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1. Scope and Purpose 


The scope and purpose of this document is as follows:

· Provide a basic understanding of the Training Update process provided as a transaction under the LNA processing set using the DTCC format




· Provide some design consideration as a Carrier begins to understand the scope and magnitude of the development effort around automating the update of training information process


In no way is the intention of this documentation to be an exhaustive collection of both business and technical considerations around the training process, but it is intended to be a starting point and spark discussion and brainstorming around the build process. 

2. Introduction to Training Update
· What is the reason for the need of develop a Training Transaction (TU)?

The need for the training update transaction stemed from the Suitability in Annuity Transactions Model Regulation. In its basic form it mandated two levels of training for any producer wishing to sell annuities. The first was a training required of all producers in annuities. The second required that the producer be trained in the the specific annuity product which he/she was looking to sell. This training was unique to the individual carrier, and carriers individual products. The regulation went on to mandate that the insurance carrier was responsible for the tracking and enforcement of this training for producers who they appoint to sell their products and that this training must be completed prior to solicitation

The Training updated (TU) transaction is one of the transactions which exists under the DTCC’s LNA Functionality. LNA stands for 'Licensing and Appointments'. It is a service offered by the NSCC that was created to manage and automate 'License and Appointment data' (i.e. Information) exchange between Carriers and Distributors. 

· NSCC (National Securities Clearing Corporation)

The NSCC (also called 'DTCC') is a clearing corporation that makes it easier for Carriers and Distributors to exchange 'information'.

· Carrier

A Carrier is an organization that provides Insurance/Annuity products, e.g. Carrier X. Within Carrier X there are a number of 'Legal Entities'; Carrier X US , Carrier X NY  and Carrier X Life . Each Legal Entity is assigned an MRO number (Carrier X US  – 4991; Carrier X NY – 4991; & Carrier X Life – 4992).

· Distributor

Carrier X needs somebody to sell their products. A Distributor (also called a 'Firm') is an organization that sells Carrier X’s Insurance/Annuity products. 
A distributor will have 'producers' or 'agents' out in the field selling Carrier X products. Merrill Lynch and Morgan Stanley are just some examples of Distributors that sell products for Carrier X.

· Producer

A Producer (also called 'Agent') is an individual that sells Carrier Xs Insurance/Annuity products 'basically a 'sales person'. Each Producer will usually be working for a 'Distributor' (also called a 'Firm').

.

· Training Vendor (aka Education Vendor)

A training vendor is a company which provides a systematic method of both providing and reporting training taken and needing to be taken by a representative. This training is developed by the carrier (Carrier Product Specific Product) and administrated by the training vendor. The training vendor provides the carrier or distributor with the information on which reps have taken the annuity and carrier specific product training.

· Why does Carrier X use LNA?

Carrier X uses the LNA service to facilitate the approval and control of Distributors and Producers that sell Carrier X products and to record and ensure that the Producer completed the appropriate training in annuities.
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3. Training Update Processing Steps  

· Carrier to Training Vendor
· Supplies the training Vendor with the Course Content for each course which they will provide to the producers

· Supplies the training vendor with the producers who they want the training vendor to reach out and provide the opportunity to train (either the SSN or the NPN are used depending on training vendor and carrier ability to provide).




· Training Vendor to Producer

· Training Vendor notifies the producer of the existence of the training from the

carrier

· Training Vendor tracks successful completion of training courses (Both Annuities and Product specific courses)








· Training Vendor to DTCC

· Training Vendor created CSV file (non-TU format) of all producers who have completed the any courses that day

· Training Vendor transmits the CSV file to DTCC for their processing




· DTCC to Carrier

· DTCC receives the CSV file from the training vendor

· DTCC maps the CSV file to the TU Layout

· DTCC includes the TU file with the Carrier’s other LNA transactions and sends on the next output cycle









· Carrier Processing

· Carrier receives LNA file with TU transactions included
· TU transactions are at an individual producer level with no indication as to the Distributor who they work for. The Carrier identifies the producer as a valid producer on their files in any status.

