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ZOOLANDER LIFE INSURANCE CO 
 

411 Main St 
Zoo Falls 54321 

Ph 123/555-0000           Fax 123/555-0006 
 
 

Kelly Rating 
Based on our opinion of the company’s 
Financial Strength, it is assigned a Kelly Rating 
of A- (Super).  The company’s Financial Size 
Category is Class VIII.   
 
 

Rating Rationale 
Rating Rationale:  The rating for Zoolander Life 
reflects the company’s strong capital position, fine 
operating performance and the long-term stability of 
its management.  However, profitability has not been 
strong and Zoolander will face new challenges as a 
public company.  Future sales remain a question 
mark. 
 
 

Rating History 
Date         Kelly Rating 

                12/12/1973              A+ 
                 10/5/1982               A 
                 9/21/2004         A- 
 
 

Business Review 
Zoolander Life Insurance Company began operations 
in 1903.  For most of its history, it has been 
controlled by the Lyon family.  R. Tomas Lyon is its 
fourth generation leader.  Earlier in 2006, Zoolander 
completed a demutualization and issued public stock.  
However, the Lyon family continues to exercise 
control through its 49% ownership.   
 
Zoolander made its name selling innovative term life 
insurance at very aggressive rates.  That continues to 
be a hallmark of the company today.  Their 
underwriting process is one of the best in the 
industry, and they supplement this process with the 
liberal use of facultative reinsurance for large scale 
cases. 
 
The company’s ventures outside of the term life 
insurance line have not been as profitable.  
Zoolander’s Long-Term Disability line has yet to show 
consistent results.  Variable annuities have been 
marginally successful and have helped the company 
reach a more affluent class of customers.   
 
Zoolander’s started its Guaranteed Investment 
Contracts (GIC) business in the early 1980’s and has 
managed it well.  Investment operations have not 
performed as well and there is some concern if the 
low interest rate environment persists.  However, the 

company has seen increasing income in this line over 
the past few years.   
 
The GIC business is viewed as a nice complement to 
Zoolander’s other businesses.  The customers and the 
distribution system used to reach them are much 
different than those for the other lines of business.   
 
With the demutualization earlier in 2006, Zoolander 
has set some very aggressive growth targets.  
However, the plan to actually achieve sales at these 
levels remains unclear.   
 

 
Earnings 

Zoolander’s earnings have benefited over the years 
from investment income on its very strong capital 
position.  We expect this source of earnings to decline 
in the future as the company attempts to grow its 
business in a very competitive market.  The current 
low interest rate environment will also continue to put 
pressure on earnings.   
 
Prior to its demutualization in 2006, the company did 
not break out results by business segment.  The 
numbers attributable to those business segments for 
years prior to 2006 below are approximate.   

 
 

Profitability Analysis 
(in millions of dollars) 

 
Net Op Gain        2006      2005      2004      2003 
Corporate 30.3       29.4      33.2       35.7 
GIC         13.1   9.8   8.8   6.0 
Term Life  9.2 16.7 14.7 10.2 
Disability   3.2 (4.4) (1.2)   0.3 
Variable Ann  2.1  1.9  6.5   3.7 
   Total  57.9 53.4 62.0 55.9 
 

 
Capitalization 

Zoolander’s capital and surplus at the end of 2006 
totaled nearly $1 billion ($989.6 million).  While the 
company continues to maintain a very strong capital 
position, the level of capital and surplus is not really 
comparable to prior years due to the demutualization 
in 2006.   
 
We note that the company continues to operate 
without any long-term debt.  While there is plenty of 
capital to fund available growth opportunities, 
Zoolander has stated that their desired capital 
structure would be 30% debt and that the company 
intends to achieve that mix in the future.   
 
Such leverage could have a positive impact on the 
profile of Zoolander’s future earnings.   
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Sources of Capital Growth 
(in millions of dollars) 

 
           Net     Cap     Change   Other      Change in 
Year    Gain    Gains     AVR     Changes   Cap & Surp 
2003    55.9      1.2     (0.5)        1.0          57.6 
2004    62.0      8.7     (0.3)        0.2          70.6 
2005    53.4     (6.6)    (0.3)    (29.5)         17.0 
2006    57.9      3.1       0.8     370.6        432.4 
 

 
Capital Trends 

(in millions of dollars) 
 

           Capital      Stkhldr      Policy   
Year     &Surplus   Divds        Divds      AVR        IMR  
2003     469.6         n/a         0.0         0.7         0.9 
2004     540.2         n/a         0.0         0.4         0.9 
2005     557.2         n/a         0.0         0.1         0.8 
2006     989.6        22.2        0.0          0.9        1.2 

 
 

Investments and Liquidity 
Management anticipates lower investment returns in 
the near future due to the low interest rate 
environment.  Default experience has been very good 
relative to industry peers which is to be expected 
given management’s stated objective of taking a 
conservative approach to asset management.  While 
this conservative approach in asset management has 
resulted in favorable default experience it may hinder 
Zoolander’s ability to price competitive products or 
fund long-term liabilities relative to their peers.  
 
