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Disclaimer

The views expressed within this document are not intended to be prescriptive accounting 
advice.   In the absence of clear, technical guidance from the IRS, the focus of this 
document is on the alignment of practices with the ACLI’s expectations of the intentions of 
the TCJA.   
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Regulatory Overview
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TCJA introduces a number of changes to the calculation of tax reserves across products. 

In general, the greater of 
(1) the net surrender 
value and (2) 92.81% 
of the statutory 
reserve (using NAIC 
prescribed methods)

The greater of (1) the net 
surrender value or (2) 
separate account 
portion of the reserve 
plus 92.81% of the 
excess of reserve 
determined using the tax 
reserve method over the 
amount determined above

The day one impact of 
adopting new tax reserve 
guidance can be spread 
into income over 8 years

Corporate tax rate 
changes from 35% to 
21%

807 (d) Reserve 
Definition

21% Tax RateVariable 
Contracts

8 Year “Grade-
In”

A summary of TCJA language for tax reserves 
What’s new?

DAC Tax
807 (f) 
Considerations

Existing 807(f) 
adjustments continue 
on 10 year 
amortization schedule.
New changes in bases 
are treated as regular 
accounting method 
changes 

Increase in proxy DAC 
percentages for all life 
and annuity products and 
extend amortization 
period to 15 years

Valuation date, rather 
than issue date is the 
operative date for tax 
reserve measurement

Operative Date

Insurance CFCs that enjoy 
subpart F income deferral 
may find that their 
deferred income is 
considered GILTI

GILTI

Minimum tax equal to 
10% of taxpayers 
income determined 
without the tax benefits 
arising from base erosion 
percentage of any NOL

Base Erosion 
Anti-Abuse Tax

Reasonable mortality 
rule largely applies.  New 
section added to retain 
definition of prevailing 
table, including 3 year 
transition

7702 Mortality7702 Mortality

Insurance CFCs that enjoy 
subpart F income deferral 
may find that their 
deferred income is 
considered GILTI

GILTI

Minimum tax equal to 
10% of taxpayers 
income determined 
without the tax benefits 
arising from base erosion 
percentage of any NOL

Base Erosion 
Anti-Abuse Tax

Reasonable mortality 
rule largely applies.  New 
section added to retain 
definition of prevailing 
table, including 3 year 
transition

7702 Mortality7702 Mortality

DAC
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A summary of prior guidance removed from TCJA
What’s no longer?

Many familiar terms and methodologies were removed from the revised guidance

• Applicable Federal Interest Rate (AFIR)/ Prevailing State Assumed Interest Rate (PSAIR): 
Previous guidance prescribed the tax valuation rate as the greater of the declared federal interest rate and 
the valuation rate approved by the majority of the state insurance departments for the given contract.  This 
is no longer needed under TCJA, but the term is still included in revised 808(g).

• 807(c)(3) Valuation Interest Rate: The valuation interest rate was previously determined as the greater 
of three rates: AFIR, PSAIR, and “…the rate of interest assumed by the company in determining the 
guaranteed benefit…”, but this has been removed. 

• Prevailing Tables:  The previously prescribed tax valuation mortality tables (that which was approved by 
the majority of state insurance departments) are no longer included in 807(d) but are included in the 
amended 7702 sections and within the statutory valuation laws under Appendix A-820, Minimum Life and 
Annuity Reserve Standards.

• 807 (d)(2) Modification to Tables: Prevailing tables were allowed to be “tables as appropriate to reflect 
the risk incurred under the contract”.  This was usually interpreted to mean that gender and smoker distinct 
tables were permitted. The use of these tables would now appear to be specific to the statutory guidance.

• 807(d)(4) Interest Rate Renewal: Previous guidance allowed the interest rate used in the tax reserve 
calculation to be reset every five years at the election of the company. 

• Three year grace period for new mortality tables: A company had three years to use the “prevailing 
table” from the year it became a prevailing table. The use of the new table would presumably be specified 
based on the statutory guidance.