· Carrier updates the producer records with the training taken

· If producer works for a distributor who participates in the LNA process, Carrier formats a TU update transaction

· The completed TU update transaction is included in the LNA response file sent to the distributor from the carrier








· Distributor 
· Distributor receives TU transaction from the Carrier

· Distributor updates their records on successful completion of the training received from the Carrier









· Distributor to Carrier (Alternate update process) 

· NOTE: Carrier’s need to determine the appropriateness of this process based upon the language in the Model and if they deem this an appropriate source can take this update.
· Distributor receives confirmation of training completed from a source other than the carrier (i.e Vendor, Producer presents certification of completion)

· Distributor updates producer’s records

· Distributor creates a TU transaction to send to the Carrier to update their records

· The TU transaction is included in the LNA file sent to the Carrier




· Model Regulation Language covering valid sources of training completion information for interpretation:
“An insurer shall verify that an insurance producer has completed the annuity training course required under this subsection before allowing the producer to sell an annuity product for that insurer. An insurer may satisfy its responsibility under this subsection by obtaining certificates of completion of the training course or obtaining reports provided by commissioner-sponsored database systems or vendors or from a reasonably reliable commercial database vendor that has a reporting arrangement with approved insurance education providers.”
4. The Benefits of the TU Transaction within LNA 

· It helps reduce manual process and eliminate paperwork required in the tracking of training completed by producers (e.g. Faxes, scanning, imaging, document typing, assigning, etc).
· Automation and standard formats improve accuracy (e.g. Do not have to manually manipulate, which may cause errors) and simplify processing.
· It is a great compliance tool for Insurance carriers and distributors.
· It provided a method to enable the carrier to inform the distributor of the training completed by their reps
5. LNA Transaction Types including the Training Update
LNA files are sent from the Distributor to Carrier X (Carrier) through the DTCC. These files consist of transactions that first go through DTCC edits, then the Carrier Broker Interface System edits and finally  CARRIER’S LICENSING SYSTEM Edits. Each transaction on a file is telling Carrier X to take action. This action will depend on the type of transaction submitted. There are several types of transactions, but the following are the specific types of LNA transactions that Carrier X supports: 
· AI – Initial Appointments – Distributor initiated transaction requesting initial producer appointment with the carrier.

· AA – Additional Appointment Request – Distributor initiated transaction requesting additional producer appointment(s) with the carrier.

· AD – Address/Communication Change Request – transaction used to report a change of producer address &/of communication type.

· IC – Identification Number Change Request – Transaction used to report a change of producer identification number.

· NA – Name Change Request – Transaction used to report a producer name change.

· TA – Appointment Termination Request – Transaction used to report a termination of a specific producer appointment.

· TR – Producer Termination Request –Transaction used to report a producers affiliation termination.
· TU – Producer Training Update – Transaction used to report the completion of training which a producer completed. Normally generated as a result of information from a training vendor
· LC – License Status Confirm – Distributor initiated confirm, notifying carrier of the change in license status, e.g. license expiration date or license number changes.

· PR – Periodic Refresh – Full list of agent licenses, appointments and demographics sent from the carrier to the distributor for data reconciliation purposes. It ensures that the carriers records are in sync with the Distributors records. Usually the first step when a firm joins a carrier is a Periodic Refresh. When a distributor requests a PR, a  CARRIER’S LICENSING SYSTEM FIRMPRRF request will be built. It is the biggest cost in the LNA service. 

Amongst other settings, Carrier X generates a PR by setting up the Calendar for the required firm. The requests for a PR can be set up well in advance and recur as needed, which is why we suggest the  calendar functionality 

6. LNA Training Update (TU) Record Layout Structure

When a Training Vendor delivers the course completion information DTCC formats that information into the following record types for the Carrier’s use. It is important to note that these records do not contain any information on who the producer works for and in fact that producer’s firm may or may not be a member of DTCC. 
The following are the 'Record Types' that Carrier X supports (i.e. take in and do something with):

· 5301 – 'Producer Entity Record': Details the Transaction Type, Transaction Status and some producer information (e.g. Gender, Date of Birth, etc.).

· 5302 – 'Producer Entity ID Record #1': Details the producer Tax ID and producer additional identifiers, e.g. NPN, Producer CRD number, etc.
· 5303 – 'Producer Name Record': Details the Name of the producer. The name can be LG (Legal Name); Maiden Name (MD); LA (Location Agency); TM (Team), etc.
· 5305 – 'Producer Communications Record': Details Communication details for the Producer, e.g. Business Phone (BB); Branch Phone (BR); etc.
· 5316 – 'Producer Training and Continuing Education Update Record': Provides specific information on courses completed by the producer.

Important Note: The NSCC Control Number will appear on position 8-27 of each Record. This uniquely identifies each Transaction.

