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BACKGROUND
In February of 2020, the National Association of Insurance Commissioners adopted significant revisions to the Suitability in Annuity Transactions Model Regulation, Model 275-1 (“the Model Regulation”).  To date, fifty states have adopted revised annuity suitability requirements.  The Model Regulation requires producers to act in the consumer’s best interest when recommending annuities and obligates insurers to establish supervisory systems that ensure recommendations address the consumer’s insurance needs and financial objectives at the time of the transaction.  Producers and insurers must act with “reasonable diligence, care, and skill” in making recommendations.
Central to the purpose of the Model Regulation are the insurers’ supervisory duties.  The Model Regulation is principles-based, allowing insurers flexibility to design compliance procedures suited to their business.  Overall, the Model Regulation is working effectively.  However, the industry can greatly benefit from learning about practices across different companies and identifying potential opportunities to elevate existing supervision systems.  This white paper discusses common practices insurers have implemented to meet their supervisory obligations under the Model Regulation, highlights areas of confusion or compliance challenges, and explores opportunities for improved practices.


KEY REQUIREMENTS OF THE MODEL REGULATION
A. Producers: The Model Regulation imposes several duties and obligations on producers, which includes an insurer where no producer is involved.  These requirements fall into four main categories: Best Interest Obligations (Care, Disclosure, Conflict of Interest, Documentation); Training; Prohibited Practices; and Recordkeeping.
	Best Interest Duty: When making an annuity recommendation, a producer must act in the best interest of the consumer.
	Key Requirements: A producer acts in the best interest of the consumer if the producer satisfies the care, disclosure, conflict of interest, and documentation obligations.

	Care Obligation (6.A.(1))
	· Exercise reasonable diligence, care, and skill to: know the consumer’s financial situation, insurance needs, and financial objectives; understand available recommendation options; have a reasonable basis to believe the recommended option effectively addresses the consumer's situation, needs, and objectives; and communicate the basis for the recommendation.
· Producers must make a reasonable effort to obtain consumer profile information before making a recommendation.
· In the case of exchange or replacement, consider the whole transaction, including surrender charges, new surrender periods, loss of existing benefits, increased fees or charges, and any prior annuity exchanges or replacements, especially those within the preceding 60 months.

	Disclosure Obligation (6.A.(2))
	· Before making a recommendation, the producer must prominently disclose the following: scope and terms of the relationship with the consumer and the producer's role; whether the producer is licensed to sell specific products; who the producer is authorized to sell for; a description of the sources and types of cash and non-cash compensation the producer receives; and a consumer’s right to request additional information about cash compensation.
· Upon request, the producer must disclose to the consumer an estimate of the cash compensation the producer will receive and whether the cash compensation is a one-time of multiple occurrence amount.
· Prior to/at time of recommendation/sale, the producer must have a reasonable basis to believe the consumer has been informed of various annuity features (e.g., surrender period, surrender charge, fees, tax penalties, non-guaranteed elements, market risk).

	Conflict of Interest Obligation (6.A.(3))
	· Identify and avoid or reasonably manage and disclose material conflicts of interest (excluding cash/non-cash compensation).

	Documentation Obligation (6.A.(4))
	· At the time of recommendation or sale, a producer must: make a written record of the recommendation and its basis; obtain a statement signed by the consumer documenting a consumer’s refusal, if applicable, to provide consumer profile information and the consumer’s understanding of the consequences of not providing such information; and obtain a statement signed by the consumer documenting a consumer’s understanding that the applied for annuity is not recommended if the customer enters into an annuity transaction that is not based on the producer’s recommendation.

	Training Duties
	Key Requirements

	Initial Annuity Training (7.B.)
	· Producers must complete a one-time four credit training course.

	Product-Specific Training (7.A)
	· Producers must have adequate knowledge of annuities and comply with the insurer’s product training standards.

	Other Obligations
	Key Requirements

	Prohibited Practices (6.D)
	· Producers must not dissuade, or try to dissuade, a consumer from: responding truthfully if an insurer asks for confirmation of the consumer profile information; filing a complaint; or cooperating with the investigation of a complaint.

	Recordkeeping (9.A)
	· Producers must maintain records of the information they collect from a consumer; disclosures provided to the consumer; and other information the producer used in making a recommendation.  
· Each jurisdiction specifies the relevant duration period.
· An insurer may, but is not required to, maintain records on behalf of a producer.  