• Tax Reserves for Supplemental Benefits were previously equal to the statutory reserve.  The haircut 
now applies to the calculation of tax reserves for these benefits.
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What are the impacts?
How TCJA potentially impacts tax reserve methods

NAIC Prescribed Methods
• Basis to which the 92.81% factor is applied 
• Treatment of conservatism embedded in statutory reserves including permanent reserve 

increases is intended to be included if derived from different assumption but usable 
within the NAIC methods

• Traditionally excluded balances such as cash flow testing reserves, deficiency reserves, 
due and deferred premiums and excess interest reserves would appear to remain 
excluded  

• State-specific methods must not be used for tax reserve calculation purposes

Projections (e.g. cash flow testing)
• Projected tax reserves need to embrace new standards inclusive of 8 year “day 1” 

impact
• Initial deferred tax asset or deferred tax liability will need to be recalculated 
• DAC tax/Proxy DAC – Factors have been updated and amortization period extended to 

15 years 

PBR Reserves
• PBR is the prescribed NAIC method and is intended to be included in the reserves. 

Tax Strategies
• The removed and simplified guidance impacted specific capital management strategies 

intended to reduce the tax to statutory relationship. In some cases, this guidance has 
been removed and legacy methods may require a re-evaluation. 
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Key Success Factor: Documented tax reserve policy is critical to summarize each’s company’s interpretation of the new IRS 
Guidance (especially prior to any technical clarifications)

How TCJA potentially impacts tax reserve methods
What is the industry saying?

1. Simplify and standardize seriatim 
calculations 

• Elimination of “prevailing” tables, interest 
rates, three year grade period, etc. 
promotes calculation at a policy level using 
a standard methodology that eliminates 
reserve redundancy

2. Familiar principles remain

• Deficiency reserves, asset adequacy 
reserves and excess interest reserves are 
non-deductible

• Statutory caps and cash value floors 
remain

• “Walkaway” reserves continue to be used

3. Prescribed Method determined at 
valuation date

• This alignment allows tax reserves to align 
with emerging statutory regulations (e.g. 
PBR)

4. Separate account clarification

• Haircut applied to the excess of the reserve 
computed using NAIC prescribed methods 
applicable to the contract as of the 
valuation date

5. Supplemental benefit clarification

• Qualified benefits treated as a separate 
contract

• Non-qualified benefits integrated with the 
contract and cash surrender value floor

6. 8-year transition for day 1 impact

• Must track day one impact for amortization 
period

• Amortization period is 8 years
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Recent Publications have offered further guidance as to the intention of certain provisions of the Tax 
Cuts and Jobs Act

Reserves guidance under TCJA

Joint Committee on Taxation (JCT) Explanation (published 12/20/18)
• JCT is closely involved with a number of aspects of the tax legislative process
• Published reports attempt to provide additional clarity and insight into the intent of the tax law

Revenue Procedure 2019-6 (section 846 LRD – published 12/19/2018)
• Establishes discount factors to be used to compute discounted unpaid losses under section 846

Revenue Procedure 2019-10 (published 12/13/2018)
• 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
• A taxpayer that changes its basis for calculating its reserves 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)
• Negative adjustments are deducted from income in the year of the change; positive adjustments are spread evenly over 4 years.

Revenue Ruling 2018-13 (published 4/26/2018)
• Establishes AFIR and PSAIR for 2017
• Only applies to 2017 tax reserve calculations (2018 and later tax years follow TCJA guidance)
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Absent definitive guidance, companies are left to interpret the new tax guidance
Common questions and interpretations

1. NAIC Methods – Must tax reserves use 
prescribed NAIC standards for mortality and 
interest rate to the extent they are not used in 
reported statutory calculations?

Two prevalent practices: (1) Apply haircut to 
reported statutory reserves (excluding deficiency 
reserves) assuming they are calculated using NAIC 
methods (2) Recalculate “NAIC” reserves using 
prevailing mortality table and maximum prescribed 
valuation interest rate

2. Term Certain Annuities Valuation 
Interest rate – Which discount rate 
should be used for term certain 
annuities?

Reserve is determined using “highest rate 
or rates permitted to be used to discount 
the obligations by the NAIC “as of the 
date the reserve is determined”

3. Calculation granularity – Must 
comparison of statutory reserves (with 
haircut) and cash surrender value be done 
at the seriatim level?

