
STATE OF CONNE CTI CUT 

INSURANCE DEPARTMENT 

Notice of Intent to Amend Regulations 

In accordance with section 4-168(a) of the Connecticut General Statutes, notice is hereby 
given that the Insurance Commissioner, pursuant to the authority of section 38a-432a of 
the Connecticut General Statutes, proposes to amend sections 38a-432a-1 to 38a-432a-7, 
inclusive, of the Regulations of Connecticut State Agencies, and to add a new section 
38a-432a-8 of the Regulations of Connecticut State Agencies. 

Statement of Purpose: To modify Sections 38a-432a-1 to 38a-432a-7, inclusive of the 
Regulations of Connecticut State Agencies, in accordance with a National Association of 
Insurance Commissioners (NAIC) model to strengthen standards and procedures for 
suitable annuity recommendations, and to strengthen the requirements of insurers to 
establish a system to supervise recommendations so that the needs and financial 
objectives of consumers are appropriately addressed . These amendments establish a 
regulatory framework that holds insurers responsible for ensuring that the annuity 
transactions are suitable, whether or not the insurer contracts with a third party to 
supervise or monitor the recommendations made in the marketing and sale of annuities. 
These amendments also add a new section 38a-432a-8 to set uniform training standards 
in the sale of annuities for producers. 

All interested persons are invited to submit written data, views or arguments in 
connection with the proposed action within thirty days following publication of this 
notice in the Connecticut Law Journal to the State of Connecticut, Insurance Department, 
Attention: Mark R. Franklin, Esq., P.O. Box 816, Hartford CT 06142-0816. 

Copies of the proposed regulation, small business impact statement and agency fiscal 
estimate of the proposed regulation may be obtained to writing to the Insurance 
Department at the above address or by calling (860) 297-3854. One may view these 
documents and this notice by visiting the Insurance Department's internet web site at 
www.ct.gov/cid and clicking on "Proposed Regulations." 

~~CtqYCb,-
Barbara C. Spear 
Acting Insurance Commissioner 
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P.O. Box 816 • Hartford, CT 06142-0816 
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SECTION 1 

Sections 3Ba-432a-1 to 3Ba 432a-7, inclusive, of the Regulations of 
Connecticut State Agencies are amended to read as follows: 

Section 38a-432a-1 Purpose 

~ The purpose of sections 38a-432a-1 to [38a 432a-7J c=.c=.=-...:..:=-=-=:......=.. 
inclusive of the Regulations of Connecticut State to 
require insurers to establish a system to supervise recommendations 
and to set forth standards and procedures for recommendations to 
consumers that result in [a transactionJt involving 
[annuities]annuity products so that the insurance needs and 
financial objectives of consumers known at the time of the 
[recommendationJ transaction are appropriately addressed. 

Section 38a-432a-2 Scope 

Sections 38a-432a-1 to [38a-432a-7]38a-432a-9, inclusive of the Regulations 
of Connecticut State Agencies shall apply to any recommendation to purchase 
[or]L 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 [orJ L exchange or replacement recommended. 

Section 38a-432a-3 Exemptions 

Unless otherwise specifically included, sections 38a-432a-1 to [38a-432a­
7]38a-432a-9, inclusive of the Regulations of Connecticut State Agencies 
shall not apply to [recommendations] t involving: 

(1) 	 direct response solicitations where there is no recommendation based 
on information collected from the consumer pursuant to section 38a­
432a-1 to [38a-432a-7]38a-432a-9, inclusive of the Regulations of 
Connecticut State Agencies, or 

(2) 	 contracts used to fund: 

(A) 	 an employee pension or welfare benefit plan that is covered by 
the federal Employee Retirement and Income Security Act 
(ERISA), Public Law 93-406; 

tB) 	 a plan described by the following sections of the federal 
Internal Revenue Code: 26 USC 401(a), 26 USC 401(k), 26 USC 
403(b), 26 USC 408(k), or 26 USC 408(p), if established or 
maintained by an employer; 

(C) 	 a governmental or church plan defined in 26 USC 414, a 
government or church welfare benefit plan, or a deferred 
compensation plan of a state or local government or tax exempt 
organization under 26 USC 457; 

(D) 	 a nonqualified deferred compensation arrangement established or 
maintained by an employer or plan sponsor; 

(E) 	 settlements of or assumptions of liabilities associated with 
personal injury litigation or any dispute or claim resolution 
proceSSi or 

(F) 	 formal prepaid funeral contracts. 

