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The Environment for Annuity Regulations

- Trend of shift from “salesperson” to that of advisor or financial
consultant due to:

- Greater consumer service and personalization expectations

- Increase specialization in the financial services industry

- Changing financial needs and goals as more and more consumers step
Into retirement

- The introduction of more sophisticated-and compex-financial products
- Growing consumer reliance on outside financial advice and guidance

- More options to address consumer financial requirements and
objectives (not all of which would be appropriate for a given
consumer)



The Environment for Annuity Regulations

- In 2017, the National Association of Insurance Commissioners (NAIC)
established a working group to review and if necessary, revise long-
standing Suitability in Annuity Transactions Model Regulation.

- The Department of Labor had already redefined its definition of
retirement plan investment advice which extended the formal obligation
of fiduciary duty to many insurance producers (Vacated in 2018).

- Around same time, SEC began efforts to heighten standards of conduct
for broker-dealers and associated persons which resulted in Regulation
Best Interest in 2019-broker dealers and registered representatives must
act in the best interest of the customer when recommending a product
purchase or investment strategies.

- In 2020, NAIC enacted new revisions to Model #275 (Suitability in Annuity
Transactions Model Regulation) to include a “best interest of the
consumer” conduct requirement. (Not a fiduciary standard)

- Effective 1/1/2023 for Hawalii
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Interest
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Daocumentation
Obligation




Best Interest Standard

- Care Obligation:
- Know the consumer’s financial situation and objectives
- Understand your own available product offerings

- Have a reasonable basis to believe your recommendation effectively
addresses the consumer’s needs

- Communicate the basis of the recommendation to the consumer,
preferably in writing

- Replacements-must consider whole transaction and whether replacing
product will substantially benefit the consumer over the life of the
product



Best Interest Standard

- Disclosure Obligation:

= Provide Producer Disclosure Form to the consumer prior to any
recommendation. Retain a signed copy of the form and leave one
with the consumer.

= If requested by the consumer, disclose more information about your
compensation, which can be expressed by a range or percentage.




Best Interest Standard

- Documentation Obligation:

= Document a written record of any recommendation you make as well
as the basis for that recommendation (even if recommendation does
not result in a sale)

= Maintain any information collected from the consumer, disclosures
made to the consumer (including summaries of oral disclosures), and
any other information used in making the recommendation.



Best Interest Standard

Conflict of Interest Obligation:

= Consider any potential conflicts of interest that could influence the
impartiality of your recommendation.

= Either identify and avoid or manage and disclose the conflict(s) to
consumer. As a best practice, if you have a question whether a
financial interest is a conflict, disclose it to the consumer.




Best Interest Standard

- The obligation to evaluate and assess product features does not
extend beyond the types of products the producer is authorized and
licensed to sell or recommend.

- Does not require that the annuity with the lowest one-time or
multiple occurrence compensation schedule necessarily be
recommended

= Does not require the producer to assume ongoing monitoring
obligations (unless this obligation is owed separately under the terms
of an advisory or consulting agreement with the consumer).

- Does not require that the same importance or significance be given to
every factor involved in a product analysis.

= Does not create or require a fiduciary obligation with the consumer.



Best Interest Standard

- No obligation to consumer if:

- No recommendation is made.

- Recommendation was made that was later found to have been based
on materially inaccurate information provided by the consumer.

- The consumer refused to provide relevant profile information, and the
transaction is not recommended.

- The consumer decides to enter into an annuity transaction that is not
recommended by the producer.



Insurer Requirements

- Must establish and maintain supervision procedures:
- To inform producers of the requirements of the regulation
- Provide product and consumer best interest training for producers

- That confirms consumer profile information to identify and deter
submission of inaccurate information

- That ensures producers provide the necessary and required
Information to consumers before annuity issue

- That identify and eliminate any sales contest, sales quotas, bonuses,
and non-cash compensation based on specific annuity sales within a
limited period of time

- Must provide written report to senior management regarding the
effectiveness of its supervision system



Safe Harbors

- Recommendations and sales of annuities made in compliance with
comparable standards shall satisfy the requirements under the 2020
Model Regulation.

- Example-Broker-dealer and registered representatives follow SEC and
FINRA rules pertaining to best interest obligations and supervision of
annuity recommendations and sales including Regulation Best Interest

- Example-investment advisers following the fiduciary duties and
requirements imposed by contract under the Investment Advisors Act
of 1940 including Form ADV



Producer Training

- All previous product and CE training requirements survive in the new
NAIC Model #275.

- If you already completed required state 4-hour annuity training course
In the past (prior to 12/31/2022), then a one credit training course on
appropriate sales practices, replacement, and disclosure requirements
under the newly amended NAIC #275.

- For producers who obtain license after 12/31/2022, a new 4-hour
training course incorporating the new NAIC #275.

- Producers licensed prior to 12/31/2022 have until 7/1/2023 to take
one-hour course. Otherwise, producers must take new 4-hour course.

- Compliance with another state’s training requirements similar to this
requirement will be deemed to be in compliance with Hawaii’s
requirements.