The complete LNA Record Layout Structure is available on the DTCC website, and also in the VERTEX Data Dictionary.







 


7. Sample LNA (TU) Business Rule Requirements
· Edit the TU transaction to ensure that the producer (SSN) received on the TU transaction is already set up on the carrier’s LNA files regardless of status. 
· Verify Course, Cusip, and vendor Information on inbound TU transaction

· Update producer’s records with course taken (Date etc…)

· For the State Annuity training, check and record only the certification State (6716) and not all the other states (reciprocity). This filed will eliminate the need for multiple states to be held at the producer level, and in such case a reciprocal  state table at a course level can be developed)  
· Any unusable TU transactions (i.e agent not found on master files etc.) can be ignored as there is not a rejection process for these transactions back to DTCC
8. LNA Inbound File, the Carrier Broker Interface System LNA Edits 

· An Inbound File is sent into Carrier Broker Interface System from the DTCC, 4 times per day, Monday through Saturday 2:00 AM to midnight. The production times are as follows: 7 AM EST; 10AM EST, 1PM EST and 4PM EST. Two inbound files are sent to the PSE region per day, at 10AM EST and 4PM EST. 

· All Inbound Files that are sent by DTCC need to pass through the Carrier Broker Interface System edits. These Carrier Broker Interface System Edits are like Business Rules or Criteria that each transaction within the file must meet, e.g: Is the Distributor set up to send these transactions?  

· Transactions that fail the Carrier Broker Interface System edits (also known as 'hard rejects') will be update the Carrier Broker Interface System masterfile, and be rejected back to the DTCC at the next output cycle. The Training Update (TU) transaction is not Rejectable, so all that is needed is to ignore unwanted transactions.
· In order for Carrier X to receive a Distributors information, they need to be sending their transaction information to DTCC at least 20-30 minutes before the time of the Inbound File cycle (to meet the set cycles). 

· Each firm identifies itself on the inbound file by its 'Clearing Number' or also called 'Participant Number'. This Number appears on the 50 record, positions 4-7. The Participant Number combined with the firms Alpha Number uniquely identifies a firm.

· Once a transaction passes all the Carrier Broker Interface System Edits, the Carrier Broker Interface System will send a request to the CARRIER’S LICENSING SYSTEM.  This request could ask the  CARRIER’S LICENSING SYSTEM the following: 

· Does the Producers Tax ID exist in the  CARRIER’S LICENSING SYSTEM database? 

· Does the producers Selling Agreement allow them to sell the product line they are requesting to sell?, e.g. If requesting to sell a fixed annuities product, is the producers Agreement Status 'Active' to sell the 'Variable Annuities' product line?.

· Is it for the correct Legal Entity
9.  Carrier Licensing System Response File & LNA Outbound File

· In response to the request for information the Carrier Licensing System will provide the information or absence of that information back to the Carrier’s Broker Interface System.










 

· Once the Carrier’s Broker Interface systems receives that data it can then perform more edits, and if the transaction passes all the edits, the transaction can be sent on the Carrier’s Licensing System for processing








· Once the transaction is processed a final transaction is sent to the Carrier Broker interface system, and conformation can be sent back to DTCC





10. LNA Partner Testing with Training Vendors
· Once the training is set up on the training vendore’s site, it is advisory to test the transactions coming from the training vendor to DTCC and then to the Carrier. 

· This training testing is usually conducted between the training vendor, the DTCC, and the Carrier

11. Producer L&A Terms and Tools

NIPR (PDB)

The NIPR is the National Insurance Producer Registry also known as the PDB – Producer Database. The NIPR is a non-profit affiliate of the NAIC; that links state insurance regulators with the entities they regulate to facilitate the electronic exchange of producer information. NIPR developed and implemented the Producer Database (PDB).

The Producer Database (PDB) is an electronic database developed and implemented by NIPR which consists of information relating to insurance agents/producers. Through the PDB, industry is able to access all public information related to a producer provided by the participating state insurance departments.

NPN

The NPN (National Producer Number) is a unique database number assigned to a producer by the NIPR. This number is expected to be required by many states in the future due to privacy concerns
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FINRA

FINRA is the Financial Industry Regulatory Authority formerly known as the NASD (National Association of Security Dealers).
FINRA is the largest non governmental regulator for all securities firms doing 
business in the United States. Agents wishing to sell Variable producers are required to be registered with FINRA. 