Section 38a-432a-4 Definitions 

(1) 	 "Agency" means a person that employs one or more insurance producers; 

U (2) "AnnuityU means "annuities as defined in section 38a-l of the 
Connecticut General Statutes, that is or are individually solicited, 
whether the product is classified as an individual or group annuitYi 
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(3) "Commissioner" means the Insurance Commissioner. 

J4) "Continuing education credit" or "CE credit" means a "credit hour" as 
defined in section 38a-782a-1 of the Regulations of Connecticut State 
Agencies; 

(5) "Continuing education provider" or "CE provider" means a person that 
is approved to sponsor continuing education courses pursuant to sections 
38a 782a-3 and 38a-782a-4 of the Regulations of Connecticut State Agencies~ 

(6) "FINRA" means the Financial Industry Regulatory Authority or a 
~ucceeding agency; 

[(4)] 7 "Insurance producer" means "Insurance producer" as defined in 
section 38a-702a of the Connecticut General Statutes; 

[(5)]~ "Insurer" means "insurer" as defined in section 38a-1 of the 
Connecticut General Statutes; 

9 "Person" means "person" as defined in section 38a-702a of the 
Connecticut General Statutes; [and] 

QQl "Recommendation" means advice provided by an insurance producer or an 
insurer where no producer is involved, to [a] an individual consumer that 
results in a purchaseL [or) exchange or replacement of an annuity in 
accordance with that advice[.l~ 

(11) "Replacement" means a transaction in which a new policy or contract.~ 
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: 

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

(b) 

(c) 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; 

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

(e) Used in a financed purchase; and 

(12) "Suitability information" means information that is reasonably 
appropriate in determining the suitability of a recommendation, including 
the following: 

(a) Age; 

(b) Annual income; 

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

Ie) Financial objectives; 


If) Intended use of the annuity; 


(i) Liquidity needs; 
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Section 38a-432a-5 Duties of insurers, agencies and 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 insurance 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[.l, including_the consumer's suitability information, and that there 
is a reasonable basis to believe all of the following: 

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

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

(iii) 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 

(iv) 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 

(b) Prior to the execution of a purchaseL ~orl exchange or replacement of 
an annuity resulting from a recommendation [made to a consumerl, an 
insurance producer, or an insurer where no producer is involved, shall make 
reasonable efforts to obtain the consumer's suitability information. 
[concerning: 

(1) the consumer's financial status; 

(2) 	 the consumer's tax status; 

(3) 	 the consumer's investment objectives; and 

(4) 	 such other information used or considered to be reasonable by 
the insurance producer, or the insurer where no insurance 
producer is involved, in making recommendations to the 
consumer. ] 

[(c)] ~(1) Except as provided under subdivision (2) of this subsection, 
neither an insurance producer, nor an insurer [where no 
insurance producer is involvedl, shall have any obligation to a 
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consumer under subsection 	 this section related to 
any [recommendation] if [a consumer]: 

(A) No recommendation is made; 

[(A)] (~) A con~umer refuses to provide relevant suitability 
lnformatlon [requested by the insurer or insurance 
producer] 
or; 

[(8)] (D) A consumer decides to enter into an insurance 
transaction that is not based on a recommendation of the 
insurer or insurance producer~; or 

(C) 	 fails to provide complete or accurate information.] 

