004 with re-
spect to losses incurred in this line of
business in 2002.

Multiple Peril Lines (Homeowners/
Farmowners, Commercial Multiple
Peril, and Special Liability (Ocean
Marine, Aircraft (All Perils), Boiler
and Machinery))

Tax Year

Discount
Factors

(%)

2002 90.2539
2003 88.1069
2004 89.0426
2005 88.6765
2006 88.1493
2007 89.7100

Multiple Peril Lines (Homeowners/
Farmowners, Commercial Multiple
Peril, and Special Liability (Ocean
Marine, Aircraft (All Perils), Boiler
and Machinery))

2008 89.7645
2009 89.9881
2010 91.9392
2011 94.4458

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factors to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

2012 97.0065
2013 and later
years

97.2617

Taxpayers that use the composite method
of Notice 88–100 should use 97.0065
percent to discount estimated salvage re-
coverable as of the end of 2012 with re-
spect to losses incurred in this line of
business in 2002.

Other (Including Credit)

Tax Year

Discount
Factors

(%)

2002 95.5983
2003 94.6349

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factor to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

2004 and later
years

97.2617

Other (Including Credit)

Taxpayers that use the composite method
of Notice 88–100 should use 97.2617
percent to discount estimated salvage re-
coverable as of the end of 2004 with re-
spect to losses incurred in this line of
business in 2002.

Other Liability — Claims-Made

Tax Year

Discount
Factors

(%)

2002 88.5534
2003 77.0799
2004 59.8423
2005 85.1827
2006 80.6863
2007 79.6704
2008 87.4045
2009 91.7825
2010 87.7798
2011 90.1269

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factors to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

2012 92.5413
2013 94.9916
2014 and later
years

97.2617

Taxpayers that use the composite method
of Notice 88–100 should use 92.5413
percent to discount estimated salvage re-
coverable as of the end of 2012 with re-
spect to losses incurred in this line of
business in 2002.

Other Liability — Occurrence

Tax Year

Discount
Factors

(%)

2002 82.1003
2003 83.8238
2004 85.1543
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Other Liability — Occurrence

2005 81.0240
2006 85.2626
2007 88.2873
2008 88.7248
2009 91.2567
2010 92.8723
2011 95.2829

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factor to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

2012 and later
years

97.2617

Taxpayers that use the composite method
of Notice 88–100 should use 97.2617
percent to discount estimated salvage re-
coverable as of the end of 2012 with re-
spect to losses incurred in this line of
business in 2002.

Private Passenger Auto
Liability/Medical

Tax Year

Discount
Factors

(%)

2002 92.6794
2003 92.4436
2004 92.1118
2005 91.1168
2006 90.8537
2007 89.5944
2008 89.5168
2009 89.5750
2010 91.0294
2011 93.4478

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factors to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

Private Passenger Auto
Liability/Medical

2012 95.8417
2013 and later
years

97.2617

Taxpayers that use the composite method
of Notice 88–100 should use 96.2722
percent to discount estimated salvage re-
coverable as of the end of 2012 with re-
spect to losses incurred in this line of
business in 2002.

Products Liability — Claims-Made

Tax Year
Discount
Factors

(%)

2002 83.8918
2003 83.9617
2004 85.9812
2005 80.9402
2006 75.8992
2007 83.6008
2008 89.1426
2009 94.2722
2010 12.7896
2011 94.7448

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factor to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

2012 and later
years

97.2617

Taxpayers that use the composite method
of Notice 88–100 should use 97.2617
percent to discount estimated salvage re-
coverable as of the end of 2012 with re-
spect to losses incurred in this line of
business in 2002.

Products Liability — Occurrence

Tax Year

Discount
Factors

(%)

2002 77.1249
2003 80.2580
2004 80.9969
2005 84.1881
2006 81.0130
2007 85.2160
2008 88.9333
2009 89.8343
2010 83.2562
2011 85.4521

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factors to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

2012 87.7240
2013 90.0713
2014 92.4880
2015 94.9465
2016 and later
years

97.2617

Taxpayers that use the composite method
of Notice 88–100 should use 89.9396
percent to discount estimated salvage re-
coverable as of the end of 2012 with re-
spect to losses incurred in this line of
business in 2002.

