JACI

Financial Security.. for Lifa.

Gary Hughes ,
Executive Vice President & General Counsel

June 24, 2015

The Honorable Thomas k. Perez
Secretary of Labor

United States Department of Lapor
200 Connecticut Ave, NW

Washington, DC 20210

Dear Mr. Secretary:

On behalf of the American Counail of Life Insurefs and its approximately 300 member comipanies
operating in the United States and abroad, | would fike to address concerns you raised about the
regulation of variable annuities at the House Health, Education, Labor and Pensions hearing on June
17w,

ACLI advocates in federal, state; and international forums for public policy that supports the life
insurance marketplace and the 75 million American families that rely on life insurers’ products for
financial and retirerment séourity. ACLI mernbers offer life insurance, annuities, retirement plans, fong-
terny care and disability income insurance and reinsurance, representing more than 80 percent of
industry assets and premiums.

The issuance &nd sale of variable annuities is regulated more comprehensively than most financial
products oriented toward retiremeént security. This is accompiished through a combination of state and
federal laws, fules and reguiations. As the Department of Labor continues its consideration of a
nroposed change to the definition of “fiduciary” under ERISA, we believe an appreciation for this
regulatory construct is essential.

State insurance Regulatory Considerations

The variable annuity product approval and'sales process is heavily regulated at the state level State
insurance departments have broad powers to assure proper sales practices and to audit company
compliance with applicable rules and regulations through periedic market conduct examinations.
Insurance departments also have fobust consurmier affairs divisions that are responsive {0 consumer
questions and complaints. In addition, insufance agents selling these products must pass rigorous
licensing requirements and can lose thelr licenses for inappropriate sales practices.

Relevant state regulatory provisgions include:

= Rules mandating truthful disclosure in advertising, which rules encompass print, audiovisual,
and web-based materials used in mass communication media. Among other things, these rtules
prohibit misrepresentation of policy benefits.
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s Laws and regulations calling for the approval by state insurance officials of every variable annuity
contract form before it can be offered and sold.

e Requirements for extensive preduct disclosures, including a buyer's guide developed by the
National Association of Insurance Commissioners (NAIC). The guide contains basic information
that consumers should know about variable annuities including how money is invested,
applicable fees, how rates are calculated and how often applicable rates can be changed, and
available options and restrictions for withdrawing money. A copy of the buyers guide is
appended to this letter.

e Laws identifying and prohibiting “unfair trade practices” that govern virtually all aspects of the
variable annuity sales process.

e Regular market conduct and financial examinations during which state insurance regulators
review company sales and compliance programs.

& Requirements for company and agent licensing specific to variabie annuity products.

¢ Rules establishing standards for determining whether a variable annuity is suitable for a
particutar client and requiring life insurance companies to oversee the propriety of
recommendations made by sales representatives to purchase a variable annuity.

e Required consumer disclosure when a sales representative recommends replacing an annuity
with ancther insurance product,

e Regulations addressing the use of senior-specific certifications and professional designations.

e “Free lock” provisions enabling a variable annuity purchaser not satisfied with a purchase
decision to return the product for a full or partial refund. Most “free look” periods last 10 days,
but rules vary by state. Neither mutual funds nor any other financial product have this feature.

Federal Securities Regulatory Considerations

Because variable annuities are alsc regulated as securities, the federal securities laws are fully
applicable to the issuance and sale of these products. The Securities and Exchange Commission (SEC)
and the Financial Industry Regulatory Authority (FINRA) set rules governing the sales practices of broker-
dealers selling these products.

& Federal securities laws impose broad antifraud prohibitions applicable to the sale of variable
annuities and give the SEC significant enforcement authority.

e SEC requires that potential buyers of an individual variable annuity receive a prospectus
summarizing the annuity's funding options. The content of variable annuity prospectuses,
particularly the disclosure provisions regarding fees and risks, is reviewed by the SEC.

s  FINRA issues member conduct rufes o govern the activity of variable annuity sales
representatives, including standards addressing the suitability of variable annuities for customers
as well as advertising and supervision standards.




e Variable annuity advertising must be filed with ard reviewed by FINRA.

#= Variable annuity contract owners may use the FINRA arbitration process to rectify grievances
concerning the sale of the product. Federal securities laws also give the variable annuity
purchaser a private right of action against the issuer for material misstatements, material
omissions, and fraud.

& We also note the SEC's recently announced Retirement-Targeted Industry Reviews and
Examinations initiative designed to ensure that brokers and advisers are offering reasonable
investment advice and disclosing conflicts to retirement-age investors.