(2) 	 An [insurer or insurance producer's recommendation] 
issuance of an annuity subject to subdivision (1) 
sUbsection shall be reasonable under all the circumstances 
actually known to the insurer or insurance producer at the time 
~~~~~~~~-=~~~[of the recommendation]. 

(e) 	 An insurance producer or, where no insurance producer is 
involved, the responsible insurer representative, shall at the time 
of sale: 

(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. 

[(d)] f (l)An insurer [either] shall [ensure that] establish a supervision 
system [to supervise recommendations] that is reasonably 
designed to achieve 
compliance with sections 38a-432a-l to [38a-432a-7J 38a-432-9, 
inclusive, of the Regulations of Connecticut State Agencies [is 
established and maintained by complying with subdivisions (3) 
to (5), inclusive, of this subsection, or shall establish and 
maintain such a systeml, including, but not limited to 
following: 

[(A) 	 maintaining written procedures; and 

(8) 	 conducting periodic reviews of its records that are 
reasonably designed to assist in detecting and preventing 
violations of sections 38a-432a-l to 38a-432a-7, 
inclusive, of the Regulations of Connecticut State 
Agencies. ] 

(A) 

(8) 	 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 38a-432a-8 of the 
Regulations of Connecticut State Agencies; 
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l[)l The insurer shall maintain procedures for review of each 
recommendation prior to issuanc8_oT-an-annui ty that are 
designed to ensure that there is a reasonable basis to 
determine that a recommendation is suitable. Such review 
procedures may apply ii- screening system for- the pur-pas€; ­
of identifying selected transactions for additional­
review and may be accomplishe9~lectrC)Dically or through 
other means including, but not limited to, physical 
review. Such an electronic or other system may be 
,designed to require additional review 0!!l.Y~those 
transactions indenti fied for addi tional review~the 
selection criteria; 

tEl The insurer shall maintain reasonab~rocedures to detect 
recommendations that are not suitable. This may include, 
eut 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 annuitYL 
and 

tFl 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) 	 [An agency either shall adopt a system established by an insurer 
to supervise recommendations of its insurance producers that is 
reasonably designed to achieve compliance with sections 38a­
432a-1 to 38a-432a-7, inclusive, of the Regulations of 
Connecticut State Agencies, or shall establish and maintain 
such a system, including, but not limited to: 

(Al 	 maintaining written procedures; and 

(B) 	 conducting periodic reviews of records that are 
reasonably designed to assist in detecting and preventing 
violations of sections 38a-819-70 to 38a-819-76, 
inclusive, of the Regulations of Connecticut State 
Agencies. 

(3) 	 An insurer may contract with a person, including an insurance 
producer or agency, to establish and maintain a system of 
supervision as required by subdivision {ll of this subsection, 
with respect to insurance producers under contract with or 
employed by the person. ] 

(Al Nothing in this subsection 
contracting 

of 

of 

tBl An insurer's supervision system under subdivision (ll of 
this subsection shall include supervision of the contractual 
Eerformance under this subsection. This includes, but is not 
limited to, the following: 
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__~.~__~._l~L~gnitoring and, as appropriate, conducting audits to 
ensure. that the contracte~ fUI]ct~_on i~~operly performed; and 

.-~.~-~.--

(4) 	 [An insurer shall make reasonable inquiry to ensure that the 
person contracting under subdivision (3) of this subsection is 
performing the functions required under subdivision (1) of this 
subsection and shall take such action as is reasonable under 
the circumstances to enforce the contractual obligation to 
perform the functions. An insurer may comply with its 
obligation to make reasonable inquiry by doing all of the 
following: 

(A) 	 the insurer annually obtains a certification from the 
person that an individual who has responsibility for the 
delegated functions has a reasonable basis to represent, 
and does represent, that the person is performing the 
required functions; and 

(8) 	 the insurer, based on reasonable selection criteria, 
periodically selects persons contracted under subdivision 
(3) of this subsection for a review to determine whether 
the persons are performing the required functions. The 
insurer shall perform those procedures to conduct the 
review that are reasonable under the circumstances. 

(5) 	 An insurer that contracts with a person pursuant to subdivision 
(3) of this subsection and that complies with the requirements 
to supervise in subdivision (4) of this subsection shall have 
fulfilled its responsibilities under subdivision (I) of this 
subsection. 

(6) ] 	 An insurer [or agency] is not required [by subdivisions (1) or 
