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PART | — FINANCIAL INFORMATION

Item 1. Financial Statements

Assets
Fixed maturities, available-for-sale
Fixed maturities, trading
Equity securities, available-for-sale
Equity securities, trading
Mortgage loans
Real estate
Policy loans
Other investments

Total investments
Cash and cash equivalents
Accrued investment income
Premiums due and other receivables
Deferred policy acquisition costs
Property and equipment
Goodwill
Other intangibles
Separate account assets
Other assets

Total assets

Liabilities
Contractholder funds
Future policy benefits and claims
Other policyholder funds
Short-term debt
Long-term debt
Income taxes currently payable
Deferred income taxes
Separate account liabilities
Other liabilities

Total liabilities
Stockholders’ equity

Series A preferred stock, par value $.01 per share with liquidation preference of $100 per share -

Principal Financial Group, Inc.
Consolidated Statements of Financial Position

3.0 million shares authorized, issued and outstanding in 2008 and 2007

Series B preferred stock, par value $.01 per share with liquidation preference of $25 per share -

10.0 million shares authorized, issued and outstanding in 2008 and 2007

Common stock, par value $.01 per share - 2,500.0 million shares authorized, 386.3 million and
385.8 million sharesissued, and 258.6 million and 259.1 million shares outstanding in 2008

and 2007, respectively
Additional paid-in capital
Retained earnings

Accumulated other comprehensive income (10ss)

Treasury stock, at cost (127.7 million and 126.7 million sharesin 2008 and 2007, respectively)

Total stockholders' equity

Total liabilities and stockholders' equity

See accompanying notes.

March 31, December 31,
2008 2007
(Unaudited)
(in millions)
$ 46,631.2 $ 46,738.9
534.6 529.3
268.6 316.4
250.1 269.8
12,876.7 12,659.6
864.8 862.5
883.6 869.9
2,589.8 2,118.6
64,899.4 64,365.0
1,120.7 1,344.4
796.8 774.1
940.4 951.2
3,076.3 2,810.1
481.5 469.0
381.4 374.7
998.1 1,006.9
76,897.7 80,486.8
2,408.9 1,938.0
$ 152,001.2 $ 1545202
$ 409946 $ 40,2889
18,899.9 18,454.7
550.1 540.5
175.1 290.8
1,406.6 1,398.8
455 41.6
201.9 576.3
76,897.7 80,486.8
5,987.7 5,020.1
145,159.1 147,098.5
0.1 0.1
39 3.9
8,326.1 8,295.4
3,589.4 34143
(359.1) 420.2
(4,718.3) (4,712.2)
6,842.1 7,421.7
$ 152,001.2 $ 1545202




Revenues

Premiums and other considerations

Fees and other revenues

Net investment income

Net realized/unrealized capital gains (losses)
Total revenues

Expenses

Benefits, claims and settlement expenses

Dividends to policyholders

Operating expenses
Total expenses

Income before income taxes

Income taxes

Net income

Preferred stock dividends

Net income available to common stockholders

Earnings per common share
Basic earnings per common share

Diluted earnings per common share

See accompanying notes.

Principal Financial Group, Inc.
Consolidated Statements of Operations
(Unaudited)

For the three months ended
March 31,

2008

2007

(in millions, except per share data)

$ 1,053.0 $ 1,107.7
613.4 592.5

960.3 923.2
(126.0) 37.6
2,500.7 2,661.0
1,472.0 1,498.0

70.8 74.0

745.9 754.7
22887 2,326.7
212.0 334.3

29.6 69.0

182.4 265.3

8.2 8.2

$ 1742 $ 257.1
$ 067 $ 0.96
$ 067 $ 0.95




Principal Financial Group, Inc.

Consolidated Statements of Stockholders' Equity

(Unaudited)
Accumulated
SeriesA SeriesB Additional other Total
preferred preferred Common paid-in Retained comprehensive Treasury stockholders’
stock stock stock capital earnings income (loss) stock equity
(in millions)
Balances at January 1, 2007 $ 01 $ 38 $ 81418 $ 28241 $ 8469 $ (3,955.9) $ 7,860.8
Common stock issued — — 18.0 — — — 18.0
Capital transactions of equity
method investee, net of
related income taxes — — 0.2 — — — 0.2
Stock-based compensation and
additional related tax
benefits — — 26.2 — — — 26.2
Treasury stock acquired,
common — — — — — (106.1) (106.1)
Dividendsto preferred
stockholders — — — (8.2 — — (8.2
Comprehensive income:
Net income — — — 265.3 — — 265.3
Net unrealized gains, net — — — — 50.7 — 50.7
Foreign currency translation
adjustment, net of related
income taxes — — — — 0.6 — 0.6
Unrecognized post-
retirement benefit
obligation, net of related
income taxes — — — — (0.5) — 0.5)
Comprehensive income 316.1
Balances at March 31, 2007 $ 01 $ 38 $ 8,186.2 $ 30812 $ 897.7 $ (4,062.0) $ 8,107.0
Balances at January 1, 2008 $ 01 $ 39 $ 82954 $ 34143 $ 4202 $ 47122) $ 74217
Common stock issued — — 9.3 — — — 9.3
Capital transactions of equity
method investee, net of
related income taxes — — 0.1 — — — 0.1
Stock-based compensation and
additional related tax
benefits — — 21.3 — — — 21.3
Treasury stock acquired,
common — — — — — (6.1) (6.1)
Dividendsto preferred
stockholders — — — (8.2) — — 8.2
Effects of changing post-
retirement benefit plan
measurement date, net of
related income taxes — — — 0.9 (2.0) — 11
Comprehensive |oss:
Net income — — — 182.4 — — 182.4
Net unrealized losses, net — — — — (838.1) — (838.1)
Foreign currency translation
adjustment, net of related
income taxes — — — — 62.8 — 62.8
Unrecognized post-
retirement benefit
obligation, net of related
income taxes — — — — (2.0) — 2.0)
Comprehensive loss (594.9)
Balances at March 31, 2008 $ 01 $ 39 § 8326.1 $ 35894 $ (359.1) $ (4,7183) $ 6,842.1

See accompanying notes.




Operating activities
Net income

Principal Financial Group, Inc.
Consolidated Statements of Cash Flows

(Unaudited)

For the three months ended

Adjustments to reconcile net income to net cash provided by operating activities:

Amortization of deferred policy acquisition costs
Additions to deferred policy acquisition costs

Accrued investment income
Net cash flows from trading securities
Premiums due and other receivables

Contractholder and policyholder liabilities and dividends

Current and deferred income taxes

Net realized/unrealized capital (gains) losses

Depreciation and amortization expense

Mortgage loans held for sale, acquired or originated
Mortgage loans held for sale, sold or repaid, net of gain
Real estate acquired through operating activities

Real estate sold through operating activities

Stock-based compensation
Other
Net adjustments
Net cash provided by operating activities
Investing activities
Available-for-sale securities:
Purchases
Sdes
Maturities
Mortgage loans acquired or originated
Mortgage loans sold or repaid
Real estate acquired
Redl estate sold
Net purchases of property and equipment
Net changein other investments
Net cash used in investing activities

March 31,
2008 2007
(in millions)

$ 1824 $ 265.3
69.3 79.9
(168.7) (118.3)
(22.7) (2.0)
25.9 (51.5)
239 292.8
507.3 433.0
34.5 6.6
126.0 (37.6)
33.8 32.5
(14.0) (39.7)
15.3 115.8
(10.2) (6.8)
7.2 304

17.2 24.0
170.6 200.5
8154 959.6
997.8 1,224.9
(1,905.8) (2,358.5)
120.8 797.7
1,044.0 1,289.4
(431.9) (679.8)
286.6 349.8
(6.2) (16.6)
17.2 0.5
(26.1) (13.9)
(67.4) (67.6)

$ (968.8) $ (698.5)




Principal Financial Group, Inc.
Consolidated Statements of Cash Flows (continued)

(Unaudited)

Financing activities
I ssuance of common stock
Acquisition of treasury stock
Proceeds from financing element derivatives
Payments for financing element derivatives
Excess tax benefits from share-based payment arrangements
Dividends to preferred stockholders
I ssuance of long-term debt
Principal repayments of long-term debt
Net repayments of short-term borrowings
Investment contract deposits
Investment contract withdrawals
Net increase in banking operation deposits
Other
Net cash used in financing activities
Discontinued operations
Net cash provided by operating activities
Net cash used in investing activities
Net cash used in financing activities
Net cash provided by discontinued operations
Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
Cash and cash equivalents of discontinued operationsincluded above
At beginning of period
At end of period

See accompanying notes.

For the three months ended

March 31,

2008 2007

(in millions)

93 $ 18.0
(6.1) (106.1)
43.0 60.7
(37.5) (54.6)

25 4.5
(8.2) (16.5)

10 4.2
(4.9) (10.0)

(121.5) (25.0)
2,283.5 2,044.4
(2,599.1) (2,605.3)

186.9 45.0

(1.6) —

(252.7) (640.7)

— 0.6

— (0.5)

— (0.1)

(223.7) (114.3)
1,344.4 1,590.8
11,1207 $ 1,476.5

— 3 (0.7)

— $ (0.7)




Principal Financial Group, Inc.
Notesto Consolidated Financial Statements
March 31, 2008
(Unaudited)

1. Nature of Operations and Significant Accounting Palicies
Basis of Presentation

The accompanying unaudited consolidated financial statements of Principal Financial Group, Inc. (“PFG”), its majority-
owned subsidiaries and its consolidated variable interest entities (“VIES"), have been prepared in conformity with accounting
principles generally accepted in the U.S. (“U.S. GAAP”) for interim financial statements and with the instructions to Form 10-Q and
Article 10 of Regulation S-X. In the opinion of management, all adjustments (consisting of normal recurring accruals) considered
necessary for afair presentation have been included. Operating results for the three months ended March 31, 2008, are not necessarily
indicative of the results that may be expected for the year ended December 31, 2008. These interim unaudited consolidated financial
statements should be read in conjunction with our annual audited financial statements as of December 31, 2007, included in our
Form 10-K for the year ended December 31, 2007, filed with the United States Securities and Exchange Commission (“SEC”). The
accompanying consolidated statement of financial position as of December 31, 2007, has been derived from the audited consolidated
statement of financia position but does not include all of the information and footnotes required by U.S. GAAP for complete financial
statements.

Reclassifications have been made to the March 31, 2007, financial statements to conform to the March 31, 2008,
presentation.

Recent Accounting Pronouncements

On March 19, 2008, the Financial Accounting Standards Board (the “FASB”) issued Statement of Financial Accounting
Standards (“SFAS") No. 161, Disclosures about Derivative I nstruments and Hedging Activities — an amendment of FASB Statement
No. 133 (“SFAS 161"). This Statement requires (1) qualitative disclosures about objectives and strategies for using derivatives,

(2) quantitative disclosures about fair value amounts of gains and losses on derivative instruments and related hedged items and

(3) disclosures about credit-risk-related contingent features in derivative instruments. The disclosures are intended to provide users of
financial statements with an enhanced understanding of how and why derivative instruments are used, how they are accounted for and
the financial statement impacts. SFAS 161 is effective for financial statementsissued for fiscal years and interim periods beginning
after November 15, 2008. We are currently evaluating the impact this guidance will have on our disclosures.

On February 15, 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities, Including an amendment of FASB Satement No. 115 (“SFAS 159"). SFAS 159 permits entities to choose, at specified
election dates, to measure eligible financial instruments and certain other items at fair value that are not currently required to be
reported at fair value. Unrealized gains and losses on items for which the fair value option is elected shall be reported in net income.
The decision about whether to elect the fair value option (1) is applied instrument by instrument, with certain exceptions; (2) is
irrevocable and (3) is applied to an entire instrument and not only to specified risks, specific cash flows or portions of that instrument.
SFAS 159 aso requires additional disclosures that are intended to facilitate comparisons between entities that choose different
measurement attributes for similar assets and liabilities and between assets and liabilities in the financial statements of an entity that
selects different measurement attributes for similar assets and liabilities. At the effective date, the fair value option may be elected for
eligibleitemsthat exist at that date and the effect of the first remeasurement to fair value for those items should be reported as a
cumulative effect adjustment to retained earnings. We adopted SFAS 159 on January 1, 2008, and the cumulative effect of the change
in accounting principle as aresult of adopting SFAS 159 was immaterial. Therefore, the pre-tax cumulative effect of the changein
accounting principle isreflected in net realized/unrealized capital gains (losses). Future election of this option could introduce period
to period volatility in net income.




Principal Financial Group, Inc.
Notesto Consolidated Financial Statements (continued)
March 31, 2008
(Unaudited)

1. Nature of Operations and Significant Accounting Policies (continued)

On September 29, 2006, the FASB issued SFAS No. 158, Employers' Accounting for Defined Benefit Pension and Other
Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106 and 132R (“SFAS 158"). The requirement to recognize the
funded status of a defined benefit postretirement plan and the disclosure requirements were effective for fiscal years ending after
December 15, 2006, and did not have a material impact on our consolidated financial statements. Effective for fiscal years ending
after December 15, 2008, SFAS 158 also eliminates the ability to choose a measurement date, by requiring that plan assets and benefit
obligations be measured as of the annual balance sheet date. For 2007, we used a measurement date of October 1 for the measurement
of plan assets and benefit obligations. Two transition methods are available when implementing the change in measurement date for
2008. We chose the aternative that allowed usto use the October 1, 2007, measurement date as a basis for determining the 2008
expense and transition adjustment. The effect of changing the measurement date resulted in a $0.9 million increase to retained
earnings and a $2.0 million decrease to accumulated other comprehensive income in the first quarter of 2008.

On September 15, 2006, the FASB issued SFAS No. 157, Fair Value Measurements (“ SFAS 157”). This standard, which
provides guidance for using fair value to measure assets and liabilities, applies whenever other standards require or permit assets or
liahilities to be measured at fair value, but does not expand the use of fair value in any new circumstances. SFAS 157 establishes afair
value hierarchy that gives the highest priority to quoted prices in active markets and the lowest priority to unobservable data, and
requires fair value measurements to be separately disclosed by level within the hierarchy. On February 12, 2008, the FASB issued
FASB Staff Position (“FSP’) FAS 157-2, Effective Date of Satement No. 157, to defer the effective date of the standard for one year
for nonfinancial assets and nonfinancial liabilities that are recognized or disclosed at fair value on a nonrecurring basis. On
February 14, 2008, the FASB issued FSP FAS 157-1, Application of FASB Satement No. 157 to FASB Statement No. 13 and Other
Accounting Pronouncements That Address Fair Value Measurements for Purposes of Lease Classification or Measurement Under
Satement 13, which amends SFAS 157 to exclude instruments covered by SFAS No. 13, Accounting for Leases, and its related
interpretive guidance from the scope of SFAS 157. Our adoption of SFAS 157 on January 1, 2008, did not have a material impact on
our consolidated financial statements. See Note 6, Fair Value Measurement, for further details.

Separ ate Accounts

Asof March 31, 2008, and December 31, 2007, the separate accounts include a separate account valued at $581.0 million and
$748.5 million, respectively, which primarily includes shares of our stock that were allocated and issued to eligible participants of
qualified employee benefit plans administered by us as part of the policy credits issued under our 2001 demutualization. These shares
areincluded in both basic and diluted earnings per share calculations. The separate account shares are recorded at fair value and are
reported as separate account assets and separate account liabilities in the consolidated statements of financial position. Changesin fair
value of the separate account shares are reflected in both the separate account assets and separate account liabilities and do not impact
our results of operations.

2. Federal Income Taxes

The effective income tax rate for the three months ended March 31, 2008, was lower than the corporate income tax rate of
35% primarily due to income tax deductions allowed for corporate dividends received and the release of state deferred income tax
liabilities associated with areorganization of certain subsidiaries. The effective income tax rate for the three months ended March 31,
2007, was lower than the corporate income tax rate of 35% primarily due to income tax deductions allowed for corporate dividends
received, tax credits received on our investment in a synthetic fuel production facility and interest exclusion from taxable income.

The Internal Revenue Serviceis currently auditing our federal income tax returns for the years 2004 and 2005. We do not
expect the results of these audits or devel opments in other tax areas to significantly increase or decrease the total amount of
unrecognized tax benefits in the next twelve months, but the outcome of tax reviews is uncertain and unforeseen results can occur.

9




Principal Financial Group, Inc.
Notesto Consolidated Financial Statements (continued)
March 31, 2008

(Unaudited)
3. Employee and Agent Benefits
Components of net periodic benefit cost (income):
Other postretirement
Pension benefits benefits
For the three months ended For the three months ended
March 31, March 31,
2008 2007 2008 2007
(in millions)

Service cost $ 124 % 118 $ 21 $ 2.0
Interest cost 24.9 224 4.2 39
Expected return on plan assets (32.6) (28.6) (9.4) (8.9
Amortization of prior service benefit (1.9 (2.1 (0.6) (0.7)
Recognized net actuarial loss (gain) 0.3 2.5 (0.8) (0.5)
Net periodic benefit cost (income) $ 31 $ 60 $ (45 $ (3.7)

Contributions

Our funding policy for our qualified pension plan is to fund the plan annually in an amount at least equal to the minimum
annual contribution required under the Employee Retirement Income Security Act (“ERISA”) and, generally, not greater than the
maximum amount that can be deducted for federal income tax purposes. The minimum annual contribution for 2008 will be zero so
we will not be required to fund our qualified pension plan during 2008. However, it is possible that we may fund the qualified and
nonqualified pension plansin 2008 in the range of $20.0 million to $50.0 million, in total. During the three months ended March 31,
2008, no contributions were made to these plans.

4. Contingencies, Guar antees and I ndemnifications
Litigation and Regulatory Contingencies

We areregularly involved in litigation, both as a defendant and as a plaintiff, but primarily as a defendant. Litigation naming
us as adefendant ordinarily arises out of our business operations as a provider of asset management and accumulation products and
services, life, health and disability insurance. Some of the lawsuits are class actions, or purport to be, and some include claims for
punitive damages. In addition, regulatory bodies, such as state insurance departments, the SEC, the Financial Industry Regulatory
Authority, the Department of Labor and other regulatory bodies regularly make inquiries and conduct examinations or investigations
concerning our compliance with, among other things, insurance laws, securities laws, ERISA and laws governing the activities of
broker-dealers. We receive requests from regulators and other governmental authorities relating to other industry issues and may
receive additional requests, including subpoenas and interrogatories, in the future.

On November 8, 2006, atrustee of Fairmount Park Inc. Retirement Savings Plan filed a putative class action lawsuit in the
United States District Court for the Southern District of Illinois against Principal Life Insurance Company (“Principal Life"). Principal
Life’'s Motion to Transfer Venue was granted and the case is now pending in the Southern District of lowa. The complaint alleges,
among other things, that Principal Life breached its alleged fiduciary duties while performing services to 401(k) plans by failing to
disclose, or adequately disclose, to employers or plan participants the fact that Principal Life receives “revenue sharing fees from
mutual fundsthat are included in its pre-packaged 401(k) plans’ and allegedly failed to use the revenue to defray the expenses of the
services provided to the plans. Plaintiff further alleges that these acts constitute prohibited transactions under ERISA. Plaintiff seeks
to certify aclass of all retirement plansto which Principal Life was a service provider and for which Principal Life received and
retained “revenue sharing” fees from mutual funds. Plaintiff seeks declaratory, injunctive and monetary relief. Principa Lifeis
aggressively defending the lawsuit.

