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PART I - FINANCIAL INFORMATION

Item 1. Financial Statements

Assets
Fixed maturities, available-for-sale
Fixed maturities, trading
Equity securities, available-for-sale
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
Assets of discontinued operations
Other assets

Total assets

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

Total liabilities

Stockholders’ equity

Principal Financial Group, Inc.
Consolidated Statements of Financial Position

Series A preferred stock, par value $.01 with liquidation preference of $100 per share — 3.0
million shares authorized, issued and outstanding in 2005

Series B preferred stock, par value $.01 with liquidation preference of $25 per share — 10.0
million shares authorized, issued and outstanding in 2005

Common stock, par value $.01 per share — 2,500.0 million shares authorized, 380.1 million and
379.1 million shares issued, and 279.4 million and 300.6 million shares outstanding in 2005

and 2004, respectively
Additional paid-in capital
Retained earnings

Accumulated other comprehensive income

Treasury stock, at cost (100.7 million and 78.5 million common shares in 2005 and 2004,

respectively)
Total stockholders’ equity

Total liabilities and stockholders’ equity

See accompanying notes.

June 30, December 31,
2005 2004
(Unaudited) (Note 1)
(in millions)

$ 42,1154 $ 40,916.3
91.3 93.0

767.3 762.6
11,691.7 11,7145
1,023.3 982.9
813.0 814.5
1,207.0 1,585.7
57,709.0 56,869.5
1,171.6 451.9
672.8 678.0

719.6 628.5
1,969.1 1,837.6
419.3 429.4

275.7 232.9

211.5 196.5
53,007.9 51,507.9

— 50.1

1,036.1 915.8

$ 117,1926 § 113,798.1
$ 33,3229 $ 32,183.3
16,212.9 16,042.6
746.6 734.9

456.3 281.7

839.5 843.5

— 277.1

1,197.3 1,131.7
53,007.9 51,507.9

— 1.3

3,557.1 3,249.8
109,340.5 106,253.8
0.1 —

3.8 3.8

7,860.5 7,269.4
1,733.9 1,289.5
1,453.9 1,313.3
(3,200.1) (2,331.7)
7,852.1 7,544.3

$ 117,1926 § 113,798.1




Principal Financial Group, Inc.
Consolidated Statements of Operations

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 from continuing operations before income taxes

Income taxes
Income from continuing operations, net of related income
taxes

Income (loss) from discontinued operations, net of related
income taxes

Income before cumulative effect of accounting change

Cumulative effect of accounting change, net of related
income taxes

Net income

Earnings per common share
Basic earnings per common share:
Income from continuing operations, net of related income
taxes
Income (loss) from discontinued operations, net of related
income taxes
Income before cumulative effect of accounting change
Cumulative effect of accounting change, net of related
income taxes
Net income

Diluted earnings per common share:

Income from continuing operations, net of related income
taxes

Income (loss) from discontinued operations, net of related
income taxes

Income before cumulative effect of accounting change

Cumulative effect of accounting change, net of related
income taxes

Net income

See accompanying notes.

(Unaudited)
For the three months ended For the six months ended
June 30, June 30,
2005 2004 2005 2004
(in millions, except per share data)
$ 9489 $ 892.6 $ 1,883.0 $ 1,813.0
405.3 364.2 822.5 696.8
836.3 789.2 1,630.4 1,574.5
10.2 (66.3) 8.7 (108.8)
2,200.7 1,979.7 4,344.6 3,975.5
1,264.5 1,221.1 2,498.8 2,407.2
72.2 74.4 145.1 147.7
580.8 521.1 1,137.7 1,050.6
1,917.5 1,816.6 3,781.6 3,605.5
283.2 163.1 563.0 370.0
59.4 34.2 134.2 78.3
223.8 128.9 428.8 291.7
15.1 (9.2) 15.6 273
238.9 119.7 444.4 319.0
— — — (5.7)
$ 2389 $ 119.7  $ 4444 $ 313.3
$ 0.78 $ 041 $ 145 $ 0.91
0.05 (0.03) 0.05 0.09
0.83 0.38 1.50 1.00
— — — (0.02)
$ 083 $ 038 §$ 150 § 0.98
$ 077 $ 040 $ 144 § 0.91
0.05 (0.03) 0.05 0.09
0.82 0.37 1.49 1.00
— — — (0.02)
$ 0.82 $ 037 $ 149 § 0.98




Balances at January 1, 2004
Shares issued
Capital transactions of equity method investee,
net of related income taxes
Stock-based compensation and additional related
tax benefits
Tax benefits related to initial public offering
Treasury stock acquired
Comprehensive loss:
Net income
Net unrealized losses
Provision for deferred income tax benefits
Foreign currency translation adjustment,
net of related income taxes
Comprehensive loss
Balances at June 30, 2004

Balances at January 1, 2005
Series A preferred stock issued
Series B preferred stock issued
Common stock issued
Capital transactions of equity method investee,
net of related income taxes
Stock-based compensation and additional related
tax benefits
Treasury stock acquired, common
Comprehensive income:
Net income
Net unrealized gains
Provision for deferred income taxes
Foreign currency translation adjustment,
net of related income taxes
Comprehensive income

Balances at June 30, 2005

See accompanying notes.

Principal Financial Group, Inc.
Consolidated Statements of Stockholders’ Equity

(Unaudited)
Accumulated
Series A Series B Additional other Total
preferred preferred Common paid-in Retained comprehensive Treasury stockholders’
stock stock stock capital earnings income stock equity
(in millions)

— $ — $ 38 $ 7,1532 § 6304 $ 1,171.3 $ (1,559.1) $ 7,399.6
— — — 14.1 — — — 14.1
— — — 13.1 — — — 13.1
— — — 22.7 — — — 22.7
— — — 8.8 — — — 8.8
— — — — — — (222.3) (222.3)
— — — — 3133 — — 3133
— — — — — (596.2) — (596.2)
— — — — — 228.9 — 228.9
— — — — — (42.9) — (42.9)
(96.9)

— 8 — § 38 § 72119 § 943.7 $ 761.1 $ (1,781.4) $ 7,139.1
— 8 — 8 38 § 7,269.4 $ 1,289.5 § 1,3133 $ (2,331.7) $ 7,544.3
— — — 296.0 — — — 296.0
— 0.1 — 2459 — — — 246.0
— — — 25.8 — — — 25.8
— — 0.4 — — — 0.4
— — — 23.0 — — — 23.0
— — — = = = (868.4) (868.4)
— — — — 444.4 — — 444.4
— — — — — 164.7 — 164.7
— — — — — (41.0) — (41.0)
— — — — — 16.9 — 16.9
585.0

— 3 0.1 § 38 $ 7,860.5 $ 1,7339 § 1,4539 $ (3,200.1) $ 7,852.1




Principal Financial Group, Inc.
Consolidated Statements of Cash Flows

(Unaudited)

Operating activities
Net income

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

Income from discontinued operations, net of related income taxes
Cumulative effect of accounting change, net of related income taxes
Amortization of deferred policy acquisition costs
Additions to deferred policy acquisition costs
Accrued investment income
Premiums due and other receivables
Contractholder and policyholder liabilities and dividends
Current and deferred income tax benefits
Net realized/unrealized capital losses (gains)
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

Sales

Maturities
Mortgage loans acquired or originated
Mortgage loans sold or repaid
Real estate acquired
Real estate sold
Net purchases of property and equipment
Net proceeds from sales of subsidiaries
Purchases of interest in subsidiaries, net of cash acquired
Net change in other investments
Net cash used in investing activities

For the six months ended

June 30,
2005 2004
(in millions)
4444 3 3133
(15.6) (27.3)
— 5.7
126.7 92.4
(249.4) (215.0)
5.2 22.9
(20.4) 33.8
932.3 680.4
(415.9) (4.9)
8.7) 108.8
48.1 52.9
(1,077.3) (423.9)
1,108.2 449.5
(26.7) (16.1)
4.8 56.4
22.9 20.9
(73.3) (220.2)
360.9 616.3
805.3 929.6
(4,753.5) (5,137.1)
961.7 1,477.3
3,046.6 2,802.0
(444.0) (949.6)
435.5 783.4
(161.1) (105.7)
267.2 131.7
(18.1) (24.4)
— 14.9
(54.4) (106.2)
(41.2) (65.5)
(761.3) (1,179.2)




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

Financing activities

Issuance of common stock

Issuance of preferred stock

Acquisition of treasury stock

Proceeds from financing element derivatives
Payments for financing element derivatives
Issuance of long-term debt

Principal repayments of long-term debt

Net proceeds of short-term borrowings
Investment contract deposits

Investment contract withdrawals

Net increase (decrease) in banking operation deposits
Net cash provided by financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

See accompanying notes.

(Unaudited)

For the six months ended

June 30,
2005 2004
(in millions)

$ 258 $ 14.1
542.0 —
(868.4) (222.3)

83.0 94.0
(55.6) (41.1)

12.2 7.8
(11.5) (221.1)

172.4 49.6

4,072.6 3,805.3
(3,319.5) (2,938.2)
22.7 (13.9)

675.7 534.2

719.7 284.6

451.9 1,190.2

$ 1,171.6 $ 1,474.8




Principal Financial Group, Inc.
Notes to Consolidated Financial Statements
June 30, 2005
(Unaudited)

1. Nature of Operations and Significant Accounting Policies
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 (“VIE”), 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
a fair presentation have been included. Operating results for the three months and six months ended June 30, 2005, are not necessarily
indicative of the results that may be expected for the year ended December 31, 2005. These interim unaudited consolidated financial
statements should be read in conjunction with our annual audited financial statements as of December 31, 2004, included in our Form
10-K for the year ended December 31, 2004, filed with the United States Securities and Exchange Commission (“SEC”). The
accompanying consolidated statement of financial position at December 31, 2004, has been derived from the audited consolidated
statement of financial 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 December 31, 2004, and June 30, 2004 financial statements to conform to the June 30, 2005
presentation.

Recent Accounting Pronouncements

On May 30, 2005, the Financial Accounting Standards Board (the “FASB”) issued Statement of Financial Accounting Standards
(“SFAS”) No. 154, Accounting Changes and Error Corrections, a replacement of APB Opinion No. 20 and FASB Statement No. 3
(“SFAS 154”), which changes the requirements for the accounting and reporting of a change in accounting principle. SFAS 154
applies to all voluntary changes in accounting principles and also to changes required by an accounting pronouncement that does not
contain specific transition provisions. SFAS 154 carries forward without change the guidance contained in Accounting Principles
Board (“APB”) Opinion No. 20, Accounting Changes, for reporting the correction of an error in previously issued financial statements
and a change in accounting estimate. SFAS 154 is effective for accounting changes and corrections of errors made in fiscal years
beginning after December 15, 2005. We will be adopting SFAS 154 effective January 1, 2006. SFAS 154 does not change the
transition provisions of any existing accounting pronouncements.

On December 16, 2004, the FASB issued SFAS No. 123 (revised 2004), Share-Based Payment, (“SFAS 123R”). SFAS 123R requires
all share-based payments to employees to be recognized at fair value in the financial statements. SFAS 123R replaces SFAS No. 123,
Accounting for Stock-Based Compensation (“SFAS 123”), supersedes APB Opinion No. 25, Accounting for Stock Issued to Employees
(“APB 25”), and SFAS No. 148, Accounting for Stock-Based Compensation-Transition and Disclosure- an Amendment of FASB
Statement No. 123 and amends FASB Statement No. 95, Statement of Cash Flows. On April 14, 2005, the SEC approved a new rule
delaying the effective date of SFAS 123R to annual periods that begin after June 15, 2005. Accordingly, we will be adopting SFAS
123R effective January 1, 2006. This Statement will not have a material impact on our consolidated financial statements as we began
expensing all stock options using a fair-value based method effective for the year beginning January 1, 2002. In addition, any stock
options granted prior to January 1, 2002 have already fully vested. We applied the prospective method of transition as prescribed by
SFAS 123.

In May 2005, we learned of discussions between several major accounting firms, the FASB and the SEC concluding it is appropriate
to recognize compensation cost immediately for stock awards granted to retirement eligible employees or over the period from the
grant date to the date retirement eligibility is achieved, if retirement eligibility is expected to occur during the nominal vesting period.
Our approach has been to follow the widespread practice of recognizing compensation cost over the explicit service period (up to the
date of actual retirement). For any awards that are granted after we adopt SFAS 123R on January 1, 2006, we will recognize
compensation cost through the period that the employee first becomes eligible to retire and is no longer required to provide service to
earn the award. If we had applied the nonsubstantive vesting provisions of SFAS 123R to awards granted prior to January 1, 2006,
our consolidated financial statements would not have been materially impacted.
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements (continued)
June 30, 2005
(Unaudited)

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

At June 30, 2005 and December 31, 2004, the separate accounts included a separate account valued at $698.9 million and $782.8
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 the demutualization. These shares are included 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. Changes in fair value of
the separate account shares are reflected in both the separate account assets and separate account liabilities.

Stock-Based Compensation

At June 30, 2005, we have four stock-based compensation plans. We applied the fair value method to all stock-based awards granted
subsequent to January 1, 2002. For stock-based awards granted prior to this date, we used the intrinsic value method.

Awards under our plans vest over periods ranging from one year to three years. Therefore, the cost related to stock-based
compensation included in the determination of net income for the three months and six months ended June 30, 2004, is less than that
which would have been recognized if the fair value based method had been applied to all awards since the inception of our stock-
based compensation plans. Had compensation expense for our stock option awards and employees’ purchase rights been determined
based upon fair values at the grant dates for awards under the plans in accordance with SFAS 123, our net income and earnings per
share would have been reduced to the pro forma amounts indicated below. For the purposes of pro forma disclosures, the estimated
fair value of the options is amortized to expense over the options’ vesting period.

For the three months ended For the six months ended
June 30, June 30,
2005 2004 2005 2004
(in millions, except per share data)

Net income, as reported $ 2389 § 119.7 $ 4444 $ 3133
Add: Stock-based compensation expense included in
reported net income, net of related tax effects 8.2 9.2 13.5 12.6

Deduct: Total stock-based compensation expense
determined under fair value based method for all

awards, net of related tax effects 8.2 10.1 13.5 14.3
Pro forma net income $ 2389 § 118.8 $ 4444 $ 311.6
Basic earnings per share:

As reported $ 0.83 $ 038 $ 1.50 § 0.98

Pro forma 0.83 0.37 1.50 0.98
Diluted earnings per share:

As reported $ 082 $§ 037 $ 1.49 $ 0.98

Pro forma 0.82 0.37 1.49 0.97




Principal Financial Group, Inc.
Notes to Consolidated Financial Statements (continued)
June 30, 2005
(Unaudited)

2. Discontinued Operations

Real Estate Investment

On May 25, 2005, we entered into a definitive agreement for the sale of a real estate property previously held for investment
purposes. This property qualifies for discontinued operations treatment under SFAS No. 144, Accounting for the Impairment or
Disposal of Long-Lived Assets (“SFAS 144”). Therefore, the results of operations have been removed from our results of continuing
operations and cash flows for all periods presented. The gain on disposal is reported as an other after-tax adjustment in our Corporate

and Other segment.

Selected financial information for the discontinued operation is as follows:

June 30, December 31,
2005 2004
(in millions)

Assets
Real estate $ — % 49.1
All other assets — 1.0

Total assets $ — 3 50.1
Liabilities
Liabilities $ — 3 1.3

Total liabilities $ — 1.3

For the three months For the six months
ended June 30, ended June 30,
2005 2004 2005 2004
(in millions)

Total revenues $ 0.7 § — 3 14 3 0.9

Income from discontinued operations:

Income before income taxes $ 0.7 $ — 3 14 § 0.9

Income taxes 0.3 — 0.5 0.3
Income from discontinued operations, net of related

income taxes 0.4 — 0.9 0.6
Gain on disposal of discontinued operations, net of

related income taxes 14.7 — 14.7 —

Net income $ 151 $ — S 156 $ 0.6
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements (continued)
June 30, 2005
(Unaudited)

3. Consolidated Variable Interest Entities

Synthetic Collateralized Debt Obligation. On May 26, 2005, we invested $130.0 million in a secured limited recourse credit linked
note issued by a grantor trust. The trust entered into a credit default swap providing credit protection on the first 45% of loss of seven
mezzanine tranches totaling $288.9 million of seven synthetic reference portfolios. The risk of loss for the seven referenced
mezzanine tranches begins at 4.85% and ends at 10.85% of loss on each of the seven synthetic reference portfolios. Therefore,
defaults in an underlying reference portfolio will only affect the credit-linked note if cumulative losses exceed 4.85% of a synthetic
reference portfolio.