Insurance Producer Disclosure for Annuities
APPEMNDIX A

INSURAMNCE AGENT (PRODUCER) DISCLOSURE FOR AMMUITIES

Do Mot Sign Unless ¥You Have Read and Understand the Information in this Form

Diate:

INSURANCE AGENT (PRODUCER) INFORMATION (“Me™, “I", “My™)

Firgt Mama: Last MNarme:

Business Agency MName: Wabaite:

Business Mailing Address:

Busines: Talephone MNumber:

Ernail Address:

HMational Producer Mumber in [stata]:

CUSTOMERE INFOEMATION (“You™, “Your™)

First Xame: Last NMame:

What Types of Froducts Can I Sell You?

I amn licensed to sell anpuities to you in accordance with state law. If I recommend that YVou buy an annaity, it
means [ believe that it effectively meets Your financial situation, insurance needs, and financial objectives. Other
financial prodacts, sach as life insurance or stocks, bonds and mutaal funds, also may meet Y oar needs.

I affer the following preducts:

Fizad or Fixed Indexed Annuities
“ariable Annuities
Life Insurance

I need a separate license to provide advice about or to sell non-insurance financial products. [ have checked below
amy noninsurance financial products that I am licensed and suthorized to provide advice about or to zell.

hlutaal Funds
Stocks/Bonds
Cartificates of Deposits




Whese Anmaities Can I Sell to You?

I a=o actborized to vell
Amendries from Only One (1) Insoner Axenimes from Two or hMore Inmorers.

Amneniries frasn Tora ar Mose Imsoress
althoagh I privearsiy sell smseivies
from;

How I'm FPaid far My Wark:

It's importame for You o andsryvmsd how IM'm paid for ey wesk Dependier on the partionlsr sasnsivy Y oa
purchase, I may be paid 3 copmmission or 3 fee. Comesinnions gre peneralby padd to Ris by the msorance oompamye
while fets axe gemecally paid oo M by the conmrner I ¥ on bave goestiony aboot bowr I'm paid, please 210 Wi

Drepending on the pamimlar snseiry Yoa ey, © will or sy be pasd caa compenuaring s fallonrs:
mmummhmmwum sparces. If oher souniel,

Fm{iﬂn- Exed amouns am bowxly rase. or 2 pesce=taps of vour pavese=r), which mln.t'[l:-'p-d
dirpctly by the Costamer,
Ortser (Dascribe):

| if you hove questions about the abowe coampensgtion | wil b goid for this ronsodiion, pleose ask me._

I may abio receive other indirec compessation resulingy Som this guamssccon (sometizmes called “mom-cash™
compenaation), veck as health or petesment beoelts, ofSce rent and sappost, o oiber ndensiies o the
fnanuranse COBAPANY OF other LonTres

Drafeing Near: Thi disclosars may b adipeed so i tie porccuisr business medel qf the producer. 4z am
example, e producer cnly Fecernes commiinion oF saly FeCEives & fbe o ohe comrumer. ther dizclowre magy
& rgfieed o i thar parriculor situgrise. Thiz form o oeeded o provide on axoeple gf Bona 2o commamicase
Producer compensanon, bur compiliees wizh the refuiorion may alne B ackinued with mord precize dicclosure,
including a wrinen conruinmy advicingr or fuserisl plooeher arreesine

Drrefeing Nooe: The av b ledpdmdnt o fofmenrd thenld b oo ommddfones swertmin 0 she diselasnnd raguagd.

By signing Beloty, vou doiresorledes that von have read sl erdesvrind the mfiarsaatann protided o von ie this
do-ousrens

Custcamer Signatare

Agent [Producer) SiFpsaneee




Consumer Refusal to Provide Information
APPENDIX B

CONSTUMER REFUSAL TO PROVIDE INFORMATION

Do Not Sign Unlexs You Have Read and Understand the Information in this Form

Why are you being given thiz form?
You're buying a financial product — an amnuity.

To recommend a product that effectively mests vour needs, objectives and situation, the agent, broker, or
company needs information about you, vour financial vitmation, inyarance needs and fnancial objectves.

If vou sign this form, it means vou have not given the agent, broker, or company some or all the information
needed to decide if the anmaity effectively meets your needs, objectives and situation. You may lose protections
under the Insurance Code of [this state] if vou sign this form or provide inaccarate information.

Statement of Purchaser:

I REFUSE to provide this information at this tme.
I have chosen to provide LIMITED information at this time.

Customer Signature




Consumer Decision to Purchase an Annuity NOT Based on a
Recommendation

APPENDIX C

Conzumer Decizion to Purchaze an Ansmity NOT Bazed on 3 Recommendation

D Not Sign Thiz Form TUnles: Yon Have Read and Understand It

Why are you being given this form? You ars bovins 2 Snencizl prodoct — 20 ity

To recommend a3 product that efecively meets vour nesds objecdves =nd simation, the sgent, broker, or
company has the responsibility to lesrn shout voo, vour finemcis]l zimarion insurance needs and finamcial
objactives.

If vou sign this form, it means yvou knoer thet vou're boyvins 2n snnmity thet was not recommended.

Statement of Purchaser:

I understand that I am boying an sanoity, ot the szent broker or company did not recomemend that T by it. IFT
buy it withowt & recommendation, I mnderstand I mey lose protections nnder the Insurance Code of [thiz stata].

Custormer Siznamre




Any Questions?




Thank you!

Michael Sato
msato@askoxy.com
(808) 527-8869



mailto:msato@askoxy.com
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