10




Principal Financial Group, Inc.
Notesto Consolidated Financial Statements (continued)
March 31, 2008
(Unaudited)

4. Contingencies, Guarantees and I ndemnifications (continued)

On August 28, 2007, two plaintiffs filed two putative class action lawsuits in the United States District Court for the Southern
District of lowaagainst us and Princor Financial Services Corporation (the “Principal Defendants’). One of the lawsuits alleges that
the Principal Defendants breached alleged fiduciary duties to participants in employer-sponsored 401(k) plans who were retiring or
leaving their respective plans, including providing misleading information and failing to act solely in the interests of the participants,
resulting in alleged violations of ERISA. The Plaintiffs dismissed the second suit, which was based upon the same facts and alleged
violations of the Securities Exchange Act of 1934 and the Securities Act of 1933. The Principal Defendants are aggressively defending
the first lawsuit.

While the outcome of any pending or future litigation or regulatory matter cannot be predicted, management does not believe
that any pending litigation or regulatory matter will have a material adverse effect on our business or financial position. The outcome
of such mattersis always uncertain, and unforeseen results can occur. It is possible that such outcomes could materially affect net
incomein a particular quarter or annual period.

Guar antees and | ndemnifications

In the normal course of business, we have provided guarantees to third parties primarily related to aformer subsidiary, joint
ventures and industrial revenue bonds. These agreements generally expire through 2019. The maximum exposure under these
agreements as of March 31, 2008, was approximately $206.0 million; however, we believe the likelihood is remote that material
payments will be required and therefore any liability accrued within our consolidated statements of financial position isinsignificant.
Should we be required to perform under these guarantees, we generally could recover a portion of the loss from third parties through
recourse provisions included in agreements with such parties, the sale of assets held as collateral that can be liquidated in the event
that performance is required under the guarantees or other recourse generally available to us; therefore, such guarantees would not
result in amaterial adverse effect on our business or financial position. It is possible that such outcomes could materially affect net
income in a particular quarter or annual period. The fair value of such guaranteesis not material.

We are also subject to various other indemnification obligations issued in conjunction with certain transactions, primarily the
sale of Principal Residential Mortgage, Inc. and other divestitures, acquisitions and financing transactions whose terms range in
duration and often are not explicitly defined. Certain portions of these indemnifications may be capped, while other portions are not
subject to such limitations; therefore, the overall maximum amount of the obligation under the indemnifications cannot be reasonably
estimated. While we are unable to estimate with certainty the ultimate legal and financial liability with respect to these
indemnifications, we believe the likelihood is remote that material payments would be required under such indemnifications and
therefore such indemnifications would not result in amaterial adverse effect on our business or financial position. It is possible that
such outcomes could materially affect net income in a particular quarter or annual period. The fair value of such indemnifications was
determined to be insignificant.

11




Principal Financial Group, Inc.

Notesto Consolidated Financial Statements (continued)

March 31, 2008

(Unaudited)

5. Stockholders Equity
Reconciliation of Outstanding Shares

SeriesA SeriesB

preferred preferred Common

stock stock stock
(in millions)

Outstanding shares at January 1, 2007 3.0 10.0 268.4
Shares issued — — 0.7
Treasury stock acquired — — 1.7
Outstanding shares at March 31, 2007 3.0 10.0 267.4
Outstanding shares at January 1, 2008 3.0 10.0 250.1
Shares issued — — 0.5
Treasury stock acquired — — (1.0)
Outstanding shares at March 31, 2008 3.0 10.0 258.6

Comprehensiveincome (10ss)

Net income

Net change in unrealized gains (losses) on fixed maturities, available-for-sale
Net change in unrealized losses on equity securities, available-for-sale

Net change in unrealized gains on equity method subsidiaries and minority interest adjustments
Adjustments for assumed changes in amortization patterns

Adjustment for assumed changesin liability for policyholder benefits and claims
Net change in unrealized gains (losses) on derivative instruments

Changein net foreign currency translation adjustment

Change in unrecognized post-retirement benefit obligation

Provision for deferred income tax benefits (taxes)

Comprehensive income (l0ss)

6. Fair Value M easur ement

Valuation hierarchy

For the three months ended

March 31,
2008 2007

(in millions)
1824 $ 265.3
(1,455.2) 43.2
(8.9) (0.5)
0.6 13.1
171.0 54
(7.7) —
(36.7) 6.9
70.4 (0.5)
(3.1) (0.7)
492.3 (16.1)
(594.9) $ 316.1

SFAS 157 defines fair value as the price that would be received to sell an asset or paid to transfer aliability in an orderly
transaction between market participants at the measurement date (an exit price). For disclosures, SFAS 157 establishes afair value

hierarchy that prioritizes the inputs to valuation techniques used to measure fair value into three levels.

e Level 1-Unadjusted quoted pricesin active markets for identical assets or liabilities.

e Level 2—Inputs other than quoted prices within Level 1 that are observable for the asset or liability, either directly or indirectly.

o Level 3—Unobservable inputsfor the asset or liability.

12




Principal Financial Group, Inc.
Notesto Consolidated Financial Statements (continued)
March 31, 2008
(Unaudited)

6. Fair Value Measurement (continued)
Determination of fair value

The following discussion describes the val uation methodol ogies used for assets and liabilities measured at fair value. The
techniques utilized in estimating the fair values of financial instruments are affected by the assumptions used, including discount rates
and estimates of the amount and timing of future cash flows. Care should be exercised in deriving conclusions about our business, its
value or financial position based on the fair value information of financial instruments presented below.

Fair value estimates are made at a specific point in time, based on available market information and judgments about the
financial instrument, including estimates of timing, amount of expected future cash flows and the credit standing of the issuer. Such
estimates do not consider the tax impact of the realization of unrealized gains or losses. In some cases, the fair value estimates cannot
be substantiated by comparison to independent markets. In addition, the disclosed fair value may not be realized in theimmediate
settlement of the financial instrument.

Fixed Maturities and Equity Securities

Fair values of equity securities have been determined by us from public quotations, when available. Fair values of public
bonds and those private securities that are actively traded in the secondary market have been determined through the use of
independent pricing services using market observable inputs. Private placement securities and other corporate security fixed maturities
where we do not receive a public quotation are valued by discounting the expected total cash flows. Market rates used are applicable
to theyield, credit quality and average maturity of each security. Private equity securities may also utilize internal valuation
methodol ogies appropriate for the specific asset. Fair values might also be determined using broker quotes or through the use of
internal models or analysis.

Derivatives

Fair values of derivative instruments are determined using either pricing valuation models that utilize market data inputs or
broker quotes. The valuation models consider projected discounted cash flows, relevant swap curves and appropriate implied
volatilities.

Other Investments

Other investments reported at fair value primarily include seed money investments, for which the fair value is determined
using the net asset value of the fund.

Cash Equivalents

Because of the nature of these assets, carrying amounts approximate fair values. Fair values of cash equivalents may also be
determined by us from public quotations, when available.

Separate Account Assets

Separate account assets include public equity, public and private debt securities and derivative instruments, for which fair
values are determined as previously described. Separate account assets also include commercial mortgage loans, for which the fair
valueis estimated by discounting the expected total cash flows using market rates that are applicable to the yield, credit quality and
maturity of the loans. Finally, separate account assets include real estate, for which the fair value is estimated using discounted cash
flow valuation models that utilize public real estate market data inputs such as transaction prices, market rents, vacancy levels, leasing
absorption, market cap rates and discount rates. In addition, each property is appraised annually by an independent appraiser.

Investment-Type Insurance Contracts

Certain annuity contracts and other investment-type insurance contracts include embedded derivatives that have been
bifurcated from the host contract. The fair value of embedded derivativesis cal culated based on actuarial and capital market
assumptions, including non-performance risk, related to the projected cash flows over the life of the contract, incorporating expected
policyholder behavior.
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6. Fair Value Measurement (continued)
Assetsand liabilities measured at fair value on arecurring basis
Assets and liabilities measured at fair value on arecurring basis are summarized below.

Asof March 31, 2008

Assetd/liabilities

measured at fair Fair value hierarchy level
value Level 1 Level 2 Level 3
(in millions)

Assets
Fixed maturities, available-for-sale $ 46,631.2 $ 1616 $ 44,6588 $ 1,810.8
Fixed maturities, trading 534.6 15.0 413.1 106.5
Equity securities, available-for-sale 268.6 224.3 54 38.9
Equity securities, trading 250.1 1231 127.0 —
Net derivative assets and liabilities (1) 351.4 — 399.5 (48.1)
Other investments (2) 113.9 16.8 97.1 —
Cash equivalents (3) 674.5 254.4 420.1 —
Separate account assets 76,897.7 52,377.5 17,132.0 7,388.2

Total assets $ 1257220 $ 531727 $ 63,2530 $ 9,296.3
Liabilities
I nvestment-type insurance contracts (4) $ (4.0) $ — $ — $ (4.0)

Total liabilities $ (40) $ — $ — $ (4.0)

(1) Thefair value of our derivative instruments classified as assets and liabilities at March 31, 2008, was $1,499.5 million and
$1,148.1 million, respectively. Within the consolidated statements of financial position, derivative assets are reported with other
investments and derivative liabilities are reported with other liabilities.

(2) Primarily includes seed money investments reported at fair value.

(3) Includes short-term investments with a maturity date of three months or less when purchased.

(4) Includes bifurcated embedded derivatives that are reported at fair value.
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6. Fair Value Measurement (continued)
Changesin Level 3 fair value measurements

Thereconciliation for all assets and liabilities measured at fair value on arecurring basis using significant unobservable
inputs (Level 3) for the three months ended March 31, 2008, is as follows:

Changesin
unrealized
Total realized/unrealized gains (losses)
gains (losses) Ending included in net
Beginning Included in Purchases, balance income
balance as of Included in other sales, Transfers as of relating to
January 1, net income comprehensive issuances and in (out) of March 31, positions till
2008 (D income settlements Level 3 2008 held (1)
(in millions)
Assets
Fixed maturities,
availablefor-sdle $ 22013 $ (41.8) $ (349.0) $ (787) $ 790 $ 18108 $ (39.6)
Fixed maturities,
trading 92.3 (0.6) — 14.8 — 106.5 (0.6)
Equity securities,
available-for-sale 51.1 (23.3) (10.2) (1.8) 23.0 389 (23.7)
Net derivative assets
and liabilities (8.0) (45.9) 5.2 0.6 — (48.1) (45.3)
Separate account
assets 7,313.2 174 — 1314 (73.8) 7,388.2 171
Liabilities
Investment-type
insurance contracts (49.3) 8.7 — 36.6 — (4.0) 8.8

(1) Both realized and unrealized gains and losses for the three months ended March 31, 2008, are generally reported in net
realized/unrealized capital gains (losses) within the consolidated statements of operations. Gains and losses for separate account
assets are not reflected in the consolidated statements of operations.

Assetsand liabilities measured at fair value on a nonrecurring basis

Certain assets are measured at fair value on anonrecurring basis. As of March 31, 2008, mortgage servicing rights with an
aggregate cost of $9.0 million had been written down to fair value of $7.9 million, resulting in a charge of $1.1 million that was
recorded in operating expenses. These mortgage servicing rightsare aLevel 3 fair value measurement, as fair value is determined by
calculating the present value of the future servicing cash flows from the underlying mortgage loans.
Transition

In connection with our adoption of SFAS 157 on January 1, 2008, we recorded a $13.0 million pre-tax increase to net
realized/unrealized capital gains (losses) resulting from the incorporation of our own creditworthiness and additional risk marginsin
the valuation of certain embedded derivatives recorded at fair value.

15




Principal Financial Group, Inc.
Notesto Consolidated Financial Statements (continued)
March 31, 2008
(Unaudited)

7. Segment Information

We provide financia products and services through the following segments: U.S. Asset Accumulation, Global Asset
Management, International Asset Management and Accumulation and Life and Health Insurance. In addition, thereis a Corporate and
Other segment. The segments are managed and reported separately because they provide different products and services, have
different strategies or have different markets and distribution channels.

Prior to December 31, 2007, amounts now reported in the U.S. Asset Accumulation segment and the Global Asset
Management segment were reported together in the U.S. Asset Management and Accumulation segment. This change was made due
to continued growth in our Global Asset Management business and has no impact on our consolidated financial statements for any
period presented. Our segment results for the three months ended March 31, 2007, have been restated to conform to the current
segment presentation.

The U.S. Asset Accumulation segment provides retirement and related financial products and services primarily to
businesses, their employees and other individuals.

The Global Asset Management segment provides asset management services to our asset accumulation businesses, our life
and health insurance operations, the Corporate and Other segment and third-party clients.

The International Asset Management and Accumulation segment consists of Principal International, which has operationsin
Brazil, Chile, China, Hong Kong, India, Maaysia and Mexico. We focus on countries with favorable demographics and growing long-
term savings and defined contribution markets. We entered these countries through acquisitions, start-up operations and joint ventures.

The Life and Health Insurance segment provides individual life insurance, group health insurance and specialty benefits,
which consists of group dental and vision insurance, individual and group disability insurance and group life insurance, within the
United States.

The Corporate and Other segment manages the assets representing capital that has not been allocated to any other segment.
Financial results of the Corporate and Other segment primarily reflect our financing activities (including interest expense), income on
capital not allocated to other segments, inter-segment eliminations, income tax risks and certain income, expenses and other after-tax
adjustments not all ocated to the segments based on the nature of such items.

Management uses segment operating earningsin goal setting, as a basis in determining employee compensation and in
evaluating performance on abasis comparable to that used by securities analysts. We determine segment operating earnings by
adjusting U.S. GAAP net income available to common stockholders for net realized/unrealized capital gains and losses, as adjusted,
and other after-tax adjustments which management believes are not indicative of overall operating trends. Net realized/unrealized
capital gains and losses, as adjusted, are net of income taxes, related changes in the amortization pattern of deferred policy acquisition
costs (“DPAC") and sales inducements, recognition of deferred front-end fee revenues for sales charges on retirement products and
services, net realized capital gains and losses distributed, minority interest capital gains and losses and certain market value
adjustments to fee revenues. Net realized/unrealized capital gains (losses), as adjusted, exclude periodic settlements and accruals on
non-hedge derivative instruments. Segment operating revenues exclude net realized/unrealized capital gains (except periodic
settlements and accruals on non-hedge derivatives) and their impact on recognition of front-end fee revenues and certain market value
adjustments to fee revenues and include operating revenues from real estate properties that qualify for discontinued operations. While
these items may be significant components in understanding and ng the consolidated financial performance, management
believes the presentation of segment operating earnings enhances the understanding of our results of operations by highlighting
earnings attributable to the normal, ongoing operations of the business.

The accounting policies of the segments are consistent with the accounting policies for the consolidated financial statements,
with the exception of income tax allocation. The Corporate and Other segment functions to absorb the risk inherent in interpreting and
applying tax law. The segments are all ocated tax adjustments consistent with the positions we took on tax returns. The Corporate and
Other segment results reflect any differences between the tax returns and the estimated resolution of any disputes.
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7. Segment Information (continued)

The following tables summarize selected financial information by segment and reconcile segment totals to those reported in
the consolidated financial statements:

March 31, December 31,
2008 2007
(in millions)
Assets:
U.S. Asset Accumulation $ 1230276 $ 126,131.1
Global Asset Management 1,320.1 1,438.9
International Asset Management and Accumulation 10,029.6 9,350.5
Life and Health Insurance 14,873.9 14,816.6
Corporate and Other 2,750.0 2,783.1
Total consolidated assets $ 1520012 $ 154,520.2
For the three months ended
March 31,
2008 2007
(in millions)
Oper ating revenues by segment:
U.S. Asset Accumulation $ 12047 $ 1,179.1
Global Asset Management 118.3 134.8
International Asset Management and Accumulation 183.7 141.3
Life and Health Insurance 1,187.6 1,212.4
Corporate and Other (55.3) (43.9)
Total segment operating revenues 2,639.0 2,623.7
Add:
Net realized/unrealized capital gains (losses) (except periodic settlements and accruals on
non-hedge derivatives), including recognition of front-end fee revenues and certain market
value adjustments to fee revenues (138.3) 37.2
Subtract:
Operating revenues from a discontinued real estate investment — (0.1)
Total revenues per consolidated statements of operations $ 25007 $ 2,661.0
Operating earnings (loss) by segment, net of related income taxes:;
U.S. Asset Accumulation $ 1391 $ 154.7
Global Asset Management 2.7 23.7
International Asset Management and Accumulation 317 19.3
Life and Health Insurance 79.2 45.5
Corporate and Other (11.4) (6.4
Total segment operating earnings, net of related income taxes 241.3 236.8
Net realized/unrealized capital gains (losses), as adjusted (1) (74.7) 20.3
Other after-tax adjustments (2) 7.6 —
Net income available to common stockholders per consolidated statements of operations $ 1742 % 257.1
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7. Segment Information (continued)

@ Net realized/unrealized capital gains (losses), as adjusted, is derived as follows:

For thethree months ended

March 31,
2008 2007
(in millions)
Net realized/unrealized capital gains (l0sses) $ (126.0) $ 37.6
Periodic settlements and accruals on non-hedge derivatives (8.8 —
Certain market value adjustments to fee revenues (3.5 (0.8)
Recognition of front-end fee revenues — 04
Net realized/unrealized capital gains (losses), net of related revenue adjustments (138.3) 37.2
Amortization of deferred policy acquisition and sales inducement costs related to net
realized capital gains (losses) 135 (0.7)
Capital (gains) losses distributed 9.3 (2.0)
Minority interest capital (gains) losses 6.7 (1.3
Net realized/unrealized capital gains (losses), including recognition of front-end fee
revenues and certain market value adjustments to fee revenues, net of related
amortization of deferred policy acquisition costs and sales inducement costs,
capital (gains) losses distributed and minority interest capital (gains) losses (108.8) 33.2
Income tax effect 34.1 (12.9
Net realized/unrealized capital gains (losses), as adjusted $ (714.7) $ 20.3
2 For the three months ended March 31, 2008, other after-tax adjustments included the positive effect of $7.6 million, resulting

from achange in estimated loss related to a prior year legal contingency.
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7. Segment Information (continued)
The following table summarizes operating revenues for our products and services:

For the three months ended

March 31,
2008 2007
(in millions)
U.S. Asset Accumulation:
Full service accumulation $ 3627 $ 366.5
Principal Funds 173.3 157.4
Individual annuities 219.9 147.0
Bank and trust services 20.1 14.9
Eliminations (49.3) (28.7)
Total Accumulation 726.7 657.1
Investment only 287.7 282.4
Full service payout 190.3 239.6
Total Guaranteed 478.0 522.0
Total U.S. Asset Accumulation 1,204.7 1,179.1
Globa Asset Management (1) 118.3 134.8
International Asset Management and Accumulation 183.7 141.3
Life and Health Insurance:
Individual life insurance 349.0 337.8
Health insurance 465.4 519.2
Specialty benefits insurance 373.8 356.1
Eliminations (0.6) (0.7)
Total Life and Health Insurance 1,187.6 1,212.4
Corporate and Other (55.3) (43.9)
Tota operating revenues $ 2,639.0 $ 2,623.7
Total operating revenues $ 2,639.0 $ 2,623.7
Net realized/unrealized capital gains (losses) (except periodic settlements and
accruals on non-hedge derivatives), including recognition of front-end fee
revenues and certain market value adjustments to fee revenues (138.3) 37.2
Operating revenues from discontinued real estate investment — 0.1
Total revenues per consolidated statements of operations $ 2500.7 $ 2,661.0

Q) Reflects inter-segment revenues of $58.8 million and $54.9 million for the three months ended March 31, 2008 and 2007,
respectively. These revenues are eliminated within the Corporate and Other segment.
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8. Stock-Based Compensation Plans
Asof March 31, 2008, we have the 2005 Stock Incentive Plan, the Employee Stock Purchase Plan, the 2005 Directors Stock
Plan, the Stock Incentive Plan, the Directors Stock Plan and the Long-Term Performance Plan (“ Stock-Based Compensation Plans”).

