
York State corporate franchise taxes attrib-
utable to a 2001 net operating loss carry-
back in 2003, the year N receives notice that
the N.Y. Department has approved the re-
fund claim.

HOLDING

A state or local income or franchise tax
refund is includible in the income of a tax-
payer using the accrual method of account-
ing when the taxpayer receives payment or
notice that the refund claim has been ap-
proved, whichever is earlier.

AUTOMATIC CHANGE IN METHOD
OF ACCOUNTING

Any change in the timing of a taxpay-
er’s inclusion in income of state or local in-
come taxes or franchise tax refunds to
conform with this revenue ruling is a
change in method of accounting to which
the provisions of §§ 446 and 481 and the
regulations thereunder apply. Therefore, a
taxpayer that does not accrue state or lo-
cal income or franchise tax refunds in the
year the taxpayer receives payment or no-
tification of approval of the refund claim
(whichever is earlier), but wants to use this
method of accounting for taxable years end-
ing on or after December 11, 2002, must
file a Form 3115.

A taxpayer must file this Form 3115 in
accordance with the automatic change in
method of accounting provisions of Rev.
Proc. 2002–9, 2002–3 I.R.B. 327 (or suc-
cessor), as modified by Rev. Proc. 2002–
19, 2002–13 I.R.B. 696, with the following
additional modifications: (1) the scope limi-
tations in section 4.02 of Rev. Proc. 2002–9
do not apply to a taxpayer that wants to
make the change for its first taxable year
ending on or after December 11, 2002, pro-
vided the taxpayer’s method of accruing
state or local income or franchise tax re-
funds is not an issue under consideration
for taxable years under examination, within
the meaning of section 3.09 of Rev. Proc.
2002–9, at the time the Form 3115 is filed
with the national office; and (2) when fil-
ing the Form 3115, a taxpayer must com-
plete all applicable parts of the form and,
in lieu of the label required by section
6.02(4) of Rev. Proc. 2002–9, must write
“Filed under Rev. Rul. 2003–3” at the top
of the form.

EFFECT ON OTHER DOCUMENTS

Rev. Rul. 65–190 and Rev. Rul. 69–
372 are revoked. Rev. Proc. 2002–9 is
modified and amplified to include this au-
tomatic change in section 5A of the AP-
PENDIX. The non-acquiescence in Doyle,
Dane, Bernbach, Inc. v. Commissioner, non-
acq., 1988–2 C.B. 1, is withdrawn sepa-
rately elsewhere in this issue of the Internal
Revenue Bulletin.

DRAFTING INFORMATION

The principal author of this revenue rul-
ing is Norma Rotunno of the Office of the
Associate Chief Counsel (Income Tax &
Accounting). For further information re-
garding this revenue ruling, contact
Ms. Rotunno at (202) 622–7900 (not a toll-
free call).

Section 467.—Certain Pay-
ments for the Use of Property or
Services

The adjusted applicable federal short-term, mid-

term, and long-term rates are set forth for the month

of January 2003. See Rev. Rul. 2003–5, page 254.

Section 468.—Special Rules for
Mining and Solid Waste Recla-
mation and Closing Costs

The adjusted applicable federal short-term, mid-

term, and long-term rates are set forth for the month

of January 2003. See Rev. Rul. 2003–5, page 254.

Section 482.—Allocation of In-
come and Deductions Among
Taxpayers

Federal short-term, mid-term, and long-term rates

are set forth for the month of January 2003. See Rev.

Rul. 2003–5, page 254.

Section 483.—Interest on Cer-
tain Deferred Payments

The adjusted applicable federal short-term, mid-

term, and long-term rates are set forth for the month

of January 2003. See Rev. Rul. 2003–5, page 254.

Section 642.—Special Rules for
Credits and Deductions

Federal short-term, mid-term, and long-term rates

are set forth for the month of January 2003. See Rev.

Rul. 2003–5, page 254.

Section 807.—Rules for Cer-
tain Reserves

The adjusted applicable federal short-term, mid-

term, and long-term rates are set forth for the month

of January 2003. See Rev. Rul. 2003–5, page 254.

Section 809.—Reduction in
Certain Deductions of Mutual
Life Insurance Companies

26 CFR 1.809–9: Computation of the differential earn-

ings rate and the recomputed differential earnings rate.

