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PART I - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

PRINCIPAL FINANCIAL GROUP, INC.
CONSOLIDATED STATEMENTS OF FINANC IAL POSITION
SEP TEMBER 30, DECEMBER 31,
2002 2001
(Un audited) (Note 1)
(IN MILLIONS,
EXCEPT PER SHARE DATA)
ASSETS
Fixed maturities, available-for-sale........... $33,057.2 $30,012.3
Fixed maturities, trading 92.7 17.8
Equity securities, available-for-sale.......... 379.5 837.2
Mortgage loans.........ccccoeveveeeeiiienenn. 11,283.6 11,065.7
Real estate 1,168.9 1,181.8
Policy loans.........cccccvvveeveineeeeennnnn. 822.9 831.9
Other investments............coccvveeeennnen. 1,111.4 832.3
Total investments...........ccocceveernns 47,916.2 44,779.0
Cash and cash equivalents..................... 631.5 561.2
Accrued investment income...................... 585.1 594.1
Premiums due and other receivables............. 786.6 489.0
Deferred policy acquisition costs.............. 1,399.0 1,372.5
Property and equipment...............ccccee.. 484.2 494.2
GoOodWill......ccieiiiiiiiiic e 126.0 104.0
Other intangibles.........cccccoveveveene.n. 55.8 61.5
Mortgage loan servicing rights................. 1,505.0 1,779.2
Separate account assets............... 30,872.5 34,376.0
Assets of discontinued operations.............. 2,535.2 2,974.3
Other assets........ccccecvvveeinieenennnne 1,373.6 765.5
Total assets.......cccceveevveeennnn. $88,270.7 $88,350.5
LIABILITIES
Contractholder funds...........cccoeeeenne. $26,470.5 $24,684.4
Future policy benefits and claims... 14,484.3 14,034.6
Other policyholder funds 608.9 589.1
Short-term debt.. 474.3 511.6
Long-term debt..........ccooviieeene 1,303.7 1,378.4
Income taxes currently payable................. 326.6 35.1
Deferred income taxes............ 899.9 853.6
Separate account liabilities................... 30,872.5 34,376.0
Liabilities of discontinued operations......... 1,632.4 1,773.3
Other liabilities.........ccccevvvieeeeinns 4,563.6 3,294.1
Total liabilities............ccevcvvenee. 81,636.7 81,530.2
STOCKHOLDERS' EQUITY
Common stock, par value $.01 per share -
2,500 million shares authorized, 376.5
million and 375.8 million shares issued,
343.2 million and 360.1 million shares
outstanding, respectively.................. 3.8 3.8
Additional paid-in capital..................... 7,099.0 7,072.5
Retained-earnings deficit...................... (102.2) (29.1)
Accumulated other comprehensive income......... 507.9 147.5
Treasury stock, at cost (33.3 million and 15.7
million shares, respectively)............... (874.5) (374.4)
Total stockholders' equity.................. 6,634.0 6,820.3
Total liabilities and stockholders' equity.. $88,270.7 $88,350.5

SEE ACCOMPANYING NOTES.



PRINCIPAL FINANCIAL GROUP,
CONSOLIDATED STATEMENTS OF OP
(UNAUDITED)

REVENUES

Premiums and other considerations..............
Fees and other revenues
Net investment income.............ccccvvveeees
Net realized/unrealized capital losses.........

Total revenues.............c.ccoeeeee.

EXPENSES

Benefits, claims and settlement
EXPENSES.....ceevrierireanenn

Dividends to policyholders...

Operating eXpenses.......cccccvveeeeeereneennns

Total expenses.........ccocevvveeeenunnen.

Income from continuing operations before income

INnCOMeE taxes..........ccvveevirieieninnnen.
Income from continuing operations..............

Loss from discontinued operations, net of
related income taxes............ccceee...

Income (loss) before cumulative effect of
accounting changes.............ccccvee.
Cumulative effect of accounting changes,

net of related income taxes...............

Net income (I0SS)......cccvvvvveeeeveerennnn.

EARNINGS PER COMMON SHARE
Basic earnings per common share:
Income from continuing operations..............
Loss from discontinued operations, net
of related income taxes.............cc.......

Income (loss) before cumulative effect
of accounting change...........ccccccee....
Cumulative effect of accounting change,
net of related income taxes.................

Net l0SS....ccovciiiiieieee e

Diluted earnings per common share:
Income from continuing operations..............
Loss from discontinued operations, net
of related income taxes..........ccccceenee

Income (loss) before cumulative effect
of accounting change............cccccee....
Cumulative effect of accounting change,
net of related income taxes.................

Net 10SS.....covciiiieieeee e

SEE ACCOMPANYING NOTES.