Asof May 17, 2005, no new grants will be made under the Stock Incentive Plan, the Directors Stock Plan or the Long-Term
Performance Plan.

As of March 31, 2008, the maximum number of new shares of common stock that were available for grant under the 2005
Stock Incentive Plan and the 2005 Directors Stock Plan was 16.5 million.

The compensation cost that was charged against income for the Stock-Based Compensation Plansis as follows:

For the three months ended

March 31,
2008 2007
(in millions)
Compensation cost $ 186 $ 224
Related income tax benefit 6.0 7.2
Capitalized as part of an asset 1.6 1.2

Nonqualified Stock Options

Nonqualified stock options were granted to certain employees under the 2005 Stock Incentive Plan. Total options granted
were 1.6 million for the three months ended March 31, 2008. The fair value of these options was determined using the Black-Scholes
option vauation model assuming a weighted-average dividend yield of 1.5 percent, a weighted-average expected volatility of 25.3
percent, a weighted-average risk-free interest rate of 3.1 percent and a weighted-average expected term of 6 years. The weighted-
average estimated fair value of stock options granted during the three months ended March 31, 2008, was $15.49 per share.

Asof March 31, 2008, there were $26.2 million of total unrecognized compensation costs related to nonvested stock options.
The costs are expected to be recognized over a weighted-average service period of approximately 2.2 years.

Perfor mance Share Awards

Performance share awards were granted to certain employees under the 2005 Stock Incentive Plan. Total performance share
awards granted were 0.3 million for the three months ended March 31, 2008. The performance share awards granted represent initial
target awards and do not reflect potential increases or decreases resulting from the final performance objectives to be determined at the
end of the respective performance period. The actual number of shares to be awarded at the end of each performance period will range
between 0% and 200% of theinitia target awards. The fair value of performance share awards is determined based on the closing
stock price of our common shares on the grant date. The weighted-average grant date fair value of these performance share awards
granted was $60.10 per common share.

Asof March 31, 2008, there were $20.3 million of total unrecognized compensation costs related to nonvested performance
share awards granted. The costs are expected to be recognized over aweighted-average service period of approximately 1.3 years.

Restricted Stock Units

Restricted stock units were issued to certain employees and agents pursuant to the 2005 Stock Incentive Plan. Total restricted
stock units granted were 0.7 million for the three months ended March 31, 2008. The fair value of restricted stock units is determined
based on the closing stock price of our common shares on the grant date. The weighted-average grant date fair value of these restricted
stock units granted was $60.14 per common share.

Asof March 31, 2008, there were $46.2 million of total unrecognized compensation costs related to nonvested restricted
stock unit awards granted. The costs are expected to be recognized over a weighted-average period of approximately 2.7 years.
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8. Stock-Based Compensation Plans (continued)
Employee Stock Purchase Plan

Under the Employee Stock Purchase Plan, employees purchased 0.2 million shares for the three months ended March 31,
2008. The weighted-average fair value of the discount on the stock purchased was $8.36 per share.

The maximum number of shares of common stock that we may issue under the Employee Stock Purchase Plan is 2% of the

number of shares outstanding immediately following the completion of the Initial Public Offering. As of March 31, 2008, atotal of
2.5 million of new shares are available to be made issuable by usfor this plan.

9. Earnings Per Common Share

The computations of the basic and diluted per share amounts for our continuing operations were as follows:

For thethree months ended

March 31,
2008 2007
(in millions,
except per share data)
Net income $ 1824 $ 2653
Subtract:

Preferred stock dividends 8.2 8.2
Net income available to common stockholders $ 1742 $ 2571
Weighted-average shares outstanding

Basic 258.9 268.1

Dilutive effects:

Stock options 19 2.3
Restricted stock units 0.5 0.5

Diluted 261.3 270.9
Net income per common share:

Basic $ 067 $ 0.96

Diluted $ 067 $ 0.95
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10. Condensed Consolidating Financial Information

Principal Life has established special purpose entities to issue secured medium-term notes. Under the program, the payment
obligations of principal and interest on the notes are secured by funding agreements issued by Principal Life. Principal Life’'s payment
obligations on the funding agreements are fully and unconditionally guaranteed by PFG. All of the outstanding stock of Principal Life
isindirectly owned by PFG and PFG isthe only guarantor of the payment obligations of the funding agreements.

The following tables set forth condensed consolidating financial information of Principal Life and PFG as of March 31, 2008,
and December 31, 2007, and for the three months ended March 31, 2008 and 2007.
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10. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Financial Position
March 31, 2008

Principal Principal Life Principal Financial Principal
Financial Insurance Services, Inc. and Financial
Group, Inc. Company Other Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)
Assets
Fixed maturities, available-for-sale $ — $ 417162 % 55701 $ (655.1) $ 46,631.2
Fixed maturities, trading — 277.8 256.8 — 534.6
Equity securities, available-for-sale — 260.3 8.3 — 268.6
Equity securities, trading — — 250.1 — 250.1
Mortgage loans — 10,464.5 2,739.8 (327.6) 12,876.7
Redl estate — 10.8 854.0 — 864.8
Policy loans — 864.3 19.3 — 883.6
Investment in unconsolidated entities 7,468.7 832.8 3,010.7 (10,801.1) 511.1
Other investments — 3,921.7 581.9 (2,424.9) 2,078.7
Cash and cash equivaents (9.7) 525.0 708.6 (103.2) 1,120.7
Accrued investment income — 741.3 62.9 (7.4) 796.8
Premiums due and other receivables — 729.4 215.2 (4.2) 940.4
Deferred policy acquisition costs — 2,880.0 196.3 — 3,076.3
Property and equipment — 420.0 61.5 — 481.5
Goodwill — 96.6 284.8 — 3814
Other intangibles — 37.6 960.5 — 998.1
Separate account assets — 71,971.9 4,925.8 — 76,897.7
Other assets 6.4 1,746.5 415.5 240.5 2,408.9
Total assets $ 74654 $ 137,496.7 $ 21,1221 $ (14,083.00 $ 152,001.2
Liabilities
Contractholder funds $ — $ 412112 % 249 $ (2415) $ 40,994.6
Future policy benefits and claims — 15,681.5 3,225.5 (7.2) 18,899.9
Other policyholder funds — 533.2 16.9 — 550.1
Short-term debt — — 175.1 — 175.1
Long-term debt 601.8 99.5 1,337.0 (631.7) 1,406.6
Income taxes currently payable (receivable) (8.0) (254.0) 175 290.0 45.5
Deferred income taxes (14.1) (154.2) 314.3 55.9 201.9
Separate account liabilities — 71,9719 4,925.8 — 76,897.7
Other liabilities 43.6 2,627.3 3,616.4 (299.6) 5,987.7
Total liabilities 623.3 131,716.4 13,653.4 (834.0) 145,159.1
Stockholders' equity
Series A preferred stock — — — — —
Series B preferred stock 0.1 — — — 0.1
Common stock 3.9 25 — (2.5) 3.9
Additional paid-in capital 8,326.1 5,608.9 7,775.7 (13,384.6) 8,326.1
Retained earnings 3,589.4 903.4 334 (936.8) 3,589.4
Accumulated other comprehensive loss (359.1) (734.5) (340.4) 1,074.9 (359.1)
Treasury stock, at cost (4,718.3) — — — (4,718.3)
Total stockholders' equity 6,842.1 5,780.3 7,468.7 (13,249.0) 6,842.1
Total liabilities and stockholders' equity $ 74654 $ 1374967 $ 21,1221 $ (14,083.00 $ 152,001.2
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10. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Financial Position
December 31, 2007

Principal Principal Life  Principal Financial Principal
Financial Insurance Services, Inc. and Financial
Group, Inc. Company Other Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)
Assets
Fixed maturities, available-for-sale $ — $ 42,1786 $ 5,288.6 $ (7283)$ 46,738.9
Fixed maturities, trading — 267.4 261.9 — 529.3
Equity securities, available-for-sale — 305.0 114 — 316.4
Equity securities, trading — — 269.8 — 269.8
Mortgage loans — 10,284.2 2,693.1 (317.7) 12,659.6
Redl estate — 10.9 851.6 — 862.5
Policy loans — 853.7 16.2 — 869.9
Investment in unconsolidated entities 8,031.2 703.1 3,861.1 (12,104.7) 490.7
Other investments — 3,559.5 464.7 (2,396.3) 1,627.9
Cash and cash equivaents (3.2 927.8 536.4 (116.6) 1,344.4
Accrued investment income — 722.9 59.2 (8.0) 774.1
Premiums due and other receivables 0.9 696.8 267.2 (13.7) 951.2
Deferred policy acquisition costs — 2,626.7 183.4 — 2,810.1
Property and equipment — 421.6 47.4 — 469.0
Goodwill — 94.6 280.1 — 374.7
Other intangibles — 38.3 968.6 — 1,006.9
Separate account assets — 75,743.3 4,743.5 — 80,486.8
Other assets 6.3 1,371.2 395.3 165.2 1,938.0
Total assets $ 80352 $ 1408056 $ 21,1995 $ (15520.1) $ 154,520.2
Liabilities
Contractholder funds $ — $ 405117 $ 214 $ (244.2)$ 40,2889
Future policy benefits and claims — 15,626.4 2,834.2 (5.9 18,454.7
Other policyholder funds — 526.0 145 — 540.5
Short-term debt — — 371.9 (81.2) 290.8
Long-term debt 601.8 99.5 1,320.8 (623.3) 1,398.8
Income taxes currently payable (receivable) (7.0 (255.0) 389 264.7 41.6
Deferred income taxes (6.2 253.1 340.3 (10.9) 576.3
Separate account liabilities — 75,743.3 4,743.5 — 80,486.8
Other liabilities 24.9 1,823.9 3,482.8 (311.5) 5,020.1
Total liabilities 613.5 134,328.9 13,168.3 (1,012.2)  147,098.5
Stockholders' equity
Series A preferred stock — — — — —
Series B preferred stock 0.1 — — — 0.1
Common stock 39 25 — (2.5) 39
Additional paid-in capital 8,295.4 5,595.9 7,760.7 (13,356.6) 8,295.4
Retained earnings (deficit) 3,414.3 760.8 (156.7) (604.1) 3,414.3
Accumulated other comprehensive income 420.2 1175 427.2 (544.7) 420.2
Treasury stock, at cost (4,712.2) — — — (4,712.2)
Total stockholders' equity 7,421.7 6,476.7 8,031.2 (14,507.9) 7,421.7
Total liabilities and stockholders’ equity $ 80352 $ 1408056 $ 21,1995 $ (15520.1)$ 154,520.2
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10. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Operations
For the three months ended March 31, 2008

Principal
Financial
Principal Principal Life Services, Inc. Principal
Financial Insurance and Other Financial
Group, Inc. Company Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated

(in millions)
Revenues
Premiums and other considerations $ — $ 962.3 $ 2.7 $ — $ 10530
Fees and other revenues — 367.9 360.1 (114.6) 613.4
Net investment income — 814.4 142.0 3.9 960.3
Net realized/unrealized capital losses — (40.1) (119.4) 335 (126.0)

Total revenues — 2,104.5 4734 (77.2) 2,500.7
Expenses
Benefits, claims and settlement expenses — 1,362.0 114.3 (4.3) 1,472.0
Dividends to policyholders — 70.8 — — 70.8
Operating expenses 124 508.4 325.4 (100.3) 745.9
Total expenses 12.4 1,941.2 439.7 (104.6) 2,288.7

Income (loss) before income taxes (12.49) 163.3 33.7 27.4 212.0
Income taxes (benefits) (5.6) 434 (7.6) (0.6) 29.6
Equity in the net income of subsidiaries 189.2 21.8 147.9 (358.9) —
Net income 182.4 141.7 189.2 (330.9) 182.4
Preferred stock dividends 8.2 — — — 8.2
Net income available to common stockholders $ 1742 $ 1417 $ 189.2 $ (3309 % 174.2
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10. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Operations

Revenues
Premiums and other considerations
Fees and other revenues
Net investment income
Net realized/unrealized capital gains
Total revenues
Expenses
Benefits, claims and settlement expenses
Dividends to policyholders
Operating expenses
Total expenses

Income (loss) before income taxes

Income taxes (benefits)
Equity in the net income of subsidiaries

Net income
Preferred stock dividends

Net income available to common stockholders

For thethree months ended March 31, 2007

Principal
Financial
Principal Principal Life  Services, Inc. and Principal
Financial Insurance Other Financial
Group, Inc. Company Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)
$ — $ 1,052.9 $ 548 $ — $ 1,107.7
— 357.4 324.6 (89.5) 592.5
24 803.3 133.0 (15.5) 923.2
— 8.0 27.8 18 37.6
24 2,221.6 540.2 (103.2) 2,661.0
— 1,413.7 88.3 (4.0 1,498.0
— 74.0 — — 74.0
12.3 515.9 304.2 (77.7) 754.7
12.3 2,003.6 392.5 (81.7) 2,326.7
(9.9) 218.0 147.7 (21.5) 3343
(4.0) 50.1 23.0 (0.2) 69.0
271.2 73.5 146.5 (491.2) —
265.3 241.4 271.2 (512.6) 265.3
8.2 — — — 8.2
$ 2571 % 2414 $ 2712 $ (512.6) $ 257.1
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10. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Cash Flows
For thethree months ended March 31, 2008

Operating activities
Net cash provided by (used in) operating activities
Investing activities
Available-for-sale securities:
Purchases
Saes
Maturities
Mortgage loans acquired or originated
Mortgage loans sold or repaid
Real estate acquired
Real estate sold
Net purchases of property and equipment
Dividends received from (contributions to)
unconsolidated entities
Net change in other investments
Net cash provided by (used in) investing activities
Financing activities
I ssuance of common stock
Acquisition of treasury stock
Proceeds from financing element derivatives
Payments for financing element derivatives
Excess tax benefits from share-based payment
arrangements
Dividends to preferred stockholders
I ssuance of long-term debt
Principal repayments of long-term debt
Net repayments of short-term borrowings
Dividends paid to parent
Investment contract deposits
Investment contract withdrawals
Net increase in banking operation deposits
Other
Net cash provided by (used in) financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Principal
Principal Principal Life Financial Principal
Financial Insurance Services, Inc. and Financial
Group, Inc. Company Other Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)

$ (76)$ 900.0 $ 1254 $ (20.0) $ 997.8
— (1,814.2) (81.2) (10.4) (1,905.8)

— 87.7 331 — 120.8

— 976.1 67.9 — 1,044.0

— (422.4) (44.6) 35.1 (431.9)

— 2379 73.8 (25.1) 286.6

— (0.2) (6.0) — (6.2)

— — 17.2 — 17.2

— (20.1) (6.0) — (26.1)

6.1 (13.6) 7.3 0.2 —

— (16.0) (92.2) 40.8 (67.4)

6.1 (984.8) (30.7) 40.6 (968.8)

9.3 — — — 9.3

(6.1) — — — (6.1)

— 43.0 — — 43.0

— (37.5) — — (37.5)

— 10 15 — 25

(8.2) — — — (8.2)

— — 9.4 (8.4) 1.0

— — (4.9) — (4.9)

— — (122.9) 1.4 (121.5)

— (7.3) 75 (0.2) —

— 2,283.5 — — 2,283.5

— (2,599.1) — — (2,599.1)

— — 186.9 — 186.9

— (1.6) — — (1.6)

(5.0) (318.0) 77.5 (7.2) (252.7)

(6.5) (402.8) 172.2 13.4 (223.7)

(3.2 927.8 536.4 (116.6) 1,344.4

$ 9.7)$ 5250 $ 7086 $ (103.2)$  1,120.7
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10. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Cash Flows
For thethree months ended Mar ch 31, 2007

Operating activities
Net cash provided by operating activities
Investing activities
Available-for-sale securities:
Purchases
Saes
Maturities
Mortgage loans acquired or originated
Mortgage loans sold or repaid
Real estate acquired
Real estate sold
Net purchases of property and equipment
Dividends received from (contributions to)
unconsolidated entities
Net change in other investments
Net cash provided by (used in) investing activities
Financing activities
I ssuance of common stock
Acquisition of treasury stock
Proceeds from financing element derivatives
Payments for financing element derivatives
Excess tax benefits from share-based payment
arrangements
Dividends to preferred stockholders
I ssuance of long-term debt
Principal repayments of long-term debt
Net proceeds (repayments) of short-term borrowings
Capital dividends paid to parent
Investment contract deposits
Investment contract withdrawals
Net increase in banking operation deposits
Net cash used in financing activities
Discontinued oper ations
Net cash provided by operating activities
Net cash used in investing activities
Net cash used in financing activities
Cash provided by discontinued operations
Net increase (decrease) in cash and cash equivaents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
Cash and cash equivalents of discontinued operations
included above:
At beginning of year
At end of year

28

Principal
Principal Principal Life Financial Principal
Financial Insurance Services, Inc. and Financial
Group, Inc. Company Other Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)
$ — $ 884.2 $ 650.7 $ (310.0)$  1,224.9
— (2,108.9) (282.3) 327 (2,358.5)
— 729.2 68.5 — 797.7
— 1,211.2 78.2 — 1,289.4
— (575.2) (130.1) 255 (679.8)
= 3348 36.9 (21.9) 349.8
— (11.4) (5.2) — (16.6)
— — 0.5 — 0.5
— (9.6) (3.8) — (13.4)
256.2 (91.0) 6.2 (171.4) —
— (126.5) (57.0) 115.9 (67.6)
256.2 (647.4) (288.1) (19.2) (698.5)
18.0 — — — 18.0
(106.1) — — — (106.1)
— 60.7 — — 60.7
— (54.6) — — (54.6)
— 2.8 1.7 — 45
(16.5) — — — (16.5)
- - 11.3 (7.2) 4.2
— (0.1) (9.9) — (10.0)
— — 9.0 (34.0) (25.0)
— (6.2) (165.2) 171.4 —
= 2,044.4 — — 2,044.4
— (2,605.3) — — (2,605.3)
— — 45.0 — 45.0
(104.6) (558.3) (108.1) 130.3 (640.7)
— — 0.6 — 0.6
— — (0.5) — (0.5)
— — (0.1) — (0.1)
151.6 (321.5) 254.5 (198.9) (114.3)
30.9 1,399.8 261.1 (101.0) 1,590.8
$ 1825% 1,078.3 $ 515.6 $ (299.9)$ 14765
— — (0.7) — (0.7)
— — (0.7) — (0.7)
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10. Condensed Consolidating Financial Information (continued)

Wefiled a shelf registration statement with the SEC, which became effective on June 30, 2004. Following our 2006 issuances
of debt securities under the shelf registration, we now have the ability to issue up to $1.85 billion of debt securities, preferred stock,
common stock, warrants, stock purchase contracts and stock purchase units of PFG and trust preferred securities of three subsidiary
trusts. If weissue additional securities, we intend to use the proceeds from the sale of the securities for general corporate purposes,
including working capital, capital expenditures, investments in subsidiaries, share repurchase, acquisitions and refinancing of debt,
including commercial paper and other short-term indebtedness. Our wholly owned subsidiary, Principal Financial Services, Inc.,
unconditionally guarantees our obligations with respect to one or more series of debt securities described in the shelf registration
Statement.