B.        Insurers: The Model Regulation imposes several duties and obligations on insurers, primarily focused on creating and maintaining a robust supervision system that ensures compliance with the Model Regulation.  These requirements fall into three main categories: supervision; compliance; and recordkeeping.
	Supervision Duties
	Key Requirements

	Review of Recommendation Obligation (6.C.(1), (2)(d), and (2)(g))
	· A recommended annuity may not be issued by the insurer unless there is a reasonable basis to believe the annuity effectively addresses the consumer's financial situation, insurance needs, and financial objectives based on the consumer profile information.
· Establish and maintain procedures for the review of each recommendation prior to issuance to ensure a reasonable basis exists for the recommendation. 
· Establish and maintain procedures to both identify and address suspicious refusals to provide consumer profile information.

	Training Obligations (6.C.(2)(a)-(c) and 7.B.(11))
	· Establish and maintain procedures for the following: inform producers of Model Regulation requirements; product training; require producers to comply with training requirements of Section 7.

	Post-Issuance Obligation (6.C.(2)(e))
	· Establish and maintain procedures to detect non-compliant recommendations.

	Other Obligations (6.C.(2)(f), (h), and (i))
	· Establish and maintain procedures to: ensure the producer has provided all required information to the consumer prior to or at issuance of delivery of the annuity; and identify and eliminate sales contests, quotas, bonuses, and non-cash compensation for the sale of specific annuities within a limited period of time.
· Provide an annual written report to senior management regarding the assessment of the effectiveness of the insurer’s supervision system.

	Obligation when Supervision is Delegated (6.C.(3)
	· If any of the insurer’s supervisory functions under subsection 6(C) are delegated to another party, the insurer remains responsible for corrective action and penalties. Additionally, the insurer’s system must include supervising and duties delegated to a third party.  This supervision, at a minimum, must include monitoring and auditing contracted performance and annually obtaining a certification from the responsible senior manager responsible for the contracted function.

	Compliance Duties
	Key Requirements

	Responsibility and Corrective Action Obligation (8.A.)
	· Insurers are responsible for compliance with the Model Regulation. If a violation by the insurer or its producer occurs, the commissioner may order the insurer (agency or producer) to take reasonably appropriate corrective action for any consumer harmed by the violation.

	No Producer Obligation (5.L)
	· Insurers must comply with all producer obligations if no licensed producer is involved in the direct sale of the recommended annuity.  

	Annuity Not Recommended Obligation (6.B.(2))
	· Even if a transaction is not based on a recommendation, an insurer must determine that an annuity issued subject to 6.B.(1) is reasonable under the circumstances known to the insurer.

	Prohibited Practices Obligation (6.D)
	· An insurer shall not dissuade, or attempt to dissuade, a consumer from: truthfully responding to an insurer’s request for confirmation of the consumer profile information; filing a complaint; or cooperating with the investigation of a complaint.


	Recordkeeping Duties
	Key Requirements

	Recordkeeping (9.A)
	· Insurers must maintain records, or be able to make available to the commissioner, information collected from a consumer; disclosures provided to the consumer; and other information the producer used in making a recommendation.   
· Each jurisdiction specifies the relevant duration period.

An insurer may, but is not required to, maintain records on behalf of a producer.  



C.	Safe Harbor (6.E): To account for existing standards applicable to producers also acting as registered representatives, investment adviser representatives, or plan fiduciaries, the Model Regulation includes a safe harbor provision. This provision allows insurance producers to satisfy the Model Regulation’s requirements if they comply with business rules, controls, procedures, and supervisory systems that satisfy a comparable standard, even if the comparable standard does not directly apply to the annuity product or recommendation. 
Even if a recommendation and sale of an annuity is made in compliance with a comparable standard, an insurer must still comply with Section 6.C.(1) which requires an insurer to have a reasonable basis to believe the annuity would effectively address the specific consumer’s situation and needs before issuing the recommended annuity. 
For the safe harbor to apply, an insurer must meet the monitoring and reporting obligations.  *See the Safe Harbor Guidance document adopted by the Life Insurance and Annuities (A) Committee in December 2025 for additional guidance.  Nothing herein is intended to revise or replace the information provided in the Safe Harbor Guidance document.