INC.
ERATIONS
FOR THE THREE MONTHS ENDED FOR THE NINE MONTHS
SEPTEMBER 30, ENDED SEPTEM BER 30,
2002 2001 2002 2001
(IN MILLIONS, EXCEPT PER SHARE DATA)
$ 888.7 $1,255.0  $2,941.0 $3,210.3
516.6 403.7 1,386.7 1,141.5
821.2 826.4 2,455.5 2,506.1
(230.6) (80.1) (224.0) (257.0)
1,995.9 2,405.0 6,559.2 6,600.9
1,231.6 1,597.3 3,042.7 4,236.5
79.1 79.1 241.0 241.2
640.2 574.2 1,832.2 1,673.3
1,950.9 2,250.6 6,015.9 6,151.0
45.0 154.4 543.3 449.9
2.4 345 140.6 90.8
42.6 119.9 402.7 350.1
(201.0) (4.1) (194.9) (8.2)
(158.4) 115.8 207.8 350.9
- - (280.9) (10.7)
$(158.4) $ 1158 $ (73.1) $ 340.2
FOR THE THREE MONTHS FOR THE NINE MONT HS ENDED
ENDED SEPTEMBER 30, 2002 SEPTEMBER 30, 2002

$0.12 $1.13
(0.58) (0.54)
(0.46) oo T
- (0.80)
$(0.46) so021)
(0.57) (0.55)
(0.45) oss T
- (0.79)
$(0.45) $(0.21)




PRINCIPAL FINANCIAL GROUP, IN C

CONSOLIDATED STATEMENTS OF STOCKHOLDE RS' EQUITY
(UNAUDITED)
ACCUMULATED
ADDITI ONAL RETAINED  OTHER
COMMON  PAID- IN  EARNINGS COMPREHENSIVE TREASURY ST

STOCK CAPIT AL

BALANCES AT JANUARY 1, 2001..... $- $ -
Comprehensive income:
Net income................... - -
Net unrealized gains.......... - -
Provision for
deferred income taxes....... - -
Foreign currency translation
adjustment.................. - -

Cumulative effect of

accounting change, net of
related income taxes........ - -

(DEFICIT) INCOME STOCK

(IN MILLIONS)
$6,3125  $(60.0) $ -
340.2 - -
- 541.3 -
- (195.6) -
- (105.2) -
- (14.2) -

$6,652.7 $166.3 $ -

BALANCES AT SEPTEMBER 30, 2001.. $- $ -
BALANCES AT JANUARY 1, 2002..... $3.8 $7,0 725
Stock issued..........c.cocu.. - 17.8
Stock-based compensation:

Stock incentive plan.......... - 4.0

Directors stock plan.......... - 0.1

Stock purchase plan........... - 3.3
Treasury stock acquired

and reissued, net............. - 1.3
Comprehensive income:

Netloss.......ccccovvennen. - -

Net unrealized gains.......... - -
Provision for deferred

income taxes............... - -
Foreign currency translation

adjustment.................. - -

BALANCES AT SEPTEMBER 30, 2002.. $3.8 $7,0 99.0

$ (29.1) $1475  $(374.4)

- - (500.1)

(73.1) - -
- 4112 -

- (146.5) -

- 95.7 -

$(102.2) $507.9 $(8-7-4.5)

SEE ACCOMPANYING NOTES.

TOTAL
OCKHOLDERS' OUTSTANDING
EQUITY SHARES

(IN THOUSANDS)
$6,252.5 -

340.2 -
541.3 -

(195.6) -

(105.2) -

$6,819.0 -

$6,820.3 360,142.2
17.8 710.8

4.0 -

0.1 -

3.3 -
(498.8) (17,624.8)

(73.1) -
4112 -

(146.5) -




PRINCIPAL FINANCIAL GROUP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

FOR THE NINE MONTHS ENDED
SEPTEMBER 30,

2002 2001

(IN MILLIONS)
OPERATING ACTIVITIES
Net income (I0SS)......c.ccovveeiueeannnn. $ (73.1) $ 340.2
Adjustments to reconcile net income (loss)
to net cash provided by operating activities:
Loss from discontinued operations, net of

related income taxes.............c....... 194.9 8.2
Cumulative effect of accounting changes,

net of related income taxes.............. 280.9 10.7
Amortization of deferred policy

acquisition COStS.........occcueeeennnes 109.6 130.8
Additions to deferred policy acquisition

(o101 £ T (233.5) (191.4)
Accrued investment income.................. 9.1 (57.4)
Premiums due and other receivables......... (45.1) (71.5)
Contractholder and policyholder liabilities

and dividends............ccoceeeveneen. 1,5455 1,703.3
Current and deferred income taxes.......... 3104 62.2
Net realized/unrealized capital losses..... 224.0 257.0
Depreciation and amortization expense...... 74.5 69.7
Amortization of mortgage servicing rights.. 2239 138.7
Stock-based compensation................... 7.4 -
Mortgage servicing rights valuation

adjustments.........cccoeeeieiiiieeenne 800.5 146.7
Other..c..eiiieiieieceecee 366.6 324.0