CRD

The CRD is the Central Registration Depository number and is the unique number given to a producer when they register with FINRA.

Carrier X requires that the producer CRD is submitted with any variable annuity appointment request.
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12. Tracking Producer Training for the Model Suitability Act – TU Transaction


As of the Sept 2011 DTCC Release (IPS00376) support for a transaction which would provide the carriers the information around athe completion of training for a rep in both annuities, and Carrier specific product training.  The origination for this transaction is from a training vendor, which the carrier contracts with in order to be able to provide the required product training to the Distributor’s producers before any solicitation can occur. 

The process would begin by the Carrier providing any training materials in which the training vendor would create a course from. This course is then offered to the producers. Upon completion of this course or the higher level State Annuity training, the completion information would be sent in batch to DTCC. DTCC would take this information and produce a TU (Training Update) transaction and send it to either the carrier or distributor depending on the information received from the training vendor. 

This TU information would be included in the file of LNA transactions received by the Carrier, but unlike the other LNA transactions there is no rejection process for these transactions. In addition these transactions are not identified by distributor so it is the carrier’s responsibility to identify and process successfully without knowledge of the distributor who the producer works for.
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13. 
Glossary of Terms and Abbreviations
	Term
	Definition

	Agent


	Person/Individual who is licensed to sell insurance products. Also called Producer, an Agent will usually be working for a Firm/Distributor. E.g. INVEST FINANCIAL CORPORATION: Dealer Alpha Code = INVT



	Alpha Code
	Each dealer or 'Parent Dealer Record' has a dealer 'Alpha' code assigned to it that, along with the Clearing Number', uniquely identifies that dealer.

	the Carrier Broker Interface System
	A system built by the Carrier to manage and maintain the electronic conversation between the distributor and the Carrier’s internal systems



	Broker Dealer Services
	Manage the relationship between Carrier X and the Broker Dealers. 

	Carrier


	A Carrier is a company/organization who provides insurance products.

	Clearing Number
	Each dealer or 'Parent Dealer Record' has a Clearing (or 'Participant') Number assigned to it that, along with the Alpha Number', uniquely identifies that dealer.

	Compliance
	Compliance is either a state of being in accordance with established guidelines, specifications, or legislation or the process of becoming so.



	CRD
	Central Registration Depository.



	Domicile State
	The state within which the agent/producer is a resident.



	 CARRIER’S LICENSING SYSTEM
	Distributed Management System.



	DTCC
	The Depository Trust & Clearing Corporation.



	ELCA
	Enterprise Licensing , Contracting & Appointments.



	Hard Reject
	A transaction that fails a the Carrier Broker Interface System edit.

	Legal Entity
	An individual or organization which is legally permitted to enter into a contract, and be sued if it fails to meet its contractual obligations. 

This content can be found on the following page:http://www.investorwords.com/2759/legal_entity.html[image: image6.png]





	LNA
	Licensing And Appointments. 'LNA' is a term used by the NSCC. Non NSCC firms sometimes call it L&A, which means the same thing.



	MRO also known as Participant Number 
	Machine Readable Output. Is a unique number given to a Carrier  Legal Entity or Line of Business. 



	National Producer Number  


	A unique database number assigned to a producer by the NIPR. This number is expected to be required by many states in the future due to privacy concerns



	NSCC (also referred to as DTCC)
	National Securities Clearing Corporation. Allows for a single access point for electronic data interchange (EDI) between a carrier such as Carrier X and broker/dealers. The NSCC allows Carrier X to communicate with broker/dealers using standard formats, which increases efficiency, reduces costs and minimizes risks. 



	Position
	This means the exact location (also called 'field' or 'column) that the data can be found on each record on a file. The positions run across the top of the file from left to right. The make it easier to identify the position of data you can type in 'cols' on the command line of the file. Please see the LNA Record Layout Structure for the positions of all data.



	Producer
	Person/Individual who is licensed to sell insurance products. Also called Agent, a Producer will usually be working for a Firm/Distributor.