(2) of this subsection to: 

(A) 	 review, or provide for review of, all insurance producer 
solicited transactions; or] 

(8)] 	 to include in its system of supervision an insurance 
producer's recommendations to consumers of products other 
than the annuities offered by the insurer. [or agency. 

(7) 	 An agency or agent contracting with an insurer pursuant to 
subdivision (3) of this subsection shall promptly, when 
requested by the insurer pursuant to subdivision (4) of this 
subsection, give a certification as described in subdivision 
(4) of this subsection or give a clear statement that it is 
unable to meet the certification criteria. 

(8) 	 No individual may provide a certification under subdivision 
(4) (A) of this subsection unless: 

(A) 	 the individual is a senior manager with responsibility 
for the delegated functions; and 

(8) 	 the individual has a reasonable basis for making the 
certification.] 

of 

(3) Cooperating with the investigation of a complaint. 

[(e)] (h) (1) Sales made in [Compliance] compliance with [the National 
Association of Securities Dealers Conduct Rules] 
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pertaining to suitability and~supervision of 
satisfy the requirements under this [section 
variable annuities.]
dealer s 	 ~a~b~lce~···~-·~·:~~~~~~~~~~~~~~~'·~~··~·~~':~·~~:~~~~~ 

and 
HoweverL.... 
commissioner's ability to enforce (including investigate) the provisions of 
sections 38a-432a-l to [38a-432a-7] 38a-432a-9, inclusive, of the 
Regulations of Connecticut State Agencies. 

(2) 	 For paragraph (1) to apply, an insur~hall: 

(E) Provide to the FINRA member broker-dealer information and 
repo.rts that are reasonably appropriate to assist t£l8 FINRA~ber broker­
deale:r: to mainta~n its supervision3~tem. 

Section 38a-432a-6 Mitigation [of responsibility] 

(al 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] 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 sections 38a-432a-l to [38a-432a-7] 
38a-432a-9, inclusive, of the Regulations of Connecticut State 
Agencies; and 

(2) 	 ~eneral agency, independent agency or an insurance producer 
to take reasonably appropriate corrective action for any 
consumer harmed by the insurance producer's violation of 
sections 38a-432a-l to [38a-432a-7] 38a-432a-9, inclusive, of 
the Regulations of Connecticut State Agencies~; and 

(3) 	 an agency that employs or contracts with an insurance producer 
to sell, or solicit the sale, of annuities to consumers, to 
take reasonably appropriate corrective action for any consumer 
harmed by the insurance producer's violation of sections 38a­
432a-l to 38a-432a-7, inclusive, of the Regulations of 
Connecticut State Agencies.] 

(b) Any applicable penalty of the Connecticut General Statutes for a 
violation of [subsections (al, (b), and (c) (2) of section 38a-432a-5] 
sections 38a-432a-l through 38a-432a-9, inclusive, of the Regulations of 
Connecticut State Agencies may be reduced or eliminated [at the 
discretion of the commissioner,] if corrective action for the consumer 
was taken promptly after a violation was discovered...~~~~~~~~~~~= 

[Nothing contained in this section 
the commissioner's authority to terminate or 

suspend a producer or insurer's license or to pursue other legal or 
regulatory action pursuant to the insurance laws of the state of 
Connecticut. ] 

Section 38a-432a-7 Record keeping 

(a) 	 Insurers, 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 seven 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. 

(b) 	 Records required to be maintained by sections 38a-432a-l to [38a­
432a-7] 38a-432a-9, inclusive of the Regulations of Connecticut 
State Agencies may be maintained in paper, photographic, 
microprocess, magnetic, mechanical or electronic media or by any 
process that accurately reproduces the actual document. 
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SECTION 2 

The Regulations of Connecticut State Agencies are amended by adding 
sections 38a-432a-8 and 38a-432a-9, as follows: 

(NEW) 	 Section 38a-432a-8 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 commissioner 
and provided by the continuing education provider. 

() 	 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 

(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 sections 38a-782a-l 
through section 38a-782a-18 of the Regulations of 
Connecticut State Agencies. 
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(6) 	 Annui ty training courses may be conducted and completed 
by classroom or self-study methods in accordance with 
section 38a-782a-7 of the Regulations of Connecticut 
State 	Agencies. 

(7) 	 Providers of annuity training shall comply with the 
reporting requirements and shall issue certificates of 
completion in accordance with section 38a-782a-5 of the 
Regulations of Connecticut State Agencies. 

(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 conunissioner-sponsored 
database systems or vendors or from a reasonably reliable 
commercial database vendor that has a reporting 
