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KPMG report: Initial impressions about Rev. Proc. 2019-10, 
computing insurance company reserves 
 
The IRS yesterday released an advance version of Rev. Proc. 2019-10 that insurance 
companies may follow to obtain automatic consent to account for changes in 
computing their reserves as required by section 807(f), as amended by Pub. L. No. 
115-97 (enacted December 22, 2017) and referred to as the “Tax Cuts and Jobs Act” 
(TCJA). 

Read Rev. Proc. 2019-10 [PDF 47KB] 

Background 

Section 807(f), as amended by the TCJA, requires an insurance company to treat any 
changes as a result of computing its reserves on a different basis in the current year 
compared to the previous year under the section 481 change in method of accounting 
rules. This new requirement is effective for tax years beginning after December 31, 
2017. 

Previously, an insurance company was required to account for any changes in the 
basis for computing its reserves by ratably including the change in income over 10 
years (the 10-year spread).  

Rev. Proc. 2019-10 

Rev. Proc. 2019-10 modifies Rev. Proc. 2018-31 to address the TCJA amendment to 
section 807(f) and adds section 26.04 to the List of Automatic Changes. 

• When a taxpayer’s reserves are increased in the tax year (the year of change) as a 
result in a change of basis for determining the reserves, any adjustment under 
section 481 because of the change in method of accounting under section 807(f) 
will be accounted for in the year of change. For example, a taxpayer whose 
reserves would have been $105 under an old basis but are now $109 under a new 

https://www.irs.gov/pub/irs-drop/rp-19-10.pdf
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basis will account for the $4 increase to the reserves as a $4 deduction in the year 
of change. 

• When a taxpayer’s reserves are decreased in the year of change as a result in a 
change of basis for determining the reserves, any adjustment under section 481 
will be accounted for over four years, beginning with the year of change. For 
example, a taxpayer whose reserves would have been $105 under an old basis 
but are now $101 under a new basis will account for the $4 decrease to the 
reserves as a $1 increase to income in the year of change and in each of the next 
three years. 

A taxpayer that changes its basis for calculating its reserves and that must make a 
change in its method of accounting must file Form 3115, Application for Change in 
Accounting Method. Rev. Proc. 2019-10 details specific information that must be 
included on Form 3115 as a result of a method change under section 807(f).  

A single Form 3115 is required for all basis changes made in a tax year. However, all 
basis changes made in a tax year are considered separate changes. The changes in 
basis of computing the reserve for each type of contract (life insurance, annuity, etc.) 
must be aggregated into a single section 481(a) adjustment. All basis adjustments 
must be separately identified on Form 3115. A single Form 3115 is to be filed for all 
changes in basis for all members of a consolidated group. 

In order to make sure there are no duplications or omissions of the changes in 
reserves as a result of the TCJA, the following rules apply: 

• Any changes to reserves under prior law section 807(f) in tax years beginning 
before January 1, 2018, must be continue to use a 10-year spread. 

• Any changes to reserves due to the transitional rule for section 807(d) must 
continue to be accounted for over eight years (i.e., the pre-TCJA closing balance 
compared to the post-TCJA closing balance). To the extent any changes in basis 
are required under prior law section 807(f), such changes are to be included in the 
pre-TCJA closing balance. 

• Any changes to reserves in subsequent years must be taken into account as 
change in method of accounting. 

The eligibility requirements prohibiting a method change for the same item within five 
tax years do not apply to changes under section 26.04. 

An automatic change under section 26.04 does not qualify for audit protection in the 
year of change or in any subsequent year. In other words, the IRS may require a 
taxpayer to change the basis for computing reserves if such basis does not constitute 
a permissible method of accounting, even if an automatic change was granted for the 
year of change. 
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Rev. Rul. 94-74 and Rev. Rul. 2002-6, which previously described situations when 
adjustments may be made to reserves without treating such adjustments as method 
changes (e.g., filing an amended return), are modified to the extent they were 
inconsistent with the required procedures to change a  method of accounting  of 
section 446. 

KPMG observation 

The release of Rev. Proc. 2019-10 was much anticipated and is mainly in line with 
industry expectations. It provides a methodology for applying the updated section 
807(f) provisions.  

The revenue procedure does not discuss what qualifies as a change in basis for 
computing reserves. Since the post-TCJA federally prescribed reserve computation is 
based on statutory reserves, it is not clear whether a change in basis for computing 
statutory reserves would be subject to the new section 807(f) rules.  

While it is helpful that all basis changes for a single year are aggregated by product 
line, it may open questions as to what constitutes any particular product line. 
Presumably, variable annuities would be separate from fixed annuities.  

It is important to note the section 481(a) adjustment is included in the year of change, 
and is not deferred to the year subsequent to the year of change (as in the former 
section 807(f) rules).   

Finally, because the revenue procedure is effective for only tax years beginning after 
December 31, 2017, taxpayers should be entitled to utilize previous procedures to 
make changes in pre-TCJA tax years (e.g., under Rev. Rul. 94-74 and Rev. Rul. 
2002-6). Taxpayers need to be careful, however, to determine that such changes do 
not duplicate or omit changes in reserves. For example, a taxpayer may be required to 
amend its return to recalculate the transition amount under the TCJA. 

 

For more information, contact a KPMG tax professional: 

Sheryl Flum | +1 (202) 533-3394 | sflum@kpmg.com 

Fred Campbell-Mohn | +1 (212) 954-8316 | fcampbellmohn@kpmg.com 

William Olver | +1 (617) 988-1642 | wolver@kpmg.com 

 
The information contained in TaxNewsFlash is not intended to be "written advice concerning one or more Federal tax matters" 
subject to the requirements of section 10.37(a)(2) of Treasury Department Circular 230, as the content of this document is issued 
for general informational purposes only, is intended to enhance the reader’s knowledge on the matters addressed therein, and is 
not intended to be applied to any specific reader’s particular set of facts. Although we endeavor to provide accurate and timely 
information, there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be 
accurate in the future. Applicability of the information to specific situations should be determined through consultation with your 
tax adviser. 



 
 
© 2018 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member firms affiliated with KPMG International 
Cooperative (“KPMG International”), a Swiss entity. All rights reserved. Printed in the U.S.A.  

The KPMG name and logo are registered trademarks or trademarks of KPMG International.  

KPMG International is a Swiss cooperative that serves as a coordinating entity for a network of independent member firms. 
KPMG International provides no audit or other client services. Such services are provided solely by member firms in their 
respective geographic areas. KPMG International and its member firms are legally distinct and separate entities. They are not 
and nothing contained herein shall be construed to place these entities in the relationship of parents, subsidiaries, agents, 
partners, or joint venturers. No member firm has any authority (actual, apparent, implied or otherwise) to obligate or bind KPMG 
International or any member firm in any manner whatsoever. 

Direct comments, including requests for subscriptions, to Washington National Tax. For more information, contact KPMG’s 
Federal Tax Legislative and Regulatory Services Group at + 1 202.533.4366, 1801 K Street NW, Washington, DC 20006-1301.  

To unsubscribe from TaxNewsFlash-United States, reply to Washington National Tax. 

Privacy | Legal 

 

mailto:US-KPMGWNT@kpmg.com?subject=Comments%20and%20requests
mailto:US-KPMGWNT@kpmg.com?subject=Unsubscribe:%20TaxNewsFlash
https://home.kpmg.com/us/en/home/misc/privacy.html
https://home.kpmg.com/us/en/home/misc/legal.html

	TaxNewsFlash

