KBRA Assigns Insurance Financial Strength Rating to Modern Woodmen of
America
NEW YORK (October 30, 2019) – Kroll Bond Rating Agency (KBRA) assigns an insurance
financial strength rating (IFSR) of AA- with a Stable Outlook to Modern Woodmen of America
(Modern Woodmen or MWA). Modern Woodmen is a member-owned fraternal financial
services organization based in Rock Island, Illinois.
The rating reflects Modern Woodmen’s strong balance sheet, substantial membership base,
steady statutory earnings, diversified product portfolio, and value-added distribution. MWA is
the third-largest fraternal benefit society in the United States, helping improve the quality of
life for its members for over 135 years. The society is focused on distributing life insurance,
annuity and investment products through a career distribution system, which KBRA believes
produces better persistency and greater stability in revenue. Additionally, the average age of
an MWA agent is more than 10 years younger than the life industry average, illustrating the
society’s success in recruiting younger agents. The society has reported solid, consistent
profitability across its life and annuity business lines, which has resulted in steady capital
growth. Modern Woodmen’s risk-adjusted capital position is very strong, and its balance sheet
is of high quality with no financial leverage and less exposure to high-risk assets (relative to
capital) than its peers. Moreover, the society’s investment portfolio is liquid, well-diversified
and of high credit quality. MWA’s investment team has demonstrated a solid track record of
investment management and performance—harvesting significant capital gains over the last
decade—even through the financial crisis of 2008-09. Finally, Modern Woodmen has a highlydeveloped ERM infrastructure with thorough processes for identifying risks, setting risk
tolerances and risk appetites, aggregating risks, and establishing controls and guidelines for
mitigating risks across the enterprise.
Balancing these strengths is MWA’s noteworthy exposure to spread compression within its
annuity block due to relatively high crediting rates and low new money rates. The society’s
large block of fixed annuities with high minimum guarantees (roughly $6.5 billion have
guarantees between 3% and 4%) will limit its earnings power and capital growth in a low
interest rate environment. New money yields continue to come in significantly below maturing
bonds, which will in turn continue to pressure spreads given the limited ability to adjust
crediting rates. KBRA notes that MWA currently has a high exposure to interest-sensitive
liabilities—its reserve mix is roughly 75% annuities and 25% life insurance. Modern Woodmen
is focused on increasing life insurance sales and has taken actions to incentivize distribution
to emphasize permanent life sales; the decline in annuity premium is deliberate. Additionally,
MWA will be challenged to increase overall membership as its target market of middle income
families and small businesses is consistent with that of many commercial carriers as well as
its fraternal peers. KBRA has observed that the society has an above-average exposure to
NAIC 2 (BBB-category) bonds, but its overall holdings in high-risk assets (relative to capital)
are below industry norms. Finally, although Modern Woodmen has a comprehensive ERM
framework—developed largely when it was overseen by banking regulators—KBRA believes
the society would benefit from further enhancements in ERM, which would foster improved
risk-based decision-making.
A full report will soon be available on www.kbra.com.
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