Zoolander’s investment committee chaired by Salmon 
has made significant progress in assuming ultimate 
responsibility for setting strategic direction regarding 
ALM practices and assigning responsibility to the 
entire senior management team for the 
implementation and execution of their vision.  The 
committee has issued various directives which clarify 
the links between ALM practice and both short and 
long term corporate objectives.  Further, the initiative 
Zoolander undertook to leverage existing cash flow 
testing models appears to have been successful as 
substantially all Zoolander lines of business are 
considered in the corporate wide ALM assessments. 
Despite these changes, Zoolander’s liquidity position 
has been dropping over the past few years as they 
have increased their allocation of investments to 
longer-term non-investment grade bonds and real 
estate in order to boost yields.   

 
 
 
 
 
 
 

Liquidity Tests 
(ratios except for Cash Flow) 

                                                            Non-Invest   
           Operating      Quick      Current   Grade Bonds  
Year     Cash Flow  Liquidity     Liquidity       to Capital   
2003        63.5M        61.6         209.9            2.0 
2004        11.2M        33.1         189.9            2.6 
2005        11.0M        35.0         185.4            3.1 
2006        11.8M        27.0         173.4            2.4 

 
 

Investment Yields 
(as a %) 

           Net                Mort-     Cash &     Inv Exp 
Year    Yield    Bonds  gages   Sh Trm        Ratio 
2003    6.90     6.88     7.66      5.02          8.88 
2004    6.92     6.70     7.59      5.22         10.24 
2005    6.78     6.66     7.60      4.87          7.25 
2006    6.54     6.41     7.34      4.64         11.05 
 
 

Investment Data 
(in millions of dollars) 

 
current year distribution of bonds by maturity 

(as % of public and private bonds) 
                 ------------------ Years --------------- yrs avg 
                  0-1    1-5     5-10    10-20    20+  mature 
gov              ….     0.9      0.3        …..      ……       4 
gov agncy     ….     0.1     1.8         0.5      0.8       13 
pub util         ….     0.7     1.9         …..      ……       6 
industrial      2.3   35.0    43.6       10.9     0.3        7 
cap loans      ….     0.2      0.4        0.3      ……       9 
  Total          2.3   36.9    48.0      11.7      1.1       7 
 
 
                             2006       2005      2004     2003 
Bonds (millions)    $6,602    $5,806   $5,165  $4,554 
 
gov                           1.2         4.7         5.6       7.4   
gov agncy                  3.2         1.7         1.9       2.1   
pub util                      2.6         6.2         8.4       6.8   
industrial                  92.1       86.4        82.3     81.5   
cap loans                   0.9         1.0         1.8        2.2   
   Total                    100%     100%     100%   100% 
 
private                     16.3       18.4        24.4      22.6   
public                      83.7        81.6        75.6     77.4   
   Total                    100%     100%     100%   100% 
 
                             2006       2005      2004     2003 
Bond Quality (%)  
Class 1                    63.9       70.5       73.1      79.6 
Class 2                    33.3       27.4       24.9      18.6 
Class 3                      1.1         1.3        2.0        1.8 
Class 4                      1.3         0.7       ……       …… 
Class 5                     ……        ……        ……       …… 
Class 6                      0.4         0.1       ……        …… 
   Total                    100%     100%     100%   100% 
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                                2006     2005      2004     2003 
Mortgages (millions) $1,216  $1,241   $1,504   $1,508 
Commercial               100%    100%    100%   100% 
 
 
                                 2006     2005     2004     2003 
Other Assets (millions) $869     $314    $202      $347    
 
Real estate                  70.3      50.7      30.0     25.6   
Cash & short term inv    3.0        2.5        3.5       4.0   
All other assets            26.7      46.8        1.8       2.2 
   Total                      100%    100%    100%   100% 
 

 
History 

Incorporated  -- August 8, 1903 
 

Originally formed as the Zoolander Friends 
Assessment Society in 1903.  Purchased by the 
forerunner to Lyon Enterprises in 1906.  Changed to a 
legal reserve Mutual life insurance company in 1921.  
In 2006 converted to a stock insurance company 
through an IPO and took on the current name.  Fully 
49% of the stock is held or controlled by Lyon 
Enterprises.  