	SSN
	Social Security Number. This is also called the TIN (Tax ID Number)



	WEW
	Web Enabled Workflow. An administration system by which all the licensing information comes to the Licensing reps. 
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 SUITABILITY IN ANNUITY TRANSACTIONS 
MODEL REGULATION 
Table of Contents 
Section 1. Purpose 

Section 2. Scope 

Section 3. Authority 

Section 4. Exemptions 

Section 5. Definitions 

Section 6. Duties of Insurers and Insurance Producers 

Section 7. Insurance Producer Training 

Section 8. Compliance Mitigation; Penalties 

Section 9. [Optional] Recordkeeping 

Section 10. Effective Date 

Section 1. Purpose 
A. The purpose of this regulation is to require insurers to establish a system to supervise recommendations and to set forth standards and procedures for recommendations to consumers that result in transactions involving annuity products so that the insurance needs and financial objectives of consumers at the time of the transaction are appropriately addressed. 

B. Nothing herein shall be construed to create or imply a private cause of action for a violation of this regulation. 

Drafting Note: The language of subsection B comes from the NAIC Unfair Trade Practices Act. If a State has adopted different language, it should be substituted for subsection B. 

Section 2. Scope 

This regulation shall apply to any recommendation to purchase, exchange or replace an annuity made to a consumer by an insurance producer, or an insurer where no producer is involved, that results in the purchase, exchange or replacement recommended. 

Section 3. Authority 
This regulation is issued under the authority of [insert reference to enabling legislation]. 

Drafting Note: States may wish to use the Unfair Trade Practices Act as enabling legislation or may pass a law with specific authority to adopt this regulation. 

Section 4. Exemptions 
Unless otherwise specifically included, this regulation shall not apply to transactions involving: 

A. Direct response solicitations where there is no recommendation based on information collected from the consumer pursuant to this regulation; 

B. Contracts used to fund: 

© 2010 National Association of Insurance Commissioners 275-1 Suitability in Annuity Transactions Model Regulation 

(1) An employee pension or welfare benefit plan that is covered by the Employee Retirement and Income Security Act (ERISA); 

(2) A plan described by sections 401(a), 401(k), 403(b), 408(k) or 408(p) of the Internal Revenue Code (IRC), as amended, if established or maintained by an employer; 

(3) A government or church plan defined in section 414 of the IRC, a government or church welfare benefit plan, or a deferred compensation plan of a state or local government or tax exempt organization under section 457 of the IRC; 

(4) A nonqualified deferred compensation arrangement established or maintained by an employer or plan sponsor; 

(5) Settlements of or assumptions of liabilities associated with personal injury litigation or any dispute or claim resolution process; or 

(6) Formal prepaid funeral contracts. 

Section 5. Definitions 
A. “Annuity” means an annuity that is an insurance product under State law that is individually solicited, whether the product is classified as an individual or group annuity. 

B. “Continuing education credit” or “CE credit” means one continuing education credit as defined in [insert reference in State law or regulations governing producer continuing education course approval]. 

C. “Continuing education provider” or “CE provider” means an individual or entity that is approved to offer continuing education courses pursuant to [insert reference in State law or regulations governing producer continuing education course approval]. 

D. “FINRA” means the Financial Industry Regulatory Authority or a succeeding agency. 

E. “Insurer” means a company required to be licensed under the laws of this state to provide insurance products, including annuities. 

F. “Insurance producer” means a person required to be licensed under the laws of this state to sell, solicit or negotiate insurance, including annuities. 

G. “Recommendation” means advice provided by an insurance producer, or an insurer where no producer is involved, to an individual consumer that results in a purchase, exchange or replacement of an annuity in accordance with that advice. 

H. “Replacement” means a transaction in which a new policy or contract is to be purchased, and it is known or should be known to the proposing producer, or to the proposing insurer if there is no producer, that by reason of the transaction, an existing policy or contract has been or is to be: 

(1) Lapsed, forfeited, surrendered or partially surrendered, assigned to the replacing insurer or otherwise terminated; 

275-2 © 2010 National Association of Insurance Commissioners Model Regulation Service—April 2010 

(2) Converted to reduced paid-up insurance, continued as extended term insurance, or otherwise reduced in value by the use of nonforfeiture benefits or other policy values; 

(3) Amended so as to effect either a reduction in benefits or in the term for which coverage would otherwise remain in force or for which benefits would be paid; 

(4) Reissued with any reduction in cash value; or 

(5) 

Used in a financed purchase. 

Drafting Note: The definition of “replacement” above is derived from the NAIC Life Insurance and Annuities Replacement Model Regulation. If a State has a different definition for “replacement,” the State should either insert the text of that definition in place of the definition above or modify the definition above to provide a cross-reference to the definition of “replacement” that is in State law or regulation. 