Yes, but product groups with no cash value 
(e.g. payout annuities) may estimate tax 
reserves at an aggregated level assuming 
it does not produce a materially different 
result and no deficiency reserves exist

4. Disabled Life and Active Life 
Reserves – Are these reserves considered 
life insurance reserves under TCJA and 
thus would the haircut apply?

Yes, 92.81% is applied to the statutory 
reserve for DLR and ALR.

5. VA CARVM– How are companies 
calculating tax reserves for VA CARVM 
given the method at issue was previously 
used for tax reserves?

Statutory reserves calculated at the 
policy level (inclusive of the allocation of 
the stochastic component, to the extent it 
is calculated in the aggregate), and 
compared to the cash value

6. IBNR – Does the haircut apply to the 
IBNR liability?

Life IBNR reserves are not tax deductible, 
so this does apply.

Haircut does apply to IBNR for A&H 
products



Deloitte | Chicago Actuarial Association - TCJACopyright © 2019 Deloitte Development LLC. All rights reserved. 11

Potential Impacts By Product



Deloitte | Chicago Actuarial Association - TCJACopyright © 2019 Deloitte Development LLC. All rights reserved. 12

Long Term Care: An illustrative example
Health product impacts

Consider a block of standalone tax-qualified LTC products with the 
following conditions on a statutory basis

• All policies sold in 2010
• Active Life Reserves = $500 (using one-year preliminary term, mid-terminal)
• Disabled Life Reserves = $100
• IBNR is $50
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Long Term Care: An illustrative example
Health product impacts

Active Life Reserves and Disabled Life Reserves are considered life insurance reserves 
under 816(b)

Active Life Reserves
• Pre-TCJA: Revalue reserves using the maximum of the statutory interest rate and the 

applicable federal interest rate, based on the year of issue
• Post TCJA: Tax Reserve = $500 *92.81% = $464
Disabled Life Reserves 
• Pre-TCJA: Revalue reserves using the maximum of the statutory interest rate and the 

applicable federal interest rate, based on the year of incurral
• Post TCJA: Tax Reserve = $100 *92.81% = $93
IBNR
• IBNR falls under the definition of “life insurance reserves” (807(c)(1)) 
• Pre-TCJA: Tax Reserve = Statutory Reserve = $50
• Post TCJA: Tax Reserve = $50 * 92.81% = $46.41
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Whole Life and Term
Life product impacts

Consider a whole life policy with the following conditions

• Issued 10/1/2015
• Monthly Premium Payments
• Prevailing statutory table is 2001 CSO; prevailing valuation interest rate is 3.50%

Item Value

Terminal statutory reserve (basic) as of 10/1/2018 90

Terminal statutory reserve (deficiency) as of 10/1/2018 10

Terminal statutory reserve (basic) as of 10/1/2019 210

Terminal statutory reserve (deficiency) as of 10/1/2019 0

Annual valuation net premium 40

Item Value

Terminal statutory reserve (basic) as of 10/1/2018 90

Terminal statutory reserve (deficiency) as of 10/1/2018 10

Terminal statutory reserve (basic) as of 10/1/2019 210

Terminal statutory reserve (deficiency) as of 10/1/2019 0

Annual valuation net premium 40

Terminal cash value as of 10/1/2018 80

Terminal cash value as of 10/1/2019 200

Cash value net premium 20
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Whole Life and Term
Life product impacts

Tax Reserve as of 12/31/2018 is calculated as follows:

Mean Statutory Reserve = 0.5*(90+40) + 0.5*210 = 170

• Mean statutory reserves are calculated as the average of the terminal reserves plus one 
half of the net annual valuation premium

• Deficiency reserves are excluded from this calculation

Walkaway Statutory Reserve = 170 – 0.75 *40 - 0 = 140
• Walkaway reserves are reported statutory reserves less the deferred premiums less due 

premiums
• Since premiums are paid through the valuation date, there is no due premium

Mean Cash Value = 0.5*(80+20) + 0.5*200 = 150
• Mean cash values are calculated in the same fashion as mean reserves and should use 

the same interpolation methodology as statutory reserves

Walkway Cash Value = 150– 15 = 135

Tax Reserve = MAX (92.81% * 140, 135) = 135
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Variable Annuity: An illustrative example
Annuity product impacts

