HB 1665 -- SECURI TI ES REGULATI ON
SPONSOR: Hanaway

COM TTEE ACTION: Voted "do pass" by the Commttee on Financi al
Services by a vote of 11 to 8.

This bill changes the definition of “security” as used in the
| aws regul ating securities so that the sale of variable annuities
will be regulated by the Secretary of State. Under current |aw,

the sale is regulated by the Departnent of I|nsurance.

FI SCAL NOTE: Estinmated |Incone on CGeneral Revenue Fund of $24, 500
in FY 2005, FY 2006, and FY 2007. No inpact on O her State Funds
in FY 2005, FY 2006, and FY 2007.

PROPONENTS: Supporters say that the bill closes a gap in the
enforcenment of laws regulating the sale of variable annuities.
Unlike fixed annuities, variable annuities can | ose val ue over
time, because they are usually linked to a nmutual fund or other
kind of equity investnent. Because of that, federal |aw
classifies themas a security. The sale of variable annuities is
now regul ated by the Departnment of Insurance, not the securities
regul ation office within the Ofice of Secretary of State. The
bi ggest problemw th the selling of these investnent products is
that the agent may not be capable of determning the client’s
specific investnment needs. The departnment does not require
suitability for these types of investnents as part of the

i nsurance agent’s training. Wen conplaints are nade in this
area, they go to the departnent. The Secretary of State’s office
can better enforce the regulation of variable annuities and do so
wi t hout adding staff.

Testifying for the bill were Speaker Hanaway; O fice of Secretary
of State; Steanboat Financial G oup; and Fi nancial Pl anners
Associ ati on.

OPPONENTS: Those who oppose the bill say that it adds a fourth
| ayer of bureaucracy onto the already heavily regul ated sal e of
variable annuities. This industry is already subject to anti-
fraud provisions of the federal securities |aw and regul ated by
the Security and Exchange Conmi ssion; brokers who sell nutua
funds are regul ated by the National Association of Security

Deal ers; and the sale of all annuities is regulated by the
Departnent of Insurance. A fourth |ayer of regulation wll
confuse consuners, insurers, and the regulators thenselves. No
one has reported a problemin this area or a pattern of adverse
conduct that needs to be stopped. There is no need for a change
in the regulation of this industry. The bill would create an
aberrant regulatory structure in Mssouri that would differ from



al nost every other state. Non-uniform patterns of regul ation add
unnecessary expenses and burdens that are disruptive to the
busi ness of insurance in M ssouri.

Testifying against the bill were Anerican Council of Life

| nsurers; M ssouri Associ ati on of |Insurance and Fi nanci al

Advi sors; Kansas City Life Insurance; General Anerican; MetlLife;
and Prudenti al Financi al.
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