We have determined that this grantor trust is a variable interest entity and that we are the primary beneficiary of the trust due to our
sole interest in the variable interest entity and management of the synthetic reference portfolios. Upon consolidation of the trust, as of
June 30, 2005, our consolidated statements of financial position include $130.0 million of available-for-sale fixed maturity securities,
which represented the collateral held by the trust. As of June 30, 2005, the credit default swap entered into by the trust has an
outstanding notional amount of $130.0 million and a change in fair value of a $2.2 million pre-tax loss that is recorded in earnings and
is reflected on the consolidated statements of financial position as an other liability. The creditors of the grantor trusts have no
recourse to our assets.

4. Securitization Transactions

We, along with other contributors, sell commercial mortgage loans to trusts that, in turn, securitize the assets. We retain primary
servicing responsibilities and may retain other immaterial interests. We receive annual servicing fees approximating 0.01%, which
approximates cost. The investors and the securitization entities have no recourse to our other assets for failure of debtors to pay when
due. The value of our retained interests is subject primarily to credit risk.

As these trusts are classified as qualifying special purpose entities (“QSPE”) pursuant to the guidance of SFAS No. 140, Accounting
for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities - A Replacement of FASB Statement 125 (“SFAS
140”), we recognize the gain on the sale of the loans to the trust and the trusts are not required to be consolidated under the provisions
of FIN 46R. There is significant judgment used to determine whether a trust is a qualifying special purpose entity. To maintain QSPE
status, the trust must continue to meet the QSPE criteria both initially and in subsequent periods. We have analyzed the governing
pooling and servicing agreements for each of our securitizations and believe that the terms are industry standard and are consistent
with the QSPE criteria. If at any time we determine a trust no longer qualifies as a qualifying special purpose entity, each trust will
need to be reviewed to determine if there is a need to recognize the commercial mortgage loan asset in the statement of financial
position along with the offsetting liability.

5. Federal Income Taxes

The effective income tax rate on income from continuing operations for the three months and six months ended June 30, 2005 is lower
than the prevailing corporate federal income tax rate primarily due to income tax deductions allowed for corporate dividends received
and Section 29 tax credits received on our investment in a synthetic fuel production facility. The effective income tax rate on income
from continuing operations for the three months and six months ended June 30, 2004 is lower than the prevailing corporate federal
income tax rate primarily due to income tax deductions allowed for corporate dividends received.

The Internal Revenue Service (the “Service”) has completed examinations of the U.S. consolidated federal income tax returns for
2001 and prior years. The Service has also started to examine returns for 2002 and 2003. The Service’s completion of the
examinations for the years 1999 - 2001 resulted in notices of deficiency dated December 29, 2004, and March 1, 2005. We paid the
deficiencies (approximately $444.0 million for 1999 and 2000, and $1.3 million for 2001, including interest) in the first quarter of
2005 and plan to file claims for refund relating to the disputed adjustments. The majority of the deficiency is attributable to the
disallowance of carrybacks of capital losses, net operating losses and foreign tax credits arising in years after 2001. We expect the
Service to allow some (if not all) of the carrybacks upon completion of the audit of the returns for the years in which the losses and
credits arose. The remainder of the deficiency is attributable to both contested issues and adjustments that we have accepted. We
believe that we have adequate defenses against, or sufficient provisions for, the contested issues. Consequently, we do not expect the
ultimate resolution of issues in tax years 1999 — 2001 to have a material impact on our net income. Similarly, we believe that there are
adequate defenses against, or sufficient provisions for, any challenges that might arise in tax years subsequent to 2001.
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements (continued)

6. Employee and Agent Benefits

Components of net periodic benefit cost (income):

June 30, 2005
(Unaudited)

Other postretirement

Pension benefits benefits
For the three months For the three months
ended June 30, ended June 30,
2005 2004 2005 2004
(in millions)
Service cost 124 § 128 $ 25 $ 2.3
Interest cost 194 18.3 4.2 3.9
Expected return on plan assets (24.1) (21.5) (7.3) (6.8)
Amortization of prior service cost (benefit) 0.4 0.5 (0.6) 0.7)
Recognized net actuarial loss 4.1 4.0 0.1 0.1
Net periodic benefit cost (income) $ 122§ 141 $ (1.1 $ (1.2)
Other postretirement
Pension benefits benefits
For the six months For the six months
ended June 30, ended June 30,
2005 2004 2005 2004
(in millions)

Service cost $ 248 $ 256 $ 50 $ 4.5
Interest cost 38.7 36.6 8.4 7.7
Expected return on plan assets (48.1) (43.1) (14.7) (13.6)
Amortization of prior service cost (benefit) 0.7 0.9 (1.3) (1.4)
Recognized net actuarial loss 8.2 8.2 0.3 0.3
Net periodic benefit cost (income) $ 243 § 282 $ 2.3) § (2.5)
Contributions

We anticipate contributing between $0.6 million and $1.5 million in 2005 to fund our other postretirement benefit plans. We
contributed $0.2 million during the three months ended June 30, 2005, and $0.3 million during the six months ended June 30, 2005.

Our funding policy for the 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 2005 will be zero so we will not
be required to fund the qualified pension plan during 2005. However, it is possible that we may fund the qualified and nonqualified
plans in 2005 in the range of $20 million to $50 million. During the three months and six months ended June 30, 2005, $8.4 million
was contributed to the plans.
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements (continued)
June 30, 2005
(Unaudited)

7. Comprehensive Income (Loss)

Comprehensive income (loss) is as follows:

Comprehensive income (loss):

Net income

Net change in unrealized gains and losses on fixed
maturities, available-for-sale

Net change in unrealized gains and losses on equity
securities, available-for-sale

Net change in unrealized gains and losses on equity method
subsidiaries and minority interest adjustments

Adjustments for assumed changes in amortization patterns:
Deferred policy acquisition costs
Sales inducements
Unearned revenue reserves

Net change in unrealized gains and losses on derivative
instruments

Adjustments to unrealized gains and losses for Closed Block
policyholder dividend obligation

Provision for deferred income tax benefit (expense)

Change in net foreign currency translation adjustment

Comprehensive income (loss)

For the three months ended

For the six months ended

June 30, June 30,
2005 2004 2005 2004
(in millions)

$ 2389 $ 119.7  $ 4444 $ 313.3
691.0 (1,411.7) 158.5 (773.4)
10.1 (19.7) 3.8 (10.5)
(17.3) 5.6 (17.0) (8.1)

(36.8) 122.9 6.8 80.3

(3.8) 6.2 0.2) 3.1
9.5) (6.1) 2.4) (4.8)

0.6 36.4 25.2 39.0

(62.9) 133.1 (10.0) 78.2

(188.1) 401.4 39.3) 228.6
24.2 (46.6) 152 (42.6)
$ 6464 $ (658.8) § 5850 $ (96.9)
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements (continued)
June 30, 2005
(Unaudited)

8. Contingencies, Guarantees and Indemnifications
Litigation

We are regularly involved in litigation, both as a defendant and as a plaintiff but primarily as a defendant. Litigation naming us as a
defendant ordinarily arises out of our business operations as a provider of asset management and accumulation products and services,
and 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 National Association of Securities Dealers,
Inc., the Department of Labor and others 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.

Several lawsuits have been filed against other insurance companies and insurance brokers alleging improper conduct relating to the
payment and non-disclosure of contingent compensation and bid-rigging activity. Several of these suits were filed as purported class
actions. Several state attorneys general and insurance regulators have initiated industry-wide inquiries or other actions relating to
compensation arrangements between insurance brokers and insurance companies and other industry issues. We received a subpoena
on March 3, 2005, from the Office of the Attorney General of the State of New York seeking information on compensation
agreements associated with the sale of retirement products. We are cooperating fully with the inquiry. We have received requests
from regulators and other governmental authorities relating to industry issues and may receive such requests in the future.

On December 23, 2004, a lawsuit was filed in lowa state court against us and our wholly owned subsidiaries, Principal Life Insurance
Company (“Principal Life””) and Principal Financial Services, Inc., on behalf of a proposed class comprised of the settlement class in
the Principal Life sales practices class action settlement, which was approved in April 2001 by the United States District Court for the
Southern District of Iowa. This new lawsuit claims that the treatment of the settlement costs of that sales practices litigation in relation
to the allocation of demutualization consideration to Principal Life policyholders was inappropriate. Demutualization allocation was
done pursuant to the terms of a plan of demutualization approved by the policyholders in July 2001 and Insurance Commissioner of
the State of Iowa in August 2001. The lawsuit further claims that such allocation was not accurately described to policyholders during
the demutualization process and is a breach of the sales practices settlement. On January 27, 2005, we filed a notice to remove the
action from state court to the United States District Court for the Southern District of lowa. On July 22, 2005, the plaintiff’s motion to
remand the action to state court was denied, and our motion to dismiss the lawsuit was granted.

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

Guarantees and Indemnifications

In the normal course of business, we have provided guarantees to third parties primarily related to a former subsidiary, joint ventures
and industrial revenue bonds. These agreements generally expire from 2005 through 2019. The maximum exposure under these
agreements as of June 30, 2005, was approximately $222.0 million; however, we believe the likelihood is remote that material
payments will be required and therefore have not accrued for a liability on our consolidated statements of financial position. 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, minimizing the impact to net income. The
fair value of such guarantees issued after January 1, 2003, was determined to be insignificant.

In connection with the 2002 sale of BT Financial Group, we agreed to indemnify the purchaser, Westpac Banking Corporation
(“Westpac™), for among other things, the costs associated with potential late filings made by BT Financial Group in New Zealand
prior to Westpac’s ownership, up to a maximum of A$250.0 million Australian dollars (approximately U.S. $190.0 million as of June
30, 2005). New Zealand securities regulations allow Australian issuers to issue their securities in New Zealand provided that certain
documents are appropriately filed with the New Zealand Registrar of Companies. Specifically, the regulations require that any
amendments to constitutions and compliance plans be filed in New Zealand. In April 2003, the New Zealand Securities Commission
(“the Commission”) opined that such late filings would result in certain New Zealand investors having a right to return of their
investment plus interest at 10% per annum from the date of investment.
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(Unaudited)

8. Contingencies, Guarantees and Indemnifications (continued)

This technical issue affected many in the industry. On April 15, 2004, the New Zealand government enacted legislation that will
provide issuers, including BT Financial Group, the opportunity for retroactive relief from such late filing violations. The law allows
issuers to apply for judicial validation of non-compliant issuances resulting from late filings. The law further provides that judicial
relief is mandatory and unconditional unless an investor was materially prejudiced by the late filing. Such judicial relief has been
granted to BT Financial Group and Westpac with regard to the vast majority of affected investors. As a result, we do not believe that
this matter will result in a material adverse effect on our business or financial position. It is possible, however, that it could have a
material adverse effect on net income in a particular quarter or annual period.

On December 24, 2004, Westpac lodged several warranty and indemnification claims related to the sale of BT Financial Group.
Under the sale agreements, certain warranty claims were required to be lodged by December 31, 2004. The claims aggregate
approximately A$50.0 million Australian dollars (approximately U.S. $38.0 million) with the majority of the claims (approximately
A$45.0 million Australian dollars, or U.S. $34.0 million) related to fund pricing and accounting issues around a tax asset called future
income tax benefit (“FITB”). FITB is an asset used in calculating unit pricing of funds. Westpac claims that BT Financial Group
incorrectly accrued FITB assets in valuing asset portfolios of BT funds in Australia and New Zealand and that as a result fund values
were overstated. We intend to vigorously defend against these claims. Although we cannot predict the outcome of this matter or
reasonably estimate possible losses, we do not believe that it would result in a material adverse effect on our business or financial
position. It is possible, however, that it could have a material adverse effect on net income in a particular quarter or annual period.

We are also subject to various other indemnification obligations issued in conjunction with certain transactions, primarily the sale of
BT Financial Group, 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 a material adverse effect on our business, financial position or net income. The
fair value of such indemnifications issued after January 1, 2003, was determined to be insignificant.

9. Segment Information

We provide financial products and services through the following segments: U.S. Asset Management and Accumulation, International
Asset Management and Accumulation and Life and Health Insurance. In addition, there is a Mortgage Banking segment (discontinued
operations) and 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.

The U.S. Asset Management and Accumulation segment provides retirement savings and related financial products and services
primarily to businesses, their employees and other individuals and provides asset management services to our asset accumulation
business, the life and health insurance operations, the Corporate and Other segment and third-party clients.

The International Asset Management and Accumulation segment offers retirement products and services, annuities, long-term mutual
funds and life insurance through operations in Brazil, Chile, Mexico, Hong Kong, India, Japan and Malaysia. On July 2, 2004, we
closed the sale of all the stock of our Argentine companies. Consequently, the results of operations (excluding corporate overhead) for
Principal International Argentina S.A. are reported as other after-tax adjustments for all periods presented.

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, throughout the
United States.

On July 1, 2004, we closed the sale of Principal Residential Mortgage, Inc. to CitiMortgage, Inc. The results of operations (excluding
corporate overhead) for our Mortgage Banking segment, which includes Principal Residential Mortgage, Inc., are reported as other

after-tax adjustments for all periods presented.
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9. Segment Information (continued)

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, intersegment 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.

Management uses segment operating earnings for goal setting, determining employee compensation, and evaluating performance on a
basis comparable to that used by securities analysts. We determine segment operating earnings by adjusting U.S. GAAP net income
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 and sales inducement costs, recognition of front-end fee revenues for
sales charges on pension products and services, net realized capital gains and losses distributed, minority interest capital gains and
losses and certain market value adjustments to fee revenues. Segment operating revenues exclude net realized/unrealized capital gains
and their impact on recognition of front-end fee revenues and certain market value adjustments to fee revenues. While these items
may be significant components in understanding and assessing 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 capital allocation and income tax allocation. The Corporate and Other segment functions to absorb the risk inherent in
interpreting and applying tax law. The segments are allocated 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.

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

June 30, December 31,
2005 2004
(in millions)

Assets:
U.S. Asset Management and Accumulation $ 97,2582 § 94,394.6
International Asset Management and Accumulation 3,854.6 3,642.0
Life and Health Insurance 13,764.7 13,185.4
Corporate and Other 2,315.1 2,576.1

Total consolidated assets $ 117,192.6 $ 113,798.1

For the three months ended

For the six months ended

June 30, June 30,
2005 2004 2005 2004
(in millions)

Operating revenues by segment:
U.S. Asset Management and Accumulation $ 971.1 $ 906.8 $ 1,9284 § 1,800.1
International Asset Management and Accumulation 158.2 122.3 291.0 2353
Life and Health Insurance 1,089.5 1,030.7 2,158.1 2,066.0
Corporate and Other (28.0) (11.9) (38.1) (10.3)

Total segment operating revenues 2,190.8 2,047.9 4,339.4 4,091.1
Add:
Net realized/unrealized capital gains (losses), including

recognition of front-end fee revenues and certain market

value adjustments to fee revenues 10.6 (68.2) 6.6 (114.7)
Subtract:
Operating revenues from discontinued real estate 0.7 — 14 0.9

Total revenue per consolidated statements of operations $ 2,200.7 S 1,979.7 $ 4,344.6 $ 3,975.5
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9. Segment Information (continued)
For the three months ended For the six months ended
June 30, June 30,
2005 2004 2005 2004
(in millions)

Operating earnings (loss) by segment:
U.S. Asset Management and Accumulation $ 1305 $ 1217 $ 269.1 $ 241.2
International Asset Management and

Accumulation 19.1 93 28.6 17.9
Life and Health Insurance 76.3 56.9 145.8 131.7
Mortgage Banking — 54 — (10.3)
Corporate and Other 4.9) 9.1 (13.3) (20.6)

Total segment operating earnings 221.0 173.4 430.2 359.9
Net realized/unrealized capital gains (losses), as

adjusted 3.2 (44.5) 0.5) (67.6)
Other after-tax adjustments (1) 14.7 (9.2) 14.7 21.0

Net income per consolidated statements of

operations $ 2389 § 119.7 $ 4444 § 313.3

(1) For the three months ended June 30, 2005, other after-tax adjustments reflect a $14.7 million gain on sale of a real estate property
that qualifies for discontinued operations treatment under SFAS 144.