The following tables set forth condensed consolidating financial information of Principal Financial Services, Inc. and PFG as
of March 31, 2008, and December 31, 2007, and for the three months ended March 31, 2008, and 2007.

Condensed Consolidating Statements of Financial Position
March 31, 2008

Principal Life
Insurance
Principal Principal Company and Principal
Financial Financial Other Financial
Group, Inc. Services, Inc. Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)

Assets
Fixed maturities, available-for-sale $ — $ — $ 46,631.2 $ — $ 46,6312
Fixed maturities, trading — — 534.6 — 534.6
Equity securities, available-for-sale — — 268.6 — 268.6
Equity securities, trading — — 250.1 — 250.1
Mortgage loans — — 12,876.7 — 12,876.7
Real estate — — 864.8 — 864.8
Policy loans — — 883.6 — 883.6
Investment in unconsolidated entities 7,468.7 8,098.8 510.9 (15,567.3) 511.1
Other investments — 56.9 2,046.6 (24.8) 2,078.7
Cash and cash equivaents 9.7 307.5 1,436.8 (613.9) 1,120.7
Accrued investment income — — 796.8 — 796.8
Premiums due and other receivables — 1.7 949.8 (11.1) 940.4
Deferred policy acquisition costs — — 3,076.3 — 3,076.3
Property and equipment — — 4815 — 4815
Goodwill — — 3814 — 3814
Other intangibles — — 998.1 — 998.1
Separate account assets — — 76,897.7 — 76,897.7
Other assets 6.4 9.9 2,367.9 24.7 2,408.9

Total assets $ 74654 3 8,474.8 $ 1522534 $ (16,1924)$ 152,001.2

29




Principal Financial

Group, Inc.

Notesto Consolidated Financial Statements (continued)
March 31, 2008
(Unaudited)

10. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Financial Position (continued)
March 31, 2008

Liabilities
Contractholder funds
Future policy benefits and claims
Other policyholder funds
Short-term debt
Long-term debt
Income taxes currently payable (receivable)
Deferred income taxes
Separate account liabilities
Other liabilities
Total liabilities
Stockholders' equity
Series A preferred stock
Series B preferred stock
Common stock
Additional paid-in capital
Retained earnings
Accumulated other comprehensive loss
Treasury stock, at cost
Total stockholders' equity
Total liabilities and stockholders' equity

Principal Life
Insurance

Principal Principal Company and Principal

Financial Financial Other Financial

Group, Inc. Services, Inc. Subsidiaries Group, Inc.

Parent Only Only Combined Eliminations Consolidated

(in millions)

$ — $ — $ 40,994.6 $ — $ 40,994.6
— — 18,899.9 — 18,899.9
— — 550.1 — 550.1
— 150.0 327.8 (302.7) 175.1
601.8 454.8 350.0 — 1,406.6
(8.0) (1.4) 12.2 427 455
(14.1) 19.3 2115 (14.8) 201.9
— — 76,897.7 — 76,897.7
43.6 3834 5,910.8 (350.1) 5,987.7
623.3 1,006.1 144,154.6 (624.9) 145,159.1
0.1 — — — 0.1
39 — 17.8 (17.9) 39
8,326.1 7,775.7 7,143.0 (14,918.7) 8,326.1
3,589.4 334 1,265.0 (1,298.4) 3,589.4
(359.1) (340.4) (325.0) 665.4 (359.1)
(4,718.3) — (2.0) 2.0 (4,718.3)
6,842.1 7,468.7 8,098.8 (15,567.5) 6,842.1
$ 74654 $ 84748 $ 1522534 $ (16,1924)$ 152,001.2
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10. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Financial Position
December 31, 2007

Assets
Fixed maturities, available-for-sale
Fixed maturities, trading
Equity securities, available-for-sale
Equity securities, trading
Mortgage loans
Readl estate
Policy loans
Investment in unconsolidated entities
Other investments
Cash and cash equivalents
Accrued investment income
Premiums due and other receivables
Deferred policy acquisition costs
Property and equipment
Goodwill
Other intangibles
Separate account assets
Other assets
Total assets
Liabilities
Contractholder funds
Future policy benefits and claims
Other policyholder funds
Short-term debt
Long-term debt
Income taxes currently payable (receivable)
Deferred income taxes
Separate account liabilities
Other liabilities
Total liabilities
Stockholders' equity
Series A preferred stock
Series B preferred stock
Common stock
Additional paid-in capital
Retained earnings (deficit)
Accumulated other comprehensive income
Treasury stock, at cost
Total stockholders' equity
Total liabilities and stockholders’ equity

Principal Life
Insurance
Principal Principal Company Principal
Financial Financial and Other Financial
Group, Inc. Services, Inc. Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)

$ — $ — $ 46,7389 $ — $ 46,738.9
— — 529.3 — 529.3
— — 316.4 — 316.4
— — 269.8 — 269.8
— — 12,659.6 — 12,659.6
— — 862.5 — 862.5
— — 869.9 — 869.9
8,031.2 8,713.7 490.7 (16,744.9) 490.7
— 41.9 1,595.1 (9.0 1,627.9
(3.2) 349.1 1,665.1 (666.6) 1,344.4
— — 774.1 — 774.1
0.9 7.7 951.8 (9.2) 951.2
— — 2,810.1 — 2,810.1
— — 469.0 — 469.0
— — 374.7 — 374.7
— — 1,006.9 — 1,006.9
— — 80,486.8 — 80,486.8
6.3 9.0 1,897.5 25.2 1,938.0
$ 8,035.2 $ 9,121.4 $ 154,768.2 $ (17,404.6)$ 154,520.2
$ — $ — $ 40,2889 $ — $ 40,288.9
— — 18,454.7 — 18,454.7
— — 540.5 — 540.5
— 233.2 402.1 (344.5) 290.8
601.8 454.7 342.3 — 1,398.8
(7.0) (2.9) 12.2 38.8 41.6
(6.2) 17.0 576.3 (10.8) 576.3
— — 80,486.8 — 80,486.8
24.9 387.7 4,950.7 (343.2) 5,020.1
613.5 1,090.2 146,054.5 (659.7) 147,098.5
0.1 — — — 0.1
39 — 17.8 (17.8) 39
8,2954 7,760.7 7,125.6 (14,886.3) 8,2954
34143 (156.7) 1,135.0 (978.3) 34143
420.2 427.2 437.3 (864.5) 420.2
(4,712.2) — (2.0) 2.0 (4,712.2)
7,421.7 8,031.2 8,713.7 (16,744.9) 7,421.7
$ 8,035.2 $ 9,121.4 $ 154,768.2 $ (17,404.6) $ 154,520.2
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10. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Operations

Revenues
Premiums and other considerations
Fees and other revenues
Net investment income (10ss)
Net realized/unrealized capital |osses
Total revenues
Expenses
Benefits, claims and settlement expenses
Dividends to policyholders
Operating expenses
Total expenses

Income (loss) before income taxes

Income taxes (benefits)

Equity in the net income of subsidiaries

Net income

Preferred stock dividends

Net income available to common
stockholders

For thethree months ended March 31, 2008

Principal Life
Insurance
Principal Principal Company and Principal
Financial Financial Other Financial
Group, Inc. Services, Inc. Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)

$ — $ — % 10530 $ — $ 1,053.0
= 0.1 617.0 (3.7) 613.4
— (1.1) 961.4 — 960.3
— (0.3) (125.7) — (126.0)
— (1.3) 2,505.7 (3.7) 2,500.7
— — 1,472.0 — 1,472.0
— — 70.8 — 70.8
124 11.3 725.9 (3.7) 745.9
12.4 11.3 2,268.7 (3.7) 2,288.7
(12.4) (12.6) 237.0 = 212.0
(5.6) (4.5) 39.7 — 29.6
189.2 197.3 — (386.5) —
182.4 189.2 197.3 (386.5) 182.4
8.2 — — — 8.2
$ 1742 $ 189.2 $ 197.3 $ (386.5) $ 174.2
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10. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Operations
For the three months ended Mar ch 31, 2007

Revenues
Premiums and other considerations
Fees and other revenues
Net investment income (10ss)
Net realized/unrealized capital gains
Total revenues
Expenses
Benefits, claims and settlement expenses
Dividends to policyholders
Operating expenses
Total expenses

Income (loss) before income taxes

Income taxes (benefits)

Equity in the net income of subsidiaries

Net income

Preferred stock dividends

Net income available to common
stockholders

Principal Life
Insurance
Principal Principal Company and Principal
Financial Financial Other Financial
Group, Inc. Services, Inc. Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)

$ — $ — $ 1,107.7 $ — % 1,107.7
= = 595.0 (2.5) 592.5
24 (0.6) 921.3 0.1 923.2
— 22 354 — 37.6
24 16 2,659.4 (2.9) 2,661.0
— — 1,498.0 — 1,498.0
— — 74.0 — 74.0
12.3 10.1 734.7 (2.4 754.7
12.3 10.1 2,306.7 (2.4) 2,326.7
(9.9) (8.5) 352.7 — 334.3
(4.0) (2.2) 75.2 — 69.0
271.2 277.5 — (548.7) —
265.3 271.2 2775 (548.7) 265.3
8.2 — — — 8.2
$ 2571 $ 2712 $ 2775 $ (548.7) $ 257.1
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10. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Cash Flows
For thethree months ended March 31, 2008

Principal Life
Principal Principal Insurance Principal
Financial Financial Company and Financial
Group, Inc. Services, Inc. Other Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)

Operating activities
Net cash provided by (used in) operating
activities $ (76) % 2.0 % 996.1 $ 314 $ 997.8
Investing activities
Available-for-sale securities:

Purchases — — (1,905.8) — (1,905.8)

Sdes — — 120.8 — 120.8

Maturities — — 1,044.0 — 1,044.0
Mortgage loans acquired or originated — — (431.9) — (431.9)
Mortgage loans sold or repaid — — 286.6 — 286.6
Real estate acquired — — (6.2) — (6.2)
Real estate sold — — 17.2 — 17.2
Net purchases of property and equipment — — (26.1) — (26.1)
Dividends received from unconsolidated

entities 6.1 51.7 — (57.8) —
Net change in other investments — 18.4 (65.4) (20.4) (67.4)
Net cash provided by (used in) investing

activities 6.1 70.1 (966.8) (78.2) (968.8)
Financing activities
I ssuance of common stock 9.3 — — — 9.3
Acquisition of treasury stock (6.1) — — — (6.2)
Proceeds from financing element derivatives — — 43.0 — 43.0
Payments for financing element derivatives — — (37.5) — (37.5)

Excess tax benefits from share-based

payment arrangements — — 25 — 25
Dividends to preferred stockholders (8.2 — — — (8.2
I ssuance of long-term debt — — 1.0 — 1.0
Principal repayments of long-term debt — — (4.9 — (4.9)
Net repayments of short-term borrowings — (83.5) (79.7) 417 (121.5)
Dividends paid to parent — (6.2) (51.7) 57.8 —
Investment contract deposits — — 2,283.5 — 2,283.5
Investment contract withdrawals — — (2,599.1) — (2,599.1)
Net increase in banking operation deposits — — 186.9 — 186.9
Other — — (1.6) — (1.6)
Net cash used in financing activities (5.0) (89.6) (257.6) 99.5 (252.7)
Net decrease in cash and cash equivalents (6.5) (41.6) (228.3) 52.7 (223.7)
Cash and cash equivalents at beginning of

period (3.2 349.1 1,665.1 (666.6) 1,344.4
Cash and cash equivalents at end of period  $ 9.73% 3075 $ 1,436.8 $ (613.9 $ 1,120.7
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10. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Cash Flows
For thethree months ended Mar ch 31, 2007

Principal Life
Principal Principal Insurance Principal
Financial Financial Company and Financial
Group, Inc. Services, Inc. Other Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)

Operating activities
Net cash provided by operating activities $ — $ 615.7 $ 864.5 $ (255.3) $ 1,224.9
Investing activities
Available-for-sale securities:

Purchases — — (2,358.5) — (2,358.5)

Sales — 13 796.4 — 797.7

Maturities — — 1,289.4 — 1,289.4
Mortgage loans acquired or originated — — (679.8) — (679.8)
Mortgage loans sold or repaid — — 349.8 — 349.8
Real estate acquired — — (16.6) — (16.6)
Real estate sold — — 0.5 — 0.5
Net purchases of property and equipment — — (13.49) — (13.4)
Dividends received from (paid to)

unconsolidated entities 256.2 (49.7) — (206.5) —
Net change in other investments — (4.8) (52.0) (10.8) (67.6)
Net cash provided by (used in) investing

activities 256.2 (53.2) (684.2) (217.3) (698.5)
Financing activities
I ssuance of common stock 18.0 — — — 18.0
Acquisition of treasury stock (106.1) — — — (106.1)
Proceeds from financing element derivatives — — 60.7 — 60.7
Payments for financing element derivatives — — (54.6) — (54.6)
Excess tax benefits from share-based

payment arrangements — — 45 — 45
Dividends to preferred stockholders (16.5) — — — (16.5)
I ssuance of long-term debt — — 4.2 — 4.2
Principa repayments of long-term debt — — (10.0) — (10.0)
Net proceeds (repayments) of short-term

borrowings — — 79 (32.9 (25.0)
Dividends received from (paid to) parent — (256.2) 49.7 206.5 —
Investment contract deposits — — 2,044.4 — 2,044.4
Investment contract withdrawals — — (2,605.3) — (2,605.3)
Net increase in banking operation deposits — — 45.0 — 45.0
Net cash used in financing activities (104.6) (256.2) (453.5) 173.6 (640.7)
Discontinued operations
Net cash provided by operating activities — — 0.6 — 0.6
Net cash used in investing activities — — (0.5 — (0.5
Net cash used in financing activities — — (0.1) — (0.2)
Cash provided by discontinued operations — — — — —
Net increase (decrease) in cash and cash

equivaents 151.6 306.3 (273.2) (299.0) (114.3)
Cash and cash equivalents at beginning of

period 30.9 129.2 2,031.3 (600.6) 1,590.8
Cash and cash equivalents at end of period  $ 1825 $ 4355 $ 1,758.1 $ (899.6) $ 1,476.5
Cash and cash equivalents of discontinued

operations included above:

At beginning of year — — (0.7) — (0.7)
At end of year — — (0.7) — (0.7)
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following analysis discusses our financial condition as of March 31, 2008, compared with December 31, 2007, and our
consolidated results of operations for the three months ended March 31, 2008 and 2007, prepared in conformity with U.S. GAAP. The
discussion and analysis includes, where appropriate, factors that may affect our future financial performance. The discussion should be
read in conjunction with our Form 10-K, for the year ended December 31, 2007, filed with the SEC and the unaudited consolidated
financia statements and the related notes to the financial statements and the other financial information included elsewhere in this
Form 10-Q.

Forward-L ooking I nformation

Our narrative analysis below contains forward-looking statements intended to enhance the reader’ s ability to assess our future
financial performance. Forward-looking statements include, but are not limited to, statements that represent our beliefs concerning
future operations, strategies, financial results or other developments, and contain words and phrases such as “anticipate,” “believe,”
“plan,” “estimate,” “expect,” “intend” and similar expressions. Forward-looking statements are made based upon management’s
current expectations and beliefs concerning future developments and their potential effects on us. Such forward-looking statements are
not guarantees of future performance.

Actual results may differ materially from those included in the forward-looking statements as aresult of risks and
uncertainties including, but not limited to the following: (1) adecline or increased volatility in the securities markets could result in
investors withdrawing from the markets or decreasing their rates of investment, either of which could reduce our net income, revenues
and assets under management (“AUM™); (2) our investment portfolio is subject to several risks which may diminish the value of our
invested assets and the investment returns credited to customers, which could reduce our sales, revenues, AUM and net income;

(3) competition from companies that may have greater financial resources, broader arrays of products, higher ratings and stronger
financial performance may impair our ability to retain existing customers, attract new customers and maintain our profitability; (4) a
downgrade in our financial strength or credit ratings may increase policy surrenders and withdrawals, reduce new sales and terminate
relationships with distributors, impact existing liabilities and increase our cost of capital, any of which could adversely affect our
profitability and financial condition; (5) unforeseen increases in cash outflows may negatively impact our liquidity; (6) our effortsto
reduce the impact of interest rate changes on our profitability and retained earnings may not be effective; (7) if we are unable to attract
and retain sales representatives and develop new distribution sources, sales of our products and services may be reduced; (8) our
international businesses face poalitical, legal and other risks that could reduce our profitability in those businesses; (9) we may face
lossesif our actual experience differs significantly from our pricing and reserving assumptions; (10) our ability to pay stockholder
dividends and meet our obligations may be constrained by the limitations on dividends lowa insurance laws impose on Principa Life;
(11) the pattern of amortizing our DPAC and other actuarial balances on our investment contract, participating life insurance and
universal life-type products may change, impacting both the level of the asset and the timing of our net income; (12) we may need to
fund deficienciesin our closed block (“Closed Block™) assets; (13) a pandemic, terrorist attack or other catastrophic event could
adversely affect our net income; (14) our reinsurers could default on their obligations or increase their rates, which could adversely
impact our net income and profitability; (15) we face risks arising from acquisitions of businesses; (16) changesin laws, regulations or
accounting standards may reduce our profitability; (17) a computer system failure or security breach could disrupt our business,
damage our reputation and adversely impact our earnings; (18) results of litigation and regulatory investigations may affect our
financial strength or reduce our profitability; (19) fluctuationsin foreign currency exchange rates could reduce our profitability; (20)
applicable laws and our stockholder rights plan, certificate of incorporation and by-laws may discourage takeovers and business
combinations that our stockholders might consider in their best interests and (21) our financial results may be adversely impacted by
global climate changes.

Overview

We provide financial products and services through the following reportable segments:

e U.S. Asset Accumulation, which consists of our asset accumulation operations that provide retirement and related
financial products and services. We provide a comprehensive portfolio of asset accumulation products and services to
businesses and individualsin the U.S., with a concentration on small and medium-sized businesses. We offer to
businesses products and services for defined contribution pension plans, including 401(k) and 403(b) plans, defined
benefit pension plans, non-qualified executive benefit plans and employee stock ownership plan consulting
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services. We aso offer annuities, mutual funds and bank products and services to the employees of our business
customers and other individuals.

e Globa Asset Management, which consists of our asset management operations conducted through Principal Global
Investors and its affiliates. Global Asset Management offers an extensive range of equity, fixed income and rea estate
investments as well as specialized overlay and advisory servicesto institutional investors.

e International Asset Management and Accumulation, which consists of Principal International, offers retirement products
and services, annuities, mutual funds, institutional asset management and life insurance accumulation products through
operations in Brazil, Chile, China, Hong Kong, India, Malaysia and Mexico.

e Lifeand Health Insurance, which providesindividual life insurance, group health insurance as well as specialty benefits
inthe U.S. Our individual life insurance products include universal and variable universal life insurance and traditional
life insurance. Our health insurance products include group medical insurance and fee-for-service claims administration
and wellness services. Our specialty benefits products include group dental and vision insurance, individual and group
disability insurance and group life insurance.

e Corporate and Other, which manages the assets representing capital that has not been allocated to any other segment.
Financia results of the Corporate and Other segment primarily reflect our financing activities (including interest
expense), income on capital not allocated to other segments, inter-segment eliminations, income tax risks and certain
income, expenses and other after-tax adjustments not allocated to the segments based on the nature of such items.