Beyond these state and federal regulatory provisions, it should be noted that under specific
circumstances, such as death or terminal illness, most annuity contracts allow early withdrawals without
incurring surrender charges. They may also allow annual withdrawals of a certain amount for any reason
without triggering a surrender charge..

In sum, variable annuities are highly regulated products uniquely providing consumers with guaranteed
lifetime income. For many, this preduct constitutes an important component of their retirement portfolio.
[t is notin consumers' best interests to unreasonably constrain the ability of advisors to provide relevant
guidance and education regarding these preducts as we believe your proposed ruie does.

We will continue to work constructively with you and your staff to craft a rule that truly benefits America's
workers and retirees and appropriately facilitates their ability to make informed decisions regarding their
retirement security.

Thank you for your consideration of our views.
Sincerely,

'

Gary Hughes
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The National Association of Insurnce Commissioners is an association of state insurance regulatory officials,

‘This association helps the various insurance departments to coordinate insurance lmws for the benefit of all consurers.

This guide does not endorse any company or policy.
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NAIC Buyer’s Guide for Deferred Annuities

I’s important that you understand how ansuities can be different from each other so you cun
choose the type of anmwity that's best for you. The purpose of this Buyer’s Guide is to help you do
that. This Buyer's Guide iso't meant to offer legal, financial, or tax advice. You may want to consult
independent advisors that specialize i these areas,

This Bayer’s Guide jis shout deferred annuitics in geaera] and some of their most common
features. The annoity you sclect may have unique featires this Guide dossa't describe. It's important
for you to carefully rezd the material you're givern or ask your annuity sulesperson, especially if
you're interested in 2 particular annuity or specific annuity featmres.

This Buyer's Guide includes quesdons you should ask the insumnce compary or the annuity
salespeeson (the agant, producer, broker, or advisor). Be sure you're satisfied with the answers before

you buy an annuity.
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Buyer's Guide for Variable Deferred Annuities
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Buyer’s Guide for Variable Deferred Annuities

What Is an Apnuity?

An annuity is a contract with an insurance company. All annuities have one feature in common, and it
maakes annuities different from other fnancizl products. Witk an aumity, the insurance company promises to
pay you income on @ regular basis for a period of time you chosse—incloding the rest of your Life.

When Annuities Start to Make Income Payments

Sorae anouities begin paying income to you soon after you buy it {an immediate anmuity). Others begin at

some later date you chaose {a deferved annuity).

How Deferred Annuities Are Alike

Thert arc ways that moest deferred annuites are alike.

*  They have an accurmnlation period and 2 payouk period, During the accomulation period, the
value of your amnuity changes based on the type of annuity. During the payout peried, the annuity

rakes income payments to you.

*  They offer 1 basic death benefit. If you dis during the accurmlation period, a deferred annuvity
with a basic death benefit pays some or all of the anmuity’s value 1o your survivors (called
beneficiaries} sither in one payment or multiple payments over fime. The amount is usually the
greater of the annwity account value or the minimum guaranteed surrender value, If you die
aficr you begin to receive income payrments (annuitize), your chosen survivors may not reccive

anything anless: 1} your annuity guarantees to pay

Contract: The fegni document

tie termns of the agreement.

Disclosure: A document that

Sources of Information

between you end the insurance
company that binds both of you to

describes the key fegtures of your
anmity, including what is guaranteed
and what {7’t, and your annuity’s
fees and charges. If you buy a variable
annutity, you'l recelve g prospectus
that Includes detalled information
aboist investrment obfectives, risks,

tharges, ¢nd expenses.

Nlssteasion: A persenalized

creste the Hustration.

documernt that shows how your
aneuity features might work, Ask
what is guaranteed arnd what kn't
and what assumptions were mude to

out af least as wweh a5 you paid into the anouity, or
2} you chose & payout option thet continues o make
payments after your death. For an extra cost, you may
be able to choose euhanced death benefits that increase
the vahue of the basic death bencfit,

You usually have to pay a charge {called 4 sacrexsder
or withdsawal chatge} if you take some or all of
your moncy out too cady (usually before a set time
period ends). Some ennmities may not chacge if you
withdraw small smounts (for example, 10% or less

of the account value) each year.

Any money your aunuity carns is tax deferred. That
means you won't pay incorne tax on carnings uneil
you take them sut of the annuity.

You can add fatures {called riders) to rpeny
annuities, usually at an cxtra cost.