For the three months ended June 30, 2004, other after-tax adjustments of $(9.2) million included the negative effect of a loss
from discontinued operations of Principal Residential Mortgage, Inc. ($9.5 million); and the positive effect of income from
discontinued operations of Argentina ($0.3 million).

For the six months ended June 30, 2005, other after-tax adjustments reflect a $14.7 million gain on sale of a real estate property
that qualifies for discontinued operations treatment under SFAS 144.

For the six months ended June 30, 2004, other after-tax adjustments of $21.0 million included the positive effects of: (1) income
from discontinued operations of Principal Residential Mortgage ($26.5 million) and (2) income from discontinued operations of
Argentina ($0.2 million); and the negative effect from a cumulative change in accounting principle related to the implementation
of Statement of Position 03-1, Accounting and Reporting by Insurance Enterprises for Certain Nontraditional Long-Duration
Contracts and for Separate Accounts ($5.7 million).

10. Stockholders’ Equity
Preferred Stock

As of June 30, 2005, we had 13.0 million shares of perpetual preferred stock authorized, issued and outstanding under the two series
described below. Preferred stockholders have dividend and liquidation priority over common stockholders.

Series A

On June 16, 2005, we issued 3.0 million shares of fixed rate, non-cumulative, Series A Perpetual Preferred Stock (“Series A Preferred
Stock”), at an initial offering price of $100 per share. We received net proceeds of $296.0 million after offering costs. Dividends on
the Series A Preferred Stock are non-cumulative and are payable quarterly when, and if, declared by our Board of Directors.
Dividends commence on September 30, 2005, at a rate of 5.563% per annum of the liquidation preference. On or after the dividend
payment date in June 2015, the Series A initial distribution rate will become a floating rate, subject to reset, at our option, subject to
certain conditions and parameters. If reset, the rate may be at fixed or floating rates. On or after the dividend payment date in June
2015, we may, at our option, redeem the shares at a price of $100 per share, or $300.0 million in the aggregate, plus accrued and
unpaid dividends for the then current dividend period to the date of redemption, if any.
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10. Stockholders’ Equity (continued)

The Series A Preferred Stock has no stated maturity and is not convertible in to any other of our securities. Series A Preferred Stock
will have no voting rights, except with respect to certain fundamental changes in the terms of the shares and in the case of certain
dividend non-payments.

Series B

On June 16, 2005, we issued 10.0 million shares of fixed rate, non-cumulative, Series B Perpetual Preferred Stock (“Series B
Preferred Stock™), at an initial offering price of $25 per share. We received net proceeds of $246.0 million after offering costs.
Dividends on the Series B Preferred Stock are non-cumulative and are payable quarterly when, and if, declared by the Board of
Directors. Dividends commence on September 30, 2005, at a rate of 6.518% per annum of the liquidation preference. On or after the
dividend payment date in June 2035, the Series B initial distribution rate will become a floating rate, subject to reset, at our option,
subject to certain conditions and parameters. If reset, the rate may be at fixed or floating rates. On or after the dividend payment date
in June 2015, we may, at our option, redeem the shares at a price of $25 per share, or $250.0 million in the aggregate, plus accrued and
unpaid dividends for the then current dividend period to the date of redemption, if any.

The Series B Preferred Stock has no stated maturity and is not convertible in to any other of our securities. Series B Preferred Stock
will have no voting rights, except with respect to certain fundamental changes in the terms of the shares and in the case of certain
dividend non-payments.

Dividend Restrictions

The certificates of designations for the Series A and B Preferred Stock restrict the declaration of preferred dividends if we fail to meet
specified capital adequacy, net income or stockholders’ equity levels. As of June 30, 2005, we have no preferred dividend restrictions.

Common Stock

In June 2005, following our Board of Directors’ share repurchase authorization of up to 15.0 million shares, we entered into an
accelerated stock repurchase agreement with a third party investment bank for approximately 13.7 million shares of our common stock
with an initial payment of $542.3 million, using cash proceeds from the preferred stock issuance. The transaction is subject to a
market price adjustment provision based on the volume weighted average market price over the execution period, which can be settled
in shares or cash.

In March 2005, our Board of Directors authorized the repurchase of up to $250.0 million of our outstanding common stock. This
program was completed in May 2005.

Reconciliation of Qutstanding Shares

Series A Series B
preferred preferred Common
stock stock stock

(in millions)

Outstanding shares at January 1, 2004 — — 320.7
Shares issued — — 0.5
Treasury stock acquired — — (6.3)
Outstanding shares at June 30, 2004 — — 314.9
Outstanding shares at January 1, 2005 — — 300.6
Shares issued 3.0 10.0 1.0
Treasury stock acquired — — (22.2)
Outstanding shares at June 30, 2005 3.0 10.0 2794
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11. Earnings Per Common Share

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

For the three months ended
June 30,

For the six months ended
June 30,

2005 2004

2005 2004

(in millions, except per share data)

Income from continuing operations, net of related

income taxes $ 2238 $§ 1289 § 4288 $ 291.7
Weighted-average shares outstanding:
Basic 288.9 317.9 295.8 319.4
Dilutive effect:
Stock options 1.5 1.1 1.5 1.1
Restricted stock units 0.4 0.2 0.3 0.1
Long term performance plan 0.1 0.1 —
Accelerated stock repurchase agreement 0.5 — 0.5 —
Diluted 291.4 319.2 298.2 320.6
Income from continuing operations per share:
Basic $ 0.78 § 041 $ 145 § 0.91
Diluted $ 077 § 040 $ 144 $ 0.91

The calculation of diluted earnings per share for the three months and six months ended June 30, 2005 and 2004, excludes the

incremental effect related to certain stock-based compensation grants due to their anti-dilutive effect.

12. 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

is indirectly owned by PFG and PFG is the only guarantor of the payment obligations of the funding agreements.

We received a subpoena on March 31, 2005 from the Attorney General of West Virginia for documents and other information relating
to funding agreement-backed securities, special purpose vehicles related to funding agreement-backed securities, and related subjects.
A response has been sent. We understand that other U.S.-based life insurers that have funding agreement-backed note programs such
as our on-going programs have received similar subpoenas from the Attorney General of West Virginia. Other than the subpoena, we
have received no notification of any pending or threatened investigation or other proceeding by West Virginia governmental

authorities involving funding agreement-backed securities.
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12. Condensed Consolidating Financial Information (continued)

The following tables set forth condensed consolidating financial information of Principal Life and PFG as of June 30, 2005 and
December 31, 2004, and for the six months ended June 30, 2005 and 2004.

Condensed Consolidating Statements of Financial Position

June 30, 2005
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
Investments, excluding investment in

unconsolidated entities $ — 8 52,868.0 $ 6,267.6 $ (1,665.5) $ 57,470.1
Investment in unconsolidated entities 7,828.1 291.3 6,222.9 (14,103.4) 238.9
Cash and cash equivalents 23.3 902.4 374.1 (128.2) 1,171.6
Other intangibles — 5.1 206.4 — 211.5
Separate account assets — 52,153.1 871.7 (16.9) 53,007.9
All other assets 1.9 4,492.0 817.1 (218.4) 5,092.6

Total assets $ 7,853.3 $ 110,7119 § 14,759.8 $ (16,132.4) $ 117,192.6
Liabilities
Contractholder funds $ — 3 33,500.5 $ 105 $ (188.1) $ 33,322.9
Future policy benefits and claims — 14,360.0 1,852.9 — 16,212.9
Other policyholder funds — 743.5 3.1 — 746.6
Short-term debt — — 587.5 (131.2) 456.3
Long-term debt — 275.9 1,114.1 (550.5) 839.5
Deferred income taxes — 1,018.1 191.7 (12.5) 1,197.3
Separate account liabilities — 52,153.1 871.7 16.9) 53,007.9
Other liabilities 1.2 1,476.7 2,300.2 (221.0) 3,557.1

Total liabilities 1.2 103,527.8 6,931.7 (1,120.2) 109,340.5
Stockholders’ equity
Series A preferred stock — — — — —
Series B preferred stock 0.1 — — — 0.1
Common stock 3.8 2.5 — 2.5) 3.8
Additional paid-in capital 7,860.5 5,168.3 6,882.9 (12,051.2) 7,860.5
Retained earnings (deficit) 1,733.9 657.5 (508.7) (148.8) 1,733.9
Accumulated other comprehensive income 1,453.9 1,355.8 1,453.9 (2,809.7) 1,453.9
Treasury stock, at cost (3,200.1) — — — (3,200.1)

Total stockholders’ equity 7,852.1 7,184.1 7,828.1 (15,012.2) 7,852.1

Total liabilities and stockholders’ equity S 7,853.3 § 110,7119 § 14,759.8 $ (16,1324) $ 117,192.6
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12. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Financial Position

Assets

Investments, excluding investment in
unconsolidated entities

Investment in unconsolidated entities

Cash and cash equivalents

Other intangibles

Separate account assets

All 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
Liabilities of discontinued operations
Other liabilities

Total liabilities
Stockholders’ equity
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

December 31, 2004
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)

— 8 52,199.1 $ 5,716.8 $ (1,260.7) $ 56,655.2

7,469.0 277.3 5,961.3 (13,493.3) 2143
75.4 31.2 410.0 (64.7) 451.9

— 5.5 191.0 — 196.5

— 50,722.4 785.5 — 51,507.9

1.6 4,263.7 687.3 (180.3) 4,772.3

7,546.0 $ 107,499.2 § 13,7519 §  (14,999.0) § 113,798.1

— 32,3531 $ 84 § (178.2) $ 32,183.3

— 14,284.8 1,757.8 — 16,042.6

— 731.2 3.7 — 734.9

— — 527.4 (245.7) 281.7

— 215.0 929.9 (301.4) 843.5

— 246.5 48.3 (17.7) 277.1

— 937.5 207.8 (13.6) 1,131.7

— 50,722.4 785.5 — 51,507.9

— 1.3 — — 1.3

1.7 1,351.1 2,014.1 (117.1) 3,249.8

1.7 100,842.9 6,282.9 (873.7) 106,253.8

3.8 2.5 — 2.5) 3.8

7,269.4 5,112.7 6,860.9 (11,973.6) 7,269.4
1,289.5 238.3 (705.3) 467.0 1,289.5
1,313.3 1,302.8 1,313.4 (2,616.2) 1,313.3
(2,331.7) — — — (2,331.7)
7,544.3 6,656.3 7,469.0 (14,125.3) 7,544.3
7,546.0 $§ 107,499.2 § 13,7519 $ (14,999.0) $ 113,798.1
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12. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Operations
For the six months ended June 30, 2005

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)
Revenues
Premiums and other considerations $ — 3 1,726.0 $ 157.0 $ — $ 1,883.0
Fees and other revenues — 572.0 376.9 (126.4) 822.5
Net investment income 1.1 1,494.2 127.6 7.5 1,630.4
Net realized/unrealized capital gains — 2.4 3.5 2.8 8.7
Total revenues 1.1 3,794.6 665.0 (116.1) 4,344.6
Expenses
Benefits, claims, and settlement expenses — 2,293.5 210.5 5.2) 2,498.8
Dividends to policyholders — 145.1 — — 145.1
Operating expenses 5.4 877.6 366.1 (111.4) 1,137.7
Total expenses 5.4 3,316.2 576.6 (116.6) 3,781.6
Income (loss) from continuing operations
before income taxes 4.3) 478.4 88.4 0.5 563.0
Income taxes (benefits) 2.1) 125.4 10.0 0.9 134.2

Equity in the net income of subsidiaries,
excluding discontinued operations and

cumulative effect of accounting change 431.0 50.7 352.6 (834.3) —
Income from continuing operations, net of

related income taxes 428.8 403.7 431.0 (834.7) 428.8
Income from discontinued operations, net of

related income taxes 15.6 15.6 15.6 31.2) 15.6
Net income $ 4444 4193 $ 446.6 $ (865.9) $ 444.4
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12. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Operations
For the six months ended June 30, 2004

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)

Revenues
Premiums and other considerations $ — 3 1,694.1 $ 1189 § — 3 1,813.0
Fees and other revenues — 493.2 321.2 (117.6) 696.8
Net investment income 1.2 1,415.9 144.5 12.9 1,574.5
Net realized/unrealized capital losses — (100.2) (14.1) 5.5 (108.8)

Total revenues 1.2 3,503.0 570.5 (99.2) 3,975.5
Expenses
Benefits, claims, and settlement expenses — 2,249.2 163.1 5. 2,407.2
Dividends to policyholders — 147.7 — — 147.7
Operating expenses 4.8 786.2 360.9 (101.3) 1,050.6

Total expenses 4.8 3,183.1 524.0 (106.4) 3,605.5
Income (loss) from continuing operations

before income taxes (3.6) 319.9 46.5 7.2 370.0
Income taxes (benefits) (1.3) 72.5 4.8 2.3 78.3
Equity in the net income of subsidiaries,

excluding discontinued operations and

cumulative effect of accounting change 294.0 533 2523 (599.6) —
Income from continuing operations, net of

related income taxes 291.7 300.7 294.0 (594.7) 291.7
Income (loss) from discontinued operations,

net of related income taxes 27.3 2.7 27.3 (24.6) 27.3
Income before cumulative effect of

accounting change 319.0 298.0 3213 (619.3) 319.0
Cumulative effect of accounting change, net

of related income taxes 5.7 (2.5) (5.7 8.2 (5.7)
Net income $ 3133 3§ 2955 § 3156 $ (611.1) § 3133
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Principal Financial Group, Inc.

Notes to Consolidated Financial Statements (continued)
June 30, 2005
(Unaudited)

12. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Cash Flows

Operating activities

Net cash provided by (used in) operating
activities

Investing activities

Available-for-sale securities:
Purchases
Sales
Maturities

Mortgage loans acquired or originated

Mortgage loans sold or repaid

Real estate acquired

Real estate sold

Net purchases of property and equipment

Purchases of interest in subsidiaries, net of
cash acquired

Dividends received (contributions to) from
unconsolidated entities

Net change in other investments

Net cash provided by (used in) investing
activities

For the six months ended June 30, 2005

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)
$ (2.6) $ 5405 $ 3256 $ (58.2) 805.3
— (3,106.3) (1,760.5) 113.3 (4,753.5)
— 878.7 83.0 — 961.7
— 1,747.0 1,299.6 — 3,046.6
— (324.9) (234.1) 115.0 (444.0)
— 415.0 125.5 (105.0) 435.5
— (125.7) (35.4) — (161.1)
— 213.7 53.5 — 267.2
— (13.3) 4.8) — (18.1)
— — (54.4) — (54.4)
251.1 (226.4) (35.0) 10.3 —
— (4.6) (45.0) 8.4 (41.2)
2511 (546.8) (607.6) 142.0 (761.3)

24




Principal Financial Group, Inc.