I. “Suitability information” means information that is reasonably appropriate to determine the suitability of a recommendation, including the following: 

(1) Age; 

(2) Annual income; 

(3) Financial situation and needs, including the financial resources used for the funding of the annuity; 

(4) Financial experience; 

(5) Financial objectives; 

(6) Intended use of the annuity; 

(7) Financial time horizon; 

(8) Existing assets, including investment and life insurance holdings; 

(9) Liquidity needs; 

(10) Liquid net worth; 

(11) Risk tolerance; and 

(12) Tax status. 

Section 6. Duties of Insurers and of Insurance Producers 
A. In recommending to a consumer the purchase of an annuity or the exchange of an annuity that results in another insurance transaction or series of insurance transactions, the insurance producer, or the insurer where no producer is involved, shall have reasonable grounds for believing that the recommendation is suitable for the consumer on the basis of the facts disclosed by the consumer as to his or her investments and other insurance products and as to his or her financial situation and needs, including the consumer’s suitability information, and that there is a reasonable basis to believe all of the following: 

© 2010 National Association of Insurance Commissioners 275-3 Suitability in Annuity Transactions Model Regulation 

(1) The consumer has been reasonably informed of various features of the annuity, such as the potential surrender period and surrender charge, potential tax penalty if the consumer sells, exchanges, surrenders or annuitizes the annuity, mortality and expense fees, investment advisory fees, potential charges for and features of riders, limitations on interest returns, insurance and investment components and market risk; 

Drafting Note: If a State has adopted the NAIC Annuity Disclosure Model Regulation, the State should insert an additional phrase in paragraph (1) above to explain that the requirements of this section are intended to supplement and not replace the disclosure requirements of the NAIC Annuity Disclosure Model Regulation. 

(2) The consumer would benefit from certain features of the annuity, such as tax-deferred growth, annuitization or death or living benefit; 

(3) The particular annuity as a whole, the underlying subaccounts to which funds are allocated at the time of purchase or exchange of the annuity, and riders and similar product enhancements, if any, are suitable (and in the case of an exchange or replacement, the transaction as a whole is suitable) for the particular consumer based on his or her suitability information; and 

(4) In the case of an exchange or replacement of an annuity, the exchange or replacement is suitable including taking into consideration whether: 

(a) The consumer will incur a surrender charge, be subject to the commencement of a new surrender period, lose existing benefits (such as death, living or other contractual benefits), or be subject to increased fees, investment advisory fees or charges for riders and similar product enhancements; 

(b) The consumer would benefit from product enhancements and improvements; and 

(c) The consumer has had another annuity exchange or replacement and, in particular, an exchange or replacement within the preceding 36 months. 

B. Prior to the execution of a purchase, exchange or replacement of an annuity resulting from a recommendation, an insurance producer, or an insurer where no producer is involved, shall make reasonable efforts to obtain the consumer’s suitability information 

C. Except as permitted under subsection D, an insurer shall not issue an annuity recommended to a consumer unless there is a reasonable basis to believe the annuity is suitable based on the consumer’s suitability information. 

D. (1) Except as provided under paragraph (2) of this subsection, neither an insurance producer, nor an insurer, shall have any obligation to a consumer under subsection A or C related to any annuity transaction if: 

(a) No recommendation is made; 

(b) A recommendation was made and was later found to have been prepared based on inaccurate material information provided by the consumer; 
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(c) A consumer refuses to provide relevant suitability information and the annuity transaction is not recommended; or 

(d) A consumer decides to enter into an annuity transaction that is not based on a recommendation of the insurer or the insurance producer. 

(2) An insurer’s issuance of an annuity subject to paragraph (1) shall be reasonable under all the circumstances actually known to the insurer at the time the annuity is issued. 

E. An insurance producer or, where no insurance producer is involved, the responsible insurer representative, shall at the time of sale: 

(1) Make a record of any recommendation subject to section 6A of this regulation; 

(2) Obtain a customer signed statement documenting a customer’s refusal to provide suitability information, if any; and 

(3) Obtain a customer signed statement acknowledging that an annuity transaction is not recommended if a customer decides to enter into an annuity transaction that is not based on the insurance producer’s or insurer’s recommendation. 

