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THE CONCLUSION OF THIS WASHINGTON REPORT. 

The Financial Stability Oversight Council (“Council”) has issued a final rule 
detailing its process for designating “systemically important financial 
institutions” (“SIFIs”). SIFIs, which may include insurers, will be subject to 
significant regulatory oversight by the Board of Governors of the Federal 
Reserve, in addition to any existing federal or state regulation.  
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Designation of SIFIs 

  

On April 3rd, the Council unanimously adopted a final rule that details the analysis and 
process the Council intends to use when identifying SIFIs -- i.e., nonbank financial 
institutions that should be subject to enhanced prudential standards and supervision by 
the Board of Governors of the Federal Reserve System (“BGFRS”).  As part of the 
reforms implemented by the Dodd-Frank Wall Street Reform and Consumer Protection 
Act (the “Dodd-Frank Act”), this power is intended to limit risk and help prevent future 
financial crises similar to that experienced in 2008, when certain insurers and nonbank 
financial institutions were at the center of the economic fall-out.  

  

Three-Stage Process  

  

The Council now begins a three-stage designation process to identify the companies that 
require additional supervision because either the (a) material financial distress or the 
nature, scope, size, scale, concentration, interconnectedness, or (b) mix of the activities of 
these companies could pose a threat to U.S. financial stability. 

  

Stage 1: Initial Identification.  In Stage 1, the Council will apply a series of 
“quantitative” thresholds to identify a pool of nonbank financial companies that require 
company-specific evaluation. The Council generally will consider companies holding $50 
billion in total consolidated assets.  If these companies cross additional thresholds, such 
as exposure to over $3.5 billion in derivative liabilities or holding $20 billion or more in 
debt, they are placed in the “Stage 2 Pool.” 

  

Stage 2:  Review and Prioritization of Stage 2 Pool.  The Council will conduct detailed 
individual evaluations of each Stage 2 company based on several factors, including the 
extent to which the company is subject to existing regulation.  The Council will contact 
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companies that require further evaluation in Stage 3 (Stage 3 Pool).   

  

Stage 3: Final Review.  The Council will conduct a final review of each Stage 3 
company using information collected directly from the company (the Council has 
authority to require reports from the company for this purpose).  An affirmative vote of 
two-thirds of the voting members of the Council (including the chairman) will classify a 
company as a SIFI and subject it to additional (but not yet developed) rules and federal 
supervision.  Companies will receive notice and have the opportunity to appeal the 
determination.  

  

Potential Impact to Insurers 

    

Insurers are specifically identified as a type of nonbank financial institution that could be 
subject to this additional federal regulation.  To that end, the Dodd-Frank Act established 
a Federal Insurance Office (“FIO”), which serves as a non-voting member on the 
Council.  One of the FIO’s functions is to make recommendations to the Council 
regarding insurers the FIO believes should be designated as SIFIs.  As reported in prior 
Bulletins, the FIO will receive input from the Federal Advisory Committee on Insurance, 
a 15-member panel comprised of various individuals representing a cross-section of the 
insurance industry. However, as insurance companies are traditionally regulated at the 
state level, state regulators also may seek additional consultations with the Council in its 
determinations.  Regardless, the designation of an insurer as a SIFI could significantly 
impact the company and its overall regulation, depending on the “enhanced prudential 
standards” ultimately developed by the BGFRS. 

  

Any AALU member who wishes to view this bulletin online can log onto the AALU 
website at http://www.aalu.org/ and enter the Member Portal with your last name and 
birth date and select Current Washington Report. If you have questions, please email 
Anthony Raglani at raglani@aalu.org and include a reference to this Washington Report. 
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In order to comply with requirements imposed by the IRS which may apply to 
the Washington Report as distributed or as re-circulated by our members, please 

be advised of the following:  
 

THE ABOVE ADVICE WAS NOT INTENDED OR WRITTEN TO BE 
USED, AND IT CANNOT BE USED, BY YOU FOR THE PURPOSES OF 

AVOIDING ANY PENALTY THAT MAY BE IMPOSED BY THE 
INTERNAL REVENUE SERVICE.  

 
In the event that this Washington Report is also considered to be a "marketed 

opinion" within the meaning of the IRS guidance, then, as required by the IRS, 
please be further advised of the following:  

 
THE ABOVE ADVICE WAS NOT WRITTEN TO SUPPORT THE 
PROMOTIONS OR MARKETING OF THE TRANSACTIONS OR 

MATTERS ADDRESSED BY THE WRITTEN ADVICE, AND, BASED 
ON THE PARTICULAR CIRCUMSTANCES, YOU SHOULD SEEK 

ADVICE FROM AN INDEPENDENT TAX ADVISOR. 

 
The mission of AALU is to promote, preserve and protect advanced life insurance planning for the benefit of our members, 

their clients, the industry and the general public.  
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