Net adjustments..........ccccccevvereeeennn. 3,868.7 2,531.0
Net cash provided by operating activities.... 3,795.6 2,871.2

INVESTING ACTIVITIES
Available-for-sale securities:

Purchases.........ccccooviiiiinninnn. 1 1,882.9) (10,818.6)
SaleS...oviiien 6,081.3 4,157.3
Maturities.........ccccovvveerennnnnnn. 3,109.1 3,457.2
Net cash flows from trading securities....... (69.1) -
Mortgage loans acquired or originated........ 3 3,052.9) (27,931.2)
Mortgage loans sold or repaid................ 3 2,703.2 28,011.9
Purchase of mortgage servicing rights........ (695.6) (651.0)
Proceeds from sale of mortgage servicing
MghtS..oo e 11.3 29.6
Real estate acquired... (143.3) (228.9)
Real estate sold............ccoccvvveeninns 198.2 535.9
Net change in property and equipment......... (41.8) (58.6)
Net proceeds (disbursements) from sales of
subsidiaries...........coovveiiiiiiinnnns 1.4 (7.9)
Purchases of interest in subsidiaries, net
of cash acquired............cccocueeennn. (48.0) (4.2)
Net change in other investments.............. 258.7 (222.8)
Net cash used in investing activities........ $( 3,570.4) $(3,731.3)



PRINCIPAL FINANCIAL GROUP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)
(UNAUDITED)

FOR THE NINE MONTHS ENDED
SEPTEMBER 30,

2002 2001
(IN MILLIONS)
FINANCING ACTIVITIES
Issuance of common stock..................... $ 17.8 $ -
Acquisition and reissuance of treasury stock,

NEL..eecee e (498.8) -
Issuance of long-term debt................... 11.0 157.0
Principal repayments of long-term debt....... (85.7) (110.0)
Proceeds of short-term borrowings............ 6,350.1 6,391.1
Repayment of short-term borrowings........... ( 6,387.4) (6,136.8)
Investment contract deposits................. 5,510.2 4,192.8
Investment contract withdrawals.............. ( 5,072.1) (4,307.2)
Net cash provided by (used in) financing

aCtiVItieS.....eveiveiiiiieeeeeeeeeeen (154.9) 186.9
Net increase (decrease) in cash and

cash equivalents.........cccccccevereenn. 70.3 (673.2)
Cash and cash equivalents at beginning of

Period.....ccoovviiiiiiiiiie e 561.2 791.0
Cash and cash equivalents at end of period... $ 631.5 $ 117.8

SEE ACCOMPANYING NOTES.
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PRINCIPAL FINANCIAL GROUP

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2002
(UNAUDITED)

1. NATURE OF OPERATIONS AND SIGNIFICANT ACCOUNTIN®OLICIES
BASIS OF PRESENTATION

The accompanying unaudited consolidated finantééments of Principal Financial Group, Inc. aschiajority-owned subsidiaries ("the
Company") have been prepared in conformity withoaoting principles generally accepted in the U'B.$. GAAP") for interim financial
statements and with the instructions to Form 10a@ Article 10 of Regulation S-X. In the opinionrofinagement, all adjustments (consisting
of normal recurring accruals) considered necedearg fair presentation have been included. Opagatesults for the three months and nine
months ended September 30, 2002, are not necgssadidative of the results that may be expectedtie year ended December 31, 2002.
These interim unaudited consolidated financiakstents should be read in conjunction with the Camisaannual audited financial
statements as of December 31, 2001, included i€tmpany's Form 18-for the year ended December 31, 2001, filed withUnited State
Securities and Exchange Commission. The accompamginsolidated statement of financial position ac&@nber 31, 2001, has been derived
from the audited consolidated statement of findrmiaition but does not include all of the inforioatand footnotes required by U.S. GAAP
for complete financial statements.

Reclassifications have been made to the Decemh@081 and September 30, 2001, financial statemertsnform to the September 30,
2002, presentation.

SEPARATE ACCOUNTS

At September 30, 2002, the Separate Accounts iadiadseparate account valued at $942.5 milliontwpranarily included shares of the
Company's stock that were allocated and issueligible participants of qualified employee bengfiatns administered by the Company as
part of the policy credits issued under the Comfsadgmutualization. These shares are includedtim basic and diluted earnings per share
calculations. The separate account shares aredestat fair value and are reported as separateiacassets and separate account liabiliti
the consolidated statement of financial positioativity of the separate account shares is reflestdibth the separate account assets and
separate account liabilities and does not impacbmpany's results of operations.