F. (1) An insurer shall establish a supervision system that is reasonably designed to achieve the insurer’s and its insurance producers’ compliance with this regulation, including, but not limited to, the following: 

(a) The insurer shall maintain reasonable procedures to inform its insurance producers of the requirements of this regulation and shall incorporate the requirements of this regulation into relevant insurance producer training manuals; 

(b) The insurer shall establish standards for insurance producer product training and shall maintain reasonable procedures to require its insurance producers to comply with the requirements of section 7 of this regulation; 

(c) The insurer shall provide product-specific training and training materials which explain all material features of its annuity products to its insurance producers; 

(d) The insurer shall maintain procedures for review of each recommendation prior to issuance of an annuity that are designed to ensure that there is a reasonable basis to determine that a recommendation is suitable. Such review procedures may apply a screening system for the purpose of identifying selected transactions for additional review and may be accomplished electronically or through other means including, but not limited to, physical review. Such an electronic or other system may be designed to require additional review only of those transactions identified for additional review by the selection criteria; 
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(e) The insurer shall maintain reasonable procedure to detect recommendations that are not suitable. This may include, but is not limited to, confirmation of consumer suitability information, systematic customer surveys, interviews, confirmation letters and programs of internal monitoring. Nothing in this subparagraph prevents an insurer from complying with this subparagraph by applying sampling procedures, or by confirming suitability information after issuance or delivery of the annuity; and 

(f) The insurer shall annually provide a report to senior management, including to the senior manager responsible for audit functions, which details a review, with appropriate testing, reasonably designed to determine the effectiveness of the supervision system, the exceptions found, and corrective action taken or recommended, if any. 

(2) (a) Nothing in this subsection restricts an insurer from contracting for performance of a function (including maintenance of procedures) required under paragraph (1). An insurer is responsible for taking appropriate corrective action and may be subject to sanctions and penalties pursuant to section 8 of this regulation regardless of whether the insurer contracts for performance of a function and regardless of the insurer’s compliance with subparagraph (b) of this paragraph. 

(b) An insurer’s supervision system under paragraph (1) shall include supervision of contractual performance under this subsection. This includes, but is not limited to, the following: 

(i) Monitoring and, as appropriate, conducting audits to assure that the contracted function is properly performed; and 

(ii) Annually obtaining a certification from a senior manager who has responsibility for the contracted function that the manager has a reasonable basis to represent, and does represent, that the function is properly performed. 

(3) An insurer is not required to include in its system of supervision an insurance producer’s recommendations to consumers of products other than the annuities offered by the insurer. 

G. An insurance producer shall not dissuade, or attempt to dissuade, a consumer from: 

(1) Truthfully responding to an insurer’s request for confirmation of suitability information; 

(2) Filing a complaint; or 

(3) Cooperating with the investigation of a complaint. 

H. (1) Sales made in compliance with FINRA requirements pertaining to suitability and supervision of annuity transactions shall satisfy the requirements under this regulation. This subsection applies to FINRA broker-dealer sales of variable annuities and fixed annuities if the suitability and supervision is 
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similar to those applied to variable annuity sales. However, nothing in this subsection shall limit the insurance commissioner’s ability to enforce (including investigate) the provisions of this regulation. 

Drafting Note: Non-compliance with FINRA requirements means that the broker-dealer transaction is subject to compliance with the suitability requirements of this regulation. 

(2) For paragraph (1) to apply, an insurer shall: 

(a) Monitor the FINRA member broker-dealer using information collected in the normal course of an insurer’s business; and 

(b) Provide to the FINRA member broker-dealer information and reports that are reasonably appropriate to assist the FINRA member broker-dealer to maintain its supervision system. 

Section 7. Insurance Producer Training 
A. An insurance producer shall not solicit the sale of an annuity product unless the insurance producer has adequate knowledge of the product to recommend the annuity and the insurance producer is in compliance with the insurer’s standards for product training. An insurance producer may rely on insurer-provided product-specific training standards and materials to comply with this subsection. 

B. (1) (a) An insurance producer who engages in the sale of annuity products shall complete a one-time four (4) credit training course approved by the department of insurance and provided by the department of insurance-approved education provider. 

(b) Insurance producers who hold a life insurance line of authority on the effective date of this regulation and who desire to sell annuities shall complete the requirements of this subsection within six (6) months after the effective date of this regulation. Individuals who obtain a life insurance line of authority on or after the effective date of this regulation may not engage in the sale of annuities until the annuity training course required under this subsection has been completed. 

(2) The minimum length of the training required under this subsection shall be sufficient to qualify for at least four (4) CE credits, but may be longer. 