Consider a variable annuity product with the following product features 
and base reserve values:

• Issued on 1/7/2016

• Riders include GMWB and GMDB

Relevant Reserve Values:

• Separate Account Green Book Reserve (SAR) = 500

• General Account Portion of Net Surrender Value (GANSV) = 45

• Separate Account Portion of Net Surrender Value (SANSV) = 450

• General Account Basic Reserve (GABR) = 40

• Separate Account Basic Reserve (SABR) = 440

• Excess of AG43 Reserve Over Total Basic Reserve (XS) = 73
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Variable Annuity: An illustrative example
Annuity product impacts

Tax Reserve = Sum of A + B, where:

A = Max(SAR, (GANSV + SANSV))

A = Max(500, (45 + 450))

A = 500

B = 92.81% * (Aggregate Policy Reserve – A), where:

Aggregate Policy Reserve (APR) = GABR + SABR + XS

APR = 40 + 440 + 73

APR = 553

B = 92.81% * (553 – 500)

B = 49.19

Tax Reserve = 500 + 49.19 = 549.19
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Fixed Annuity considerations
Annuity product impacts

Legacy Methodologies

The current deferred 
annuity tax reserve 
method consists of AG 
33. There are a few 
different AG 33 methods 
but only the most current 
(as of valuation or unless 
otherwise specified) 
applies under TCJA.

Curtate CARVM

Prior guidance required 
curtate CARVM to be 
used.  Rev. Rul. 94-74 
appears to supersede this 
guidance so the company 
will need to decide if 
continuous CARVM is a 
state specific method.

Guaranteed Crediting 
Rates

Consideration needs to 
be given as to how 
guaranteed crediting 
rates under 811 (d) will 
be handled in revised tax 
reserve calculations. No 
excess interest reserves 
are allowed.

Mortality Assumption

Removal of 807(d)(2)(C), 
eliminates the ability of 
the mortality for payout 
annuity products, like 
structured settlements, 
to adjust the mortality 
for impaired lives. AG IX 
may address this.
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• Guidance is under Section 807(c)(3) – reserves are not 
considered life insurance reserves but are considered investment 
contracts.

• Discount rate is the appropriate rate such that, “…the 
appropriate rate of interest is the highest rate or rates permitted 
to be used to discount the obligations by the National Association 
of Insurance Commissioners as of the date the reserve is 
determined.”

• Company may no longer take the greater of three rates, the 
AFIR, PSAIR and the rate assumed in determining the 
guaranteed benefit.

• VM-22 is the prescribed NAIC method beginning 1/1/2018.

• Rates will differ between “jumbo” and “non-jumbo” contracts. 

• Granularity differs between non-jumbo (group) and jumbo 
(certificate) level.

• Four rate buckets, calculated based on treasuries plus net spreads.

• This will result in multiple discount rates throughout the year of 
valuation for all newly issued business.

• All life insurance balances and rates (those intended to strengthen 
the reserves) are acceptable and are adjusted by the 92.81% 
factor.

Life Contingent AnnuitiesTerm Certain Annuities

Payout Annuities
Annuity product impacts
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TCJA Reserves can be summarized into the following groups

Greater of 92.81% of the 
statutory reserve (using NAIC 
methods) less due and 
uncollected premiums and the 
cash surrender value, excluding 
any deficiency reserves.  
Statutory reserve cap applies.

Sum of the greater of (a) the NSV 
of the contract and (b) the 
separate account reserve for the 
contract under section 817, PLUS 
92.81 percent of the excess (if 
any) of the reserve determined 
under the tax reserve method 
applicable to such contract over 
the amount determined above.

Greater of 92.81% of the 
statutory reserve (using NAIC 
methods) less due and 
uncollected premiums excluding 
any deficiency reserves.  
Statutory reserve cap applies.

Payments discounted using the 
prevailing statutory rate as of the 
valuation date.  No haircut applies 
(not considered life reserves)

Standard definition of 
reserves

Special variable 
product rule

Products without 
cash values

Products without life 
contingencies

• Whole life
• Universal life (exclude 

deficiency reserves)
• Indexed universal life
• Fixed deferred annuities
• Modified guaranteed contracts 

(with treatment of market value 
adjustment)

• Pension plan contracts

• Variable life
• Variable annuities

• Term certain annuities• Term life (exclude deficiency 
reserves)

• Life contingent immediate 
annuities 

• Long term care
• Disability income

1 2 3 4
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TCJA impact on product development
Product design considerations

Updated Capital Requirements
New corporate tax rate is expected to 
increase to ACL, thus reducing the RBC 
ratio. 