Transactions Affecting Compar ability of Results of Operations
Acquisitions
We acquired the following businesses, among others, during 2008 and 2007:

Morley Financial Services, Inc. On August 31, 2007, we acquired Morley Financial Services, Inc. (“Morley Financia
Services’) from Nationwide Mutual Insurance Company, for $75.0 million in cash, subject to closing adjustments. Morley Financia
Services is a stable value asset manager with approximately $14.0 billion in institutional AUM as of August 31, 2007. The operations
of Morley Financial Services are reported and consolidated in our Global Asset Management segment.

Other

SBB Mutual Berhad and SBB Asset Management Sdn Bhd. On February 5, 2007, we invested approximately U.S. $55.1
million to retain our 40% ownership interest in CIMB-Principal, our joint venture company in Malaysia, as aresult of its decision to
purchase the mutual fund and asset management companies of the former Southern Bank Bhd (“ SBB”) Mutual Berhad and SBB Asset
Management Sdn Bhd. The results of our SBB acquisition are reported in our International Asset Management and Accumulation
segment.

Fluctuationsin Foreign Currency to U.S. Dollar Exchange Rates

Fluctuations in foreign currency to U.S. dollar exchange rates for countriesin which we have operations can affect reported
financial results. In years when foreign currencies weaken against the U.S. dollar, trandating foreign currencies into U.S. dollars
resultsin fewer U.S. dollars to be reported. When foreign currencies strengthen, translating foreign currenciesinto U.S. dollars results
in more U.S. dollars to be reported.

Foreign currency exchange rate fluctuations create variances in our financial statement line items but have not had a material
impact on our consolidated net income. Our consolidated net income was positively impacted by $5.8 million and $0.1 million for the
three months ended March 31, 2008 and 2007, respectively. For a discussion of our approaches to managing foreign currency
exchange rate risk, see Item 3. “ Quantitative and Qualitative Disclosures About Market Risk.”
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Stock-Based Compensation Plans

For information related to our Stock-Based Compensation Plans, see Item 1. “Financial Statements, Notes to Unaudited
Consolidated Financial Statements, Note 8, Stock-Based Compensation Plans.”

Defined Benefit Pension Expense

The 2008 annual pension benefit expense for substantially all of our employees and certain agents is expected to be $12.3
million pre-tax, which isan $11.7 million decrease from the 2007 pre-tax pension expense of $24.0 million. This decrease is due to the
increase in discount rate and greater than estimated returns on plan assets. Approximately $3.1 million of pre-tax pension expense was
reflected in the determination of net income for the three months ended March 31, 2008. In addition, approximately $3.1 million of
pre-tax pension expense will be reflected in each of the following three quarters for 2008. The discount rate used to develop the 2008
expense was raised to 6.3%, up from the 6.15% discount rate used to devel op the 2007 expense. The long-term asset assumption
remained at 8.25%.
Recent Accounting Pronouncements

For recent accounting changes, see Item 1. “Financial Statements, Notes to Unaudited Consolidated Financial Statements,
Note 1, Nature of Operations and Significant Accounting Policies.”

Results of Operations
The following table presents summary consolidated financia information for the periods indicated:

For thethree months ended

March 31, Increase (decr ease)
2008 2007 2008 vs. 2007
(in millions)
Revenues:
Premiums and other considerations $ 1,0530 $ 1,107.7 $ (54.7)
Fees and other revenues 613.4 592.5 20.9
Net investment income 960.3 923.2 37.1
Net realized/unrealized capital gains (losses) (126.0) 37.6 (163.6)
Total revenues 2,500.7 2,661.0 (160.3)
Expenses:
Benefits, claims and settlement expenses 1,472.0 1,498.0 (26.0)
Dividends to policyholders 70.8 74.0 (3.2
Operating expenses 745.9 754.7 (8.8
Total expenses 2,288.7 2,326.7 (38.0)
Income before income taxes 212.0 334.3 (122.3)
Income taxes 29.6 69.0 (39.4)
Net income 182.4 265.3 (82.9)
Preferred stock dividends 8.2 8.2 —
Net income available to common stockholders $ 1742 $ 2571 $ (82.9)

Three Months Ended March 31, 2008 Compared to Three Months Ended March 31, 2007
Net Income Availableto Common Stockholders

Net income available to common stockholders for the three months ended March 31, 2008, includes $41.0 million of after-tax
realized capital |osses related to other than temporary impairments of fixed maturity and equity securities compared to after-tax
realized capital losses of $0.5 million for the three months ended March 31, 2007. Excluding the after-tax impacts of other than
temporary impairments and increased realized/unrealized capital 10sses on derivatives, net income available to common stockholders
decreased $16.8 million, as decreased earnings in the Global Asset Management, U.S.
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Asset Accumulation and Corporate and Other segments were partially offset by increased earnings in the Life and Health Insurance
and International Asset Management and Accumulation segments. See segment discussion for more details.

Total Revenues

Premiums and other considerations decreased $37.4 million for the Life and Health Insurance segment primarily dueto a
decline in covered members in our health insurance business. In addition, premiums decreased $11.9 million for the U.S. Asset
Accumulation segment, primarily resulting from a decrease in sales of full service payout annuities with life contingencies, which was
partially offset by an increase in sales of individual payout annuities with life contingencies from certain distribution channels.

Feesincreased $12.8 million for the Global Asset Management segment due to continued growth in our fee mandate business
resulting from growth in AUM which was partially offset by a decrease in fees from our spread and securitization business related to
lower loan volumes in 2008 compared to 2007. In addition, fees for the Life and Health Insurance segment increased $12.3 million
primarily due to growth in the individual universal life and variable universal life lines of business.

Net investment income increased primarily due to a $3,610.3 million increase in average invested assets and cash. This
increase was partially offset by a decrease in the average annualized yield on invested assets and cash. The average annualized yield
on invested assets and cash was 5.8% for the three months ended March 31, 2008, compared to 5.9% for the three months ended
March 31, 2007.

Net realized/unrealized capital gains (losses) can be volatile due to other than temporary impairments of invested assets, mark
to market adjustments of certain invested assets and our decision to sell appreciated invested assets. Net realized/unrealized capital
losses increased primarily due to higher other than temporary impairments, net of recoveries from sales, on fixed maturity and equity
securities and mark to market losses on derivatives. For additiona information, see “Investments — Investment Results.”

Total Expenses

Benefits, claims and settlement expenses decreased $76.3 million for the Life and Health Insurance segment primarily due to
adecrease in average covered members and favorable prior period claim development in our health insurance business relative to the
same period ayear ago. Partially offsetting this decrease was a $25.8 million increase from the International Asset Management and
Accumulation segment, primarily aresult of the strengthening of the Chilean peso versus the U.S. dollar and higher interest crediting
rates to customers, which were partially offset by alower change in reserves due to decreased sales of single premium annuities with
life contingenciesin Chile. In addition, benefit expense for the U.S. Asset Accumulation segment increased $24.8 million, primarily
dueto anincrease in cost of interest credited resulting from a growing block of fixed deferred annuities.

Operating expenses decreased $23.0 million for the Corporate and Other segment in part due to a decline in amounts credited
to employee accounts in a nonqualified defined contribution plan, which was offset by a corresponding reduction in net realized
capital gains related to the assets backing this nonqualified plan. The decline in operating expenses for the Corporate and Other
segment was also duein part to achange in the estimated loss related to a prior year legal contingency. Partially offsetting these
decreases was an $8.1 million increase in the Global Asset Management segment due to continued growth in staff and staff related
costs resulting from continued growth in AUM. In addition, operating expenses for the Life and Health Insurance segment increased
$3.5 million primarily due to higher claims related DPAC amortization related to our individual life insurance business, higher non-
deferred sales-related expenses due to an increase in individual universal life insurance sales and growth from our specialty benefits
insurance business. Theincreasein Life and Health Insurance operating expenses was partially offset by a decrease in our health
insurance business due to staff and other reductions associated with the decline in insured medical and fee-for-service medical covered
members.

39




Income Taxes

The effective income tax rates were 14% and 21% for the three months ended March 31, 2008 and 2007, respectively. The
effective income tax rate for the three months ended March 31, 2008, was lower than the U.S. corporate income tax rate of 35%
primarily due to income tax deductions allowed for corporate dividends received and the release of state deferred income tax liabilities
associated with areorganization of certain subsidiaries. The effective income tax rate for the three months ended March 31, 2007 was
lower than the U.S. corporate income tax rate of 35% primarily due to income tax deductions allowed for corporate dividends
received, tax credits received on our investment in a synthetic fuel production facility and interest exclusion from taxable income. The
effective income tax rate decreased to 14% in 2008 from 21% in 2007, primarily due to the release of state deferred income tax
liabilities associated with a reorganization of certain subsidiaries.

Results of Operations by Segment

For results of operations by segment see Item 1. “Financial Statements, Notes to Unaudited Consolidated Financial
Statements, Note 7, Segment Information.”

U.S. Asset Accumulation Segment
U.S. Asset Accumulation Segment Summary Financial Data

Account values are akey indicator of earnings growth for the segment, as account values are the asset base by which the
segment generates much of its fee and spread-based revenues. Net cash flow and market performance are the two main drivers of
account value growth. Net cash flow reflects the segment’ s ahility to attract and retain client deposits. Market performance reflects
not only the equity market performance, but also the investment performance of fixed income investments supporting our spread
business. The percentage growth in earnings of the businesses that make up this segment should closely track the percentage growth
in account values. This segment’s trend may vary due to changes in business and/or product mix.

The following table presents the U.S. Asset Accumulation account value rollforward for the periods indicated:

For thethree monthsended March 31,

2008 2007
(in billions)

Account values, beginning of period $ 1808 $ 163.3
Net cash flow 3.2 15
Credited investment performance (8.4) 29
Other 1.1 —

Account values, end of period $ 1745 $ 167.7
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The following table presents certain summary financial data relating to the U.S. Asset Accumulation segment for the periods
indicated:

For thethree months ended

March 31, Increase (decr ease)
2008 2007 2008 vs. 2007
(in millions)
Operating revenues:
Premiums and other considerations $ 1233 $ 1352 $ (11.9)
Fees and other revenues 381.5 383.3 (1.8
Net investment income 699.9 660.6 39.3
Total operating revenues 1,204.7 1,179.1 25.6
Expenses:
Benefits, claims and settlement expenses, including dividends to
policyholders 656.8 631.6 25.2
Operating expenses 370.6 356.6 14.0
Total expenses 1,027.4 988.2 39.2
Operating earnings before income taxes 177.3 190.9 (13.6)
Income taxes 38.2 36.2 20
Operating earnings $ 1391 $ 1547 $ (15.6)

Three Months Ended March 31, 2008 Compared to Three Months Ended March 31, 2007
Operating Earnings

U.S. Asset Accumulation operating earnings decreased primarily due to a $14.3 million decreasein full service
accumulation’ s operating earnings. The growth in operating earnings generated from the increased account values was slowed by a
change in the mix of investments and products within full service accumulation. In addition, operating earnings growth for this
business was reduced by a decline in the benefits associated with the dividends received deduction and market val ue adjustments on
customer withdrawals stemming from a declining interest rate environment. Partially offsetting the decrease in operating earnings
within full service accumulation was a reduction in DPAC amortization due to favorable experience that more than offset the impact
of poor equity markets.

Operating Revenues

Premiums decreased $49.4 million in our full service payout business primarily due to a decrease in sales of annuities with
life contingencies. The single premium product, which istypically used to fund defined benefit plan terminations, can generate large
premiums from very few customers and therefore tends to vary from period to period. Partially offsetting this decrease was a $37.5
million increase in our individual payout annuity business primarily due to increased sales of annuities with life contingencies from
certain distribution channels.

Feesin Principal Funds, our mutual fund business, decreased $4.6 million primarily due to a change in investment options, as
fund investors are moving to non-equity investments. In addition, full service accumulation fees decreased $3.3 million, as an increase
in fees associated with an increase in average account values was more than offset by a reduction in amortization of unearned
revenues and, to alesser extent, market value adjustments on customer withdrawal s stemming from a declining interest rate
environment.

Net investment income increased primarily due to a$2,943.3 million increase in average invested assets and cash for the
segment. The increase was partially offset by a decrease in the average annualized yield on invested assets and cash, which was 5.6%
for the three months ended March 31, 2008, and 5.8% for the three months ended March 31, 2007.
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Total Expenses

Benefits, claims and settlement expenses, including dividends to policyholders, increased $65.9 million in our individual
annuities business due to an increase in the change in reserves resulting from higher sales of our payout annuities with life
contingencies and, to alesser extent, an increase in cost of interest credited resulting from a growing block of fixed deferred annuities.
Partially offsetting the overall increase was a $48.3 million decrease in our full service payout benefits, claims and settlement
expenses primarily due to a decrease in the change in reserves resulting from lower sales of annuities with life contingencies.

Operating expenses increased $5.7 million in our individual annuity business, primarily due to higher DPAC true-up
amortization impacts resulting from a significant decrease in the equity marketsin 2008. Full service accumulation operating expenses
increased $4.4 million primarily due to an increase in staff related costs and an increase in investment management fees stemming
from an increase in average account values, which was partially offset by areduction in DPAC amortization due to favorable
experience that more than offset the impact of poor equity markets. In addition, our investment only operating expenses increased $2.6
million primarily due to an increase in DPAC amortization.

Income Taxes

The effective income tax rates for this segment were 22% and 19% for the three months ended March 31, 2008 and 2007,
respectively. The effective income tax rates for the three months ended March 31, 2008 and 2007, were lower than the corporate
income tax rate of 35% as aresult of income tax deductions allowed for corporate dividends received and interest exclusion from
taxable income.

Global Asset Management Segment
Global Asset Management Segment Summary Financial Data

AUM isakey indicator of earnings growth for our Global Asset Management segment, as AUM is the base by which we
generate fee mandate revenues. Net cash flow and market performance are the two main drivers of AUM growth. Net cash flow
reflects our ability to attract and retain client deposits. Market performance reflects equity, fixed income and real estate market
performance. The percentage growth in earnings of the segment will generally track with the percentage growth in AUM. Thistrend
may vary due to changes in business and/or product mix.

The following table provides the AUM rollforward for assets managed by Global Asset Management for the periods
indicated:

For thethree monthsended March 31,

2008 2007
(in billions)

AUM, beginning of period $ 2360 $ 1914
Net cash flow 34 4.4
Investment performance (7.7) 3.7
Other (1.8) 4.2

AUM, end of period $ 2299 $ 203.7

In our spread and securitization business, we have an equity method investee that originates commercial mortgage loans,
warehouses pool |oans and facilitates the issuance of commercial mortgage-backed securities (“CMBS”). Due to the nature of these
operations, AUM is not akey indicator of earnings growth for the spread and securitization business.
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The following table presents certain summary financial datarelating to the Global Asset Management segment for the periods
indicated:

For thethree months ended

March 31, Increase (decr ease)
2008 2007 2008 vs. 2007
(in millions)
Operating revenues:
Fees and other revenues $ 1351 $ 1223 $ 12.8
Net investment income (l0ss) (16.8) 12.5 (29.3)

Total operating revenues 118.3 134.8 (16.5)
Expenses:

Total expenses 114.1 98.1 16.0
Operating earnings before income taxes 4.2 36.7 (32.5)
Income taxes 15 13.0 (11.5)
Operating earnings $ 27 $ 23.7 $ (21.0)

Three Months Ended March 31, 2008 Compared to Three Months Ended March 31, 2007

Operating Earnings

Operating earnings in our spread and securitization business decreased $23.2 million driven in large part by volatile spread
movement in the first quarter of 2008 resulting in mark to market losses on the mortgage loan inventory. Partially offsetting this
decrease in operating earnings was an increase of $2.2 million in our fee mandate business primarily due to growth in AUM.

Operating Revenues

Feesin our fee mandate business increased $19.6 million due to continued growth in management fees across all lines of
business resulting from growth in AUM, in addition to the acquisition of Morley Financia Services. This growth was partialy offset
by a $6.8 million decrease in fees within our spread and securitization business resulting from lower loan and securitization volumes
in 2008 compared to 2007.

Net investment income decreased $29.3 million in our spread and securitization business due to the continued adverse global
credit market conditions which impacted the CMBS market in the first quarter of 2008.

Total Expenses

Total expensesincreased $16.4 million in our fee mandate business due to growth in staff and staff related costs resulting
from continued growth in AUM and the acquisition of Morley Financial Services.

Income Taxes

The effective income tax rates for the segment were 36% and 35% for the three months ended March 31, 2008 and 2007,
respectively. The effective income tax rate for the three months ended March 31, 2008, was higher than the U.S. corporate income tax
rate of 35%, primarily due to state taxes incurred by Morley Financial Services.

43




International Asset Management and Accumulation Segment
International Asset Management and Accumulation Segment Summary Financial Data

AUM isakey indicator of earnings growth for the segment, as AUM is the base by which we can generate profits. Net cash
flow and market performance are the two main drivers of AUM growth. Net cash flow reflects our ability to attract and retain client
deposits. Market performance reflects the investment returns on our underlying AUM. The percentage growth in the earnings of our
International Asset Management and Accumulation segment will generally track with the percentage growth in AUM. Thistrend may
vary due to changes in business and/or product mix. Our financia results are also impacted by fluctuations of the foreign currency to
U.S. dollar exchange rates for the countries in which we have business.

The following table presents the International Asset Management and Accumulation AUM rollforward for the periods
indicated:

For thethree months ended

March 31,
2008 2007
(in billions)

AUM, beginning of period $ 287 $ 19.1
Net cash flow 0.7 (0.2)
Investment performance (0.3) 0.5
Effect of exchange rates 13 0.3
Other (1) (0.2) 2.2

AUM, end of period $ 302 $ 22.0

(1) Other increasesto AUM include $2.2 billion in 2007 related to our SBB acquisition in Maaysia.

The following table presents certain summary financia data of the International Asset Management and Accumulation
segment for the periods indicated:

For the three months ended

March 31, Increase (decr ease)
2008 2007 2008 vs. 2007
(in millions)
Operating revenues:
Premiums and other considerations $ 128 $% 482 $ (5.9
Fees and other revenues 35.3 31.0 4.3
Net investment income 105.6 62.1 43.5
Total operating revenues 183.7 141.3 424
Expenses:
Benefits, claims and settlement expenses 1115 85.6 25.9
Operating expenses 36.3 34.8 15
Total expenses 147.8 120.4 274
Operating earnings before income taxes 35.9 20.9 15.0
Income taxes 4.2 1.6 2.6
Operating earnings $ 317 $ 193 $ 12.4




Three Months Ended March 31, 2008 Compared to Three Months Ended March 31, 2007
Operating Earnings

Operating earnings increased $5.9 million primarily due to higher annualized investment yields in Chile coupled with AUM
growth in Chile and Hong Kong, aswell asin our equity method investmentsin Chinaand Malaysia. Operating earnings increased
$3.9 million primarily due to the strengthening of the Brazilian real and Chilean peso versusthe U.S. dollar. Operating earningsin
Mexico increased $2.4 million primarily related to lower operating expenses.