Reinsurance A (Nonproportional
Assumed Property)

Tax Year

Discount
Factors

(%)

2002 83.0276
2003 79.4487
2004 84.3983
2005 88.9304
2006 89.6909
2007 91.8095
2008 93.9748
2009 95.5166
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Reinsurance A (Nonproportional
Assumed Property)

2010 96.2373
2011 97.2617

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factor to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

2012 and later
years

97.2617

Taxpayers that use the composite method
of Notice 88–100 should use 97.2617
percent to discount estimated salvage re-
coverable as of the end of 2012 with re-
spect to losses incurred in this line of
business in 2002.

Reinsurance B (Nonproportional
Assumed Liability)

Tax Year

Discount
Factors

(%)

2002 82.5422
2003 79.7782
2004 83.6886
2005 81.1133
2006 72.7512
2007 76.9860
2008 76.1494
2009 78.8202
2010 72.6244
2011 81.6711

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factors to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

2012 84.1450
2013 86.8254

Reinsurance B (Nonproportional
Assumed Liability)

2014 89.7871
2015 93.1686
2016 and later
years

97.2617

Taxpayers that use the composite method
of Notice 88–100 should use 90.7865
percent to discount estimated salvage re-
coverable as of the end of 2012 with re-
spect to losses incurred in this line of
business in 2002.

Reinsurance C (Nonproportional
Assumed Financial Lines)

Tax Year

Discount
Factors

(%)

2002 82.1001
2003 82.9712
2004 87.1724
2005 84.0362
2006 87.9032
2007 79.5172
2008 83.3178
2009 91.6271
2010 93.2736
2011 95.6650

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factor to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

2012 and later
years

97.2617

Taxpayers that use the composite method
of Notice 88–100 should use 97.2617
percent to discount estimated salvage re-
coverable as of the end of 2012 with re-
spect to losses incurred in this line of
business in 2002.

Special Property (Fire, Allied Lines,
Inland Marine, Earthquake, Glass,
Burglary and Theft)

Tax Year

Discount
Factors

(%)

2002 92.5352
2003 94.6349

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factor to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

2004 and later
years

97.2617

Taxpayers that use the composite method
of Notice 88–100 should use 97.2617
percent to discount estimated salvage re-
coverable as of the end of 2004 with re-
spect to losses incurred in this line of
business in 2002.

Workers’ Compensation

Tax Year

Discount
Factors

(%)

2002 83.1651
2003 84.7058
2004 85.2400
2005 85.1429
2006 84.3224
2007 85.3097
2008 85.0472
2009 85.2314
2010 86.2035
2011 88.4933

Taxpayers that do not use the compos-
ite method of Notice 88–100 should use
the following factors to discount esti-
mated salvage recoverable as of the end
of the tax year shown with respect to
losses incurred in this line of business
in 2002.

February 10, 2003 444 2003–6 I.R.B.



Workers’ Compensation

2012 90.8522
2013 93.2636
2014 95.6550
2015 and later
years

97.2617

Taxpayers that use the composite method
of Notice 88–100 should use 93.1315
percent to discount estimated salvage re-
coverable as of the end of 2012 with re-
spect to losses incurred in this line of
business in 2002.

DRAFTING INFORMATION

The principal author of this revenue pro-
cedure is Katherine A. Hossofsky of the Of-
fice of the Associate Chief Counsel
(Financial Institutions and Products). For
further information regarding this revenue
procedure, contact Ms. Hossofsky at (202)
622–3477 (not a toll-free call).

26 CFR 601.204: Changes in accounting periods
and in methods of accounting.
(Also Part 1, §§ 263A, 446, 471, 472, 481, 7121;
1.263A–1, 1.446–1, 1.471–2, 1.471–4, 1.472–2,
1.481–1.)

Rev. Proc. 2003–20

SECTION 1. PURPOSE

This revenue procedure provides a safe
harbor method of accounting (the “Core Al-
ternative Valuation” (CAV) method) for re-
manufacturers and rebuilders of motor
vehicle parts (“remanufacturers”) and re-
sellers of remanufactured and rebuilt mo-
tor vehicle parts (“resellers”) that use the
lower of cost or market (LCM) inventory
valuation method to value their inventory
of cores held for remanufacturing or sale.
The CAV method is provided by the Com-
missioner pursuant to his authority under
§ 446 of the Internal Revenue Code in or-
der to minimize disputes, provide certainty,
and simplify inventory computations. This
revenue procedure also provides a proce-
dure for qualifying remanufacturers and re-
sellers currently using an LCM method to
obtain automatic consent of the Commis-
sioner to change to the CAV method. In ad-
dition, this revenue procedure provides a
procedure for qualifying remanufacturers

and resellers not currently using an LCM
method to obtain automatic consent to
change to an LCM method in conjunc-
tion with a change to the CAV method.