arrangement with approved insurance education providers. 

(NEW) 	 Section 38a-432a-9 Effective date 

These amendments shall take effect six (6) months after the date the 
amendments to the regulation are adopted. 

Statement of purpose: To modify Sections 38a-432a-l to 38a-432a-7, inclusive 
of the Regulations of Connecticut State Agencies, in accordance with a 
National Association of Insurance Commissioners (NAIC) model to strengthen 
standards and procedures for suitable annuity recommendations, and to 
strengthen the requirements of insurers to establish a system to supervise 
recommendations so that the needs and financial objectives of consumers are 
appropriately addressed. These amendments establish a regulatory framework 
that holds insurers responsible for ensuring that the annuity transactions 
are suitable, whether or not the insurer contracts with a third party to 
supervise or monitor the recommendations made in the marketing and sale of 
annuities. These amendments also add a new section 38a-432a-8 to set 
uniform training standards in the sale of annuities for producers. 

A. The problems, issues or circumstances that the regulation proposes to address. 

These amendments clarify the respective responsibilities of producers and 
insurers in the sale of annuities, and seek to bring uniformity in training 
standards among the states. These amendments also bring uniformity with the 
standards set by the Financial Industry Regulatory Authority (FINRA) to the 
extent it is rational to do so. 

B. A summary of the main provisions of the regulation. 

The regulation sets forth the duties of the producers and insurers related to 
recommendations to consumers that result in annuity transactions. 

In the amendments, in section 38a-432a-5(a) through (e), there is greater specificity than 
previously as to the obligations on producers, or insurers if no producer is involved. There 
must be: reasonable grounds to believe that a consumer has been reasonably informed of the 
various features of the annuity, that the consumer would benefit from the features of the 
annuity, that the annuity transaction is suitable for the consumer, consideration of the impact 
of any surrender charge in the annuity transaction if the annuity replaces another annuity and 
whether there have been other exchanges or replacements with the preceding 36 months. 
Insurers are not to issue an annuity unless there is a reasonable basis to believe the annuity is 
suitable based on the consumer's suitability information, which is defined to include age, 
income, financial experience and objectives, use of the annuity, financial time horizon, 
existing assets, liquidity needs, risk tolerance and tax status. Producers and insurers have no 
obligation, however, ifno recommendation is made, the consumer provides materially 
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inaccurate information as to suitability, the consumer refuses to provide relevant suitability 
information or the consumer decides to enter into a transaction not based on the 
recommendation of the insurer or producer. 

In section 38a-432a-5(f) of the amendments, there is enhanced responsibility on 
insurers to establish a supervision system consisting of reasonable procedures to inform 
producers of the requirements of the regulation, establish standards for producer compliance 
training, provide product-specific training, maintain procedures to review recommendations 
prior to issuance and to detect recommendations that are not suitable. Insurers are to annually 
provide a report to senior management detailing a review of the effectiveness of the 
supervision system. Insurers may contract for establishment of a suitability supervision 
system, but are not relieved of responsibility for compliance if they contract those functions. 

In section 38a-432a-5(h), the regulation generally provides that sales made in 
compliance with FINRA requirements pertaining to suitability satisfy this regulation if the 
suitability supervision is similar. 

Section 38a-432a-6 provides that insurers are responsible for violations of the 
regulation, but the Commissioner has the authority to reduce a penalty if the violation was not 
part of a pattern or practice. 

Section 38a-432a-7 remains substantively unchanged. 

A new section, 38a-432a-8, is added. It adds training requirements for producers, 
including requirements that a producer shall not solicit the sale of an annuity unless the 
producer has adequate knowledge of the product to recommend the producer and the producer 
is in compliance with the insurer's training standards. Producers who desire to sell annuities 
are required to complete a one-time four credit training program within six months after the 
effective date of the regulation. Topics to be included in such training include the types of 
annuities, identification of parties to an annuity, how the provisions of fixed, variable and 
indexed annuities affect consumers, application of income tax of qualified and non-qualified 