ACCOUNTING CHANGES

The Financial Accounting Standards Board (the "FASBatement of Financial

Accounting Standards ("SFAS") No. 123, ACCOUNTINGE STOCK-BASED COMPENSATION ("SFAS 123"), encouradpit does not
require companies to record compensation costdéocksbased employee compensation plans based daithalue of options granted. The
Company has elected to adopt the fair value bas#Had of accounting prescribed in SFAS 123, retieat¢o January 1, 2002, for its
employee stock-based compensation plans for alkdtased awards granted subsequent to Januar@2, Rfior to January 1, 2002, the
Company elected to account for its stdzdsed compensation plans under the provisions odéting Principles Board ("APB") Opinion N
25, ACCOUNTING FOR STOCK ISSUED TO EMPLOYEES ("ARB"), and accordingly, the majority of employeecktased
compensation costs were excluded from compensafipense. For information regarding the adoptiotheffair value method defined in
SFAS 123, refer to Note 10.

In June 2002, the FASB issued SFAS No. 146, ACCOINETFOR COSTS ASSOCIATED WITH EXIT OR DISPOSAL ACTITIES
("SFAS 146"), which is effective for exit or dis@dsctivities initiated after December 31, 2002ASFL46 addresses financial accounting
reporting for costs incurred in connection withteti disposal activities and nullifies Emerginguss Task Force ("EITF") Issue No.

94-3, LIABILITY RECOGNITION FOR CERTAIN EMPLOYEE TRMINATION BENEFITS AND OTHER COSTS TO EXIT AN
ACTIVITY (INCLUDING CERTAIN COSTS INCURRED IN A RESRUCTURING) ("EITF 94-3"). Under SFAS 146, a liabjlrelated to
an exit or disposal activity is not recognized usitich liability has actually been incurred rattien at the date of an entity's commitment to
an exit plan, which was the standard for liabitiéggognition under EITF 94-3. The Company has eadlypted SFAS 146, which did not have
a material effect on its consolidated financiatestzents.



PRINCIPAL FINANCIAL GROUP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
SEPTEMBER 30, 2002
(UNAUDITED)

1. NATURE OF OPERATIONS AND SIGNIFICANT ACCOUNTIN®OLICIES (CONTINUED)

In June 2001, the FASB issued SFAS No. 141, BUSISIE®MBINATIONS ("SFAS 141"), and SFAS No. 142, GO@DR.L AND OTHER
INTANGIBLE Assets ("SFAS 142"). SFAS 141 requirbattthe purchase method of accounting be usedlfousiness combinations
initiated after June 30, 2001, and requires sepaeagnition of intangible assets apart from gdbdifvsuch intangible assets meet certain
criteria. SFAS 142, effective January 1, 2002, finitd the amortization of goodwill and intangiblesats with indefinite useful lives.
Intangible assets with finite lives will continuzthe amortized over their estimated useful liveddifionally, SFAS 142 requires that goodv
and indefinite-lived intangible assets be reviefiggdmpairment at least annually, which the Compplans to do in the fourth quarter each
year.

The initial adoption of SFAS 142 required the Compto perform a two-step fair-value based goodimijpairment test. The first step of the
test compared the estimated fair value of the tegpunit to its carrying value, including goodwilf the carrying value exceeded fair valut
second step was performed, which compared the echidiir value of the applicable reporting unit'@dwill with the carrying amount of that
goodwill, to measure the goodwill impairment, ifyaddditionally, the Company was required to penficain impairment test on its indefinite-
lived intangible assets, which consisted of a caispa of the fair value of an intangible asset vitishcarrying amount.

The Company's measurements of fair value were basetaluations of future discounted cash flowsdpct level analysis, market
performance assumptions and cash flow assumpfidrese evaluations utilized the best informationilalsée in the circumstances, including
reasonable and supportable assumptions and pmjseciihe discounted cash flow evaluations consibleaenings scenarios and the
likelihood of possible outcomes. Collectively, thesvaluations were management's best estimatejeicped future cash flows.

As a result of performing the two-step impairmesstfthe Company recorded goodwill impairments1&ass million, $20.9 million and $4.6
million, net of income taxes, related to its BT &icial Group ("BT"), Principal International andé_.iand Health Insurance operations,
respectively. Additionally, as a result of perfongithe indefinite-lived intangible asset impairmtgst, the Company recognized an after-tax
impairment of $58.9 million to its brand name ananagement rights intangible asset related to BT.