An annuity salesperson must be licensed by your
state insurance department. A person eelling a
variable annvity also must be registered with
FINRA? ss = representative of 4 broker/dealer
that’s a FINRA member. In some states, the state
securities department also must liconse a person
selling a variable annuity.

1. FINRA (Financial Industry Regulatory Authority) segaistes the companies end sslespeopic whe sell varisble annmitiss,
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Buyer’s Guide for Variable Deferred Annuities

Insurance companies sell annuities. You want to buy from an insurance company that's financially
sound, There are various ways you can rostarch an insurance company’s financiel strength. You
can visit the insurance coraparny’s website or ask your annuity salesperson for more information.
You also can review an insurance cornpany's rating from an independent rating agency. Four main
firms currently rate insurance companies. They are AM. Best Company, Standard and Poor’s
Corporation, Moody’s Investars Service, and Firch Ravings. Your insurance department may heve
more information about insurance companics. An casy wey to find contact information for your
insurunce department is to visit www.neicerg and click on “States and Jurisdictions Map.”

Iusurance companics usually pay the annuity salesperson afier the sale, but the payment doesn't
roduce the amount you pay into the annuity. Yon can ask your salesperson how they carn money
from the sale.

How Deferred Annuities Are Different

There are differences among deferred annuides. Some of the differences are:

Whether you pay for the annuity with one or more than one payment (called 2 premaium).

"The types 2nd amounts of the fees, chaxges, end adjusiments. While almost all annuities have
some fres and charges that could reduce your account value, the types and amounts can bz different
among annities. Read the Fees, Charges, and Adjastments section in this Ruyers Guide for more

taformation.

Wherher the snnuity is 2 fixed annuity or a varisble annuity, How the value of an annuity changes
is different depending on whether the annvuity is fixed or variable.

Fixed manuities puarantee your money will earn at least s miniraurn interest rate. Fized
annuities may cars intorest at a rate higher than the minimum but only the minimum rate is
guaranteed. The insurance company sets the rates,

Fixed indexed anpuities arc & type of fixed annuity that eams interest based on changes in
a market index, which measures how the market or part of the market performs. The interest rate is
guaranteed to never be less than zero, even if the market goes down.

Variable annuitles earn investment returns based on the performance of the investment
portfolios, known as "subaccounts,” where you chaose to put your money. The return earned in 2
variable snnuity isn't guaranteed. The value of the subaccounts you choosc could go up or down, If
they go up, you could make money. But, if the value of these subaccounts gocs down, you could lose
money. Also, income payments ta you coald be less than you expected.

Some anpuitics offer a premium bonws, which nsually is a lomp sium amount the insurance comparny
adds to your annmity when you buy it or when you add money, It's usually a set percentage of the
armount you put into the anmuity. Other annuities offer an fnterest benus, which is sn amount the
insurance company adds to your axmuity when you earn interest. it's usually a set percentage of the
irterest earned, You may not be able to withdraw some or all of your premium bonus for a set pefiod
of dme. divo, you could lose the bomus if you tnke some or ofl of the money out of your annuity
within a sef period of time.

© 2013 National Association of Insurance Commissioners




Buyer’s Guide for Variable Deferred Annuities

How Does the Value of a Deferred Annuity Change?
Variable Annuities

Moucy in a varisble aanaity earns 2 return based on the performance of the investment pertfolios, known
as “smbaccounts,” where you chooss to put your money. Your investinent choices Jikely will include
subaccounss with different types and levels of tisk. Your choices will affect the return you exn on your
annuity. Subaccounts usnally have no gua:anfeed return, but you may have a choice fo put some moncy ine
fixed interest ram accoant, with a rate that won't change for a set period,

“The value of your annuity can change cvery day as the subaccounts’ values change. If the subaccounts’
values increase, your annuity earns money. But there’s ne guarantee that the values of the subaccounts will
increase. If the subaccounts’ values go down, you may end up with less maney in your annuity than you paid
il it.

A insurer may offer several versions of a varisble deferred
annuity produce. The different versions usually are
identified as share clusses. The key differences between
the versions are the fees yo'll pay cvery year you own
the 2nouity. The rules that apply if you take money out
of the apnuity also may be different. Read the prospectus
carcfully. Ask the annuity s n to explain the

differences among the versions,

What Other Information
Should You Consider?