Notes to Consolidated Financial Statements (continued)

June 30, 2005
(Unaudited)

12. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Cash Flows (continued)
For the six months ended June 30, 2005

Financing activities

Issuance of common stock

Issuance of preferred stock

Acquisition of treasury stock

Proceeds from financing element
derivatives

Payments for financing element derivatives

Issuance of long-term debt

Principal repayments of long-term debt

Net proceeds of short-term borrowings

Capital received from (dividends paid to)
parent

Investment contract deposits

Investment contract withdrawals

Net increase in banking operation deposits

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 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)
$ 258 § — 3 — $ — 3 25.8
542.0 — — — 542.0
(868.4) — — — (868.4)
— 83.0 — — 83.0
— (55.6) — — (55.6)
— 68.6 83.6 (140.0) 12.2
— (7.8) (3.8) 0.1 (11.5)
— 1.1 168.3 3.0 172.4
— 35.0 (24.7) (10.3) —
— 4,072.6 — — 4,072.6
— (3,319.5) — — (3,319.5)
— — 22.7 — 22.7
(300.6) 877.4 246.1 (147.2) 675.7
(52.1) 871.2 (35.9) (63.5) 719.7
75.4 31.2 410.0 (64.7) 451.9
$ 233 $ 9024 $ 3741 $ (128.2) $ 1,171.6
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Notes to Consolidated Financial Statements (continued)
June 30, 2005
(Unaudited)

12. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Cash Flows

Operating activities
Net cash provided by (used in) operating
activities

Investing activities
Available-for-sale securities:
Purchases
Sales
Maturities
Mortgage loans acquired or originated
Mortgage loans sold or repaid
Real estate acquired
Real estate sold
Net purchases of property and equipment
Net proceeds from sale of subsidaries
Purchases of interest in subsidiaries, net of
cash acquired
Dividends received from unconsolidated
entities
Net change in other investments
Net cash provided by (used in) investing
activities

For the six months ended June 30, 2004

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)
$ 22) $ 895.6 $ (83.5) 119.7 929.6
— (4,335.7) (810.9) 9.5 (5,137.1)
— 750.8 726.5 — 1,477.3
— 2,222.5 579.5 — 2,802.0
— (967.5) (18.3) 36.2 (949.6)
— 806.0 57.2 (79.8) 783.4
— (87.2) (18.5) — (105.7)
— 83.0 48.7 — 131.7
— (20.2) 4.2) — (24.4)
— — 14.9 — 14.9
_ — (106.2) — (106.2)
300.0 26.0 557.2 (883.2) —
0.3 (171.7) 45.7 60.2 (65.5)
300.3 (1,694.0) 1,071.6 (857.1) (1,179.2)
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12. Condensed Consolidating Financial Information (continued)

Principal Financial Group, Inc.
Notes to Consolidated Financial Statements (continued)
June 30, 2005

(Unaudited)

Condensed Consolidating Statements of Cash Flows (continued)
For the six months ended June 30, 2004

Financing activities

Issuance of common stock

Acquisition of treasury stock

Proceeds from financing element
derivatives

Payments for financing element derivatives

Issuance of long-term debt

Principal repayments of long-term debt

Net proceeds (repayments) of short-term
borrowings

Dividends paid to parent

Investment contract deposits

Investment contract withdrawals

Net decrease in banking operation deposits

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 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)
$ 141 $ — 3 — 3 — $ 14.1
(222.3) — — — (222.3)
— 94.0 — — 94.0
— (41.1) — — (41.1)

— 4.7 3.1 — 7.8
— (218.1) (50.7) 47.7 (221.1)
— — 56.0 (6.4) 49.6

— (494.0) (300.0) 794.0 —

— 3,805.3 — — 3,805.3
— (2,938.2) — — (2,938.2)
— — (13.9) — (13.9)
(208.2) 212.6 (305.5) 835.3 534.2
89.9 (585.8) 682.6 97.9 284.6
173.8 638.2 684.2 (306.0) 1,190.2
$ 263.7 $ 524 § 1,366.8 $ (208.1) § 1,474.8
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Notes to Consolidated Financial Statements (continued)
June 30, 2005
(Unaudited)

12. Condensed Consolidating Financial Information (continued)

On June 30, 2004, our shelf registration statement with the Securities and Exchange Commission was declared effective. Following
our June 2005 issuance of perpetual preferred stock under the shelf registration, we now have the ability to issue up to $2.45 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 we issue 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. 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 Principal
Financial Group, Inc. as of June 30, 2005 and December 31, 2004, and for the six months ended June 30, 2005 and 2004.

Condensed Consolidating Statements of Financial Position

June 30, 2005
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
Investments, excluding investment in
unconsolidated entities $ — 8 243 $ 57,4458 $ — 3 57,470.1
Investment in unconsolidated entities 7,828.1 8,265.7 238.8 (16,093.7) 238.9
Cash and cash equivalents 23.3 581.5 1,350.3 (783.5) 1,171.6
Other intangibles — — 211.5 — 211.5
Separate account assets — — 53,007.9 — 53,007.9
All other assets 1.9 151.3 4,954.0 (14.6) 5,092.6
Total assets $ 7,853.3 $ 9,022.8 $ 117,2083 $ (16,891.8) $ 117,192.6
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Principal Financial Group, Inc.

Notes to Consolidated Financial Statements (continued)

June 30, 2005
(Unaudited)

12. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Financial Position (continued)

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
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

June 30, 2005
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)

$ — 3 — 3 33,3229 $ — 33,322.9
— — 16,212.9 — 16,212.9

— — 746.6 — 746.6

— 275.0 759.4 (578.1) 456.3

— 464.3 375.2 — 839.5

— 5.1 (8.6) 3.5 —

— 4.2 1,209.5 (16.4) 1,197.3

— — 53,007.9 — 53,007.9

1.2 446.1 3,316.8 (207.0) 3,557.1

1.2 1,194.7 108,942.6 (798.0) 109,340.5

0.1 — — — 0.1

3.8 — 16.8 (16.8) 3.8

7,860.5 6,883.0 6,014.1 (12,897.1) 7,860.5
1,733.9 (508.7) 784.2 (275.5) 1,733.9
1,453.9 1,453.8 1,452.7 (2,906.5) 1,453.9

(3,200.1) — Q2.1 2.1 (3,200.1)

7,852.1 7,828.1 8,265.7 (16,093.8) 7,852.1

$ 7,853.3 § 9,022.8 $ 117,2083 $ (16,891.8) $§ 117,192.6
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Notes to Consolidated Financial Statements (continued)
June 30, 2005
(Unaudited)

12. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Financial Position

Assets

Investments, excluding investment in
unconsolidated entities

Investment in unconsolidated entities

Cash and cash equivalents

Other intangibles

Separate account assets

All 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
Liabilities of discontinued operations
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

December 31, 2004
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)
$ — $ 240 $ 56,6312 § — 3 56,655.2
7,469.0 7,668.4 214.3 (15,137.4) 2143
75.4 551.9 520.4 (695.8) 451.9
— — 196.5 — 196.5
— — 51,524.5 (16.6) 51,507.9
1.6 17.4 4,785.5 (32.2) 4,772.3
$ 7,546.0 $ 8,261.7 § 113,8724 $§ (15,882.0) $ 113,798.1
$ — — 3 32,1833 $ — $ 32,183.3
— — 16,042.6 — 16,042.6
— — 734.9 — 734.9
— 75.0 753.7 (547.0) 281.7
— 464.2 379.3 — 843.5
— 9.1 273.6 (5.6) 277.1
— 12.4 1,130.7 (11.4) 1,131.7
— — 51,524.5 (16.6) 51,507.9
— — 1.3 — 1.3
1.7 232.0 3,180.1 (164.0) 3,249.8
1.7 792.7 106,204.0 (744.6) 106,253.8
3.8 — 16.8 (16.8) 3.8
7,269.4 6,860.9 5,950.6 (12,811.5) 7,269.4
1,289.5 (705.3) 389.2 316.1 1,289.5
1,313.3 1,313.4 1,311.8 (2,625.2) 1,313.3
(2,331.7) — — — (2,331.7)
7,544.3 7,469.0 7,668.4 (15,137.4) 7,544.3
$ 7,546.0 $ 8,261.7 § 113,8724 $§ (15,882.0) $ 113,798.1
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June 30, 2005
(Unaudited)

12. 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) from continuing operations
before income taxes

Income taxes (benefits)

Equity in the net income of subsidiaries,
excluding discontinued operations and
cumulative effect of accounting change

Income from continuing operations, net of
related income taxes

Income from discontinued operations, net of

related income taxes
Net income

For the six months ended June 30, 2005

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)
$ — 3 — 8 1,883.0 $ — 1,883.0
— — 822.6 0.1) 822.5
1.1 4.5 1,624.8 — 1,630.4
— 0.2 8.5 — 8.7
1.1 4.7 4,338.9 (0.1) 4,344.6
— — 2,498.8 — 2,498.8
— — 145.1 — 145.1
5.4 23.2 1,109.2 0.1) 1,137.7
5.4 23.2 3,753.1 (0.1) 3,781.6
4.3) (18.5) 585.8 — 563.0
2.1 2.1 138.4 — 134.2
431.0 447.4 — (878.4) —
428.8 431.0 447.4 (878.4) 428.8
15.6 15.6 15.6 (31.2) 15.6
$ 4444 $ 446.6 $ 463.0 $ (909.6) 444.4
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12. 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 losses
Total revenues

Expenses
Benefits, claims, and settlement expenses
Dividends to policyholders
Operating expenses
Total expenses

Income (loss) from continuing operations
before income taxes

Income taxes (benefits)

Equity in the net income of subsidiaries,
excluding discontinued operations and
cumulative effect of accounting change

Income from continuing operations, net of
related income taxes

Income from discontinued operations, net of
related income taxes

Income before cumulative effect of
accounting change

Cumulative effect of accounting change, net
of related income taxes

Net income

For the six months ended June 30, 2004

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)
$ — § — 3 1,813.0 $ — 3 1,813.0
— — 698.8 (2.0) 696.8
1.2 6.6 1,566.1 0.6 1,574.5
— (25.0) (83.8) — (108.8)
12 (18.4) 3,994.1 (1.4) 3,975.5
— — 2,407.2 — 2,407.2
— — 147.7 — 147.7
4.8 30.0 1,017.2 1.4 1,050.6
48 30.0 3,572.1 (1.4) 3,605.5
(3.6) (48.4) 422.0 — 370.0
(1.3) (18.4) 98.0 — 783
294.0 324.0 — (618.0) —
291.7 294.0 324.0 (618.0) 291.7
27.3 27.3 10.9 (38.2) 27.3
319.0 321.3 334.9 (656.2) 319.0
(5.7) (5.7) (5.7) 11.4 (5.7)
$ 3133 § 3156 $ 3292 § (644.8) $ 3133
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12. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Cash Flows

Operating activities
Net cash provided by (used in) operating
activities

Investing activities

Available-for-sale securities:
Purchases
Sales
Maturities

Mortgage loans acquired or originated

Mortgage loans sold or repaid

Real estate acquired

Real estate sold

Net purchases of property and equipment

Purchases of interest in subsidiaries, net of
cash acquired

Dividends received from (contributions to)
unconsolidated entities

Net change in other investments

Net cash provided by (used in) investing
activities

For the six months ended June 30, 2005

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)
$ (2.6) $ 702 $ 812.6 $ (74.9) $ 805.3
— 139.2 (4,892.7) — (4,753.5)
— (141.2) 1,102.9 — 961.7
— — 3,046.6 — 3,046.6
— — (444.0) — (444.0)
— — 435.5 — 435.5
— — (161.1) — (161.1)
— — 267.2 — 267.2
— — (18.1) — (18.1)
— — (54.4) — (54.4)
251.1 13.3 (66.1) (198.3) —
— (0.8) (40.9) 0.5 (41.2)
251.1 10.5 (825.1) (197.8) (761.3)
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12. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Cash Flows (continued)
For the six months ended June 30, 2005

Financing activities

Issuance of common stock

Issuance of preferred stock

Acquisition of treasury stock

Proceeds from financing element
derivatives

Payments for financing element derivatives

Issuance of long-term debt

Principal repayments of long-term debt

Net proceeds of short-term borrowings

Contributions received from (dividends paid
to) parent

Investment contract deposits

Investment contract withdrawals

Net increase in banking operation deposits

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 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)

$ 258 § — 3 — 3 — 3 25.8

542.0 — — — 542.0
(868.4) — — — (868.4)

— — 83.0 — 83.0
— — (55.6) — (55.6)

— — 12.2 — 12.2
— — (11.5) — (11.5)

— 200.0 3.5 (31.1) 172.4

— (251.1) 35.0 216.1 —

— — 4,072.6 — 4,072.6
— — (3,319.5) — (3,319.5)

— — 22.7 — 22.7

(300.6) (51.1) 842.4 185.0 675.7

(52.1) 29.6 829.9 (87.7) 719.7

75.4 551.9 520.4 (695.8) 451.9

$ 233 § 5815 $ 1,350.3 $ (783.5) $ 1,171.6
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12. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Cash Flows
For the six months ended June 30, 2004

Operating activities
Net cash provided by (used in) operating
activities

Investing activities

Available-for-sale securities:
Purchases
Sales
Maturities

Mortgage loans acquired or originated

Mortgage loans sold or repaid

Real estate acquired

Real estate sold

Net purchases of property and equipment

Net proceeds from sale of subsidiaries

Purchases of interest in subsidiaries, net of
cash acquired

Capital contributed to unconsolidated
entities

Dividends received from unconsolidated
entities

Net change in other investments

Net cash provided by (used in) investing
activities

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)

$ 22) $ (160.8) $ 13932 $ (300.6) $ 929.6
— (218.0) (4,919.1) — (5,137.1)

— 168.8 1,308.5 — 1,477.3

— — 2,802.0 — 2,802.0
— — (949.6) — (949.6)

— — 783.4 — 783.4
— — (105.7) — (105.7)

— — 131.7 — 131.7
— — (24.4) — (24.4)

— 93 5.6 — 14.9
— (25.7) (80.5) — (106.2)

300.0 527.9 — (827.9) —
0.3 155.1 (202.3) (18.6) (65.5)
300.3 617.4 (1,250.4) (846.5) (1,179.2)

35




Principal Financial Group, Inc.

Notes to Consolidated Financial Statements (continued)

June 30, 2005
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12. Condensed Consolidating Financial Information (continued)

Condensed Consolidating Statements of Cash Flows (continued)

Financing activities

Issuance of common stock

Issuance of preferred stock

Acquisition of treasury stock

Proceeds from financing element
derivatives

Payments for financing element derivatives

Issuance of long-term debt

Principal repayments of long-term debt

Net proceeds of short-term borrowings

Dividends paid to parent

Investment contract deposits

Investment contract withdrawals

Net decrease in banking operation deposits

Net cash provided by (used in) financing
activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of

period
Cash and cash equivalents at end of period

For the six months ended June 30, 2004

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)

$ 141 $ — 8 — — § 14.1
(222.3) — — — (222.3)

— — 94.0 — 94.0
— — 41.1) — (41.1)

— — 7.8 — 7.8
_ _ (221.1) — (221.1)

— 75.0 105.4 (130.8) 49.6

— (300.0) (504.9) 804.9 —

— — 3,805.3 — 3,805.3
— — (2,938.2) — (2,938.2)
— — (13.9) — (13.9)

(208.2) (225.0) 293.3 674.1 534.2

89.9 231.6 436.1 (473.0) 284.6

173.8 872.7 1,028.0 (884.3) 1,190.2

$ 263.7 § 1,104.3 § 1,464.1 § (1,357.3) $ 1,474.8
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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 June 30, 2005, compared with December 31, 2004, and our consolidated
results of operations for the three and six months ended June 30, 2005 and 2004, prepared in conformity with accounting principles
generally accepted in the U.S. (“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,
2004, filed with the United States Securities and Exchange Commission and the unaudited consolidated financial statements and the
related notes to the financial statements and the other financial information included elsewhere in this Form 10-Q.