These impairments, recognized January 1, 2002camalative effect of a change in accounting ppleiwere reported in the Company's
operating segments as follows (in millions):

INTERNATIONAL ASSET LIFE
MANAGEMENT AND AND HEALTH

ACCUMULATION INSURANCE CONSOLI DATED
GoOdWill......oveiieiiieiiccee $321.2 $4.6 $3 25.8
Indefinite-lived intangibles..................... 89.8 - 89.8
Income tax impact..........ccoccevveeeriinnnenn. (134.7) - 1 34.7)
Total impairment, net of income taxes .......... $276.3 $4.6 $2 80.9




PRINCIPAL FINANCIAL GROUP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
SEPTEMBER 30, 2002
(UNAUDITED)

1. NATURE OF OPERATIONS AND SIGNIFICANT ACCOUNTIN®OLICIES (CONTINUED)

Net income and earnings per share (basic and djlfibe the three months and nine months ended Bdyae30, 2002 and 2001, adjusted
the effects of SFAS 142 related to non-amortizatibgoodwill and indefinite-lived intangibles, ame follows (in millions, except per share
data):

FOR THE THREE MONTHS ENDED FOR THE NINE MONTHS ENDE D
S EPTEMBER 30, SEPTEMBER 30,
2002 2001(1) 2002 20 01(1)
Reported net income (loss) ............ $ (158. 4) $115.8 $(73.1) $3 40.2
Adjustment for amortization expense:
GoodWill (2)...ccoveeiiiieniiienns - 2.6 - 7.7

Amortization included in
discontinued operations (see

Note 3) oo - 8.7 - 30.2
Total amortization expense ............ - 11.3 - 37.9
Tax impacts of amortization expense ... - (3.1 - ( 10.4)

Adjusted net income (loss)............. $ (158. 4) $124.0 $(73.1) $3 67.7

Basic earnings per share:

Reported net income (loss) ............ $ (0. 46) $ 0.32 $ (0.21) $ 0.94
Adjustment for amortization expense:
GoodWill......ceeeiiiiiiiiaien - 0.01 - 0.02
Amortization included in
discontinued operations............ - 0.02 - 0.09
Total amortization expense ............ - 0.03 - 0.11
Tax impacts of amortization expense ... - (0.01) - (0.03)
Adjusted net income (loss)............. $ (0. 46) $ 034 $ (0.21) $ 1.02

Diluted earnings per share:

Reported net income (loss)............. $ (0. 45) $ 0.32 $ (0.21) $ 0.94
Adjustment for amortization expense:
GoodWill......ooeeiiiiiiiiaien - 0.01 - 0.02
Amortization included in
discontinued operations............ - 0.02 - 0.09
Total amortization expense ............ - 0.03 - 0.11
Tax impacts of amortization expense ... - (0.01) - (0.03)

45) $ 0.34 $ (0.21) $ 1.02

(1) For purposes of the Company's unaudited basidduted pro-forma earnings per share calculatitime weighted average number of
shares outstanding during the three months andmarehs ended September 30, 2001, was assumed&Dtmillion shares. These shares
represent 260.8 million shares issued to policyd@entitled to receive compensation in the dentigatton and 100.0 million shares sold to
investors in the initial public offering ("IPO")ffective October 26, 2001.

(2) Includes amortization expenses related to ggovestment subsidiaries of the Company.
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PRINCIPAL FINANCIAL GROUP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
SEPTEMBER 30, 2002
(UNAUDITED)

1. NATURE OF OPERATIONS AND SIGNIFICANT ACCOUNTIN®OLICIES (CONTINUED)

In August 2001, the FASB issued SFAS No. 144, ACCIDING FOR THE IMPAIRMENT OR DISPOSAL OF LONG-LIVEBSSETS
("SFAS 144"). This Statement supersedes SFAS No.

121, ACCOUNTING FOR THE IMPAIRMENT OF LONG-LIVED ASETS AND FOR LONG-LIVED ASSETS TO BE DISPOSED OF,
and amends APB Opinion No. 30, REPORTING THE RESSIOF OPERATIONS - REPORTING THE EFFECTS OF DISPOSHEA
SEGMENT OF A BUSINESS, AND EXTRAORDINARY, UNUSUAL WD INFREQUENTLY OCCURRING EVENTS AND
TRANSACTIONS ("APB 30"), establishing a single aooting model for the disposal of long-lived ass8IBAS 144 generally retains the
basic provisions of existing guidance, but broadbegpresentation of any discontinued operationsdinide a component of an entity (rather
than a segment of a business as defined in APBTB@) Company adopted SFAS 144 on January 1, 20@i2zhwlid not have a significant
impact on the Company's consolidated financiabstants as of the adoption date. On August 25, 26@2Company entered into an
agreement to sell substantially all of BT (see N)teThe sale of BT is accounted for under the ioxs of SFAS 144 and consistent with
such guidance, the BT results and loss on saleepreted as a discontinued operation at Septenthe2®2. SFAS 144 also eliminated the
temporary control exception when determining thesotidation of affiliated entities. This change imeped the reporting of the Company's
investment in company sponsored mutual funds wiyeted Company now reports the change in valuesdhitestment as a part of net
income rather than as an unrealized gain or losqoity securities available-for-sale. The chamgesilue is reported in the net
realized/unrealized capital losses line on the clitested statement of operations.