Move to 2017 CSO Mortality
New NAIC table will soon become the 
“prevailing table” for statutory 
calculations and thus will affect tax 
reserves.

Principles Based 
Reserves
Tax reserves will reflect 
emerging regulations such 
as VM-20 and VM-22.
.

Corporate Tax Rate
Lowered to 21% - potential for 
increased after tax 
profitability.

DAC Tax
Revised capitalization and amortization 
rates. 

Amortization period increases from 10 to 
15 years. 

Proxy DAC factors updated:
1.75% to 2.09% for annuity contracts
2.05% to 2.45% for group life contracts
7.7% to 9.2% for other specified 
insurance products (including non-group 
life and non-cancellable A&H).

Modified Reserve Calculations
Calculations are more 
closely aligned to statutory 
reserves. 
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Operational Impacts and 
Implementation Considerations
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Common Industry 
Challenges

Many companies are facing challenges to interpret and successfully implement 
changes required by TCJA

Vendor systems not coded to 
meet TCJA reserve 

requirements; manual 
workarounds established

Establish new expectations for 
tax reserve analytical reports. 
Are TAX/STAT ratios near 
100%? Near 92.81%?

Level of granularity required for 
reserve calculations (i.e. 
grouped vs. seriatim) & 
materiality considerations

Coordination between an 
integrated team of actuarial, 
legal, tax, and finance 
professionals to govern the new 
process

Document/log elected 
interpretations and why other 
interpretations are discarded

Tracking and monitoring 
emerging guidance and 
maintaining appropriate 
governance structures

Data availability and 
retention to capture all 
components of tax 
reserve calculation and 
transition adjustment

Internal control updates 
required to accommodate 
new tax reserve models 
or reporting process
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Data Considerations
Data fields required to compute 
new tax reserves (including the 8-
year day 1 impact) will need to be 
identified and incorporated into the 
reserve process

807 (f) Replacement
Existing 807 (f) items will need to 
be identified and  the existing 
schedule of amortization 
maintained.   New changes in basis 
require Form 3115,Application for 
Change in Accounting Method. Rev. 
Proc. 2019-10 details specific 
information that must be included 
on Form 3115

Closed Block PDO 
Considerations

Under US GAAP, post tax earnings 
are projected to help determine 
the glidepath associated with the 
dividends associated with a closed 
block of participating business. 
The corporate tax rate changes 
from 35% to 21%. How are the 
additional earnings handled?

There are numerous impacts of Tax Reform outside reported tax reserves
Other operational impacts

Product Design
Tax rates, PBR, new capital 
standards, and a new prevailing 
mortality table (2017 CSO) all have 
potential impacts on product 
design
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Industry leaders analyze the impact of TCJA across multiple dimensions
Best practices

Policy
Documented company 

interpretation of TCJA, led 
by tax professionals and 

used by actuaries financial 
reporting. Interpretations 

supported by references to 
the legislation and 

considered on a product by 
product basis.

Analytics
Robust examination of tax to 

statutory reserve 
relationships at a sufficiently 

granular level to ensure 
results are consistent with  

expectation.Controls

Effective controls to support new 
processes to calculate tax 
reserves, inclusive of new 

calculations, transition 
adjustments, etc.

Teaming
Clear division of roles and 
responsibilities.  Tax team 

interprets the guidance and 
records the tax reserves inclusive 

of the transition adjustment.  
Actuaries execute reserve 

calculations in accordance with 
documented policy.

Systems

Execute calculations using 
vendor-supported tools, 

limiting spreadsheets, EUC 
tools, and other manual 

processes.

Training

Robust training and 
communication to support 

comprehensive understanding of 
the TCJA changes and how it 

impacts day-to-day 
responsibilities.

Companies must assess the impact of TCJA to its people, processes, and technology
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Question and Answer
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