Forward-Looking Information

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 a result of risks and uncertainties
including, but not limited to the following: (1) a decline 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; (2) our investment portfolio is subject to several risks which may diminish the value of our invested assets
and affect our sales, profitability and the investment returns credited to our customers; (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 Principal Life Insurance
Company’s (“Principal Life”) financial strength ratings may increase policy surrenders and withdrawals, reduce new sales and
terminate relationships with distributors and cause some of our existing liabilities to be subject to acceleration, additional collateral
support, changes in terms, or creation of additional financial obligations; (5) our efforts to reduce the impact of interest rate changes
on our profitability and surplus may not be effective; (6) if we are unable to attract and retain sales representatives and develop new
distribution sources, sales of our products and services may be reduced; (7) our international businesses face political, legal,
operational and other risks that could reduce our profitability in those businesses; (8) our reserves established for future policy benefits
and claims may prove inadequate, requiring us to increase liabilities; (9) our ability to pay stockholder dividends and meet our
obligations may be constrained by the limitations on dividends Ilowa insurance laws impose on Principal Life; (10) we may need to
fund deficiencies in our closed block (“Closed Block™) assets which benefit only the holders of Closed Block policies; (11) changes in
laws, regulations or accounting standards may reduce our profitability; (12) litigation and regulatory investigations may harm our
financial strength and reduce our profitability; (13) fluctuations in foreign currency exchange rates could reduce our profitability; (14)
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 (15) a downgrade in our debt ratings may adversely
affect our ability to secure funds and cause some of our existing liabilities to be subject to acceleration, additional collateral support,
changes in terms, or creation of additional financial obligations.
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Overview

We provide financial products and services through the following segments:

* U.S. Asset Management and Accumulation, which consists of our asset accumulation operations, including retirement savings and
related financial products and services, and our asset management operations conducted through Principal Global Investors. We
provide a comprehensive portfolio of asset accumulation products and services to businesses and individuals in the U.S., with a
concentration on small and medium-sized businesses, which we define as businesses with fewer than 1,000 employees. We offer
products and services for defined contribution pension plans, including 401(k) and 403(b) plans, defined benefit pension plans
and non-qualified executive benefit plans to businesses. We also offer annuities, mutual funds and bank products and services to
the employees of our business customers and other individuals.

* International Asset Management and Accumulation, which consists of Principal International, offers retirement products and
services, annuities, long-term mutual funds and life insurance through operations in Brazil, Chile, Mexico, Hong Kong, India,
Japan, and Malaysia.

* Life and Health Insurance, which provides individual life insurance, group health insurance as well as specialty benefits in the
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 benefit products include group dental and vision insurance, individual and group disability insurance, and group life
insurance.

*  Corporate and Other, which 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, intersegment 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 Comparability of Results of Operations
Acquisitions
We acquired the following businesses, among others, during 2005:

PNB Principal Insurance Advisory Company Pvt. Ltd. - On February 21, 2005, Principal Financial Group (Mauritius) Ltd.
(“PFGM”) acquired a 26% stake and management control of PNB Principal Insurance Advisory Company Pvt. Ltd. (“PPIAC”), an
insurance brokerage company in India. The operations of PPIAC are reported and consolidated in our International Asset
Management and Accumulation segment.

Columbus Circle Investors. On October 14, 2004, we agreed to purchase a 70% interest in Columbus Circle Investors (“Columbus
Circle”). The acquisition of Columbus Circle increased our assets under management by $3.9 billion. Columbus Circle has
specialized expertise in the management of growth equities. We closed the transaction on January 3, 2005. The operations of
Columbus Circle are reported in our U.S. Asset Management and Accumulation segment.

Dispositions

Real Estate Investment. On May 25, 2005, we entered into a definitive agreement for the sale of a real estate property previously held
for investment purposes. This property qualifies for discontinued operations treatment under SFAS No. 144, Accounting for the
Impairment or Disposal of Long-Lived Assets (“SFAS 144”). Therefore, the results of operations have been removed from our results
of continuing operations and cash flows for all periods presented. The gain on disposal is reported as an other after-tax adjustment in
our Corporate and Other segment.

38




Selected financial information for the discontinued operation is as follows:

June 30, December 31,
2005 2004
(in millions)

Assets
Real estate $ — 3 49.1
All other assets — 1.0

Total assets $ — % 50.1
Liabilities
All other liabilities $ — 3 1.3

Total liabilities $ — 3 1.3

For the three months For the six months
ended June 30, ended June 30,
2005 2004 2005 2004
(in millions)

Total revenues $ 0.7 $ — 14 $ 0.9
Income from discontinued operations:

Income before income taxes $ 0.7 $ — 14 $ 0.9

Income taxes 0.3 — 0.5 0.3

Income from discontinued operations, net of related

income taxes 0.4 — 0.9 0.6
Gain on disposal of discontinued operations, net of
related income taxes 14.7 — 14.7 —

Net income $ 15.1 § — 156 $ 0.6

ING/Principal Pensions Company Ltd. On May 26, 2005, we announced jointly with our partner, ING, the intent to liquidate the
ING/Principal Pensions Company, Ltd. Operation in Japan. We plan to complete the liquidation process by December 31, 2005.

Fluctuations in Foreign Currency to U.S. Dollar Exchange Rates

Fluctuations in foreign currency to U.S. dollar exchange rates for countries in which we have operations can affect reported financial
results. In years when foreign currencies weaken against the U.S. dollar, translating foreign currencies into U.S. dollars results in
fewer U.S. dollars to be reported. When foreign currencies strengthen, translating foreign currencies into 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 $1.1 million and $0.5 million for the three
months ended June 30, 2005 and 2004, respectively, and positively impacted $1.4 million and $1.1 million for the six months ended
June 30, 2005 and 2004, respectively, as a result of fluctuations in foreign currency to U.S. dollar exchange rates. For a discussion of
our approaches to foreign currency exchange rate risk, see Item 3. “Quantitative and Qualitative Disclosures about Market Risk.”
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Pension and Other Postretirement Benefit Expense

The 2005 annual pension benefit expense for substantially all of our employees and certain agents is expected to be approximately
$48.6 million pre-tax, which is an $8.8 million increase from the 2004 pre-tax pension expense of $39.8 million. Of the $39.8 million
0f 2004 pre-tax expense, $51.8 million of expense ran through operating earnings and $12.1 million in pre-tax gains ran through
discontinued operations due to the mid-year remeasurement for the Principal Residential Mortgage, Inc. divestiture. Approximately
$12.2 million and $24.3 million of pre-tax pension expense was reflected in the determination of net income for the three and six
months ended June 30, 2005, respectively. In addition, approximately $12.2 million of pre-tax pension expense is expected to be
reflected in each of the following two quarters for 2005. The discount rate used to determine the 2005 expense was 6.0%, which is
down from the 6.25% and 6.5% discount rates used to calculate the 2004 expense. Two discount rates were used in 2004 due to the
mid-year remeasurement for the Principal Residential Mortgage, Inc. divestiture. The expected long-term return on assets assumption
used for the 2005 pension expense remained at 8.5%.

Recent Accounting Pronouncements

On May 30, 2005, the Financial Accounting Standards Board (the “FASB”) issued Statement of Financial Accounting Standards
(“SFAS”) No. 154, Accounting Changes and Error Corrections, a replacement of APB Opinion No. 20 and FASB Statement No. 3
(“SFAS 154”), which changes the requirements for the accounting and reporting of a change in accounting principle. SFAS 154
applies to all voluntary changes in accounting principles and also to changes required by an accounting pronouncement that does not
contain specific transition provisions. SFAS 154 carries forward without change the guidance contained in Accounting Principles
Board (“APB”) Opinion No. 20, Accounting Changes, for reporting the correction of an error in previously issued financial statements
and a change in accounting estimate. SFAS 154 is effective for accounting changes and corrections of errors made in fiscal years
beginning after December 15, 2005. We will be adopting SFAS 154 effective January 1, 2006. SFAS 154 does not change the
transition provisions of any existing accounting pronouncements.

On December 16, 2004, the FASB issued SFAS No. 123 (revised 2004), Share-Based Payment, (“SFAS 123R”). SFAS 123R requires
all share-based payments to employees to be recognized at fair value in the financial statements. SFAS 123R replaces SFAS No. 123,
Accounting for Stock-Based Compensation (“SFAS 123”), supersedes APB Opinion No. 25, Accounting for Stock Issued to Employees
(“APB 25”), and SFAS No. 148, Accounting for Stock-Based Compensation-Transition and Disclosure- an Amendment of FASB
Statement No. 123 and amends SFAS No. 95, Statement of Cash Flows. On April 14, 2005, the SEC approved a new rule delaying the
effective date of SFAS 123R to annual periods that begin after June 15, 2005. Accordingly, we will be adopting SFAS 123R effective
January 1, 2006. This Statement will not have a material impact on our consolidated financial statements as we began expensing all
stock options using a fair-value based method effective for the year beginning January 1, 2002. In addition, any stock options granted
prior to January 1, 2002 have already vested. We applied the prospective method of transition as prescribed by SFAS 123.

In May 2005, we learned of discussions between several major accounting firms, the FASB and the SEC concluding it is appropriate
to recognize compensation cost immediately for awards granted to retirement eligible employees or over the period from the grant
date to the date retirement eligibility is achieved, if retirement eligibility is expected to occur during the nominal vesting period. Our
approach has been to follow the widespread practice of recognizing compensation cost over the explicit service period (up to the date
of actual retirement). For any awards that are granted after we adopt SFAS 123R on January 1, 2006, we will recognize compensation
cost through the period that the employee first becomes eligible to retire and is no longer required to provide service to earn the
award. If we had applied the nonsubstantive vesting provisions of SFAS 123R to awards granted prior to January 1, 2006, our
consolidated financial statements would not have been materially impacted.
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Results of Operations

The following table presents summary consolidated financial information for the periods indicated:

For the three For the six
months ended months ended
June 30, June 30,
2005 2004 2005 2004

(in millions)
Income Statement Data:

Revenues:
Premiums and other considerations $ 9489 $ 8926 $ 1,883.0 $ 1,813.0
Fees and other revenues 405.3 364.2 822.5 696.8
Net investment income 836.3 789.2 1,630.4 1,574.5
Net realized/unrealized capital gains (losses) 10.2 (66.3) 8.7 (108.8)
Total revenues 2,200.7 1,979.7 4,344.6 3,975.5
Expenses:
Benefits, claims and settlement expenses 1,264.5 1,221.1 2,498.8 2,407.2
Dividends to policyholders 72.2 744 145.1 147.7
Operating expenses 580.8 521.1 1,137.7 1,050.6
Total expenses 1,917.5 1,816.6 3,781.6 3,605.5
Income from continuing operations before income taxes 283.2 163.1 563.0 370.0
Income taxes 59.4 34.2 134.2 78.3
Income from continuing operations, net of related income
taxes 223.8 128.9 428.8 291.7
Income (loss) from discontinued operations, net of related
income taxes 15.1 (9.2) 15.6 27.3
Income before cumulative effect of accounting change 238.9 119.7 444.4 319.0
Cumulative effect of accounting change, net of related
income taxes — — — (5.7
Net income $ 2389 $ 119.7 § 4444 $ 313.3

Three Months Ended June 30, 2005 Compared to Three Months Ended June 30, 2004

Premiums and other considerations increased $56.3 million, or 6%, to $948.9 million for the three months ended June 30, 2005, from
$892.6 million for the three months ended June 30, 2004. The increase reflected a $46.1 million increase from the Life and Health
segment primarily due to strong sales and retention in our specialty benefits business, higher premium per member and an increase in
insured medical members in our health insurance business, partially offset by a decline in premiums resulting from the continuation of
a shift in marketing emphasis from individual traditional life insurance products to individual universal and individual variable
universal life insurance products. In addition, the increase was due to a $12.0 million increase from the International Asset
Management and Accumulation segment, primarily due to an increase in Chile, a result of increased sales of single premium annuities
with life contingencies.

Fees and other revenues increased $41.1 million, or 11%, to $405.3 million for the three months ended June 30, 2005, from $364.2
million for the three months ended June 30, 2004. The increase was largely due to a $31.2 million increase from the U.S. Asset
Management and Accumulation segment primarily related to increased fees from our separate accounts related to our pension
business, increased revenue from our commercial real estate business and our acquisitions of Columbus Circle and Principal Services
Trust Company. In addition, Life and Health Insurance fees and other revenues increased $7.5 million primarily due to growth in our
fee-based individual universal life and individual variable universal life insurance business.

Net investment income increased $47.1 million, or 6%, to $836.3 million for the three months ended June 30, 2005, from $789.2
million for the three months ended June 30, 2004. The increase was primarily related to a $3,448.8 million, or 6%, increase in average
invested assets and cash. The annualized yield on average investments and cash was 5.8% for the three months ended June 30, 2005
and 2004.

Net realized/unrealized capital gains increased $76.5 million to $10.2 million of net realized/unrealized capital gains for the three
months ended June 30, 2005, from $66.3 million of net realized/unrealized capital losses for the three months ended June 30, 2004.
The increase in net realized/unrealized gains was primarily due to fewer other than temporary impairments of fixed maturity securities
including a $52.0 million recovery of previously impaired securities received as the result of a

41




litigation settlement, fewer losses on commercial mortgage loans, unrealized gains versus unrealized losses on the mark to market of
certain seed money investments, and the non-recurrence of a loss on the sale of a foreign investment in 2004 offset in part by
increased unrealized losses on the mark to market of derivatives activity.

The following table highlights the contributors to net realized/unrealized capital gains and losses for the three months ended June 30,
2005:

For the three months ended June 30, 2005

Net realized/
Impairments unrealized
and Other gains Hedging capital gains
credit losses (losses) adjustments (losses)
(in millions)
Fixed maturity securities(1) $ 41.8 $ 78 $ 921 $ 141.7
Equity securities(2) (1.1) 1.7 — 0.6
Mortgage loans on real estate(3) 0.9 — — 0.9
Derivatives — — (133.7) (133.7)
Other(4) — 0.9 0.2) 0.7
Total(5) $ 416 $ 104 $ (41.8) $ 10.2

(1) Impairments include $3.1 million of impairment write-downs and $56.8 million in realized recoveries on the sales of previously
impaired assets and the impact of a $52.0 million litigation settlement. Credit losses include $11.9 million in realized losses
related to credit triggered sales. Other gains (losses) includes gross realized gains of $10.6 million and gross realized losses of
$2.8 million.

(2) Impairments include $1.1 million of impairment write-downs. Other gains (losses) includes gross realized gains of $2.6 million
and gross realized losses of $0.9 million.

(3) Impairments include $0.6 million in realized losses due to the sale of commercial mortgage loans and a $1.6 million decrease in
commercial mortgage valuation allowance.

(4) Other gains (losses) include $2.8 million in mark to market of net realized/unrealized gains on certain seed money investments.

(5) We enter into economic hedges that do not qualify for hedge accounting treatment. At June 30, 2005, the mark to market of the
instruments not designated as accounting hedges contributed to the net loss due to hedging. We do not get hedge accounting
treatment for swaptions and those instruments used to hedge our short-term interest rate exposure including futures, mortgage-
backed securities forwards, and certain interest rate swaps. We report the mark to market of these items in realized/unrealized
capital gains/losses.

Benefits, claims and settlement expenses increased $43.4 million, or 4%, to $1,264.5 million for the three months ended June 30,
2005, from $1,221.1 million for the three months ended June 30, 2004. The increase resulted from a $27.0 million increase in the
International Asset Management and Accumulation segment, primarily due to an increase in Chile related to higher reserve expenses
due to increased sales of single premium annuities with life contingencies along with higher interest credited to customers. In
addition, the increase resulted from a $26.1 million increase in the U.S. Asset Management and Accumulation segment due to an
increase in cost of interest credited and amortization related to sale inducements, higher benefit payments and an increase in life
payout annuity reserves. Partially offsetting these increases was a $10.1 million decrease in the Life and Health Insurance segment
primarily the result of methodology improvements related to reinsurance values and a change in the estimate of reinsurance benefits in
the individual life insurance business partly offset by growth in the specialty benefits business.

Dividends to policyholders decreased $2.2 million, or 3%, to $72.2 million for the three months ended June 30, 2005, from $74.4
million for the three months ended June 30, 2004. The decrease primarily resulted from a $1.8 million decrease in dividends to
policyholders for the Life and Health Insurance segment due to a decrease in the individual life insurance dividend interest crediting
rates resulting from a declining interest rate environment.