On January 1, 2001, the Company adopted SFAS N AGCOUNTING FOR DERIVATIVE INSTRUMENTS AND HEDGIS
ACTIVITIES ("SFAS 133"), as amended by SFAS No. 188COUNTING FOR CERTAIN DERIVATIVE INSTRUMENTS AND
CERTAIN HEDGING ACTIVITIES - AN AMENDMENT OF FASB SATEMENT NO. 133. As amended, SFAS 133 requiresprgrother
things, that all derivatives be recognized in thesolidated statement of financial position asegitissets or liabilities that are measured a
value. SFAS 133 also established special accoufaingualifying hedges, which allows for matchitg ttiming of gain or loss recognition on
the hedging instrument with the recognition of tlheresponding changes in value of the hedged i@manges in the fair value of a derivative
qualifying as a hedge are recognized in earninghrectly in stockholders' equity depending onitistrument's intended use. For derivatives
that are not designated as hedges or that do rettthmehedge accounting criteria in SFAS 133, chanmg fair value are required to be
recognized in earnings in the period of change.

At January 1, 2001, the Company's consolidatedhiizh statements were adjusted to record a cumelafifect of adopting SFAS 133, as
follows (in millions):

ACCUMULATED OTHER
NET LOSS COMPREHENSIVE LOSS

Adjustment to fair value of
derivative contracts (1)..... $(16.4) $(15.8)
Income tax impact.............. 5.7 1.6

TOtal ovveeeeereerenes $(10.7) $(14.2)

(1) Amount presented is net of adjustment to hedigsal.
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PRINCIPAL FINANCIAL GROUP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
SEPTEMBER 30, 2002
(UNAUDITED)

2. GOODWILL AND OTHER INTANGIBLE ASSETS

Amortized intangible assets are as follows (in inil$):

AS OF SEPTEMBER 30, 2002 AS OF DECEMBER 31, 200 1
GROSS NET GROSS NET
CARRYING ACCUMULAT ED CARRYING CARRYING ACCUMULATED CARRYING
AMOUNT AMORTIZAT ION  AMOUNT AMOUNT  AMORTIZATION AMOUNT
Value of insurance in
force acquired............ $50.4 $6.0 $44.4 $54.4 $7.2 $47.2
Other ......cocovveeee 1.6 0.4 1.2 2.1 0.2 1.9
Total amortized
intangibles .............. $52.0 $6.4 $45.6 $56.5 $7.4 $49.1
Unamortized intangible assets are as follows (itiank):
AS OF SEPTEMBER 30, AS OF DECEMBER 31,
2002 2001
NET CARRYING NET CARRYING
AMOUNT AMOUNT
Other indefinite-lived
$12.4

intangible assets........ $10.2

The amortization expense for the definite-livedgible assets were $0.8 million and $1.8 millionthe three months and nine months
ended September 30, 2002, respectively, and $0i5mand $1.6 million for the three months andenmonths ended September 30, 2001,
respectively. At December 31, 2001, the estimatadrtization expense for the next five years iscdi®s (in millions):
Estimated
Amortization Expense

2002................ $1.7
2003.......cccne 1.8
2004..........c.ee. 1.7
2005........cccies 1.6
2006................ 1.6



PRINCIPAL FINANCIAL GROUP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
SEPTEMBER 30, 2002
(UNAUDITED)

2. GOODWILL AND OTHER INTANGIBLE ASSETS (CONTINUED)

The changes in the carrying amount of goodwill regmbin the Company's operating segments for the months ended September 30, 2002,
are as follows (in millions):

U.S. ASSET
MANAGEMENT | NTERNATIONAL  LIFE AND
AND ASS ET MANAGEMENT  HEALTH MORTGAGE
ACCUMULATION AND ACCUMULATION  INSURANCE BANKING  CONS OLIDATED
Balance at January 1, 2002..... $12.5 $33.7 $49.4 $8.4 $104.0
Goodwill from acquisitions..... - 33.3 - - 33.3
Goodwill disposed of
during the period............ - - (0.7) - (0.7)
Cumulative effect of
accounting change (2)........ - - (4.6) - (4.6)
Foreign currency translation... - (6.0) - - (6.0)
Balance at September 30, 2002.. $12.5 $61.0 $44.1 $8.4 $126.0

(1) Excludes goodwill impairments of $300.3 millicglated to BT (see Note 3) and $20.9 million editio an equity investment subsidiary
Principal International.

3. DISCONTINUED OPERATIONS

On August 25, 2002, the Company announced it htetethinto an agreement to sell substantially faB b to Westpac Banking Corporation
("Westpac") for estimated proceeds of A$900.0 wnillAustralian dollars ("A$") (approximately U.S.G850 million), and future contingent
proceeds in 2004 of up to A$150.0 million (approately U.S. $80.0 million). The contingent procewds$be based on Westpac's future
success in growing retail funds under management.