Operating Revenues

Premiumsin Chile decreased $3.5 million, as lower sales of single premium annuities with life contingencies due to market
pressure were partially offset by the strengthening of the Chilean peso versusthe U.S. dollar. In addition, premiumsin Mexico
decreased $1.9 million resulting from lower sales of single premium annuities with life contingencies due to our decision in 2007 to
not sell these annuitiesin Mexico at thistime.

Fees and other revenues in our Hong Kong, Chile and Mexico operations increased primarily due to growthin AUM in these
countries. The strengthening of foreign currenciesin Chile, Indiaand Mexico relative to the U.S. dollar also contributed to the
increase in fees.

Net investment income increased primarily due to a higher annualized yield on average invested assets and cash, excluding
our equity method investments. To alesser extent, the increase was due to strengthening of the Chilean peso versusthe U.S. dollar
coupled with a$782.1 million increase in average invested assets and cash, excluding our equity method investments. The annualized
yield on average invested assets and cash, excluding our equity method investments, was 8.7% for the three months ended March 31,
2008, compared to 6.2% for the three months ended March 31, 2007.

Total Expenses

Benefits, claims and settlement expenses increased $27.2 million in Chile, primarily due to the strengthening of the Chilean
peso versus the U.S. dollar and higher interest crediting rates to customers, which were partialy offset by alower changein reserves
due to decreased sales of single premium annuities with life contingencies.

Operating expenses within our international operations increased primarily due to the strengthening of the Chilean peso
versusthe U.S. dollar.

Income Taxes

The effective income tax rates for the segment were 12% and 8% for the three months ended March 31, 2008 and 2007,
respectively. The effective income tax rates for the three months ended March 31, 2008 and 2007, were lower than the U.S. corporate
income tax rate of 35%, primarily due to taxes on our share of earnings generated from our equity method investments, which are
included in net investment income, and the lower tax rates of foreign jurisdictions.

Lifeand Health I nsurance Segment
Individual Life Insurance Trends

Our life insurance premiums are influenced by both economic and industry trends. In addition, we have experienced
increased sales of universal and variable universal life insurance as we continue to shift our marketing emphasis to universal life
insurance products from traditional life insurance products. Due to this shift in marketing emphasis, premiums related to our
traditional life insurance products have declined, while fee revenues from our universal and variable universal life insurance products
have grown.
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The following table provides a summary of our individual universal and variable universal life insurance fee revenues and
our individual traditional life insurance premiums for the periods indicated:

Universal and
variable universal life Traditional
insurance lifeinsurance
For thethree months ended Feerevenues Premiums
(in millions)
March 31, 2008 $ 823 $ 148.3
March 31, 2007 65.7 152.6

Health Insurance Trends

We have experienced lower premium revenue as increases in premium per member have been more than offset by a decrease
in covered members.

Our health insurance premium and fees were as follows for the periods indicated:

Premium and fees

Group medical
For thethree months ended insurance Fee-for-service
(in millions)
March 31, 2008 $ 419.7 $ 37.0
March 31, 2007 466.6 41.9

Specialty Benefits I nsurance Trends

Premium and fee growth for our specialty benefits insurance business, while still positive, is slowing as competitive market
conditions and pricing discipline result in slower sales and an increase in lapses.

The following table provides a summary of our specialty benefits insurance premium and fees for the periods indicated:

Premium and fees

Group Individual
Group dental and Group life disability disability
For thethree months ended vision insurance insurance insurance insurance
(in millions)
March 31, 2008 $ 1389 $ 86.1 $ 765 $ 41.8
March 31, 2007 132.3 83.7 725 38.2

Lifeand Health I nsurance Segment Summary Financial Data

There are several key indicators for earnings growth in our Life and Health Insurance segment. The ability of our
distribution channels to generate new sales and retain existing business drives growth in our block of business, premium revenue and
fee revenues. Our earnings growth also depends on our ability to price our products at alevel that enables usto earn amargin over the
cost of providing benefits and the expense of acquiring and administering those products. Factors impacting pricing decisions include
competitive conditions, persistency, our ability to assess and manage trends in mortality and morbidity experience and our ability to
manage operating expenses.
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The following table presents certain summary financial data relating to the Life and Health Insurance segment for the periods
indicated:

For thethree months ended

March 31, I ncrease (decr ease)
2008 2007 2008 vs. 2007
(in millions)
Operating revenues:
Premiums and other considerations $ 885.6 $ 9230 $ (37.4)
Fees and other revenues 131.0 118.7 12.3
Net investment income 171.0 170.7 0.3
Total operating revenues 1,187.6 1,212.4 (24.8)
Expenses:
Benefits, claims and settlement expenses 707.6 784.2 (76.6)
Dividends to policyholders 70.3 73.1 (2.8)
Operating expenses 291.0 287.5 35
Total expenses 1,068.9 1,144.8 (75.9)
Operating earnings before income taxes 118.7 67.6 51.1
Income taxes 39.5 22.1 174
Operating earnings $ 79.2 $ 455 $ 33.7

Three Months Ended March 31, 2008 Compared to Three Months Ended March 31, 2007
Operating Earnings

Operating earnings in our health insurance business increased $22.9 million primarily due to favorable prior period claim
development relative to the same period ayear ago and the effect of our margin improvement actions. At the end of areporting
period, we recognize aliability for the estimate of claimsincurred but not reported. In subsequent periods, an adjustment of prior
period claim development is made to reflect actual or updated estimates of incurred claims. Operating earnings increased $5.6 million
in our speciaty benefits insurance business primarily due to afavorable change in reserve assumptions related to our individual
disability business and due to growth in the business. Additionally, operating earnings increased $5.2 million in our individual life
insurance business due to a return to more normal lapse and death claims experience.

Operating Revenues

Premiums decreased $46.0 million in our health insurance business due to a reduction in covered members, which primarily
resulted from pricing actions. Furthermore, premiums decreased $7.7 million in our individua life insurance business due to the
expected continued declinein our block of traditional life insurance business. Partially offsetting these decreases in premiums was an
increase of $16.3 million in our specialty benefits insurance business as al product lines experienced moderate growth.

Fees and other revenuesincreased $17.8 million in our individual life insurance business due to growth in the universal life
and variable universal life lines of business. Partially offsetting these increases in fees and other revenues was a decrease of $5.8
million in our health insurance business, largely due to areclassification of the reimbursement of certain expenses from fee revenues
to operating expenses.

Total Expenses

Benefits, claims and settlement expenses decreased $75.7 million in our health insurance business due to a decrease in
average covered members and favorable prior period claim development relative to the same period ayear ago. This decrease was
dightly offset by a moderate increase in claim costs per member.
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Operating expenses increased $9.4 million in our individual life insurance business primarily due to higher claims related
DPAC amortization and higher non-deferred sales-related expenses. Additionally, operating expenses increased $6.6 millionin our
specialty benefits insurance business due to continued growth in the business. Partially offsetting these increases was a $12.5 million
decrease in our health insurance business due to staff and other reductions associated with the decline in insured medical and fee-for-
service medical covered members and due to a reclassification of the reimbursement of certain expenses from fee revenues to
operating expenses.

Income Taxes

The effective income tax rate for the segment was 33% for both the three months ended March 31, 2008 and 2007. The
effective income tax rates were lower than the U.S. corporate income tax rate of 35% as aresult of interest exclusion from taxable
income and income tax deductions allowed for corporate dividends received.
Corporate and Other Segment

Corporate and Other Segment Summary Financial Data

The following table presents certain summary financial data relating to the Corporate and Other segment for the periods
indicated:

For the three months ended

March 31, I ncr ease (decrease)
2008 2007 2008 vs. 2007
(in millions)
Operating revenues:

Total operating revenues $ (55.3)$ (439 % (11.9)
Expenses:

Total expenses (28.3) (28.8) 0.5
Operating loss before income taxes and preferred stock dividends (27.0) (15.1) (11.9)
Income taxes benefits (23.8) (16.9) (6.9
Preferred stock dividends 8.2 8.2 —
Operating loss $ (11.4$ (6.4 % (5.0)

Three Months Ended March 31, 2008 Compared to Three Months Ended March 31, 2007
Operating L oss

Operating loss increased primarily due to adecline in investment yields and the expiration of synthetic fuel tax credits as of
December 31, 2007. Also contributing to the increased operating |oss was a decrease in average invested assets for the segment.
These increases were partialy offset by the release of state deferred income tax liabilities following the reorganization of certain
subsidiariesin the first quarter of 2008.

Operating Revenues

Operating revenues decreased primarily due to a decline in investment yields resulting from lower earnings from the joint
venture real estate portfolio and the mark to market impacts on the underlying assets of certain equity method partnership interests. In
addition, operating revenues decreased due to alower average invested asset balance for the segment. Further contributing to the
decline in operating revenues was an increase in inter-segment eliminations included in this segment, which was offset by a
corresponding change in total expenses. These decreases were partially offset by lower investment expenses due to the unwinding of
our variable interest in a synthetic fuel production facility in 2008.

Total Expenses

Total expensesincreased due to higher interest expense related to federal income tax activities and interest expense on
corporate debt, which were primarily offset by an increase in inter-segment eliminationsincluded in this segment.
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Income Taxes

Income tax benefitsincreased primarily due to the release of state deferred income tax liabilities associated with the
reorganization of certain subsidiariesin the first quarter of 2008. The increased tax benefits were offset in part by the reduction of
synthetic fuel tax credits due to their expiration as of December 31, 2007.

Liquidity and Capital Resources
Liquidity and capital resources reflect the overall strength of a company and its ability to generate strong cash flows, borrow

funds at a competitive rate and raise new capital to meet operating and growth needs. Our legal entity organizational structure has an
impact on our ability to meet cash flow needs as an organization. Following is asimplified organizational structure.

Liquidity

Our liquidity requirements have been and will continue to be met by funds from consolidated operations as well asthe
issuance of commercia paper, common stock, debt or other capital securities and borrowings from credit facilities. We believe that
cash flows from these sources are sufficient to satisfy the current liquidity requirements of our operations, including reasonably
foreseeable contingencies. However, there can be no assurance that future experience regarding benefits and surrenders will be
similar to historic experience since benefits and surrender levels are influenced by such factors as the interest rate environment, our
claims paying ability and our financial strength ratings.

The Holding Companies. Principal Financial Group, Inc. and Principal Financial Services, Inc. The principal sources of
funds available to our parent holding company, Principal Financial Group, Inc., to meet its obligations, including the payments of
dividends on common stock, debt service and the repurchase of stock, are dividends from subsidiaries as well asits ability to borrow
funds at competitive rates and raise capital to meet operating and growth needs. Dividends from Principal Life, our primary
subsidiary, are limited by lowalaw. Under lowalaws, Principal Life may pay dividends only from the earned surplus arising from its
business and must receive the prior approval of the Insurance Commissioner of the State of lowa (“the Commissioner”) to pay a
stockholder dividend if such a stockholder dividend would exceed certain statutory limitations. The current statutory limitation isthe
greater of (i) 10% of Principal Life s statutory policyholder surplus as of the previous year-end or (ii) the statutory net gain from
operations from the previous calendar year.

lowalaw gives the Commissioner discretion to disapprove requests for dividendsin excess of these limits. Based on this
limitation and 2007 statutory results, Principal Life could pay approximately $686.5 million in stockholder dividends in 2008 without
exceeding the statutory limitation. As of March 31, 2008, no dividends have been paid by Principal Life to its parent company.

Operations. Historically, our primary consolidated cash flow sources have been premiums and fees from life and health
insurance products, pension and annuity deposits, asset management fee revenues, administrative services fee revenues, income from
investments and proceeds from the sales or maturity of investments. Cash outflows consist primarily of payment of benefitsto
policyholders and beneficiaries, income and other taxes, current operating expenses, payment of dividends to
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policyholders, paymentsin connection with investments acquired, payments made to acquire subsidiaries, payments relating to policy
and contract surrenders, withdrawals, policy loans, interest expense and repayment of short-term debt and long-term debt. Our
investment strategies are generally intended to provide adequate funds to pay benefits without forced sales of investments. For a
discussion of our investment objectives, strategies and a discussion of duration matching, see “Investments’ aswell as Item 3.
“Quantitative and Qualitative Disclosures About Market Risk — Interest Rate Risk”.

Cash Flows. Activity, as reported in our consolidated statements of cash flows, provides relevant information regarding our
sources and uses of cash. The following discussion of our operating, investing and financing portions of the cash flows excludes cash
flows attributable to our discontinued operations, which were as follows:

For thethree monthsended March 31,

2008 2007
(in millions)

Cash flows attributable to discontinued oper ations:

Net cash provided by operating activities $ — 3 0.6

Net cash used in investing activities — (0.5)

Net cash used in financing activities — (0.1)

Net cash provided by discontinued operations $ — 8 —

Net cash provided by operating activities was $997.8 million and $1,224.9 million for the three months ended March 31,
2008 and 2007, respectively. The decrease in cash provided by operating activities was primarily related to fluctuations in operational
receivables and payables. Also contributing to the decrease in cash provided by operating activities was a decrease in net proceeds
associated with mortgage loans held for sale activity due to the transition of our CMBS platform from Principal Commercial Funding
to anewly created entity, Principal Commercial Funding I, which is accounted for under the equity method of accounting.

Net cash used in investing activities was $968.8 million and $698.5 million for the three months ended March 31, 2008 and
2007, respectively. The increase in cash used in investing activities between periods was primarily related to an increase in net
purchases of available-for-sale securities, which was partially offset by adecrease in the net purchases of mortgage |oans.

Net cash used in financing activities was $252.7 million and $640.7 million for the three months ended March 31, 2008 and
2007, respectively. The decrease in cash used in financing activitiesis primarily due to an increase in net cash flows of investment
contracts, an increase in bank deposits, as well as areduction in treasury stock acquired in 2008 compared to 2007. Partially offsetting
these items was an increase in the net repayments of short-term borrowings.

Given the historical cash flow of our subsidiaries and the financial results of these subsidiaries, we believe the cash flow from
our consolidated operating activities over the next year will provide sufficient liquidity for our operations, as well as satisfy interest
payments and any payments related to debt servicing.

Shelf Registration. Asof March 31, 2008, there have been no significant changes to our shelf registration since
December 31, 2007.

Short-Term Debt and Long-Term Debt. The components of short-term debt as of March 31, 2008 and December 31, 2007,
were asfollows:

March 31, 2008 December 31, 2007

(in millions)
Commercial paper $ 1500 $ 233.3
Other recourse short-term debt 25.1 57.5
Total short-term debt $ 1751 $ 290.8

As of March 31, 2008, there have been no significant changes to long-term debt since December 31, 2007.

Stockholders’ Equity. For stockholder’s equity information, see Item 1. “Financial Statements, Notes to Unaudited
Consolidated Financial Statements, Note 5, Stockholders’ Equity”.
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Contractual Obligations and Contractual Commitments

Asof March 31, 2008, there have been no significant changes to contractual obligations and contractual commitments since
December 31, 2007.

Off-Balance Sheet Arrangements

Variable I nterest Entities. Asof March 31, 2008, there have been no significant changes to our variable interest entities
since December 31, 2007.

Guarantees and I ndemnifications. For guarantee and indemnification information, see Item 1. “Financial Statements, Notes
to Unaudited Consolidated Financial Statements, Note 4, Contingencies, Guarantees and Indemnifications” under the caption,
“Guarantees and Indemnifications’.

Fair Value M easur ement

SFAS 157 defines fair value as the price that would be received to sell an asset or paid to transfer aliability in an orderly
transaction between market participants at the measurement date (an exit price). This standard establishes afair value hierarchy that
prioritizes the inputs to valuation techniques used to measure fair value into three levels for disclosures purposes. On January 1, 2008,
we adopted SFAS 157. For further discussion, see Item 1. “Financial Statements, Notes to Unaudited Consolidated Financial
Statements, Note 6, Fair Value Measurement.”

As of March 31, 2008, we categorized net assets of $53.2 billion in Level 1, $63.3 billionin Level 2 and $9.3 billionin Level
3. During the first quarter, the fair value balance of Level 3 instruments decreased by $308.3 million. This decrease is attributed
primarily to the fixed maturities, available-for-sale securities and resulted mostly from unrealized losses recognized in other
comprehensive income. Most of the losses related to collateralized debt obligations, with lesser amounts attributed to corporate bonds,
asset-backed securities, collateralized mortgage obligations and commercial mortgage-backed securities.

Investments

We had total consolidated assets as of March 31, 2008, of $152.0 billion, of which $64.9 billion were invested assets. The
rest of our total consolidated assets are comprised primarily of separate account assets for which we do not bear investment risk.
Because we generally do not bear any investment risk on assets held in separate accounts, the discussion and financial information
below does not include such assets.

Overall Composition of Invested Assets

Invested assets as of March 31, 2008, were predominantly high quality and broadly diversified across asset class, individual
credit, industry and geographic location. Asset allocation is determined based on cash flow and the risk/return requirements of our
products. As shown in the following table, the major categories of invested assets are fixed maturity securities and commercial
mortgages. The remainder isinvested in residential mortgage loans, real estate, equity securities and other assets. In addition, policy
loans are included in our invested assets.

Invested Assets
March 31, 2008 December 31, 2007
Carrying amount % of total Carrying amount % of total
($in millions)

Fixed maturity securities:

Public $ 32,725.9 51% $ 32,215.0 50%

Private 14,439.9 22 15,053.2 24
Equity securities 518.7 1 586.2 1
Mortgage loans:

Commercial 10,884.6 17 10,763.5 17

Residential 1,992.1 3 1,896.1 3
Real estate held for sale 102.3 — 824 —
Real estate held for investment 762.5 1 780.1 1
Policy loans 883.6 1 869.9 1
Other investments 2,589.8 4 2,118.6 3

Total invested assets 64,899.4 100% 64,365.0 100%
Cash and cash equivalents 1,120.7 1,344.4

Total invested assets and cash $ 66,020.1 $ 65,7094

Investment Results

The following tables present the yield and investment income, excluding net realized/unrealized gains and losses for our
invested assets. The annualized yield on invested assets and on cash and cash equivalents was 5.8% for the three months ended
March 31, 2008, compared to 5.9% for the three months ending March 31, 2007. We calculate annualized yields using asimple
average of asset classes at the beginning and end of the reporting period.
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Invested Assets
Investment Income Yields by Asset Type

For thethree monthsended March 31,

2008 2007
Yield Amount Yield Amount
($in millions)

Fixed maturity securities 6.3% $ 7413 6.0% $ 6725
Equity securities 34 4.7 35 6.5
Mortgage loans — commercial 6.3 170.7 6.6 167.8
Mortgage loans — residential 6.9 33.6 5.6 218
Readl estate 6.7 145 10.1 20.3
Policy loans 6.1 13.3 6.1 13.0
Cash and cash equivalents 4.8 14.8 6.6 255
Other investments 0.8 4.7 8.2 30.0
Total before investment expenses 6.0 997.6 6.1 957.4
Investment expenses 0.2 (37.3) 0.2 (34.2)
Net investment income 58% $ 960.3 59% $ 9232

The following tables present the contributors to net realized/unrealized gains and losses for our invested assets for the three
months ended March 31, 2008 and 2007.