Fees, Charges, and Adjustments

Fees and charges reduce the value of your annuity. They
help cover the insurer’s costs 1o scll and manage the
annuity and pay benefits. The insurer may subtmet these
costs directly from your annuity’s value, Most annuities
have fees and charges but they can be different for
different anouities. Read the contract and disclosure or

prospectus cavefally and wsk the annuity salesperson to
describe thess costs,

A surrender or withdrawal charge s 2 charge if you take
part or all of the money cut of your annuity during a set
petiod of time, The charge is 2 percentage of the amount
you take out of the anpuity. The percentage usnally goes
down exch year unti! the surrender charge period ends.
Look at the contract and the disclosure or prospectus for
details about the charge. Also Jook for any waivers for
cvents (such as & death) or the right w rake out a small
amonnt (usually up to 10%) each year without paying the
chazge. If you take all of your money out of an annuity,
you've surrendered it and no Ionger have any right to
firturs income payments.

R

Annuity Fees
and Charges

Comtrzet foe — A flat dollar amount or
percentage charged once orgrintially.

Pexcentage of purchase peyment -
& front-end sales load or other charge
deducted from ench premium peid.
The percentage muy vary over time.

Prewnioom tex— A bix some states
charge onannulties. The Insurer
may subtrect the amount of the tax
whem you pay your premium, when
you withdeaw your contract value,
when you start fo receive income
payments, or when ft pays a death
benefit to your benefidary,

Transaction fee — A charge for
tertain transactions, such as transfers
ar withdrawals.

EX 2

Mortality and sxprense (MELE)
risk charge - A fee charged on
variabie annultfes. it's g percertage
of the arcount value fnvested in
subaccourts.,

Underlying fund charges -
Fees and charges on q variable
annufty’s subaccounts; may include
gn investment management fee,
distribution and service (12b-1) fees,
and other fees.
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Buyer's Guide for Variable Deferred Annuities

Some annultics have a Market Value Adjustment (MVA). An MVA could incresse or dectease your
annuity’s account value, cash surrender vatue, and/or death benefit vakue if you withdraw money from your
accownt. In general, if interest rates are Jower when you withdravw money than they were when you bought
the annmity, the MVA could iterezse the amount you could take from your anouity. If interest rates ave
Figher than when you bought the snmuity, the MVA could redire the amount you conld wke from your
annuity. Bvery MVA caleulation is different. Check your contract and disclosure or prospectus for details.

How Annuities Moke Payments
Annuitize

Ar some future time, you can choose to armuitize your annuity 2nd start to receive guarantecd fixed income
prymeats for life or 2 perfod of time you choose. After payments begin, you can'’t take any other money
out of the anmuity, You also usually can't change the amount of your payments. For more information, see
“Payout Gptions” in this Buyer’s Guide. If you dic before the payment period ends, your survivors may not

receive any payments, depending an the payout option you choose.

Full Withdrawal

You can withdraw the cash surrender value of the
annuity i 2 hump sum peyment and end your annuity.
You'll likely pay a charge tv datﬁifgfﬂ’:dwingﬁbe
surrender charge period. If you withdraw your z2nnoity's
eash surrender value, your annuity is caneelled. Once
that happens, you can’t start or continue to receive
regular income payments from the ansuity.

Partial Withdrawal

You may be zble to withdraw seme of the money from
the snnaity’s cash sarrender value without cnding the
aunuity. Most enouities with sucrendet charges let you
take out 2 certain amount {usually up to 1084} each
year without paying sutrender charges on that amount.
Check your contyact and disclosure or prospectus. Ask
your annuity salesperson about other ways you can take
money from the annuity without prying charges.

fving Benefits for Variable Annuities

Variable annuities may offer 2 benefit at an extra cost
that guarantees you a migimum account value, 2
minigum lifetime moome, or minimum withdrawal
amounts regardless of how your subaccounts perform.
See “Variable Annuity Living Benefit Options” at right.
Check your contract and disclasire or prospectus or ask
your annuity salesperson about these options.

© 2013 Natienal Association of Insusence Commissioners
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Benefit Options

Guarantecd Minimmm
Ascomulation Benchit (GMAB) -
Cuarantees your groount valize wiff
equal some percentage {typically
t00%) of premiums less withdrowals,
at a set future date (for exampie, at
maturity), If your annuity is worth
fess than the guaranteed amount at
that date, your Insurance company
will add the difference.

Guarantesd Minimux: Income
Benefit (GMIH) - Guarantees a
mintmum ffetime Income. You usually
must choose this benefit when you
bty the ennuity and must annuftize
to use the benefit There may be

o waiting period before you can
annultize using this benefit.

Gusranteed Lifetime Withdraval
Beacht (GLWE) ~ Guarantees you
an make withdrrwals for the rest
of your fife, up to g set maxfmum
percentage each year.