Excluding the contingent proceeds, the Companyneséis aftetax proceeds of approximately U.S. $870.0 millibhis amount includes ca
proceeds, tax benefits, and a gain from unwindieghtedged asset associated with debt used to ad®jliin 1999. The Company closed the
sale of BT on October 31, 2002 and has accruedrf@stimated after-tax loss on disposal of $206llomas of September 30, 2002. Future
adjustments to the estimated loss are expecteel tedorded through the first half of 2003, as tftee@eds from the sale are finalized.

BT is accounted for as a discontinued operationtherkfore, the results of operations (excludingpocate overhead) and cash flows have
been removed from the Company's results of comtgnoperations for all periods presented. Corpayagzhead allocated to BT does not
qualify for discontinued operations treatment un8lEAS 144, and therefore is still included in trer@any's results of continuing operatic
Assets and liabilities related to BT have beenassified to assets of discontinued operations iabdities of discontinued operations on the
Company's consolidated statements of financialtjposior all periods presented. Additionally, thesults of operations (excluding corporate
overhead) for BT are reported as non-recurringstéon the International Asset Management and Acdatiin segment in the Segment
Information note (Note 9).
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PRINCIPAL FINANCIAL GROUP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
SEPTEMBER 30, 2002
(UNAUDITED)

3. DISCONTINUED OPERATIONS (CONTINUED)
Selected financial information for the discontinugzkrations is as follows:

AS OF SEPTEMBER 30, AS OF DECEMBER 31,

2002 2001
(IN MILLIONS)

ASSETS
Goodwill and other intangibles .................... $ 4196 $ 993.0
Separate account assets 1,539.9 1,488.8
Other assets ......cccceeviiiieeiiiiiiee s 575.7 492.5

Total assets of discontinued operations ......... $ 2,535.2 $2,974.3
LIABILITIES
Separate account liabilities....................... 1,539.9 1,488.8
Other liabilities ..........ccccevevrienenne. 92.5 284.5

Total liabilities of discontinued operations ... $ 1,632.4 $1,773.3

FORT HE THREE MONTHS ENDED FOR THE NINE MONTH
SEPTEMBER 30, SEPTEMBER 30
2002 2001 2002
(IN MILLIONS)

Total revenues $ 39.2 $50.5 $ 128.1
Loss from continuing operations,

net of related income taxes

(corporate overhead)................ $ (0.8) $(1.0) $ (2.3)
Loss from discontinued operations:

Income (loss) before income taxes... 3.9 (5.8) 16.3

Income taxes (benefits)............. 1.7) 1.7) 4.6

Income (loss) from discontinued 5.6 (4.1) 11.7

operations ........ccceeeueeennn.
Loss on disposal, net of related
income taxes...........ccoeeennne (2 06.6) - (206.6)

Loss from discontinued operations, (2 01.0) (4.1) (194.9)

net of related income taxes.........
Cumulative effect of accounting change,

net of related income taxes......... - - (255.4)
Net 10SS.....cccvvveeiiieiieeiie $(2 01.8) $(5.1) $ (452.6)
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PRINCIPAL FINANCIAL GROUP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
SEPTEMBER 30, 2002
(UNAUDITED)

4. ACQUISITIONS AND OTHER DIVESTITURES

On May 31, 2002, the Company purchased a 100% alipeof Zurich AFORE S.A. de C.V. ("Zurich AFOREHN Mexico from Zurich
Financial Services for $49.0 million in cash. Theemtions of Zurich AFORE have been integrated Rriacipal International, Inc., as a part
of the Company's International Asset ManagementAammdimulation segment.

On February 1, 2002, the Company sold its remaistage of 15.1 million shares in Coventry HealtmeZanc. ("Coventry") common stock
and a warrant, exercisable for 3.1 million shafeSaventry common stock. Total proceeds from th@gletion of this transaction were
$325.4 million and the Company recognized a ndizesd capital gain of $183.0 million.

5. CLOSED BLOCK

In connection with its 1998 mutual insurance hajdiompany formation, Principal Life Insurance Comp#'Principal Life") formed and
began operating a closed block ("Closed Block"}tfar benefit of individual participating dividendydng policies in force on that date. As of
September 30, 2002, cumulative actual earnings baga less than cumulative expected earnings. Henveumulative net unrealized gains
were greater than expected resulting in the retiogndf a policyholder dividend obligation of $161illion as of September 30, 2002.