 
 

Officers 
Chairman of the Board, President, CEO and COO R.  
Tomas Lyon, IV; Executive VP-Planning, Henri Jay; Sr 
VP & Chief Counsel, Kate Finch; Sr VP-Administration, 
Odette Bird; VP-CFO, A. Hugh Dodo; VP-CMO, 
Danielle Wolfe; Field VPs, Sam Roach, Teresa Cricket, 
Victor Herring, Alex Trout  

 
 

Directors 
Hermine Dauphin, Jeanne Z. Holstein, R. Tomas Lyon 
IV, Karl Palomino, Ivan X. Salmon  

 
 

Reinsurance 
Zoolander Life utilizes a YRT reinsurance agreement 
with Rose Reinsurance for their Term Life Insurance 
business.  In addition, Zoolander has excess coverage 
through Rose Reinsurance on their disability business.     

 
 

Regulatory 
An examination of the financial condition was made 
as of December 31, 2005 by the state insurance 
department.  An annual, independent, audit of the 
company is conducted by the accounting firm of 
Brown & Company.  
 
Territory: Zoolander Life is licensed in all states 
except New York.  
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A Hugh Dodo ________________________________________________________________ 
 
From:  “Foxx, Wanda” FoxxW@zlic.com  
To:  “Dodo, Hugh” DodoA@zlic.com  
Sent:  Wednesday, March 12, 2008 4:23 PM 
Subject: Reinsurance Problem 
 
 

Well, the good news is that we have our reinsurance for the rest of this year.  The bad news is that it 
looks like Rose Reinsurance isn’t going to be in this market next year.  We have plenty of time before 
we need to look around for coverage; however, if we are going to consider changing the parameters, 
Actuarial will need some lead time to run experience studies.   
 
I have some ideas I’d like to share with you at our monthly meeting in April. 
 
Wanda  
x-345 
 
----- Original Message -----   

From:  ‘Richard Scarlet’  
To:  'Wanda Foxx’  
Sent:  Monday, March 10, 2008 8:27 AM 
Subject: Zoolander Life 2008 Reinsurance Program 

 
 
Just got it in the mail, Rose Reinsurance has agreed to renew your coverage for another year, 
effective 4-1-2008.  Here’s the specifics……. 
 
Term Life Reinsurance – Yearly Renewable Term.  Ceded $75 billion face amount of insurance from 
12-31-2007; We’ll update for March 31 numbers when they are available.   
 
Disability Reinsurance – Excess Coverage – reinsurer takes amounts in excess of $4,000 of monthly 
benefit up to your monthly maximum benefit of $8,000.  Cost is 4% of premium per year.  Refund 
eligible, 75% of the amount calculated by subtracting claims from premium.  Deficit carry forward 
from prior years, $38,475.   
 
However, Rose Re has decided to get out of the life reinsurance business to concentrate on their 
more lucrative P&C reinsurance lines.  We’ll need to shop this coverage for an April 1, 2009 effective 
date.  Might be a good time to reconsider your reinsurance options.   
 
Richard Scarlet  
Lilac Intermediaries 
Ph 123/555-4567 
Fax 123/555-4550 
R-Scarlet@lilac.com  
 
The information in this email is confidential and may be privileged. It is intended solely for the addressee. If the 
reader of this message is not the intended recipient, any disclosure, copying, distribution or action taken or  
omitted to be taken in reliance on it is prohibited. If you have received this communication in error, please 
notify us immediately by replying to the message or by telephoning 123/555-4500 and deleting it from your 
computer. 
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----- Original Message -----   
From:  “Danielle, Wolfe” WolfeD@zlic.com 
To:  “Foxx, Wanda” FoxxW@zlic.com  
Sent:  September 26, 2008 
 Subject: Re: Variable Annuity Writing Agent Survey – the new “VA Plus” line of business 
 

Wanda,  
 
A quick note on the second item in your response below, the ALM testing.  It might help you to know that we 
are targeting these features to provide benefits which are reflective of historical index returns.  They are not 
intended to provide the policyholder with amounts in excess of average historical market performance but 
rather will only be in the money if the market fails to perform according to historical averages.  This might 
make you more comfortable with the ALM risk for these features as there should be no substantial benefits 
paid unless the markets underperform.  This should also get you comfortable with avoiding any onerous ALM 
testing or requirements.  
 
Danielle 

_____________________________________________________ 
 
From:  “Foxx, Wanda” FoxxW@zlic.com  
To:  “Danielle, Wolfe” WolfeD@zlic.com 
Sent:  September 25, 2008 
Subject:  Re: Variable Annuity Writing Agent Survey – the new “VA Plus” line of business 
 
Hi Danielle,  
 
I know we are meeting to discuss this tomorrow so I wanted to share some preliminary thoughts with you 
before then.  We are nowhere near having a comprehensive assessment of the costs and risks associated 
with these features.  Having said this, here are some initial thoughts and questions for us to consider at our 
meeting: 
- We will need to restrict our fund offerings where these investment guarantees (especially the GMAB 

and GMMB) are present.  Alternately, we will need to limit the guarantees to only that portion of the 
policyholder funds which have been invested in approved accounts. Here is a listing of the most 
popular fund offerings associated with our VA contracts. 