Operating expenses increased $59.7 million, or 11%, to $580.8 million for the three months ended June 30, 2005, from $521.1 million
for the three months ended June 30, 2004. The increase was due to a $43.0 million increase from the Life and Health Insurance
segment due to growth in our specialty benefits, health insurance, and individual life insurance businesses as well as a change in the
estimate of reinsurance benefits in the individual life insurance business. In addition, the increase resulted from a $31.4 million
increase from the U.S Asset Management and Accumulation segment due to an increase in
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compensation costs, and our acquisitions of Principal Services Trust Company and Columbus Circle.

Income taxes increased $25.2 million, or 74%, to $59.4 million for the three months ended June 30, 2005 from $34.2 million for the
three months ended June 30, 2004. The effective income tax rate was 21% for the three months ended June 30, 2005 and 2004. The
effective income tax rate for the three months ended June 30, 2005 was lower than the corporate income tax rate of 35% primarily due
to income tax deductions allowed for corporate dividends received and Section 29 tax credits received on our investment in a synthetic
fuel production facility. The effective income tax rate for the three months ended June 30, 2004 was lower than the corporate income
tax rate of 35% primarily due to income tax deductions allowed for corporate dividends received.

As a result of the foregoing factors and the inclusion of income (loss) from discontinued operations, net income increased $119.2
million, or 100%, to $238.9 million for the three months ended June 30, 2005, from $119.7 million for the three months ended June
30, 2004. The income from discontinued operations was related to a gain on the sale and operating revenues of a real estate property
that qualifies for discontinued operations treatment under SFAS 144 in 2005. The loss from discontinued operations was related to
our sale of Principal Residential Mortgage, Inc., our sale of our Argentine companies, and operating revenues of a real estate property
that qualifies for discontinued treatment under SFAS 144 in 2004.

Six Months Ended June 30, 2005 Compared to Six Months Ended June 30, 2004

Premiums and other considerations increased $70.0 million, or 4%, to $1,883.0 million for the six months ended June 30, 2005, from
$1,813.0 million for the six months ended June 30, 2004. The increase reflected a $65.5 million increase from the Life and Health
segment primarily due to strong sales and retention in our specialty benefits business and higher premium per member in our health
insurance business partially offset by a decline in premiums resulting from the continuation of a shift in marketing emphasis from
individual traditional life insurance products to individual universal and individual variable universal life insurance products. The
increase was also due to a $35.3 million increase from the International Asset Management and Accumulation segment, primarily due
to an increase in Chile, a result of increased sales of single premium annuities with life contingencies. These increases were partially
offset by a $33.3 million decrease from the U.S. Asset Management and Accumulation segment, primarily a result of a decrease in
pension full-service payout sales of single premium group annuities with life contingencies. The premium income received from these
contracts fluctuates due to the variability in the number and size of pension plan terminations, the interest rate environment and the
ability to attract new sales.

Fees and other revenues increased $125.7 million, or 18%, to $822.5 million for the six months ended June 30, 2005, from $696.8
million for the six months ended June 30, 2004. The increase was largely due to a $98.9 million increase from the U.S. Asset
Management and Accumulation segment primarily related to increased fees from our separate accounts related to our pension
business, increased revenue from our commercial mortgage-backed securities and commercial real estate businesses and our
acquisitions of Columbus Circle and Principal Services Trust Company. In addition, Life and Health Insurance fees and other
revenues increased $21.8 million primarily due to growth in our fee-based individual universal life and individual variable universal
life insurance business.

Net investment income increased $55.9 million, or 4%, to $1,630.4 million for the six months ended June 30, 2005, from $1,574.5
million for the six months ended June 30, 2004. The increase was primarily related to a $3,861.8 million, or 7%, increase in average
invested assets and cash. The increase was partially offset by a decrease in the annualized investment yields. The annualized yield on
average investments and cash was 5.6% for the six months ended June 30, 2005, compared to 5.8% for the six months ended June 30,
2004. This reflects lower yields on newly invested assets in comparison to the current portfolio yields.

Net realized/unrealized capital gains increased $117.5 million to $8.7 million of net realized/unrealized capital gains for the six
months ended June 30, 2005, from $108.8 million of net realized/unrealized capital losses for the six months ended June 30, 2004.
The increase in net realized/unrealized gains was primarily due to fewer other than temporary impairments of fixed maturity securities
including a $52.0 million recovery of previously impaired securities received as the result of a litigation settlement, fewer losses on
commercial mortgage loans, and the non-recurrence of a loss on the sale of a foreign investment in 2004 offset in part by increased
unrealized losses on the mark to market of certain seed money investments versus unrealized gains in 2004.

The following table highlights the contributors to net realized/unrealized capital gains and losses for the six months ended June 30,
2005:
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For the six months ended June 30, 2005

Net realized/
Impairments unrealized
and Other gains Hedging capital gains
credit losses (losses) adjustments (losses)
(in millions)
Fixed maturity securities(1) $ 372§ 154 $ 456 $ 98.2
Equity securities(2) (1.1) 2.4 — 1.3
Mortgage loans on real estate(3) (1.6) — — (1.6)
Derivatives — — (82.9) (82.9)
Other(4) — (1.8) (4.5) (6.3)
Total(5) $ 345 $ 160 $ (41.8) $ 8.7

(1) Impairments include $7.4 million of impairment write-downs and $59.7 million in realized recoveries on the sales of previously
impaired assets and the impact of a $52.0 million litigation settlement. Credit losses include $1.2 million in realized gains and
$16.3 million in realized losses related to credit triggered sales. Other gains (losses) includes gross realized gains of $21.7 million
and gross realized losses of $6.3 million.

(2) Impairments include $1.1 million of impairment write-downs. Other gains (losses) includes gross realized gains of $4.8 million
and gross realized losses of $2.4 million.

(3) Impairments include $2.5 million in realized losses due to the sale of commercial mortgage loans and a $1.3 million decrease in
commercial mortgage valuation allowance.

(4) Other gains (losses) include $1.7 million in mark to market of net realized/unrealized losses on certain seed money investments.

(5) We enter into economic hedges that do not qualify for hedge accounting treatment. At June 30, 2005, the mark to market of the
instruments not designated as accounting hedges contributed to the net loss due to hedging. We do not get hedge accounting
treatment for swaptions and those instruments used to hedge our short-term interest rate exposure including futures, mortgage-
backed securities forwards, and certain interest rate swaps. We report the mark to market of these items in realized/unrealized
capital gains/losses.

Benefits, claims and settlement expenses increased $91.6 million, or 4%, to $2,498.8 million for the six months ended June 30, 2005,
from $2,407.2 million for the six months ended June 30, 2004. The increase resulted from a $47.3 million increase in the International
Asset Management and Accumulation segment, primarily due to an increase in Chile related to higher reserve expenses due to
increased sales of single premium annuities with life contingencies along with higher interest credited to customers. In addition, the
increase resulted from a $27.3 million increase in the U.S. Asset Management and Accumulation segment due to an increase in cost of
interest credited and amortization related to sale inducements associated with our deferred annuity business, higher benefit payments
and an increase in life payout annuity reserves.

Dividends to policyholders decreased $2.6 million, or 2%, to $145.1 million for the six months ended June 30, 2005, from $147.7
million for the six months ended June 30, 2004. The decrease primarily resulted from a $1.9 million decrease in dividends to
policyholders for the Life and Health Insurance segment due to a decrease in the individual life insurance dividend interest crediting
rates resulting from a declining interest rate environment.

Operating expenses increased $87.1 million, or 8%, to $1,137.7 million for the six months ended June 30, 2005, from $1,050.6 million
for the six months ended June 30, 2004. The increase was largely due to a $73.6 million increase from the U.S Asset Management
and Accumulation segment due to an increase in amortization of deferred policy acquisition costs (“DPAC”), including DPAC
unlocking, an increase in compensation costs, and due to our acquisitions of Principal Services Trust Company and Columbus Circle.
The increase was also due to a $58.9 million increase from the Life and Health Insurance segment due to growth in our specialty
benefits and individual life insurance businesses, a change in the estimate of reinsurance benefits in the individual life insurance
business, as well as revenue growth in the insured medical and wellness businesses. These increases were partially offset by a $28.9
million decrease in the Corporate and Other segment due to a decrease in interest related to federal income tax audit activities, a
decrease in interest expense primarily related to the reduction of corporate debt, as well as a prior year prepayment penalty recognized
on redemption of our surplus notes due in 2024.

Income taxes increased $55.9 million, or 71%, to $134.2 million for the six months ended June 30, 2005 from $78.3 million for the six
months ended June 30, 2004. The effective income tax rate was 24% for the six months ended June 30, 2005 and 21% for the six
months ended June 30, 2004. The effective income tax rate for the six months ended June 30, 2005 was
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lower than the corporate income tax rate of 35% primarily due to income tax deductions allowed for corporate dividends received and
Section 29 tax credits received on our investment in a synthetic fuel production facility. The effective income tax rate for the six
months ended June 30, 2004 was lower than the corporate income tax rate of 35% primarily due to income tax deductions allowed for
corporate dividends received. The increase in the effective tax rate to 24% for the six months ended June 30, 2005, from 21% for the
six months ended June 30, 2004, was primarily due to the tax benefit of capital losses in 2004.

As a result of the foregoing factors, the inclusion of income from discontinued operations and the cumulative change in accounting
principle, net income increased $131.1 million, or 42%, to $444.4 million for the six months ended June 30, 2005, from $313.3

million for the six months ended June 30, 2004. The income from discontinued operations was related to a gain on the sale and
operating revenues of a real estate property that qualifies for discontinued operations treatment under SFAS 144 in 2005. The income
from discontinued operations was related to our sale of Principal Residential Mortgage, Inc., our sale of our Argentine companies, and
operating revenues of a real estate property that qualifies for discontinued operations treatment under SFAS 144 in 2004. The
cumulative change in accounting principle was related to our implementation of Statement of Position 03-1, Accounting and Reporting
by Insurance Enterprises for Certain Nontraditional Long-Duration Contracts and for Separate Accounts (“SOP 03-1"), in 2004.

Results of Operations by Segment

We use operating earnings, which exclude the effect of net realized/unrealized capital gains and losses, as adjusted, and other after-tax
adjustments, for goal setting, determining employee compensation, and evaluating performance on a basis comparable to that used by
securities analysts. Segment operating earnings are determined by adjusting U.S. GAAP net income for net realized/unrealized capital
gains and losses, as adjusted, and other after-tax adjustments we believe are not indicative of overall operating trends. Other after-tax
adjustments have occurred in the past and could recur in future reporting periods. While these items may be significant components in
understanding and assessing our consolidated financial performance, we believe the presentation of segment operating earnings
enhances the understanding of our results of operations by highlighting earnings attributable to the normal, ongoing operations of our
businesses.

The following table presents segment information as of or for the periods indicated:

For the three For the six
months ended months ended
June 30, June 30,
2005 2004 2005 2004

(in millions)
Operating revenues by segment:

U.S. Asset Management and Accumulation $ 971.1 $ 906.8 $ 1,9284 $ 1,800.1
International Asset Management and Accumulation 158.2 122.3 291.0 235.3
Life and Health Insurance 1,089.5 1,030.7 2,158.1 2,066.0
Corporate and Other (1) (28.0) (11.9) (38.1) (10.3)

Total segment operating revenues 2,190.8 2,047.9 4,339.4 4,091.1
Add:

Net realized/unrealized capital gains (losses), including
recognition of front-end fee revenues and certain market

value adjustments to fee revenues(2) 10.6 (68.2) 6.6 (114.7)
Subtract:
Operating revenues from discontinued real estates to fee

revenues(2) 0.7 — 1.4 0.9

Total revenue per consolidated statements of operations $ 2,200.7 $ 1,979.7 § 4344.6 $ 3,975.5

Operating earnings (loss) by segment:

U.S. Asset Management and Accumulation $ 1305 $ 1217 $ 269.1 $ 241.2
International Asset Management and Accumulation 19.1 9.3 28.6 17.9
Life and Health Insurance 76.3 56.9 145.8 131.7

Mortgage Banking(3) — (5.4) — (10.3)

Corporate and Other 4.9) (9.1) (13.3) (20.6)
Total segment operating earnings 221.0 173.4 430.2 359.9
Net realized/unrealized capital gains (losses), as adjusted(2) 3.2 (44.5) 0.5) (67.6)
Other after-tax adjustments(4) 14.7 (9.2 14.7 21.0
Net income per consolidated statements of operations $ 2389 $ 119.7 § 4444 $ 313.3
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June 30, December 31,
2005 2004
(in millions)

Total assets by segment:

U.S. Asset Management and Accumulation (5) $ 97,2582 $ 94,394.6
International Asset Management and Accumulation 3,854.6 3,642.0
Life and Health Insurance 13,764.7 13,185.4
Corporate and Other (6) 2,315.1 2,576.1

Total consolidated assets $ 117,192.6 $ 113,798.1

(1) Includes inter-segment eliminations primarily related to internal investment management fee revenues and commission fee
revenues paid to U.S. Asset Management and Accumulation agents for selling Life and Health Insurance segment insurance
products.

(2) Inaddition to sales activity and other than temporary impairments, net realized/unrealized capital gains (losses) include
unrealized gains (losses) on mark to market changes of certain seed money investments and investments classified as trading
securities, as well as unrealized gains (losses) on certain derivatives. Net realized/unrealized capital gains (losses), as adjusted,
are net of income taxes, net realized capital gains and losses distributed, minority interest capital gains and losses, related changes
in the amortization pattern of deferred policy acquisition and sales inducement costs, recognition of front-end fee revenues for
sales charges on pension products and services and certain market value adjustments to fee revenues.

For the three For the six
months ended months ended
June 30, June 30,
2005 2004 2005 2004

(in millions)

Net realized/unrealized capital gains (losses) $ 102 $ (66.3) $ 87 $ (108.8)
Certain market value adjustments to fee revenues (1.0) (2.9) 3.9) (5.8)
Recognition of front-end fee revenues 1.4 1.0 1.8 (0.1)

Net realized/unrealized capital gains (losses), including
recognition of front-end fee revenues and certain
market value adjustments to fee revenues 10.6 (68.2) 6.6 (114.7)
Amortization of deferred policy acquisition and sales
inducement costs related to net realized/unrealized capital

gains (losses) 4.4) 0.5 3.9) 2.6
Capital losses (gains) distributed 0.2 0.8 (1.2) (1.2)
Minority interest capital gains 0.2) (0.1) 0.2) (0.2

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 and sales
inducement costs, capital losses (gains) distributed and

minority capital gains 6.2 (67.0) 1.3 (113.5)
Income tax effect 3.0) 22.5 (1.8) 45.9
Net realized/unrealized capital gains (losses), as adjusted ~ $ 32§ (445) $ 05 $ (67.6)

(3) Corporate overhead allocated to our Mortgage Banking segment does not qualify for discontinued operations treatment under
SFAS 144 and was included in our results of continuing operations and segment operating earnings prior to July 1, 2004.

(4) For the three months ended June 30, 2005, other after-tax adjustments reflect a $14.7 million gain on sale of a real estate property
that qualifies for discontinued operations treatment under SFAS 144,

For the three months ended June 30, 2004, other after-tax adjustments of $9.2 million included the negative effect of a loss from
discontinued operations of Principal Residential Mortgage, Inc. ($9.5 million); and the positive effect of income from
discontinued operations of Argentina ($0.3 million).
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For the six months ended June 30, 2005, other after-tax adjustments reflect a $14.7 million gain on sale of a real estate property
that qualifies for discontinued operations treatment under SFAS 144,

For the six months ended June 30, 2004, other after-tax adjustments of $21.0 million included the positive effects of: (1) income
from discontinued operations of Principal Residential Mortgage ($26.5 million) and (2) income from discontinued operations of
Argentina ($0.2 million); and the negative effect from a cumulative change in accounting principle related to the implementation
of SOP 03-1 ($5.7 million).