Buyer’s Guide for Variable Deferred Annuities

How Annuities Are Toxed

Ask a tax professional about your individual situarion. The information below is general and should not be
considered tax advice.

Cumrent federal law gives anpuites special tax
treatment. Income tax on annuities is deferred. That

means you aren’t taxed on any interest of vestment —
retarns while your moncy is in the annoity. This jsn'c Payolxt OPttons

the same as tax-free. You'l pay ordinsry income tax

when you tale 3 withdrawal, receive an income steeam, You'll have a cholce about how to

or receive each annuity peyment. When yor die, your recelve fncome paymetits. These
survivors will typically owe incore taxes on any desth choices usually Include:

benchit they receive from an anpuity.

¢ For your lifetirme

- v For the}
There are othee ways to save that offer tax advantages, or the longer of your

H R7
including Individua!l Retirement Accounts (IRAs). :ﬁx oryour spetees
You can buy an annuity to fand an IRA, bur yor 2l = Foraset time perfod
s fund your IRA other ways and get the same fux e For the longer of your
adpansages. When you take a withdrawal or receive Fifetime or a set time
payments, you'll pay ordinary income tax on all of period
the money you receive (not just the interest or the N

investment return), You also ey have to pay 2 10% tax
penalty if you withdraw money before you're age 59%,

Finding an Annuity That's Right for You

An annuity salesperson who suggests an annuity must choose one that they think is right for you, based on
information from you. They need complete information about your life and financial situation t make 2
suitable recommendation. Expect a salesperson to ask about your age; your financial siraation (assets, debts,
income, tax status, how you plan to pay for the annuity); your wlerance for risk; your financial ohjectives
and experience; your family circurnstances; and how you plan to use the annuity. If you aren’t comformable
with the annuity, ask your annuity salesperson fo explain why they recommended it. Don't buy an annuity
you dor't understand or that deesn’t seem right for you.

Within each annuity, the insurer may puarantec some values but not others. Some guarantees may be
only for a year or less while others oould be Ionger. Ask about risks and decide if you can sccept them. For
example, it's possible you won't get all of your money back or the retutn on your anmuity may be Jower than
you expected. It's also possible yon wor’t be able to withdraw money you need from your annuity withont
paying fees or the annuity pryments may pot be as much as you need to reach your goals. These risks vary
with the type of annuity you buy. All preduct guarntees depend on the insurance company's financial
strengih and clatms-paying ability.
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Buyer’s Guide for Variable Deferred Annuities

Questions You Should Ask

+ Dol understand the risks of an anmicy? Am I comformble with them?
= How will this annuity help me meet my overall financial objectives and Gme horizon?

WL T use the senuity for a long-term goal such as retirement? If 50, how could 1
achieve that goal if the income from the annuity isn't as much as T expected it to be?

- What features and benefits in the annuity, other than tex deferral, make it
appropriste for rae?

«  Does my anpouity offer a guarantced minimum interest rate? 1f so, what is it?
If the anauity includes riders, do T understand how they wark?

»  Amm I taliing full advantage of all of my other tax-deferred opportunities,
such as 401(k)s, 403(b)s, and IRAS?

* DoTundecstand afl of the annuity’s fees, charges, and adfustments?

«  Ts there a imit on how much I can take out of my antwity cach year without
paying a surrender charge? Is there a limit on the fozal amount 1 can withdraw

during the surrender charge period?

= Dolintend 1o keep my money in the anmity long enough to zvoid paying L
any surrender charges? -

«  Have ] cousulted 4 tux advisor zad/or considered how buying an annuity
will affect roy tax Habilicy?

*  How do I make sure my chosen murvivoms (beneficizries} will receive any
payment from my ansuicty if I di=p

Yy don’t kroww the answers or bave other questions, ask your anruity salesprson for belp.

When You Receive Your Annuity Contract

‘When you receive your annuity contract, carefully review it. Be sure it matches your nnderstanding, Also,
read the disclosure or prospectus snd other materials from the insurance company. Ask your annuity
salesperson o explain amything you don’t understand. In many svites, = law gives you a sct number of days
{usually 16 to 30 days) to change your mind sbout buying an anmity zfter you receive it. This often is called
a free Jaok or right to return period. Your contract and disclosare or prospectus should prominently state
your free look period. If you decide during that time that you don't want the annuity, you can consct the
insurance company and return the contract, Depending on the state, you'il either get back all of your money
or your current zecount valae,
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