(3) The training required under this subsection shall include information on the following topics: 

(a) The types of annuities and various classifications of annuities; 

(b) Identification of the parties to an annuity; 

(c) How fixed, variable and indexed annuity contract provisions affect consumers; 

(d) The application of income taxation of qualified and non-qualified annuities; 

(e) The primary uses of annuities; and 
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(f) Appropriate sales practices, replacement and disclosure requirements. 

(4) Providers of courses intended to comply with this subsection shall cover all topics listed in the prescribed outline and shall not present any marketing information or provide training on sales techniques or provide specific information about a particular insurer’s products. Additional topics may be offered in conjunction with and in addition to the required outline. 

(5) A provider of an annuity training course intended to comply with this subsection shall register as a CE provider in this State and comply with the rules and guidelines applicable to insurance producer continuing education courses as set forth in [insert reference to State law or regulations governing producer continuing education course approval]. 

(6) Annuity training courses may be conducted and completed by classroom or self-study methods in accordance with [insert reference to State law or regulations governing producer continuing education course approval]. 

(7) Providers of annuity training shall comply with the reporting requirements and shall issue certificates of completion in accordance with [insert reference to State law or regulations governing to producer continuing education course approval]. 

(8) The satisfaction of the training requirements of another State that are substantially similar to the provisions of this subsection shall be deemed to satisfy the training requirements of this subsection in this State. 

(9) An insurer shall verify that an insurance producer has completed the annuity training course required under this subsection before allowing the producer to sell an annuity product for that insurer. An insurer may satisfy its responsibility under this subsection by obtaining certificates of completion of the training course or obtaining reports provided by commissioner-sponsored database systems or vendors or from a reasonably reliable commercial database vendor that has a reporting arrangement with approved insurance education providers. 

Section 8. Compliance Mitigation; Penalties 
A. An insurer is responsible for compliance with this regulation. If a violation occurs, either because of the action or inaction of the insurer or its insurance producer, the commissioner may order: 

(1) An insurer to take reasonably appropriate corrective action for any consumer harmed by the insurer’s, or by its insurance producer’s, violation of this regulation; 

(2) A general agency, independent agency or the insurance producer to take reasonably appropriate corrective action for any consumer harmed by the insurance producer’s violation of this regulation; and 

(3) Appropriate penalties and sanctions. 
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B. Any applicable penalty under [insert statutory citation] for a violation of this regulation may be reduced or eliminated [, according to a schedule adopted by the commissioner,] if corrective action for the consumer was taken promptly after a violation was discovered or the violation was not part of a pattern or practice. 

Drafting Note: Subsection B above is intended to be consistent with the commissioner’s discretionary authority to determine the appropriate penalty for a violation of this regulation. The language of subsection B is not intended to require that a commissioner impose a penalty on an insurer for a single violation of this regulation if the commissioner has determined that such a penalty is not appropriate. 

Drafting Note: A State that has authority to adopt a schedule of penalties may wish to include the words in brackets. In that case, “shall” should be substituted for “may” in the same sentence. States should consider inserting a reference to the NAIC Unfair Trade Practices Act or the State’s statute that authorizes the commissioner to impose penalties and fines. 

Section 9. [Optional] Recordkeeping 
A. Insurers, general agents, independent agencies and insurance producers shall maintain or be able to make available to the commissioner records of the information collected from the consumer and other information used in making the recommendations that were the basis for insurance transactions for [insert number] years after the insurance transaction is completed by the insurer. An insurer is permitted, but shall not be required, to maintain documentation on behalf of an insurance producer. 

Drafting Note: States should review their current record retention laws and specify a time period that is consistent with those laws. For some States this time period may be five (5) years. 

B. Records required to be maintained by this regulation may be maintained in paper, photographic, micro-process, magnetic, mechanical or electronic media or by any process that accurately reproduces the actual document. 

Drafting Note: This section may be unnecessary in States that have a comprehensive recordkeeping law or regulation. 

Section 10. Effective Date 
The amendments to this regulation shall take effect six (6) months after the date the regulation is adopted or on [insert date], whichever is later. 

________________________________ 

Chronological Summary of Action (All references are to the Proceedings of the NAIC). 
2003 Proc. 3rd Quarter 17-18, 24-27, 32, 213 (adopted). 
2006 Proc. 2nd Quarter 40, 90 (amended). 
2010 Proc. 1st Quarter (amended) 
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