Mutual life insurance companies; re-
computed differential earnings rate. The
recomputed differential earnings rate for
2000 and the differential earnings rate for
2001 are set forth for purposes of section
809 of the Code for use by mutual life in-
surance companies.

Rev. Rul. 2003–4

This revenue ruling contains the differ-
ential earnings rate for 2001 and the re-
computed differential earnings rate for 2000.
Under § 809 of the Internal Revenue Code,
mutual life insurance companies use this
rate in computing their federal income tax
liability for tax years beginning in 2001.
Notice 2002–19, 2002–10 I.R.B. 619, pro-
vided that the tentative differential earn-
ings rate (DER) for 2001 and recomputed
differential earnings rate (RDER) for 2000
are zero. Subsequently, the Job Creation and
Worker Assistance Act of 2002, Pub. L. No.
107–147, § 611, amended section 809 of the
Code by adding new paragraph (j). As
amended, section 809(j) provides that the
DER shall be treated as zero for purposes
of computing both the differential earn-
ings amount and the recomputed differen-
tial earnings amount for a mutual life
insurance company’s taxable year begin-
ning in 2001, 2002, or 2003. See Notice
2002–33, 2002–21 I.R.B. 989. Accord-
ingly, for purposes of § 809, the differen-
tial earnings rate for 2001 and the
recomputed differential earnings rate for
2000 are as follows:
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Differential Earnings Rate for 2001...................................................................................... 0
Recomputed Differential Earnings Rate for 2000 ................................................................ 0

DRAFTING INFORMATION

The principal author of this revenue rul-
ing is Katherine A. Hossofsky of the
Office of the Associate Chief Counsel (Fi-
nancial Institutions & Products). For fur-
ther information regarding this revenue
ruling, contact Ms. Hossofsky at 202–622–
3477 (not a toll-free call).

Section 846.—Discounted Un-
paid Losses Defined

The adjusted applicable federal short-term, mid-

term, and long-term rates are set forth for the month

of January 2003. See Rev. Rul. 2003–5, on this page.

tions of the Code, tables set forth the rates
for January 2003.

Rev. Rul. 2003–5

This revenue ruling provides various pre-
scribed rates for federal income tax pur-
poses for January 2003 (the current month).
Table 1 contains the short-term, mid-term,
and long-term applicable federal rates
(AFR) for the current month for purposes
of section 1274(d) of the Internal Rev-

2 contains the short-
and long-term adjusted
rates (adjusted AFR) for
for purposes of section

sets forth the adjusted fed-
and the long-term tax-

in section 382(f).
the appropriate percent-

the low-income hous-
in section 42(b)(2) for

in service during the cur-
rent month. Table 5 contains the federal rate
for determining the present value of annu-
ity, an interest for life or for a term of years,
or a remainder or a reversionary interest for
purposes of section 7520. Finally, Table 6
contains the deemed rate of return for trans-
fers made during calendar year 2003 to
pooled income funds described in
§ 642(c)(5) that have been in existence for
less than 3 taxable years immediately pre-
ceding the taxable year in which the trans-
fer was made.

REV. RUL. 2003–5 TABLE 1

Applicable Federal Rates (AFR) for January 2003

Period for Compounding

Annual Semiannual Quarterly Monthly
Short-Term

AFR 1.81% 1.80% 1.80% 1.79%
110% AFR 1.99% 1.98% 1.98% 1.97%
120% AFR 2.17% 2.16% 2.15% 2.15%
130% AFR 2.35% 2.34% 2.33% 2.33%

Mid-Term
AFR 3.43% 3.40% 3.39% 3.38%

110% AFR 3.77% 3.74% 3.72% 3.71%
120% AFR 4.12% 4.08% 4.06% 4.05%
130% AFR 4.47% 4.42% 4.40% 4.38%
150% AFR 5.17% 5.10% 5.07% 5.05%
175% AFR 6.04% 5.95% 5.91% 5.88%

Long-Term
AFR 4.90% 4.84% 4.81% 4.79%

110% AFR 5.39% 5.32% 5.29% 5.26%
120% AFR 5.89% 5.81% 5.77% 5.74%
130% AFR 6.39% 6.29% 6.24% 6.21%
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