annuities, the primary uses of annuities and appropriate sales practices, replacement and 
disclosure requirements. 

C. 	The legal effects of the regulation, including all ways that the regulation would 
change existing regulations or other laws. 

In section 38a-432a-5(a) through (e), there are new and specific requirements for 
producers, or insurers if no producer is involved. There must be: reasonable grounds to 
believe that a consumer has been reasonably informed of the various features ofthe annuity, 
that the consumer would benefit from the features of the annuity, that the annuity transaction 
is suitable for the consumer, consideration of the impact of any surrender charge in the 
annuity transaction if the annuity replaces another annuity and whether there have been other 
exchanges or replacements with the preceding 36 months. Insurers are not to issue an annuity 
unless there is a reasonable basis to believe the annuity is suitable based on the consumer's 
suitability information, which is defined to include age, income, financial experience and 
objectives, use of the annuity, financial time horizon, existing assets, liquidity needs, risk 
tolerance and tax status. Producers and insurers have no obligation, however, if no 
recommendation is made, the consumer provides materially inaccurate information as to 
suitability, the consumer refuses to provide relevant suitability information or the consumer 
decides to enter into a transaction not based on the recommendation of the insurer or 
producer. 

In section 38a-432a-5(f) ofthe amendments, there is a new enhanced responsibility on 
insurers to establish a supervision system consisting of reasonable procedures to inform 
producers of the requirements of the regulation, establish standards for producer compliance 
training, provide product-specific training, maintain procedures to review recommendations 
prior to issuance and to detect recommendations that are not suitable. Insurers are to annually 
provide a report to senior management detailing a review of the effectiveness of the 
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supervision system. Insurers may contract for establishment of a suitability supervision 
system, but are not relieved of responsibility for compliance if they contract those functions. 

In section 38a-432a-5(h), the regulation has a new provision that sales made in 
compliance with FINRA requirements pertaining to suitability satisfy this regulation if the 
suitability supervision is similar. 

Section 38a-432a-6 indicates that insurers are responsible for violations of the regulation, 
but reinforces that the Commissioner has the authority to reduce a penalty if the violation was 
not part of a pattern or practice. 

There is a new section on training. Section, 38a-432a-8 adds training requirements for 
producers, including requirements that a producer shall not solicit the sale of an annuity 
unless the producer has adequate knowledge of the product to recommend the producer and 
the producer is in compliance with the insurer's training standards. Producers who desire to 
sell annuities are required to complete a one-time four credit training program within six 
months after the effective date of the regulation. Topics to be included in such training 
include the types ofannuities, identification of parties to an annuity, how the provisions of 
fixed, variable and indexed annuities affect consumers, application of income tax of qualified 
and non-qualified annuities, the primary uses of annuities and appropriate sales practices, 
replacement and disclosure requirements. 



Small Business Impact Statement 
Prior to adopting a new section or amendment, Section 4-168a of the Connecticut General Statutes 
(C.G.S.) requires that each state agency consider the effect of such action on small businesses as 
defined in C.G.S. Section 4-168a. When such regulatory action may have an adverse effect on small 
businesses, C.G.8. Section 4-168a directs the agency to consider regulatory requirements that will 
minimize the adverse impacts on small businesses if the addition of such requirements (1) will not 
interfere with the intended objectives of the regulatory action and (2) will allow the new section or 
amendment to remain consistent with public health, safety and welfare. 

State Agency submitting proposed regulations: Insurance Department 

Subject matter of Regulation: Suitability in Annuity Transactions 

In accordance with C.G.S. Section 4-168a, staff analyzed the effect on small businesses of the 
proposed regulations and determined the following: 

Check all appropriate boxes: 

The regulatory action will not have an effect on small businesses. 

[RJ 	 The regulatory action will have an effect on small businesses, but will not have an 
adverse effect on such small businesses. 

D 	 The regulatory action may have an adverse effect on small businesses, and no 
alternative considered would be both as effective in achieving the purpose of the action and less 