For thethree months ended March 31, 2008

Net realized/
unrealized
Impairments and Other gains Hedging capital gains
credit losses (losses) adjustments (losses)
(in millions)

Fixed maturity securities (1) $ (435) $ 33 % 1743 $ 134.1
Fixed maturity securities, trading — (3.0) — (3.0
Equity securities (2) (24.0) 12 — (22.8)
Equity securities, trading — (20.0) — (20.0)
Mortgage loans on real estate (3) (13.0) — — (23.0)
Derivatives (4) — — (196.6) (196.6)
Other (5) — (2.0) (2.7) (4.7)
Total $ (805 $ (205) $ (25.0) $ (126.0)

(1) Impairmentsinclude $44.3 million of credit impairment write-downs and $4.2 million in realized credit recoveries on the sale
of previously impaired assets. Credit losses include $4.4 million in realized losses related to credit triggered sales.

(2) Imparmentsinclude $24.0 million of credit impairment write-downs.

(3) Impairmentsinclude a $13.0 million increase in the commercial mortgage valuation allowance.

(4) Derivativesinclude $185.7 million of net unrealized losses related to mark to market adjustments on derivatives used in fair
value hedges of fixed maturity securities. The remainder of the net loss resulted primarily from mark to market adjustments on
derivatives not designated as hedging instruments, with the largest component being $61.8 million of net losses on credit
default swaps and the remainder relating to net gains from other risk management activities.

(5) Other gains (losses) include net realized/unrealized losses on certain seed money investments.
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For thethree months ended March 31, 2007

Net realized/
unrealized
Impairments and Other gains Hedging capital gains
credit losses (losses) adjustments (losses)
(in millions)

Fixed maturity securities (1) $ 49 $ 39 §% 113 % 10.3
Fixed maturity securities, trading — 12 — 1.2
Equity securities (2) 1.0 — — 1.0
Equity securities, trading — 34 — 34
Mortgage loans on real estate (3) 1.9 — — (2.4)
Derivatives (4) — — (17.9) (17.9)
Other (5) — 28.9 12.1 41.0
Total $ 53 % 374 % 55 § 37.6

(1) Imparmentsinclude $1.8 million of credit impairment write-downs. Credit losses include $3.6 million in realized losses and
$0.4 million in realized gains related to credit triggered sales.

(2) Imparmentsinclude $1.0 million in realized recoveries on the sale of previously impaired assets.
(3) Impairmentsinclude a $1.4 million increase in the commercial mortgage valuation allowance.

(4) Derivativesinclude $11.5 million of net unrealized losses related to mark to market adjustments on derivatives used in fair
value hedges of fixed maturity securities. The remainder of the net loss is related to other risk management activities.

(5)  Other gains (losses) include a $24.6 million realized gain on the sale of stock of an equity method investment and $3.2 million
of net realized/unrealized gains on certain seed money investments.

U.S. Investment Operations

Of our invested assets, $60.3 billion were held by our U.S. operations. Our U.S. invested assets are managed by Principal
Global Investors, a subsidiary of Principal Life. Our primary investment objective isto maximize after-tax returns consistent with
acceptable risk parameters. We seek to protect policyholders' benefits by optimizing the risk/return relationship on an ongoing basis,
through asset/liability matching, reducing the credit risk, avoiding high levels of investments that may be redeemed by the issuer,
maintaining sufficiently liquid investments and avoiding undue asset concentrations through diversification. We are exposed to three
primary sources of investment risk:

e  credit risk, relating to the uncertainty associated with the continued ability of a given obligor to make timely payments of
principal and interest;

e interest raterisk, relating to the market price and/or cash flow variability associated with changes in market yield curves
and

e  equity risk, relating to adverse fluctuations in a particular common stock.

Our ability to manage credit risk is essential to our business and our profitability. We devote considerable resources to the
credit analysis of each new investment. We manage credit risk through industry, issuer and asset class diversification. Our Investment
Committee, appointed by our Board of Directors, is responsible for establishing all investment policies and approving or authorizing
all investments, except the Executive Committee of the Board must approve any investment transaction exceeding $500.0 million. As
of March 31, 2008, there are ten members on the Investment Committee, two of whom are members of our Board of Directors. The
remaining members are senior management members representing various areas of our company.

We also seek to reduce call or prepayment risk arising from changesin interest rates in individual investments. We limit our
exposure to investments that are prepayable without penalty prior to maturity at the option of the issuer and we require additional yield
on these investments to compensate for the risk that the issuer will exercise such option. We assess option risk in all investments we
make and, when we take that risk, we price for it accordingly.
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Our Fixed Income Securities Committee, consisting of fixed income securities senior management members, approves the
credit rating for the fixed maturity securities we purchase. Teams of security analysts, organized by industry, focus either on the public
or private markets and analyze and monitor these investments. In addition, we have teams who specialize in residential mortgage-
backed securities, CMBS, asset-backed securities (“ABS”) and public below investment grade securities. We establish a credit
reviewed list of approved public issuersto provide an efficient way for our portfolio managers to purchase liquid bonds for which
credit review has already been completed. Issuers remain on the list for one year unless removed by our analysts. Our analysts monitor
issuers on the list on a continuous basis with aformal review documented annually or more frequently if material events affect the
issuer. The analysis includes both fundamental and technical factors. The fundamental analysis encompasses both quantitative and
qualitative analysis of the issuer.

The qualitative analysis includes an assessment of both accounting and management aggressiveness. In addition, technical
indicators such as stock price volatility and credit default swap levels are monitored.

Our Fixed Income Securities Committee al so reviews private transactions on a continuous basis to assess the quality ratings
of our privately placed investments. We regularly review our investments to determine whether we should re-rate them, employing the
following criteria

e material declinesin theissuer’'s revenues or margins;

e significant management or organizational changes;

e significant uncertainty regarding the issuer’s industry;

e debt service coverage or cash flow ratios that fall below industry-specific thresholds;
e violation of financia covenants and

¢ other business factors that relate to the issuer.

A dedicated risk management team is responsible for centralized monitoring of the commercial mortgage portfolio. We apply
avariety of strategiesto minimize credit risk in our commercial mortgage loan portfolio. When considering the origination of new
commercial mortgage loans, we review the cash flow fundamentals of the property, make a physical assessment of the underlying
security, conduct a comprehensive market analysis and compare against industry lending practices. We use a proprietary risk rating
model to evaluate all new and a mgjority of existing loans within the portfolio. The proprietary risk model is designed to stress
projected cash flows under simulated economic and market downturns. Our lending guidelines are designed to encourage 75% or less
loan-to-value ratios and a debt service coverageratio of at least 1.2 times. We analyze investments outside of these guidelines based
on cash flow quality, tenancy and other factors. The weighted average |oan-to-value ratio at origination for brick and mortar
commercial mortgages in our portfolio was 59% and the debt service coverage ratio at loan inception was 1.7 times as of March 31,
2008.

We have limited exposure to equity risk in our common stock portfolio. Equity securities accounted for only 1% of our U.S.
invested assets as of March 31, 2008.

Our investment decisions and objectives are a function of the underlying risks and product profiles of each primary business
operation. In addition, we diversify our product portfolio offerings to include products that contain features that will protect us against
fluctuations in interest rates. Those features include adjustable crediting rates, policy surrender charges and market value adjustments
on liquidations. For further information on our management of interest rate risk, see Item 3. “ Quantitative and Qualitative Disclosures
About Market Risk.”
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Overall Composition of U.S. Invested Assets

U.S. invested assets as of March 31, 2008, were predominantly high quality and broadly diversified across asset class,
individual credit, industry and geographic location. Asset allocation is determined based on cash flow and the risk/return requirements
of our products. As shown in the following table, the major categories of U.S. invested assets are fixed maturity securities and
commercial mortgages. The remainder isinvested in residential mortgage loans, real estate, equity securities and other assets. In
addition, policy loans are included in our invested assets. The following discussion analyzes the composition of U.S. invested assets,
but excludes invested assets of the separate accounts.

U.S. Invested Assets

March 31, 2008 December 31, 2007
Carrying amount % of total Carrying amount % of total
($in millions)

Fixed maturity securities:

Public $ 29,693.4 49% $ 29,495.5 49%

Private 14,439.9 24 15,053.2 25
Equity securities 460.9 1 533.5 1
Mortgage loans:

Commercial 10,884.6 18 10,763.5 18

Residential 1,359.0 2 1,337.5 2
Real estate held for sale 102.3 — 82.4 —
Real estate held for investment 759.1 1 777.2 1
Policy loans 864.3 2 853.7 2
Other investments 1,777.2 3 1,391.4 2

Total invested assets 60,340.7 100% 60,287.9 100%
Cash and cash equivalents 1,064.6 1,261.5

Total invested assets and cash $ 61,405.3 $ 61,549.4

Fixed Maturity Securities

Fixed maturity securities consist of short-term investments, publicly traded debt securities, privately placed debt securities
and redeemabl e preferred stock, and represented 73% and 74% of total U.S. invested assets as of March 31, 2008 and December 31,
2007, respectively. The fixed maturity securities portfolio was comprised, based on carrying amount, of 67% in publicly traded fixed
maturity securities and 33% in privately placed fixed maturity securities as of March 31, 2008, and 66% in publicly traded fixed
maturity securities and 34% in privately placed fixed maturity securities as of December 31, 2007. Included in the privately placed
category as of March 31, 2008 and December 31, 2007, were $7.7 billion and $8.4 hillion, respectively, of securities eligible for resale
to qualified institutional buyers under Rule 144A under the Securities Act of 1933. Fixed maturity securities were diversified by
category of issuer as of March 31, 2008 and December 31, 2007, as shown in the following table:
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U.S. Invested Assets
Fixed Maturity Securities by Type of Issuer

March 31, 2008 December 31, 2007

Carrying amount % of total Carrying amount % of total
($in millions)

U.S. Government and agencies $ 626.1 1% $ 672.3 1%
States and political subdivisions 2,1435 5 2,071.5 5
Non-U.S. governments 450.8 1 453.9 1
Corporate — public 20,002.1 45 19,875.2 45
Corporate — private 11,709.1 27 11,813.1 27
Residential pass-through securities 1,553.8 3 1,496.1 3
Commercial mortgage-backed securities 4,729.2 11 4,665.6 10
Residential collateralized mortgage obligations 889.6 2 936.9 2
Asset-backed securities 2,029.1 5 2,564.1 6

Total fixed maturities $ 44,133.3 100% $ 44,548.7 100%

We held $9,201.7 million of mortgage-backed and ABS as of March 31, 2008, and $9,662.7 million as of December 31,
2007.

We believe that it is desirable to hold residential mortgage-backed pass-through securities due to their credit quality and
liquidity as well as portfolio diversification characteristics. Our portfolio is comprised of GNMA, FNMA and FHLMC pass-through
securities. In addition, our residential collateralized mortgage obligation portfolio offers structural features that allow cash flowsto be
matched to our liabilities.

CMBS provide high levels of credit protection, diversification and reduced event risk. CMBS are predominantly comprised
of rated large pool securitizations that are individually and collectively diverse by property type, borrower and geographic dispersion.

We purchase ABSto diversify the overall credit risks of the fixed maturity securities portfolio and to provide attractive
returns. The principal risksin holding ABS are structural and credit risks. Structural risks include the security’ s priority in the issuer’s
capital structure, the adequacy of and ability to realize proceeds from the collateral and the potential for prepayments. Credit risks
involve issuer/servicer risk where collateral values can become impaired in the event of servicer credit deterioration.

Our ABS portfalio is diversified both by type of asset and by issuer. We actively monitor holdings of ABSto ensure that the
risk profile of each security improves or remains consistent. Prepayments in the ABS portfolio are, in general, insensitive to changes
in interest rates or are insulated to such changes by call protection features. In the event that we are subject to prepayment risk, we
monitor the factors that impact the level of prepayment and prepayment speed for those ABS. In addition, we diversify the risks of
ABS by holding a diverse class of securities, which limits our exposure to any one security.

Theinternational exposure in our U.S. fixed maturity securities totaled $9,966.6 million, or 23% of total fixed maturity
securities, as of March 31, 2008, comprised of corporate and foreign government fixed maturity securities. Of the $9,966.6 million as
of March 31, 2008, investments totaled $2,860.8 million in the continental European Union, $2,571.8 million in the United Kingdom,
$1,069.5 millionin Asia, $943.8 million in Australia, $595.9 million in South America, $330.5 million in Mexico and $58.7 million in
Japan. The remaining $1,535.6 millionisinvested in 24 other countries. All international fixed maturity securities held by our U.S.
operations are either denominated in U.S. dollars or have been swapped into U.S. dollar equivalents. Our international investments are
analyzed internally by country and industry credit investment professionals. We control concentrations using issuer and country level
exposure benchmarks, which are based on the credit quality of the issuer and the country. Our investment policy limits total
international fixed maturity securities investmentsto 20% of total statutory general account assets with a 4% limit in emerging
markets. Exposure to Canada is not included in our international exposure. As of March 31, 2008, our investments in Canada totaled
$1,542.3 million.
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The following tables present the amortized cost of our top ten exposures including approved counterparty exposure limits as
of March 31, 2008 and December 31, 2007.

Mar ch 31, 2008
Amortized cost

(in millions)

Bank of America Corp. (1) $ 338.3
MBIA Inc. (2) 3235
American International Group Inc. (1) 267.3
AT&T Inc. 250.5
General Electric Co 245.8
Royal Bank of Scotland Group PLC (1) 239.0
JP Morgan Chase & Co. (1) 236.9
Ambac Financial Group Inc. (3) 233.9
Citigroup Inc. (1) 233.2
Wachovia Corp (1) 202.8

Total top ten exposures $ 2,571.2

(1) Includes approved counterparty limit. The actual and the stressed potential exposures are less than the approved limit.

(20 MBIA Inc. exposure is comprised of the guarantee of underlying securities that are rated “A-" equivalent or better by the rating
agencies on a stand aone basis. The MBIA wrap guarantees performance in the event of default of the underlying securities,
bringing the combined rating to AAA.

(3) Of the Ambac Financial Group Inc. exposure, 83% is comprised of the guarantee of underlying securities that are
predominantly rated A- equivalent or better by the rating agencies on a stand-alone basis. The Ambac Financial Group Inc.
wrap guarantees performance in the event of default of the underlying securities, bringing the combined rating to AAA.

December 31, 2007
Amortized cost

(in millions)

Bank of America Corp. (1) $ 360.7
MBIA Inc. (2) 323.6
American International Group Inc. (1) 270.1
Genera Electric Co 259.6
AT&T Inc. 250.9
Royal Bank of Scotland Group PLC (1) 240.9
JP Morgan Chase & Co. (1) 237.6
Ambac Financia Group Inc. (3) 235.3
Citigroup Inc. (1) 233.2
Deutsche Bank AG (1) 203.7

Total top ten exposures $ 2,615.6

(1) Includes approved counterparty limit. The actual and the stressed potential exposures are less than the approved limit.

(2) MBIA Inc. exposure is comprised of the guarantee of underlying securities that are rated “A-" equivalent or better by the rating
agencies on astand alone basis. The MBIA wrap guarantees performance in the event of default of the underlying securities,
bringing the combined rating to AAA.

(3) Of the Ambac Financial Group Inc. exposure, 84% is comprised of the guarantee of underlying securities that are
predominantly rated A- equivalent or better by the rating agencies on a stand-alone basis. The Ambac Financial Group Inc.
wrap guarantees performance in the event of default of the underlying securities, bringing the combined rating to AAA.
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Our top ten exposures were rated an “A” equivalent or better by the rating agencies as of March 31, 2008 and December 31,
2007. Asof March 31, 2008 and December 31, 2007, no individual non-government issuer represented more than 1% of U.S. invested
assets.

We have exposure to monoline bond and mortgage insurers with an amortized cost of $823.0 million and a carrying amount
of $786.9 million as of March 31, 2008. The $823.0 million includes wrapped guarantees on $707.0 million of underlying municipal
bonds, corporate credit or ABS. Our direct exposure to these insurers was $116.0 million. Of the $707.0 million in wrapped
guarantees, 47% was municipa bonds, of which 99% was investment grade; 36% was investment grade bank perpetual preferred
securities; 10% was ABS backed by sub-prime first lien mortgages, of which 84% was investment grade; and 7% was corporate fixed
maturities, of which 90% was investment grade.

Valuation techniques for the fixed maturity securities portfolio vary by security type and the availability of market data.
Pricing models and their underlying assumptions impact the amount and timing of unrealized gains and |osses recognized, and the use
of different pricing models or assumptions could produce different financial results. Interactive Data Corporation, Standard and Poor’s
Securities Evaluations or direct broker quotes are our external sourcesfor prices for our public bonds and those private placement
securities that are actively traded in the secondary market. For private placement securities that are not actively traded or where quoted
market prices are not available, a matrix pricing valuation approach is used. Securities are grouped into pricing categories that vary by
asset class, sector, rating and average life. Each pricing category is assigned arisk spread based on studies of observable public market
data or market clearing datafrom the investment professionals assigned to specific security classes. The expected cash flows of the
security are then discounted back at the current Treasury curve plus the appropriate risk spread. Although the matrix valuation
approach provides afair valuation of each pricing category, the valuation of an individual security within each pricing category may
actually be impacted by company specific factors. Certain market events that could impact the valuation of securitiesinclude issuer
credit ratings, business climate, management changes, litigation and government actions among others. The resulting prices are then
reviewed by pricing analysts. All loans placed on the “watch list” are reviewed individually by the investment analysts or the analysts
that focus on troubled securities (“Workout Group”). Although we believe these values reasonably reflect the fair value of those
securities, the key assumptions about risk premiums, performance of underlying collateral (if any) and other market factorsinvolve
qualitative inputs. To the extent that bonds have longer maturity dates, management’ s estimate of fair value may involve greater
subjectivity since they involve judgment about events well into the future. Every month, there is a comprehensive review of all
impaired securities and problem loans by a group consisting of the Chief Investment Officer, the Portfolio Managers and the Workout
Group. The valuation of impaired bonds for which there is no quoted priceis typically based on the present value of the future cash
flows expected to be received. If the company islikely to continue operations, the estimate of future cash flowsistypically based on
the expected operating cash flows of the company that are available to make payments on the bonds. If the company islikely to
liquidate, the estimate of future cash flowsis based on an estimate of the liquidation value of its net assets.

The Securities Valuation Office (“SVO”) of the National Association of Insurance Commissioners (“NAIC”) evaluates the
bond investments of insurers for regulatory reporting purposes and assigns securities to one of six investment categories. The NAIC
designations closely mirror the nationally recognized securities rating organizations' credit ratings for marketable bonds. NAIC
designations 1 and 2 include bonds considered investment grade by such rating organizations. Bonds are considered investment grade
when rated “Baa3” or higher by Moody’s, or “BBB-" or higher by Standard & Poor’s. NAIC designations 3 through 6 are referred to
as below investment grade. Bonds are considered below investment grade when rated “Bal” or lower by Moody’s, or “BB+" or lower
by Standard & Poor’s. As of March 31, 2008, the percentage, based on estimated fair value, of total publicly traded and privately
placed fixed maturity securities that were investment grade with an NAIC designation 1 or 2 was 95%.