INSURER SUPERVISORY PRACTICES
A.	General Observations: Insurers have actively updated their policies, procedures, and supervisory practices to align with the revised Model Regulation.  Most insurers implemented necessary updates well ahead of effective dates, resulting in meaningful improvements to consumer-facing disclosures, internal review processes, and overall supervisory controls.
B.	Commonly Observed Practices:  
· Enhanced Forms and Disclosures: Many companies have updated application and replacement forms to gather the expanded information required under the best interest standard.  Insurers utilize a variety of formats to collect relevant consumer profile information and to document the producer’s basis for the recommendation.  Some insurers include a free-form narrative box for the producer to communicate the basis for their recommendation.  Other insurers use checkboxes to document the rationale for the recommendation.  
· Insurers require producers to provide consumers with an Appendix A equivalent disclosure form prior to the recommendation or sale of an annuity.  
· Many insurers no longer allow consumers to opt-out of providing suitability information and do not permit non-recommended transactions.  Therefore, Appendices B and C are rarely utilized and no significant issues complying with Section 6.A(4)(b) and (c) have been observed. 

These updates generally improved transparency and clarity for consumers.

· One insurer contacts producer by telephone following new business submissions to ask questions about the sale and the producer’s understanding of the Model Regulation requirements.  These questions include asking about whether and how conflicts of interest were disclosed to the consumer and how basis of the producer’s recommendation was documented and conveyed to the consumer.
· While the Model Regulation does not explicitly require insurers to maintain copies of Appendix A, insurers are responsible for maintaining a supervision system designed to achieve the insurer’s and its producers’ compliance with the Model Regulation.  This includes, but is not limited to, establishing procedures to assess whether a producer has provided the consumer with required information, such as information found on Appendix A.  Insurers who fail to retain or produce this documentation upon request cannot demonstrate full compliance.

· Producer Training: Insurers require producers to complete training prior to recommending an annuity and verify completion prior to issuance.  Many insurers have successfully integrated these verification controls directly into electronic application platforms, thereby preventing unqualified producers from submitting applications.

· Detection of Non-Compliant Recommendations: Insurers deploy several mechanisms to detect non-compliant recommendations.  While applicant attestations on application documents as verification that the information listed on the application is accurate are standard practice, relying on attestations alone represents a baseline level of compliance.  Many insurers augment attestations with automated or manual screening systems to flag applications exceeding established risk parameters.  Post-sale customer surveys are also widely used, although their effectiveness in detecting non-compliant recommendations varies greatly based on question design.  At least a couple of insurers include copies or summaries of the consumer profile data alongside contract delivery, directing the consumer to notify the insurer of any inaccuracies.

· Third Party Oversight: For transactions involving delegated supervisory functions, including those falling under the safe harbor provision, insurers commonly perform risk-based audits of third parties.  However, documents reviewed, sample size, frequency, and insurer response procedures vary significantly across companies.  

Annual certifications are another commonly observed practice.  Insurers require third parties to submit certifications, on an annual basis, in which the third party attests to its supervisory compliance.  Insurers differ in their response to third parties that fail to provide the annual certification.  Responses run the spectrum of terminating the contract with the third party to deeming a non-submission as affirmation of compliance unless the third party informs the insurer that it is not compliant.  

· Providing Information and Reports to Third Parties: Many insurers provide third-party partners with periodic data feeds or standard reports tracking sales volume, replacements, free looks, and surrender activity to assist the third parties in maintaining their supervisory systems.

· Prohibition of Sales Contests: The top sellers of fixed annuities no longer permit sales contests or similar incentives that are tied to the sale of specific annuities.
C.	Areas of Confusion:
· Information and Reports: The Model Regulation requires insurers to provide both information and reports to third parties performing supervisory obligations to assist the third party in maintaining its supervision system.  Some insurers provide information but omit reports, while others provide them only upon request rather than proactively.  Providing only information or only reports does not satisfy the requirements.

Insurers have also expressed confusion as to how frequently information and reports should be provided. 

· Basis of recommendation and reviewing recommendation prior to issuance: Section 6.A(4)(a) of the Model Regulation requires a producer to make a written record of a recommendation and the basis for the recommendation.  Additionally, Section 6.C(2)(d) of the Model Regulation requires insurers to establish procedures to review every recommendation prior to issuance to ensure that the recommended annuity would effectively address the consumer’s financial situation, insurance needs, and financial objectives.  