(5) U.S. Asset Management and Accumulation separate account assets include shares of Principal Financial Group stock allocated to
a separate account, a result of our demutualization. The value of the separate account was $698.9 million at June 30, 2005, and
$782.8 million at December 31, 2004. Changes in fair value of the separate account are reflected in both separate account assets
and separate account liabilities.

(6) Includes inter-segment elimination amounts related to an internal line of credit, internally generated mortgage loans, and long-
term borrowings. The Corporate and Other segment managed a revolving line of credit used by another segment. The U.S. Asset
Management and Accumulation segment and the Life and Health Insurance segment reported mortgage loan assets issued for real
estate joint ventures. These mortgage loans were reported as liabilities in the Corporate and Other segment. In prior years, the
U.S. Asset Management and Accumulation segment provided a source of funding for the Mortgage Banking segment’s mortgage
servicing rights.

U.S. Asset Management and Accumulation Segment

The following table presents certain summary financial data relating to the U.S. Asset Management and Accumulation segment for the
periods indicated:

For the three For the six
months ended months ended
June 30, June 30,
2005 2004 2005 2004

(in millions)
Operating Earnings Data:
Operating revenues(1):

Premiums and other considerations $ 741 $ 771 $ 132.7  $ 166.0
Fees and other revenues 284.1 255.2 580.1 485.0
Net investment income 612.9 574.5 1,215.6 1,149.1
Total operating revenues 971.1 906.8 1,928.4 1,800.1
Expenses:
Benefits, claims and settlement expenses, including
dividends to policyholders 529.5 504.1 1,029.1 1,002.7
Operating expenses 270.8 2415 550.1 479.9
Total expenses 800.3 745.6 1,579.2 1,482.6
Pre-tax operating earnings 170.8 161.2 349.2 317.5
Income taxes 40.3 39.5 80.1 76.3
Operating earnings 130.5 121.7 269.1 241.2
Net realized/unrealized capital losses, as adjusted 2.5) (20.3) 0.1) (57.5)
Other after-tax adjustments — (6.0) — (5.0

U. S. GAAP Reported:
Net income $ 1280 $ 954 § 269.0 $ 178.7

(1) Excludes net realized/unrealized capital gains (losses) and their impact on recognition of front-end fee revenues and certain
market value adjustments to fee revenues.

Three Months Ended June 30, 2005 Compared to Three Months Ended June 30, 2004

Premiums and other considerations decreased $3.0 million, or 4%, to $74.1 million for the three months ended June 30, 2005, from
$77.1 million for the three months ended June 30, 2004. The decrease primarily resulted from an $18.7 million decrease in pension
full-service payout sales of single premium group annuities with life contingencies, which are typically used to fund defined benefit
plan terminations. The premium income received from these contracts fluctuates due to the variability in the number and size of
pension plan terminations, the interest rate environment and the ability to attract new
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sales. Offsetting the overall decrease was a $15.7 million increase in individual payout annuity premiums and other considerations
primarily due to an increase in larger sized contract sales, along with an increase in overall sales during the current quarter.

Fees and other revenues increased $28.9 million, or 11%, to $284.1 million for the three months ended June 30, 2005, from $255.2
million for the three months ended June 30, 2004. Pension full-service accumulation fees and other revenue increased $17.9 million
primarily due to an increase in fees from our separate accounts, due to improvements in the equity markets and net cash flow from
customers, which have led to higher account values, and increased fees from our acquisition of Principal Services Trust Company. In
addition, Principal Global Investors fees and other revenues increased $11.0 million primarily due to increased fee revenue from our
commercial real estate business, our acquisition of Columbus Circle and an increase in assets under management.

Net investment income increased $38.4 million, or 7%, to $612.9 million for the three months ended June 30, 2005, from $574.5
million for the three months ended June 30, 2004. The increase primarily resulted from a $2,430.7 million, or 6%, increase in average
invested assets and cash. The average annualized yield on invested assets and cash was 5.7% for the three months ended June 30,
2005 compared to 5.6% for the three months June 30, 2004.

Benefits, claims and settlement expenses, including dividends to policyholders, increased $25.4 million, or 5%, to $529.5 million for
the three months ended June 30, 2005, from $504.1 million for the three months ended June 30, 2004. The increase primarily related
to a $23.9 million increase in our individual fixed annuity benefits, claims and settlement expenses due to an increase in cost of
interest credited and amortization related to sale inducements associated with our deferred annuity business, higher benefit payments
and an increase in reserves stemming from an increase in sales related to our life payout annuity business. In addition, our pension
investment-only business benefits, claims and settlement expenses increased $22.1 million primarily due to an increase in cost of
interest credited on this block of business as a result of an increase in account values. Partially offsetting the overall increase was a
$16.0 million decrease in our pension full-service payout business as a result of decreased sales of single premium group annuities
with life contingencies.

Operating expenses increased $29.3 million, or 12%, to $270.8 million for the three months ended June 30, 2005, from $241.5 million
for the three months ended June 30, 2004. The increase resulted from a $13.5 million increase in pension full-service accumulation
primarily due to our acquisition of Principal Services Trust Company and an increase in regular compensation costs. In addition,
Principal Global Investors operating expenses increased $12.4 million primarily due to an increase in incentive compensation costs,
due to our acquisition of Columbus Circle and an increase in allocated expenses.

Income taxes increased $0.8 million, or 2%, to $40.3 million for the three months ended June 30, 2005, from $39.5 million for the
three months ended June 30, 2004. The effective income tax rate for this segment was 24% for the three months ended June 30, 2005,
and 25% for the three months ended June 30, 2004. The effective income tax rates for the three months ended June 30, 2005 and
2004, were lower than the corporate income tax rate of 35% primarily due to income tax deductions allowed for corporate dividends
received and interest exclusion from taxable income.

As a result of the foregoing factors, operating earnings increased $8.8 million, or 7%, to $130.5 million for the three months ended
June 30, 2005 from $121.7 million for the three months ended June 30, 2004.

Net realized/unrealized capital losses, as adjusted, decreased $17.8 million, or 88%, to $2.5 million for the three months ended June
30, 2005, from $20.3 million for the three months ended June 30, 2004. The decrease primarily related to fewer other than temporary
impairments of fixed maturity securities including a $24.3 million recovery of previously impaired securities received as the result of a
litigation settlement offset in part by increased unrealized losses on the mark to market of derivatives activity.

As a result of the foregoing factors and the inclusion of other after-tax adjustments, net income increased $32.6 million, or 34%, to
$128.0 million for the three months ended June 30, 2005, from $95.4 million for the three months ended June 30, 2004. For the three
months ended June 30, 2004, net income included the negative effect of other after-tax adjustments totaling $6.0 million related to a
loss from discontinued operations associated with the sale of Principal Residential Mortgage.

Six Months Ended June 30, 2005 Compared to Six Months Ended June 30, 2004

Premiums and other considerations decreased $33.3 million, or 20%, to $132.7 million for the six months ended June 30, 2005, from
$166.0 million for the six months ended June 30, 2004. The decrease primarily resulted from a $45.2 million decrease in pension full-
service payout sales of single premium group annuities with life contingencies, which are typically used to fund defined benefit plan
terminations. The premium income received from these contracts fluctuates due to the variability in the number and size of pension
plan terminations, the interest rate environment and the ability to attract new sales. Partially offsetting the decrease was an $11.9
million increase in individual payout annuity premiums and other
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considerations primarily due to an increase in larger sized contract sales, along with an increase in overall sales.

Fees and other revenues increased $95.1 million, or 20%, to $580.1 million for the six months ended June 30, 2005, from $485.0
million for the six months ended June 30, 2004. Pension full-service accumulation fees and other revenue increased $55.6 million
primarily due to an increase in fees from our separate accounts, due to improvements in the equity markets and net cash flow from
customers, which have led to higher account values, and increased fees from our acquisition of Principal Services Trust Company. In
addition, Principal Global Investors fees and other revenues increased $41.6 million primarily due to increased revenue stemming
from our commercial mortgage-backed securities business, growth in our commercial real estate fees, our acquisition of Columbus
Circle and an increase in assets under management.

Net investment income increased $66.5 million, or 6%, to $1,215.6 million for the six months ended June 30, 2005, from $1,149.1
million for the six months ended June 30, 2004. The increase primarily resulted from a $2,772.0 million, or 7%, increase in average
invested assets and cash. The average annualized yield on invested assets and cash was 5.6% for the six months ended June 30, 2005
compared to 5.7% for the six months June 30, 2004.

Benefits, claims and settlement expenses, including dividends to policyholders, increased $26.4 million, or 3%, to $1,029.1 million for
the six months ended June 30, 2005, from $1,002.7 million for the six months ended June 30, 2004. The increase primarily related to
a $43.4 million increase in our pension investment-only business due to an increase in cost of interest credited on this block of
business as a result of an increase in account values. In addition, our individual annuity benefits, claims and settlement expenses
increased $28.7 million due to an increase in cost of interest credited and amortization related to sale inducements associated with our
deferred annuity business, higher benefit payments and an increase in reserves stemming from an increase in sales related to our life
payout annuity business. Partially offsetting the overall increase was a $34.5 million decrease in our pension full-service payout
business as a result of decreased sales of single premium group annuities with life contingencies. Further offsetting the overall
increase was a $10.5 million decrease in our pension full-service accumulation business primarily due to lower interest credited on our
non-participating deposit type business and to a lesser extent due to decreases in cost of interest credited on business from our
participating block.

Operating expenses increased $70.2 million, or 15%, to $550.1 million for the six months ended June 30, 2005, from $479.9 million
for the six months ended June 30, 2004. The increase resulted from a $40.1 million increase in pension full-service accumulation
primarily due to an increase in amortization of DPAC, including DPAC unlocking, an increase in compensation costs and due to our
acquisition of Principal Services Trust Company. In addition, Principal Global Investors operating expenses increased $25.2 million
primarily due to an increase in incentive compensation costs and due to our acquisition of Columbus Circle.

Income taxes increased $3.8 million, or 5%, to $80.1 million for the six months ended June 30, 2005, from $76.3 million for the six
months ended June 30, 2004. The effective income tax rate for this segment was 23% for the six months ended June 30, 2005, and
24% for the six months ended June 30, 2004. The effective income tax rates for the six months ended June 30, 2005 and 2004, were
lower than the corporate income tax rate of 35% primarily due to income tax deductions allowed for corporate dividends received and
interest exclusion from taxable income.

As a result of the foregoing factors, operating earnings increased $27.9 million, or 12%, to $269.1 million for the six months ended
June 30, 2005 from $241.2 million for the six months ended June 30, 2004.

Net realized/unrealized capital losses, as adjusted, decreased $57.4 million to $0.1 million for the six months ended June 30, 2005,
from $57.5 million for the six months ended June 30, 2004. The decrease was primarily due to fewer other than temporary
impairments of fixed maturity securities including a $24.3 million recovery of previously impaired securities received as the result of a
litigation settlement and fewer losses on commercial mortgage loans.

As a result of the foregoing factors and the inclusion of other after-tax adjustments, net income increased $90.3 million, or 51%, to
$269.0 million for the six months ended June 30, 2005, from $178.7 million for the six months ended June 30, 2004. For the six
months ended June 30, 2004, net income included the negative effect of other after-tax adjustments totaling $5.0 million related to:
(1) a loss from discontinued operations associated with the sale of Principal Residential Mortgage ($3.5 million) and (2) a cumulative
effect of accounting change related to our implementation of SOP 03-1 ($1.5 million).
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International Asset Management and Accumulation Segment

The following table presents certain summary financial data relating to the International Asset Management and Accumulation
segment for the periods indicated:

For the three For the six
months ended months ended
June 30, June 30,
2005 2004 2005 2004

(in millions)

Operating Earnings Data:

Operating revenues (1):

Premiums and other considerations $ 643 $ 523 $ 1464 $ 1111
Fees and other revenues 24.1 21.2 46.7 42.2
Net investment income 69.8 48.8 97.9 82.0
Total operating revenues 158.2 122.3 291.0 235.3
Expenses:
Benefits, claims and settlement expenses, including
dividends to policyholders 111.0 84.0 205.6 158.3
Operating expenses 25.7 26.2 51.9 51.7
Total expenses 136.7 110.2 257.5 210.0
Pre-tax operating earnings 21.5 12.1 33.5 25.3
Income taxes 2.4 2.8 4.9 7.4
Operating earnings 19.1 9.3 28.6 17.9
Net realized/unrealized capital gains (losses), as adjusted — 0.2 ©.7) 4.0
Other after-tax adjustments — 0.3 — (3.1

U. S. GAAP Reported:
Net income $ 19.1 $ 98 $§ 279 $ 18.8

(1) Excludes net realized/unrealized capital gains (losses)
Three Months Ended June 30, 2005 Compared to Three Months Ended June 30, 2004

Premiums and other considerations increased $12.0 million, or 23%, to $64.3 million for the three months ended June 30, 2005, from
$52.3 million for the three months ended June 30, 2004. An increase of $15.1 million in Chile was primarily a result of increased
sales of single premium annuities with life contingencies. Partially offsetting this increase was a decrease of $3.1 million in Mexico
primarily due to a decrease in sales of single premium annuities with life contingencies.

Fees and other revenues increased $2.9 million, or 14%, to $24.1 million for the three months ended June 30, 2005, from $21.2
million for the three months ended June 30, 2004. An increase of $2.5 million in Mexico was primarily due to improved net transfers
of pension customers from competitors in the last half of 2004 and the first half of 2005. In addition, an increase of $0.5 million in
Hong Kong was primarily a result of an increase in fees caused by growth in assets under management.

Net investment income increased $21.0 million, or 43%, to $69.8 million for the three months ended June 30, 2005, from $48.8
million for the three months ended June 30, 2004. The increase was primarily due to an increase of $ 425.4 million, or 21%, in
average invested assets and cash, excluding our equity investment in subsidiaries. In addition, the increase was due to an increase in
the annualized yield on average invested assets and cash, excluding our equity investment in subsidiaries, which was 10.4% for the
three months ended June 30, 2005, compared to 9.1% for the three months ended June 30, 2004.

Benefits, claims and settlement expenses increased $27.0 million, or 32%, to $111.0 million for the three months ended June 30, 2005,
from $84.0 million for the three months ended June 30, 2004. An increase of $29.3 million in Chile was primarily related to higher
reserve expenses due to an increase in sales of single premium annuities with life contingencies along with higher interest credited to
customers.

Operating expenses decreased $0.5 million, or 2%, to $25.7 million for the three months ended June 30, 2005, from $26.2 million for
the three months ended June 30, 2004. A decrease of $2.6 million in Mexico is primarily due to lower distribution expense and
professional fees. Partially offsetting the decrease in operating expense is an increase of $1.5 million
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in Chile due to higher commission and interest costs. In addition, an increase of $0.3 million in India was due to the expenses of PNB
Principal Insurance Advisory Company Pvt. Ltd. that began operations in February 2005, and an increase of $0.2 million in Hong
Kong was partially due to higher investment management expenses caused by an increase in assets under management.

Income taxes decreased $0.4 million, or 14%, to $2.4 million for the three months ended June 30, 2005, from $2.8 million for the three
months ended June 30, 2004. A decrease of $1.1 million was due to a tax benefit from the American Jobs Creation Act in 2005. In
addition, a decrease of $0.9 million in Brazil was primarily a result of a decrease in deferred taxes in 2005 related to our Brazilian
equity method investment. Partially offsetting this decrease was an increase of $1.8 million in Mexico due to an increase in pre-tax
operating earnings.

As a result of the foregoing factors, operating earnings increased $9.8 million to $19.1 million for the three months ended June 30,
2005, from $9.3 million for the three months ended June 30, 2004.

As a result of the foregoing factors and the inclusion of other after-tax adjustments, net income increased $9.3 million, or 95%, to
$19.1 million for the three months ended June 30, 2005, from $9.8 million for the three months ended June 30, 2004. For the three
months ended June 30, 2004, net income included the positive effect of other after-tax adjustments totaling $0.3 million due to income
from discontinued operations related to the sale of our Argentine companies.