We also monitor the credit drift of our corporate fixed maturity securities portfolio. Credit drift is defined as the ratio of the
percentage of rating downgrades, including defaults, divided by the percentage of rating upgrades. We measure credit drift once each
fiscal year, assessing the changesin our internally developed credit ratings that have occurred during the year. Standard & Poor’'s
annual credit ratings drift ratio measures the credit rating change, within a specific year, of companies that have been assigned ratings
by Standard & Poor’s. The annual internal credit drift ratio on corporate fixed maturity securities we held in our general account was
0.89 times compared to the Standard & Poor’ s drift ratio of 0.69 times, as of December 31, 2007.
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The following table presents our total fixed maturity securities by NAIC designation and the equivalent ratings of the
nationally recognized securities rating organizations as of March 31, 2008 and December 31, 2007, as well as the percentage, based on
estimated fair value, that each designation comprises:

U.S. Invested Assets
Fixed Maturity Securitiesby Credit Quality (1)

Mar ch 31, 2008 December 31, 2007
% of total % of total
NAIC Rating agency Amortized Carrying carrying Amortized Carrying carrying
rating equivalent cost amount amount cost amount amount
($in millions)

1 AaalAalA $ 258220 $ 24,866.8 56% $ 25,6350 $ 25,644.1 57%
2 Baa 17,452.3 17,100.8 39 16,661.8 16,742.0 38
3 Ba 1,946.5 1,840.8 4 1,904.7 1,872.1 4
4 B 205.7 188.9 1 179.0 179.4 1
5 Caaand lower 126.4 111.9 — 103.1 99.2 —
6 In or near default 21.7 24.1 — 12.0 11.9 —

Total fixed maturities $ 455746 $ 44,1333 100% $ 44,4956 $ 44,548.7 100%
Q) Includes 53 securities with an amortized cost of $461.2 million, gross gains of $10.2 million, gross losses of $15.2 million

and a carrying amount of $456.2 million as of March 31, 2008, that are still pending areview and assignment of arating by
the SVO. Dueto the timing of when fixed maturity securities are purchased, legal documents are filed and the review by the
SV O, there will always be securitiesin our portfolio that are unrated over areporting period. In these instances, an equivalent
rating is assigned based on our fixed income analyst’s assessment.

The following tables present credit quality and year of issuance (“vintage”) for our CMBS and ABS home equity portfolio.
Our ABS home equity portfolio is backed by subprime first lien mortgages. As of March 31, 2008, based on amortized cost, 88% of
our CMBS portfolio had ratings of A or higher and 65% was issued in 2005 or before and 96% of our ABS home equity portfolio had
ratings of A or higher and 86% was issued in 2005 or before.

U.S. Invested Assets
Commercial Mortgage-Backed Securities by Rating and Vintage

March 31, 2008 December 31, 2007
Amortized cost Carrying amount Amortized cost Carrying amount
(in millions)
L owest agency rating
AAA (1) $ 31260 $ 30426 $ 28188 $ 2,829.6
AA 820.3 690.8 645.3 631.3
A 648.7 500.7 636.4 601.4
BBB 568.7 411.4 569.8 504.8
BB and below 84.6 83.7 84.1 98.5
Total by lowest agency rating $ 52483 $ 47292 $ 47544 $ 4,665.6
Vintage
2003 and prior $ 20641 $ 20362 $ 2,0929 $ 2,174.9
2004 612.6 542.0 545.6 523.4
2005 742.5 634.7 716.2 683.4
2006 (2) 496.7 415.2 428.2 389.7
2007 (2 1,304.9 1,074.9 971.5 894.2
2008 275 26.2 = =
Total by vintage $ 52483 $ 4,729.2 $ 47544 $ 4,665.6
@ Includes leveraged interest-only CMBS for which our fixed income analysts internally rate as BBB-, but the agencies rate as
AAA.
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(2 Asof March 31, 2008, 53% of the 2006 vintage are rated AAA and 11% are rated AA, and 56% of the 2007 vintage are rated
AAA and 22% arerated AA.

U.S. Invested Assets
Asset-Backed Securities—Home Equity by Rating and Vintage

March 31, 2008 December 31, 2007
Amortized cost Carrying amount Amortized cost Carrying amount
(in millions)
L owest agency rating
AAA $ 4074 $ 3732 % 4544 % 434.1
AA 110.7 87.1 105.1 90.9
A 41.2 28.7 314 274
BBB 12.9 9.4 8.1 4.6
BB and below 11.9 8.7 — —
Total by lowest agency rating $ 5841 $ 507.1 $ 599.0 $ 557.0
Vintage
2003 and prior $ 2974 $ 2676 $ 3076 $ 290.2
2004 100.3 88.0 104.3 100.2
2005 104.4 87.2 107.6 97.6
2006 18.8 13.8 16.3 15.7
2007 63.2 50.5 63.2 53.3
Total by vintage $ 584.1 $ 5071 $ 599.0 $ 557.0

We believe that our long-term fixed maturity securities portfolio iswell diversified among industry types and between
publicly traded and privately placed securities. Each year, we direct the majority of our net cash inflows into investment grade fixed
maturity securities. Our current policy isto limit the percentage of cash flow invested in below investment grade assets to 10% of cash
flow. As of March 31, 2008, we had invested 8.5% of new cash flow for the year in below investment grade assets. While the general
account investment returns have improved due to the below investment grade asset class, we manage its growth strategically by
limiting it to 10% of the total fixed maturity securities portfolios.

Weinvest in privately placed fixed maturity securities to enhance the overall value of the portfolio, increase diversification
and obtain higher yields than are possible with comparable quality public market securities. Generally, private placements provide
broader access to management information, strengthened negotiated protective covenants, call protection features and, where
applicable, ahigher level of collateral. They are, however, generally not freely tradable because of restrictions imposed by federal and
state securities laws and illiquid trading markets.
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The following table shows the carrying amount of our corporate fixed maturity securities by Salomon industry category, as
well as the percentage of the total corporate portfolio that each Salomon industry category comprises as of March 31, 2008 and
December 31, 2007.

U.S. Invested Assets
Corporate Fixed Maturity Securities by Salomon Industry

March 31, 2008 December 31, 2007
Carryingamount % of total Carrying amount % of total
($in millions)

Industry class
Finance — Bank $ 3,872.6 12% $ 4,125.7 13%
Finance — Insurance 3,093.6 10 3,147.8 10
Finance — Other 4,585.0 14 4,770.1 15
Industrial — Consumer 1,296.8 4 1,241.3 4
Industrial — Energy 3,232.2 10 3,143.0 10
Industrial — Manufacturing 5,967.9 19 5,638.7 18
Industrial — Other 172.4 1 1714 1
Industrial — Service 4,413.9 14 4,432.1 14
Industrial — Transport 1,066.7 3 1,020.1 3
Utility — Electric 2,384.6 8 2,325.5 7
Utility — Other 45.8 — 46.5 —
Utility — Telecom 1,579.7 5 1,626.1 5

Total $ 31,711.2 100% $ 31,688.3 100%

We monitor any declinein the credit quality of fixed maturity securities through the designation of “problem securities’,
“potential problem securities” and “restructured securities’. We define problem securities in our fixed maturity portfolio as securities:
(i) asto which principal and/or interest payments are in default or where default is perceived to be imminent in the near term, or
(i) issued by a company that went into bankruptcy subsequent to the acquisition of such securities. We define potential problem
securitiesin our fixed maturity portfolio as securities included on an internal “watch list” for which management has concerns asto
the ability of the issuer to comply with the present debt payment terms and which may result in the security becoming a problem or
being restructured. The decision whether to classify a performing fixed maturity security as a potential problem involves significant
subjective judgments by our management asto the likely future industry conditions and developments with respect to the issuer. We
define restructured securities in our fixed maturity portfolio as securities where a concession has been granted to the borrower related
to the borrower’ s financial difficulties that would not have otherwise been considered. We determine that restructures should occur in
those instances where greater economic value will be realized under the new terms than through liquidation or other disposition and
may involve achange in contractual cash flows. If at the time of restructure, the present value of the new future cash flowsis less than
the current cost of the asset being restructured, arealized capital lossisrecorded in net income and a new cost basis is established.

We have aprocessin place to identify securities that could potentially have a credit impairment that is other than temporary.
This process involves monitoring market events that could impact issuers’ credit ratings, business climate, management changes,
litigation and government actions and other similar factors. This process also involves monitoring late payments, pricing levels,
downgrades by rating agencies, key financial ratios, financial statements, revenue forecasts and cash flow projections as indicators of
credit issues.

Every month, a group of individuals including the Chief Investment Officer, our Portfolio Managers, members of our
Workout Group and representatives from Investment Accounting review all securities to determine whether an other than temporary
declinein value exists and whether losses should be recognized. The analysis focuses on each issuer’s ability to serviceits debtsin a
timely fashion and the length of time the security has been trading below cost. Forma documentation of the analysis and our decision
is prepared and approved by management.

We consider relevant facts and circumstances in evaluating whether a credit or interest-rate related impairment of a security
is other than temporary. Relevant facts and circumstances considered include: (1) the extent and length of time the fair value has been
below cost; (2) the reasons for the declinein value; (3) the financial position and access to capital of the issuer, including the current
and future impact of any specific events and (4) our ability and intent to hold the security for a period of
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time that allows for the recovery in value which, in some cases, may extend to maturity. To the extent we determine that a security is
deemed to be other than temporarily impaired, the difference between amortized cost and fair value would be charged to net income.

There are anumber of significant risks and uncertainties inherent in the process of monitoring credit impairments and
determining if an impairment is other than temporary. These risks and uncertainties include: (1) the risk that our assessment of an
issuer’s ability to meet al of its contractual obligations will change based on changes in the credit characteristics of that issuer, (2) the
risk that the economic outlook will be worse than expected or have more of an impact on the issuer than anticipated, (3) the risk that
our investment professionals are making decisions based on fraudulent or misstated information in the financial statements provided
by issuers and (4) the risk that new information obtained by us or changesin other facts and circumstances lead us to change our intent
to hold the security to maturity or until it recoversin value. Any of these situations could result in a charge to earningsin afuture
period.

The net realized loss relating to other than temporary credit impairments of fixed maturity securities was $40.1 million for the
three months ended March 31, 2008.

For the three months ended March 31, 2008, we realized $4.7 million of gross losses upon disposal of bonds excluding
hedging adjustments. Included in this $4.7 million is $4.4 million related to sales of six credit impaired and credit related names. We
generaly intend to hold securities in unrealized loss positions until they mature or recover. However, we do sell bonds under certain
circumstances such as when we have evidence of a significant deterioration in the issuer’s creditworthiness, when a changein
regulatory requirements modifies what constitutes a permissible investment or the maximum level of investments held or when there
isan increasein capital requirements or a changein risk weights of debt securities. Sales generate both gains and 1osses.

The following tables present our fixed maturity securities available-for-sale by industry category and the associated gross
unrealized gains and losses as of March 31, 2008 and December 31, 2007.
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U.S. Invested Assets
Fixed Maturity Securities Available-for-Sale by Industry Category

March 31, 2008
Gross Gross
Amortized unrealized unrealized Carrying
cost gains losses amount
(in millions)

Finance — Bank $ 4191 $ 420 $ 395 % 3,842.6
Finance — Insurance 3,176.4 59.6 142.4 3,093.6
Finance — Other 4,740.2 105.7 260.9 4,585.0
Industrial — Consumer 1,283.6 37.3 24.1 1,296.8
Industrial — Energy 3,122.0 144.1 33.9 3,232.2
Industrial — Manufacturing 5,983.3 147.1 162.5 5,967.9
Industrial — Other 171.6 29 21 1724
Industrial — Service 4,390.7 123.2 100.0 4,413.9
Industrial — Transport 1,064.1 40.9 38.3 1,066.7
Utility — Electric 2,332.3 85.8 335 2,384.6
Utility — Other 41.0 4.8 — 45.8
Utility — Telecom 1,565.7 58.5 44.5 1,579.7

Total corporate securities 32,067.0 851.9 1,237.7 31,681.2
Residential pass-through securities 1,522.0 33.8 20 1,553.8
Commercial mortgage-backed securities 5,248.3 60.0 579.1 4,729.2
Residential collateralized mortgage obligations (1) 950.3 51 65.8 889.6
Asset-backed securities— Home equity (2) 584.1 0.5 77.5 507.1
Asset-backed securities— All other 774.7 45 333 745.9
Collateralized debt obligations — Credit 678.2 — 324.2 354.0
Collateralized debt obligations— CMBS 3314 — 126.7 204.7
Collateralized debt obligations — Loans 88.6 — 14.7 73.9
Collateralized debt obligations— ABS (3) 83.7 0.5 36.6 47.6

Total mortgage-backed and other asset-backed securities 10,261.3 104.4 1,259.9 9,105.8
U.S. Government and agencies 570.3 41.0 0.2 611.1
States and political subdivisions 1,950.8 41.6 20.2 1,972.2
Non-U.S. governments 413.0 39.4 1.6 450.8

Total fixed maturity securities, available-for-sale $452624 $ 10783 $ 25196 $ 43,8211
(@) Includes exposure to Alt-a mortgage |oans with an amortized cost of $77.3 million, gross unrealized gains of $0.1 million,

gross unrealized losses of $9.7 million and a carrying amount of $67.7 million. All of these securities are rated AAA and 62%
are 2005 and prior vintages.

2 This exposureisal related to sub-prime mortgage loans.

©)] Includes exposure to sub-prime mortgage loans with an amortized cost of $74.7 million, gross unrealized gains of $0.4
million, gross unrealized losses of $32.5 million and a carrying amount of $42.6 million.
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Finance — Bank
Finance — Insurance
Finance — Other
Industrial — Consumer
Industrial — Energy
Industrial — Manufacturing
Industrial — Other
Industrial — Service
Industrial — Transport
Utility — Electric
Utility — Other
Utility — Telecom

Total corporate securities

Residential pass-through securities
Commercial mortgage-backed securities
Residential collateralized mortgage obligations (1)
Asset-backed securities — Home equity (2)
Asset-backed securities— All other
Collateralized debt obligations — Credit
Collateralized debt obligations— CMBS
Collateralized debt obligations — Loans
Collateralized debt obligations— ABS (3)
Total mortgage-backed and other asset-backed securities

U.S. Government and agencies
States and political subdivisions

Non-U.S. governments

Total fixed maturity securities, available-for-sale

U.S. Invested Assets
Fixed Maturity Securities Available-for-Sale by Industry Category

December 31, 2007

Gross Gross
Amortized unrealized unrealized Carrying
cost gains losses amount
(in millions)

$ 42264 $ 460 $ 1767 $ 4,095.7
3,115.6 100.6 68.4 3,147.8
4,784.1 1334 147.4 4,770.1
1,230.2 30.2 191 1,241.3
3,012.3 153.7 23.0 3,143.0
5,601.8 145.0 108.1 5,638.7
169.9 25 10 171.4
4,341.6 137.2 46.7 4,432.1
1,001.4 422 235 1,020.1
2,268.6 79.9 23.0 2,325.5
41.0 55 = 46.5
1,558.9 86.3 19.1 1,626.1
31,351.8 962.5 656.0 31,658.3
1,481.5 23.6 9.0 1,496.1
4,754.4 107.4 196.2 4,665.6
947.7 3.3 14.1 936.9
599.0 0.1 42.1 557.0
892.6 191 8.3 903.4
735.4 0.1 123.6 611.9
332.7 14 71.6 262.5
88.8 — 5.7 83.1
94.1 — 30.1 64.0
9,926.2 155.0 500.7 9,580.5
628.5 29.0 0.1 657.4
1,867.6 39.1 10.2 1,896.5
419.4 35.7 12 453.9

$441935 $ 12213 $ 11682 $ 44,246.6

1)

Includes exposure to Alt-a mortgage |oans with an amortized cost of $78.7 million, gross unrealized gains of $0.4 million,

gross unrealized losses of $4.1 million and a carrying amount of $75.0 million. All of these securities are rated AAA and 62%
are 2005 and prior vintages.

2
3

This exposureisal related to sub-prime mortgage loans.

million and a carrying amount of $56.3 million.

Includes exposure to sub-prime mortgage loans with an amortized cost of $85.1 million, gross unrealized losses of $28.8

The credit disruption in the market that began in the last half of 2007, and continued into 2008, has led to reduced liquidity
and wider credit spreads. Asaresult, we have seen an increase in unrealized losses in our securities portfolio. The losses were more
pronounced in the finance sectors and in structured products such as collateralized debt obligations, ABS and CMBS. The declinein
valuein large part reflects the illiquid markets.

The total unrealized losses on our fixed maturity securities available-for-sale were $2,519.6 million and $1,168.2 million as
of March 31, 2008 and December 31, 2007, respectively. Of the $2,519.6 million in gross unrealized losses as of March 31, 2008,
there were $7.7 million in losses attributed to securities scheduled to mature in one year or less, $179.3 million attributed to securities
scheduled to mature between one to five years, $447.7 million attributed to securities scheduled to mature between five to ten years,
$625.0 million attributed to securities scheduled to mature after ten years and
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$1,259.9 million related to mortgage-backed and other ABS that are not classified by maturity year. The gross unrealized | osses as of
March 31, 2008, were concentrated primarily in the Commercial mortgage-backed securities, Finance — Bank, Collateralized debt
obligations — Credit, Finance — Other and Industrial — Manufacturing sectors. The gross unrealized losses as of December 31,
2007, were concentrated primarily in the Commercial mortgage-backed securities, Finance — Bank, Finance — Other, Collateralized
debt obligations — Credit and Industrial — Manufacturing sectors.

Theincrease in unrealized losses was primarily due to the recent credit spread widening stemming from concernsin the sub-
prime mortgage and leveraged finance markets. The credit concerns in the sub-prime market led to afairly broad repricing of all
credit based assets and strained market liquidity. This market disruption has impacted valuations at March 31, 2008, particularly in
the CMBS, CDO and Finance sectors. Future changesin the fair value of these securities will be dependent on the return of market
liquidity and changesin general market conditions including interest rates and credit spread movements. Dueto theissuers’ continued
satisfaction of the securities’ obligations in accordance with their contractual termsin the past, the expectation that they will continue
to do so given the evaluation of the fundamentals of the issuers’ financial condition and other objective evidence and management’s
intent and ability to hold these securities to recovery, we believe the prices of the securities in the sectors were temporarily depressed.

The following tables present our fixed maturity securities available-for-sale by investment grade and below investment grade
and the associated gross unrealized gains and losses as of March 31, 2008 and December 31, 2007.

U.S. Invested Assets
Fixed Maturity Securities Available-for-Sale by Quality

March 31, 2008

Gross Gross
Amortized unrealized unrealized Carrying
cost gains losses amount
(in millions)
Investment grade:
Public $ 289170 $ 7198 $ 12211 $ 284157
Private 14,045.1 3124 1,117.8 13,239.7
Below investment grade:
Public 1,122.3 194 99.7 1,042.0
Private 1,178.0 26.7 81.0 1,123.7
Total fixed maturity securities, available-for-sale $452624 $ 10783 $ 25196 $ 438211
U.S. Invested Assets
Fixed Maturity Securities Available-for-Sale by Quality
December 31, 2007
Gross Gross
Amortized unrealized unrealized Carrying
cost gains losses amount
(in millions)
Investment grade:
Public $ 27,9669 $ 7528 $ 5775 $ 28,1422
Private 14,027.8 410.3 496.3 13,941.8
Below investment grade:
Public 1,149.9 27.4 63.8 1,1135
Private 1,048.9 30.8 30.6 1,049.1
Total fixed maturity securities, available-for-sale $ 441935 $ 12213 $ 11682 $ 44,246.6
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