A recurring point of confusion is whether the Model Regulation requires insurers to review the producer’s written basis for each recommendation prior to issuing the annuity.  While the Model Regulation does not explicitly mandate insurers collect and review the written basis, the producer’s documented rationale directly informs the insurer’s determination of whether the recommended annuity meets the consumer’s needs and objectives.

Many insurers utilize consumer profile forms to capture the producer’s basis of recommendation, although specific methods vary.  Some insurers provide a narrative text box for producers to write their reasoning, while others employ forms with pre-populated check boxes.  Checkboxes can be sufficient if the choices are detailed and configured to trigger system flags when appropriate.  Observed effective practices for checkbox formats include detailed choices and prohibiting their exclusive use for recommendations involving replacements and providing an “Other” field for narrative explanations when pre-populated answers do not apply.

· Post-Issuance Procedures: The implementation of a post-issuance suitability program is not optional.  Model Regulation Section 6C(2)(e) provides: “The insurer shall establish and maintain reasonable procedures to detect recommendations that are not in compliance with Subsections A, B, D, and E.”  This obligation follows the obligation in Model Regulation Section 6C(2)(d) to “establish and maintain procedures for the review of each recommendation prior to issuance of an annuity that are designed to ensure there is a reasonable basis to determine that the recommended annuity would effectively address the particular consumer’s financial situation, insurance needs and financial objectives.”  The obligation in subpart (d) refers to before-issuance policies and procedures whereas the obligation in subpart (e) establishes the obligation to have policies and procedures designed to test the sufficiency of the subpart (d) policies and procedures, to find recommendations not in compliance with other parts of the rule after issuance. 
D.	Best Practices:
· Training: Insurers require producers to complete product-specific training prior to soliciting annuity sales.  A recommended best practice is incorporating testing to verify producer comprehension.  Additionally, using automated systems to verify completion before allowing application submission represents an industry best practice.

· Disclosure Forms: Insurers should collect and review Appendix A (and Appendices B and C, if applicable) during the application process.  If an insurer relies on producer file retention or application attestations, it should conduct routine audits to verify compliance.

Multi-layered review systems provide valuable checkpoints—such as verifying disclosure receipt at application submission, during manual secondary reviews, and during post-issuance audits.  Establishing clear protocols for immediate remediation when forms are missing is another best practice, as is providing applicants with a copy of the disclosure form along with a copy of the submitted application.

· Basis of Recommendation: Collecting and reviewing the producer's written basis during application intake for all transactions (including non-replacements) is a best practice.  Automated review systems should evaluate the substantive content of the rationale rather than merely checking for character presence.  If written bases of recommendations are not collected regularly, insurers should perform routine audits of producer files.

· Replacements: Model Regulation Section 6A(1)(j) requires producers to “consider the whole transaction” and take into consideration whether “(i) 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; (ii) The replacing product would substantially benefit the consumer in comparison to the replaced product over the life of the product.”  Insurers cannot effectively verify compliance unless producers capture and submit this information to the insurer.

Best practices include requiring a side-by-side comparison charts of the existing and recommended annuities, written explanation of the feature and benefit differences; consumer acknowledgement of their understanding of the differences between the two annuities; and gathering information about any other annuity exchanges or replacements within the preceding 60 months (consistent with the Model) versus a shorter time period.  Gathering recent annuity statements and providing them with the application in order for the insurer to confirm cash and surrender values, date of issuance, and other material information also supports robust oversight.

· Post-Sale Surveys or Other Communication: Post-sale surveys or other post-sale communications used as part of an insurer’s system to detect non-compliant recommendations, should extend beyond the overall buying experience and seek to confirm a consumer’s understanding of the features of the annuity, investment objectives, source of funds, and receipt of disclosures.  Insurers should provide the consumer with an opportunity to verify key information by including the financial information listed on the application.  

· Use of Red Flags: Automated review flags should be sufficiently comprehensive to identify out-of-parameter application data for manual review.  Effective controls include tracking resubmitted applications to detect attempts to bypass automated rejections. 

One insurer detects a producer’s attempt to “game the system” by resubmitting applications that were rejected by the insurer’s automated electronic system by keeping a record of all new business submitted for a consumer.  This lookback feature allows the insurer to discover such attempts.