Six Months Ended June 30, 2005 Compared to Six Months Ended June 30, 2004

Premiums and other considerations increased $35.3 million, or 32%, to $146.4 million for the six months ended June 30, 2005, from
$111.1 million for the six months ended June 30, 2004. An increase of $36.0 million in Chile was primarily a result of increased sales
of single premium annuities with life contingencies.

Fees and other revenues increased $4.5 million, or 11%, to $46.7 million for the six months ended June 30, 2005, from $42.2 million
for the six months ended June 30, 2004. An increase of $3.3 million in Mexico was primarily due to improved net transfers of pension
customers from competitors. An increase of $0.9 million in India was primarily a result of an increase in fees from PNB Principal
Insurance Advisory Company Pvt. Ltd. that began operations in February 2005, along with an increase in fees caused by a growth in
assets under management.

Net investment income increased $15.9 million, or 19%, to $97.9 million for the six months ended June 30, 2005, from $82.0 million
for the six months ended June 30, 2004. The increase was primarily due to an increase of $483.2 million, or 25%, in average invested
assets and cash, excluding our equity investment in subsidiaries. The increase was partially offset by a decrease in the annualized
yield on average invested assets and cash, excluding our equity investment in subsidiaries, which was 7.1% for the six months ended
June 30, 2005, compared to 7.5% for the six months ended June 30, 2004.

Benefits, claims and settlement expenses increased $47.3 million, or 30%, to $205.6 million for the six months ended June 30, 2005,
from $158.3 million for the six months ended June 30, 2004. An increase of $50.6 million in Chile was primarily related to higher
reserve expenses due to an increase in sales of single premium annuities with life contingencies along with higher interest credited to
customers.

Operating expenses increased $0.2 million to $51.9 million for the six months ended June 30, 2005, from $51.7 million for the six
months ended June 30, 2004. An increase of $1.9 million in Chile is primarily due to higher commission and compensation
expenses. An increase of $0.7 million in India is primarily due to the expenses of PNB Principal Insurance Advisory Company Pvt.
Ltd. that began operations in February 2005. In addition, an increase of $0.4 million in Hong Kong is primarily a result of increased
management fees caused by an increase in assets under management, and an increase in Brazil of $0.2 million was primarily a result
of higher marketing expenses. These increases are partially offset by a decrease of $3.1 million in Mexico primarily due to a lower
distribution expenses and professional fees in 2005.

Income taxes decreased $2.5 million, or 34%, to $4.9 million for the six months ended June 30, 2005, from $7.4 million for the six
months ended June 30, 2004. A decrease of $3.8 million in Brazil was primarily a result of a decrease in deferred taxes related to our
Brazilian equity method investment. A decrease of $1.1 million was due to a tax benefit from the American Jobs Creation Act in
2005. Partially offsetting this decrease was an increase of $2.4 million in Mexico related to an increase in pre-tax earnings.

As a result of the foregoing factors, operating earnings increased $10.7 million, or 60%, to $28.6 million for the six months ended
June 30, 2005, from $17.9 million for the six months ended June 30, 2004.

Net realized/unrealized capital losses, as adjusted, increased $4.7 million to $0.7 million of net realized/unrealized capital losses for
the six months ended June 30, 2005, from $4.0 million of net realized/unrealized capital gains for the six months ended June 30,
2004. An increase of $2.5 million in India was primarily due to a 2004 realized gain on recovery of a
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previously impaired fixed maturity security. An increase of $2.0 million in Chile was primarily due to sale of fixed maturities
securities and derivative losses.

As a result of the foregoing factors and the inclusion of other after-tax adjustments, net income increased $9.1 million, or 48%, to
$27.9 million for the six months ended June 30, 2005, from $18.8 million for the six months ended June 30, 2004. For the six months
ended June 30, 2004, net income included the effect of other after-tax adjustments totaling $3.1 million, related to: (1) the negative
cumulative effect of an accounting change related to the implementation of SOP 03-1 ($3.3 million) and (2) the positive effect of
income from discontinued operations related to the sale of our Argentine companies ($0.2 million).

Life and Health Insurance Segment

The following table presents certain summary financial data relating to the Life and Health Insurance segment for the periods
indicated:

For the three For the six
months ended months ended
June 30, June 30,
2005 2004 2005 2004

(in millions)
Operating Earnings Data:
Operating revenues(1):

Premiums and other considerations $ 8093 $ 763.2 $ 1,601.4 $ 1,535.9
Fees and other revenues 110.7 103.2 222.6 200.8
Net investment income 169.5 164.3 334.1 329.3
Total operating revenues 1,089.5 1,030.7 2,158.1 2,066.0
Expenses:
Benefits, claims and settlement expenses, including
dividends to policyholders 626.4 636.5 1,269.4 1,252.6
Dividends to policy holders 71.3 73.1 143.2 145.1
Operating expenses 276.5 236.0 525.6 469.6
Total expenses 974.2 945.6 1,938.2 1,867.3
Pre-tax operating earnings 115.3 85.1 219.9 198.7
Income taxes 39.0 28.2 74.1 67.0
Operating earnings 76.3 56.9 145.8 131.7
Net realized/unrealized capital gains (losses), as adjusted 1.2 (5.9) 0.5 (7.8)
Other after-tax adjustments — — — 0.9
U. S. GAAP Reported:
Net income $ 775 $ 51.0 $ 1463 $ 123.0

(1) Excludes net realized/unrealized capital gains (losses)
Three Months Ended June 30, 2005 Compared to Three Months Ended June 30, 2004

Premiums and other considerations increased $46.1 million, or 6%, to $809.3 million for the three months ended June 30, 2005, from
$763.2 million for the three months ended June 30, 2004. Specialty benefits insurance premiums increased $31.9 million primarily
due to strong sales and persistency. In addition, health insurance premiums increased $26.0 million, primarily due to higher premium
per member and an increase in insured medical members. Partially offsetting these increases was a decrease of $11.8 million in
individual life insurance premiums, primarily a result of the continuation of a shift in marketing emphasis to universal and variable
universal life insurance products from traditional life insurance products. Unlike traditional premium-based products, individual
universal life and variable life insurance deposits are not reported as U.S. GAAP revenue.

Fees and other revenues increased $7.5 million, or 7%, to $110.7 million for the three months ended June 30, 2005, from $103.2
million for the three months ended June 30, 2004. Fee revenues from our individual life insurance business increased $8.7 million,
primarily due to growth in our fee-based universal and variable universal life insurance business.
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Net investment income increased $5.2 million, or 3%, to $169.5 million for the three months ended June 30, 2005, from $164.3
million for the three months ended June 30, 2004. The increase primarily relates to a $646.0 million, or 6%, 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 6.3% for the three months ended June 30, 2005, compared to 6.5% for the three months ended June 30,
2004.

Benefits, claims and settlement expenses decreased $10.1 million, or 2%, to $626.4 million for the three months ended June 30, 2005,
from $636.5 million for the three months ended June 30, 2004. Individual life insurance benefits, claims and settlement expenses
decreased $22.0 million primarily the result of methodology improvements related to reinsurance values and a change in the estimate
of reinsurance benefits. The change in the estimate of reinsurance benefits is negated by a corresponding increase in operating
expenses and thus has no impact on earnings. Partially offsetting this decrease was a $9.0 million increase in specialty benefit
insurance benefits, claims and settlement expenses, primarily driven by growth in the business.

Dividends to policyholders decreased $1.8 million, or 2%, to $71.3 million for the three months ended June 30, 2005, from $73.1
million for the three months ended June 30, 2004. The decrease is primarily related to a decrease in the individual life insurance
dividend interest crediting rates resulting from a declining interest rate environment.

Operating expenses increased $40.5 million, or 17%, to $276.5 million for the three months ended June 30, 2005, from $236.0 million
for the three months ended June 30, 2004. Individual life insurance operating expenses increased $14.7 million, primarily due to
growth in the business and a change in the estimate of reinsurance benefits. The change in the estimate of reinsurance benefits is
negated by a corresponding decrease in benefits, claims, and settlement expenses and thus has no impact on earnings. Specialty
benefits operating expenses increased $14.1 million primarily resulting from growth in the business. Health insurance operating
expenses increased $11.7 million, primarily due to growth in the insured medical and wellness businesses.

Income taxes increased $10.8 million, or 38%, to $39.0 million for the three months ended June 30, 2005, from $28.2 million for the
three months ended June 30, 2004. The effective income tax rate for the segment was 34% and 33% for the three months ended June
30, 2005 and 2004, respectively. The effective income tax rates for the three months ended June 30, 2005 and 2004 were lower than
the corporate income tax rate of 35% primarily due to the interest exclusion from taxable income.

As a result of the foregoing factors, operating earnings increased $19.4 million, or 34%, to $76.3 million for the three months ended
June 30, 2005, from $56.9 million for the three months ended June 30, 2004.

Net realized/unrealized capital gains, as adjusted, increased $7.1 million to $1.2 million of net realized/unrealized capital gains for the
three months ended June 30, 2005, from $5.9 million of net realized/unrealized capital losses for the three months ended June 30,
2004. The increase is primarily the result of fewer other than temporary impairments of certain fixed maturity securities including a
$7.4 million recovery of previously impaired securities received as the result of a litigation settlement offset in part by a software
impairment and increased losses as the result of fixed maturity securities sales.

As a result of the foregoing factors, net income increased $26.5 million, or 52%, to $77.5 million for the three months ended June 30,
2005, from $51.0 million for the three months ended June 30, 2004.

Six Months Ended June 30, 2005 Compared to Six Months Ended June 30, 2004

Premiums and other considerations increased $65.5 million, or 4%, to $1,601.4 million for the six months ended June 30, 2005, from
$1,535.9 million for the six months ended June 30, 2004. Specialty benefits insurance premiums increased $51.5 million primarily
due to strong sales and persistency. In addition, health insurance premiums increased $35.5 million, primarily due to higher premium
per member. Partially offsetting these increases was a decrease of $21.5 million in individual life insurance premiums, primarily a
result of the continuation of a shift in marketing emphasis to universal and variable universal life insurance products from traditional
life insurance products and an increase in ceded reinsurance premium. Unlike traditional premium-based products, individual
universal life and variable life insurance deposits are not reported as U.S. GAAP revenue.

Fees and other revenues increased $21.8 million, or 11%, to $222.6 million for the six months ended June 30, 2005, from $200.8
million for the six months ended June 30, 2004. Fee revenues from our individual life insurance business increased $24.3 million,
primarily due to growth in our fee-based universal and variable universal life insurance business.

Net investment income increased $4.8 million, or 1%, to $334.1 million for the six months ended June 30, 2005, from $329.3 million
for the six months ended June 30, 2004. The increase primarily relates to a $773.0 million, or 8%, 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 6.2% for the six months ended June 30, 2005, compared to 6.6% for the six
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months ended June 30, 2004.

Benefits, claims and settlement expenses increased $16.8 million, or 1%, to $1,269.4 million for the six months ended June 30, 2005,
from $1,252.6 million for the six months ended June 30, 2004. Despite lower loss ratios, specialty benefits insurance benefits, claims
and settlement expenses increased $23.2 million, primarily due to growth in the business. Health insurance benefits, claims and
settlement expenses increased $10.5 million primarily due to insured medical cost trend. Partially offsetting these increases was a
decrease of $16.9 million in individual life insurance benefits, claims and settlement expenses, primarily a result of methodology
improvements related to reinsurance values and a change in the estimate of reinsurance benefits, partially offset by higher death
benefit costs. The change in the estimate of reinsurance benefits is negated by a corresponding increase in operating expenses and
thus has no impact to earnings.

Dividends to policyholders decreased $1.9 million, or 1%, to $143.2 million for the six months ended June 30, 2005, from $145.1
million for the six months ended June 30, 2004. The decrease is primarily related to a decrease in the individual life insurance
dividend interest crediting rates resulting from a declining interest rate environment.

Operating expenses increased $56.0 million, or 12%, to $525.6 million for the six months ended June 30, 2005, from $469.6 million
for the six months ended June 30, 2004. Specialty benefits operating expenses increased $23.4 million primarily resulting from
growth in the business. Individual life insurance operating expenses increased $19.7 million, primarily due to growth in the business
and a change in the estimate of reinsurance benefits. The change in the estimate of reinsurance benefits is negated by a corresponding
decrease in benefits, claims, and settlement expenses and thus has no impact on earnings. In addition, health insurance operating
expenses increased $12.9 million, primarily due to revenue growth in the insured medical and wellness businesses.

Income taxes increased $7.1 million, or 11%, to $74.1 million for the six months ended June 30, 2005, from $67.0 million for the six
months ended June 30, 2004. The effective income tax rate for the segment was 34% for the six months ended June 30, 2005 and
2004. The effective income tax rates for the six months ended June 30, 2005 and 2004 were lower than the corporate income tax rate
of 35% primarily due to the interest exclusion from taxable income.

As a result of the foregoing factors, operating earnings increased $14.1 million, or 11%, to $145.8 million for the six months ended
June 30, 2005, from $131.7 million for the six months ended June 30, 2004.

Net realized/unrealized capital gains, as adjusted, increased $8.3 million to $0.5 million of net realized/unrealized capital gains for the
six months ended June 30, 2005, from $7.8 million of net realized/unrealized capital losses for the six months ended June 30, 2004.
The increase is primarily the result of fewer other than temporary impairments of certain fixed maturity securities including a $7.4
million recovery of previously impaired securities received as the result of a litigation settlement, more losses as the result of sales of
securities offset in part by a software impairment.

As a result of the foregoing factors and the inclusion of other after-tax adjustments, net income increased $23.3 million, or 19%, to
$146.3 million for the six months ended June 30, 2005, from $123.0 million for the six months ended June 30, 2004. For the six
months ended June 30, 2004, net income included the negative effect of other after-tax adjustments totaling $0.9 million, due to a
cumulative effect of accounting change, a result of our implementation of SOP 03-1.
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Corporate and Other Segment

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

For the three For the six
months ended months ended
June 30, June 30,
2005 2004 2005 2004

(in millions)
Operating Earnings Data:
Operating revenues (1):

Total operating revenues $ (28.0) $ (11.9) $ 38.1) $ (10.3)
Expenses:

Total expenses 1.9 7.6 1.4 30.1
Pre-tax operating loss 29.9) (19.5) 39.5) (40.4)
Income tax benefits (25.0) (10.4) (26.2) (19.8)
Operating loss 4.9) 9.2) (13.3) (20.6)
Net realized/unrealized capital gains (losses), as adjusted 4.5 (18.5) 0.2) (6.3)
Other after-tax adjustments 14.7 — 14.7 —

U. S. GAAP Reported:
Net income (loss) $ 143 $ (27.6) $ 1.2 $ (26.9)

(1) Excludes net realized/unrealized capital gains (losses).
Three Months Ended June 30, 2005 Compared to Three Months Ended June 30, 2004

Total operating revenues decreased $16.1 million to a negative $28.0 million for the three months ended June 30, 2005, from a
negative $11.9 million for the three months ended June 30, 2004. Net investment income decreased $15.3 million primarily due to the
increase in investment expenses related to the acquisition of a significant variable interest in a coal-based synthetic fuel production
facility in June 2004. The increase in investment expense from this investment is more than offset by a decrease in income taxes due
to Section 29 tax credits generated from the fuel production.

Total expenses decreased $5.7 million, or 75%, to $1.9 million for the three months ended June 30, 2005, from $7.6 million for the
three months ended June 30, 2004. The decrease in total expenses was partially due to a $4.8 million decrease in interest related to
federal income tax audit activities as well as a $2.6 million decrease in interest expense primarily related to the reduction in corporate
debt.

Income tax benefits increased $14.6 million to $25.0 million for the three months ended June 30, 2005, from $10.4 million for the
three months ended June 30, 2004. The increase was primarily due to Section 29 tax credits on our investment in a synthetic fuel
production facility.

As a result of the foregoing factors, operating loss decreased $4.2 million, or 46%, to $4.9 million for the three months ended June 30,
2005, from $9.1 million for the three months ended June 30, 2004.

Net realized/unrealized capital gains, as adjusted, increased $23.0 million