 
Available Funds For Zoolander VA Products 

Fund Name Average Return (μ) Volatility (σ) Annual Mgmt. Fee 
(m) 

ZooBalanced 7.2% 20% 3.00% 
ZooEquity500 8.4% 25% 1.25% 
ZooFixedIncome 5.9% 10% 2.00% 
 
- Both GMAB and GMMB are new features at Zoo.  We’ll need to invest some time to build the 

necessary knowledge base to fully understand these features.  In particular, we have not typically 
subjected our VA line to asset liability testing.  I am thinking that we will need to do so for the “VA 
Plus” products.  My initial thoughts would be to use an actuarial approach to fund the liability 
associated with the proposed features using high quality fixed income assets and setting a funding level 
at CTE(95%) or so of the expected liability. 

- We can take a multi-faceted approach to managing the ALM risk rather than think of this as simply an 
investment strategy approach.  I can walk you through some ideas during our meeting. 

- We will obviously need to charge for these benefits somehow.  What do you think is most palatable for 
our client base, premium based charges or margin offset fees?  We’ll need to reconsider the level of 
our surrender charges with the need to increase these dramatically.  This is all related to the issue of 
policyholder behavior which I will need help with as well. 
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- What were you thinking regarding the voluntary reset?  Was this going to be available every year? 
Every 3 years? Every 5?  

- I have invited John Badger to our meeting.  We will need his involvement to understand our ability to 
hedge the risks associated the VA Plus features.  I have also invited Gaston.  He used to work with the 
reinsurance market in a former life and may have ideas on whether reinsurance could help with some 
of these risks.  

- With regards to the GMDB, the guaranteed benefit level doesn’t really matter provided the client is 
willing to pay for the benefit they select.  This feature is probably the easiest to develop quickly.   

 
I’ll see you at the meeting… 
 
Wanda  
X-345 

 
----- Original Message -----   

From:  “Danielle, Wolfe” WolfeD@zlic.com 
To:  “Foxx, Wanda” FoxxW@zlic.com  
Sent:  September 24, 2008 
 Subject: Variable Annuity Writing Agent Survey – the new “VA Plus” line of business 

 
Wanda,  
 
I wanted to follow up with you on the conversation we had last week regarding the variable annuity writing 
agent survey.  As you recall, we undertook an initiative which involved soliciting feedback from our top VA 
writers to understand how better to position our products in this market.  While we received a lot of feedback, 
there seemed to be unanimity regarding the need to offer attractive investment guarantees.  To this end, we 
compiled a list of potential features or benefits which might address the concerns raised by our agents.  We 
are referring to the variable annuity line of business with investment guarantees as the “VA Plus” line.  At 
this point, I want some initial input from your team on which of these features might be easiest to implement 
quickly. 
 
1. 10 Year GMAB: A GMAB which guarantees that the policy value will be the greater of the actual 

accumulated value or the initial premium accumulated at some rate, perhaps 2% per annum or some 
historical average market return, at any of the option rollover dates.  The option rollover dates occur 
every tenth policy anniversary.  It wasn’t clear from the feedback what the agents felt about introducing a 
voluntary reset option in conjunction with the GMAB.    

 
2. GMDB: There was a lot of interest in a GMDB with a wide range of opinions regarding what the benefit 

level should be.  Suggestions included (a) a return of cumulative premium paid upon death to (b) a return 
of 90% of cumulative premium accumulated at 2% per annum upon death and (c) a return of cumulative 
premium accumulated at 5% per annum upon death. 

 
3. GMMB:  A guarantee that offers a minimum return on premium at the time of contract maturity.  The 

minimum return would vary based on the issue age of the annuitant with a higher rate being offered for 
the youngest issue ages.  The intent would be to provide a guarantee to the policyholder that they would 
realize some historical average market return by maturity.   

 
4. GMIB:  This option was considered as an alternative to the GMMB.  There was some preference to offer 

a benefit which was easier to communicate to potential clients and which allowed us to specify at policy 
issue what the monthly annuity benefit would be.    

 
Obviously I don’t expect a full pricing for all of these features at this time however, if you let me know which 
of these are easily introduced and which might be more difficult, I can devise a plan to hopefully target some 
of the concerns raised by our agents in a timely fashion.  
 
Danielle 