· Other Monitoring Practices: Insurers should monitor data trends such as uniform product recommendations across clients, identical profile submissions, high concentrations of sales to vulnerable consumers, multiple applications for the same type of annuity for the same consumer, same-producer replacements, and undisclosed replacement patterns. Implementing watchlist protocols and defined follow-up procedures (such as targeted audits or retraining) ensures effective responses to identified risks.  Insurers should monitor data trends such as uniform product recommendations across clients, identical profile submissions, high concentrations of sales to vulnerable consumers, same-producer replacements, and undisclosed replacement patterns.  Implementing watchlist protocols and defined follow-up procedures (such as targeted audits, termination, or retraining) ensures effective responses to identified risks.

For example, at least one insurer captures IP addresses associated with electronic signatures and the timestamps of those electronic signatures but does not appear to proactively do anything with the information.  A best practice would be to elevate for heightened review any applications which were not completed in person, but which were submitted from the same IP address and/or with suspicious timing and then take appropriate corrective action.

Some insurers permit producers to submit information to an insurer to pre-screen the application.  If an insurer permits pre-screen business, a best practice is for the insurer to track these submissions and the information on the pre-screen application to the information that is later submitted.  Additionally, a best practice is to have verification procedures if the information is materially different.  One insurer, with respect to application declinations (not pre-screens), addresses the concern of gaming the system by stating in its procedures that the company reviewer should not communicate to the producer the specific reason(s) a recommendation was found unsuitable because it allows the producer the opportunity to “correct” the information and resubmit the application under the premise of new information.

One insurer records all transactions that occur between the producer and consumer by telephone and performs monthly quality control reviews.  The sample of transactions is selected partially based on risk factors such as new producers and flagged transactions as well as a portion of randomly selected transactions that were automatically approved.

· Supervision of Third Parties: Whether an insurer contracts with a third party for performance of its required supervisory functions or a transaction is issued in reliance on the safe harbor provision, insurers must comply with Section 6(C)(1) and have a reasonable basis to believe an annuity meets a consumer’s financial and insurance needs.

Obtaining annual compliance certifications from the third party is a minimum compliance practice.  Robust processes often include: substantial on-boarding procedures to understand the third party’s supervisory processes and determine that it aligns with the insurer’s expectations and the Model Regulation requirements; use of risk-based criteria to select third parties and review a statistically significant sampling of transactions approved by the third party; tracking and responding to relevant data points such as regulatory actions, negative publicity, and concerning sales trends on at least a quarterly basis; and escalation procedures if a third party does not provide information requested by the insurer.  

Examples of some of the better observed supervisory practices include: reviewing all annuity transactions submitted by a broker-dealer for the first few years of contracting and then performing risk-based reviews thereafter; regularly interacting with the third party when performing audits, terminating the relationship if requested information is not provided by the third party, requiring issues to have corresponding documented evidence of remediation, and providing the third party with a written record of the audit findings; providing a due diligence questionnaire as part of regular audits which asks the third party to identify material changes to its structure and/or personnel, information on regulatory inquires, lawsuits, disciplinary actions, any changes to its written procedures, and compliance with notifying the insurer of any complaints received. 

· Information and Reports: The exact frequency can be determined by the insurer as part of its risk-based analysis, but frequent reporting enhances oversight and timely responsiveness.  Providing real-time or monthly reporting to third parties performing supervisory duties represents an industry best practice.  Reports should cover key supervision data such as policy information, including but not limited to, free-look cancellations by producer, issue date, policy owner information, policy values, surrender values, agent of record, replacements by producer; sales to seniors; producer commission information; and policy activity information such as fees, distributions, withdrawals, and surrender activity. 

CONCLUSION
The widespread adoption of the NAIC Best Interest Standard for Annuity Transactions Model Regulation has successfully strengthened consumer protections while fostering a robust market environment.  Importantly, the Model Regulation is principles-based; it is deliberately designed to allow insurers the flexibility to establish supervisory systems tailored to their specific distribution models, operational structures, and business needs.  Overall, the framework is working well, with insurers successfully updating their practices to ensure recommendations align with consumers' financial objectives.
As the market continues to evolve, the industry stands to benefit significantly from sharing insight into common company practices and exploring opportunities to further elevate supervisory standards.  By reviewing effective methods for pre-issuance review, producer training, disclosures, and third-party oversight, insurers can continually refine their internal controls.  Embracing these evolving best practices ensures that supervisory systems remain both highly effective and responsive, ultimately driving superior outcomes for consumers across all jurisdictions.
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