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This APF recommends edits to the revised VM-21 currently exposed as APF 2019-27. 


Life Actuarial (A) Task Force/ Health Actuarial (B) Task Force
Amendment Proposal Form*
1.
Identify yourself, your affiliation and a very brief description (title) of the issue.


John Bruins, Consultant for the ACLI
2.
Identify the document, including the date if the document is “released for comment,” and the location in the document where the amendment is proposed:

APF 2019-27 exposed for comment through 3/28/19.
3.
Show what changes are needed by providing a red-line version of the original verbiage with deletions and identify the verbiage to be deleted, inserted or changed by providing a red-line (turn on “track changes” in Word®) version of the verbiage. (You may do this through an attachment.)
VM-21

Section 4.D. Projection of Assets

4.
General Account Assets

c.
Any disinvestment shall be modeled in a manner that is consistent with the company’s investment policy and that reflects the company’s cost of borrowing where applicable, provided that the assumed cost of borrowing is not lower than the rate at which positive cash flows are reinvested in the same time period. Gross asset spreads used in computing market values of assets sold in the model shall be consistent with, but not necessarily the same as, the gross asset spreads in Section 4.D.4.a.iii and Section 4.D.4.a.v, recognizing that initial assets that mature during the projection may have different characteristics than modeled reinvestment assets.
Guidance Note:  The simple language above ("provided that the assumed cost of borrowing is not lower than the rate at which positive cash flows are reinvested in the same time period") is not intended to impose a literal requirement.  It is intended to reflect a general concept to prevent excessively optimistic borrowing assumptions for funding future deficiencies.  It is recognized that borrowing parameters and rules can be complicated, such that modeling limitations may not allow for literal compliance, in every time step, as long as the reserve is not materially impacted.  However, if the company is unable to fully apply this restriction, prudence dictates a consistently higher average cost of borrowing relative to the reinvestment rate for the same period. In general, it would be inappropriate to assume consistently lower borrowing costs  for consecutive model periods or material amounts of borrowing.
4.
State the reason for the proposed amendment? (You may do this through an attachment.)
This APF is to be applied to the revised VM-21 currently exposed as APF 2019-27. It provides guidance related to the borrowing cost recommendation in the O-W 5/31/18 VAIWG Proposal.  We note that borrowing parameters and rules can be complicated. More robust language will be considered after more thorough analysis is conducted.   
* This form is not intended for minor corrections, such as formatting, grammar, cross–references or spelling. Those types of changes do not require action by the entire group and may be submitted via letter or email to the NAIC staff support person for the NAIC group where the document originated. 
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