SECTION 2. BACKGROUND

.01 In General.
(1) Remanufacturers acquire invento-

ries of used motor vehicle parts (e.g., wiper
motors, engines, transmissions, and alter-
nators for automobiles, trucks, buses, etc.)
for use in remanufacturing. These used parts
are frequently referred to within the re-
manufacturing industry as “cores.” Re-
manufacturers rebuild motor vehicle parts
from cores through use of new and used
component parts and sell the resulting prod-
ucts as remanufactured replacement parts.
Resellers acquire cores in conjunction with
their resale activity and sell the cores to a
remanufacturer or another reseller in the dis-
tribution chain.

(2) Remanufacturers and resellers ac-
quire cores from customers (“customer
cores”) who purchase remanufactured re-
placement parts. To encourage a customer
to return the core, remanufacturers and re-
sellers generally offer the customer a credit
(offset against the purchase price). Re-
manufacturers and resellers also acquire
cores from third-party suppliers of cores
(businesses that specialize in supplying cores
to meet specific needs, referred to within
the industry as “core suppliers” or “core
brokers”) and occasionally acquire cores di-
rectly from other sources.

(3) Controversy exists as to the proper
market valuation of cores under the LCM
method. See Consolidated Manufactur-
ing, Inc. v. Commissioner, 249 F.3d 1231
(10th Cir. 2001), rev’g in part, 111 T.C. 1
(1998). In order to reduce controversy and
minimize disputes, the Service has deter-
mined that it is appropriate to provide a safe
harbor procedure for the LCM valuation of
cores in inventory.

.02 Section 471 of the Internal Rev-
enue Code, which governs the treatment of
inventories, provides two tests to which
each inventory must conform: (1) it must
conform as nearly as may be to the best ac-
counting practice in the trade or business;
and (2) it must clearly reflect income. Sec-
tion 1.471–2(c) of the Income Tax Regu-
lations provides that the bases of valuation
most commonly used by business con-
cerns and which meet the requirements of
§ 471 are (1) cost and (2) cost or market,

whichever is lower. Section 1.471–2(c) also
provides that any goods in an inventory that
are unsalable at normal prices or unus-
able in the normal way because of dam-
age, imperfections, shop wear, changes of
style, odd or broken lots, or other similar
causes, including second-hand goods taken
in exchange, should be valued, if such
goods consist of raw materials held for use
or consumption, upon a reasonable basis
taking into consideration the usability and
condition of the goods, but in no case shall
such value be less than the scrap value.

.03 Section 1.471–3(b) defines the cost
of merchandise purchased since the begin-
ning of the taxable year as the invoice price
less trade or other discounts, except strictly
cash discounts approximating a fair inter-
est rate, which may be deducted, or not, at
the option of the taxpayer, provided the tax-
payer follows a consistent course. To this
net invoice price should be added trans-
portation or other necessary charges in-
curred in acquiring possession of the goods.
In the case of merchandise produced by the
taxpayer, § 1.471–3(c) defines cost as (1)
the cost of raw materials and supplies en-
tering into or consumed in connection with
the product, (2) expenditures for direct la-
bor, and (3) indirect production costs in-
cident to, and necessary for, the production
of the particular article, including in such
indirect production costs an appropriate por-
tion of management expenses, but not in-
cluding any cost of selling or return on
capital, whether by way of interest or profit.
See §§ 1.263A–1 and 1.263A–2 for more
specific rules regarding the treatment of pro-
duction costs.

.04 Section 1.471–4(a) provides that, un-
der ordinary circumstances and for nor-
mal goods in inventory, “market” means the
aggregate of the current bid prices prevail-
ing at the date of the inventory of the ba-
sic elements of cost reflected in inventories
of goods purchased and on hand, goods in
process of manufacture, and finished manu-
factured goods on hand. The basic ele-
ments of cost include direct materials, direct
labor, and indirect costs required to be in-
cluded in inventories by the taxpayer (e.g.,
under § 263A and its underlying regula-
tions for taxpayers subject to that section).
For taxpayers to which § 263A applies, for
example, the basic elements of cost must
reflect all direct costs and all indirect costs
properly allocable to goods on hand at the
inventory date at the current bid price of
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