burdensome to potentially affected small business. Alternatives considered include the 
following: 

(I) 	 The establishment of less stringent compliance or reporting requirements for 
small businesses; 

(2) 	 The establishment ofless stringent schedules or deadlines for compliance or 
reporting requirements for small businesses; 

(3) 	 The consolidation or simplification of compliance or reporting requirements for 
small businesses; 

(4) 	 The establishment ofperformance standards for small businesses to replace 
design or operational standards required in the new section or amendment; and 

(5) 	 The exemption of small businesses from all or any part of the requirements 
contained in the new section or amendment. 

The regulatory action will have an adverse effect on small businesses that cannot 
be minimized in a manner that is consistent with public health, safety and welfare. 

Has the State agency listed above notified the Department of Economic and Community Development 
of its intent to take the proposed action and completed the Agency Fiscal Estimate of Proposed 
Regulations? 

Yes 
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AGENCY FISCAL ESTIMATE OF PROPOSED REGULATION 

Agency Submitting Regulation: Insurance Department Date: July 13, 2010 

Subject Matter of Regulation: Suitability in Annuity Transactions 

Regulation Section No.: Section 38a-432a-1 through 38a-432a-9, inclusive Statutory Authority: 
Conn. Gen. Stat. section 38a-432a 

Other Agencies Effected: None 

Effective Date Used in Cost Estimate: six months after approval, estimate April 15, 2011 

Estimate Prepared By: Mark R. Franklin Telephone No.: 860-297-3854 

ESTIMATE OF COST OR REVENUE IMPACT OF PROPOSED REGULATION 

AKency: Insurance Department Fund Effected: Insurance Fund 

First Year Second Year Full Operation 
Numb~r of Positions 
Personal Services 0 0 0 
Other Expenses 0 0 0 
Equipment 0 0 0 
Grants Eligibility for 600,000 Eligibility for 600,000 Eligibility for 1,800,000 

over 3 years 
Total State Cost or 
(Savings) 
Estimated Revenue Gain 
or (Loss) 

600,000 600,000 1,800,000 over three years 

Total Net State Cost or 
. (Savings) 

Explanation of State Impact of Regulation: 

Section 989A of the Dodd-Frank Act establishes an incentive grant program for states to hire staff, fund technology andlor 
develop educational materials in an effort to protect seniors from fraudulent or misleading marketing practices or 
designations related to the sale or marketing of financial products. Under the grant program, states would be eligible for up 
to $600,000 for three consecutive years contingent on the adoption of one NASAA model and two NAIC models, including 
the subject regulation, which is based on the NAIC Suitability in Annuity Transactions Model Regulation. Thus, there 
would be a potential positive fiscal impact resulting from enactment of this regulation. 

Explanation of Municipal Impact of Regulation: 
None. 

Explanation of Small Business Impact of Regulation: 

This regulation is based on the NAIC Suitability in Annuity Transactions Model Regulation. 


Section 38a-432a-8 of the regulation includes insurance producer training requirements in an effort to adopt national 

uniform training standards for producers in the sale of annuities. In that section, section 38a-432a-8(b)(1 )(A) requires that 
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producers engaged in the sale of annuities complete a one-time four hour training course approved by the Commissioner 
and provided by an authorized continuing education provider. The course may be completed in the classroom or by self­
study. 

The cost of online four credit courses on annuities provided by four continuing education providers ranges from $14.95 to 
$29. Two continuing educator providers provide classroom course on annuities, ranging from $60 to $80. 
As of July 12, 20 I 0, there are 1,706 life insurance agencies in the State of Connecticut and 16,274 resident life insurance 
producers. Many but not all life insurance producers work at small businesses, while other life insurance producers work 
directly for life insurance companies or in large brokerage firms. The Connecticut Insurance Department does not have 
statistics available as to the specific number of those producers working at small businesses. 

Compliance with this training requirement will have the advantage to producers of complying with laws of other states 
through licensing reciprocity since this is a model uniform regulation. 

Is a regulatory flexibility analysis required pursuant to e.G.S. 4-168a? 

In the opinion of the Connecticut Insurance Department, a regulatory flexibility analysis is not required because the effect 
will be nominal, with online courses available for as little as $14.95. Moreover, passage of this regulation will put 
Connecticut producers on the same level as producers licensed in other states, and will expedite reciprocal licensing in 
those states. 
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