Closed Block liabilities and assets designateth¢oGlosed Block are as follows:

AS OF SEPTEMBER 30, AS OF DECEMBER 31,
2002 2001
( N MILLIONS)

CLOSED BLOCK LIABILITIES
Future policy benefits and

claims.....ccoocverviienenne $5,295.2 $5,248.7
Other policyholder funds......... 30.4 20.3
Policyholder dividends payable... 381.0 376.6
Policyholder dividend obligation. 16.1 -
Other liabilities................ 37.7 11.8

Total Closed Block
liabilities.................... 5,760.4 5,657.4

ASSETS DESIGNATED TO THE CLOSED BLOCK
Fixed maturities,

available-for-sale............. 2,643.7 2,466.3
Equity securities,

available-for-sale............. 23.4 23.4
Mortgage loans................... 859.3 880.0
Policy loans...........ccccc... 779.2 792.5
Other investments................ 6.9 6.9

Total investments.............. 4,312.5 4,169.1
Cash and cash equivalents

(deficit)..ccuvreeniirenens 36.0 (8.0)
Accrued investment income........ 73.9 77.2
Deferred tax asset............... 70.6 80.8
Premiums due and other

receivables.................... 29.7 33.3

Total assets designated
to the Closed Block.......... 4,522.7 4,352.4

Excess of Closed Block liabilities
over assets designated to the
Closed BlockK............ccee... 1,237.7 1,305.0

Amounts included in other
comprehensive income........... 72.6 43.6

Maximum future earnings to be
recognized from Closed Block
assets and liabilities......... $1,310.3 $1,348.6
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PRINCIPAL FINANCIAL GROUP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
SEPTEMBER 30, 2002
(UNAUDITED)

5. CLOSED BLOCK (CONTINUED)

Closed Block revenues and expenses were as follows:

FORT HE THREE MONTHS ENDED FOR THE NINE MONTH S ENDED
SEPTEMBER 30, SEPTEMBER 30 ,
2002 2001 2002 2001
(IN MILLIONS)

REVENUES
Premiums and other considerations..... $1 71.0 $177.2 $ 530.8 $553.3
Net investment income................. 77.3 78.1 233.5 229.9
Net realized/unrealized

capital [0SSes .......ccccveeeen... (5.3) (1.2) (27.3) (3.0)

Total revenues..........ccceeenne. 2 43.0 254.1 737.0 780.2
EXPENSES
Benefits, claims, and

settlement expenses................. 1 41.3 146.1 432.6 451.2
Dividends to policyholders... 76.4 77.6 231.6 235.8
Operating expenses...........c........ 2.7 2.7 8.9 8.9

Total expenses 2 20.4 226.4 673.1 695.9
Closed Block revenue, net of Closed

Block expenses, before income taxes. 22.6 27.7 63.9 84.3
INCOMeE taxes......cccceveveeeeeennnnn. 7.5 8.8 20.8 27.3
Closed Block revenue, net of Closed

Block expenses and income taxes..... 15.1 18.9 43.1 57.0
Funding adjustment charges............ (0.9) (3.3) (4.8) (6.6)
Closed Block revenue, net of Closed

Block expenses, income taxes

and funding adjustment charges...... $ 14.2 $15.6 $ 383 $ 50.4

The change in maximum future earnings of the Cl&ledk was as follows:

AS OF OR FOR THE NINE MONTHS
ENDED SEPTEMBER 30,

2002 2001
"""" (INMILLIONS)
Beginning of year............c...ccee..... $ 1,348.6 $1,408.8
End of period..........coccceeviiiiianns 1,310.3 1,358.4
Change in maximum future e;r—r;i-ngs ........... $ (385&) --$(é04)

Principal Life charges the Closed Block with fedémaome taxes, payroll taxes, state and local pramtaxes and other state or local taxes,
licenses and fees as provided in the plan of rexdzgtion.
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PRINCIPAL FINANCIAL GROUP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
SEPTEMBER 30, 2002
(UNAUDITED)

6. FEDERAL INCOME TAXES

The effective income tax rate on net income fortllree months and nine months ended Septembef8@,&hd 2001, is lower than the
prevailing corporate federal income tax rate pritlpatue to income tax deductions allowed for cogierdividends received, partially offset
by additional state income taxes.

7. COMPREHENSIVE INCOME

Comprehensive income is as follows:

FOR THE THREE FORT HE NINE
MONTHS ENDED MONTH S ENDED
SEPTEMBER 30, SEPTE MBER 30,
2002 2001 2002 2001
(IN MILLIONS)
COMPREHENSIVE INCOME:
Net income (10SS).......cccveevveevireeiireeens ... $(158.4) $ 1158 $(73.1) $340.2
Net change in unrealized gains and losses on fixe d
maturities, available-for-sale................ 557.0 550.4 603.9 731.8
Net change in unrealized gains and losses on equi ty
securities, available-for-sale, including seed
money in separate accounts.................... 35.0 (109.6) 39.4 (34.9)
Adjustments for assumed changes in amortization
patterns:
Deferred policy acquisition costs............. (56.9) (73.0) (82.0) (99.8)
Unearned revenue reserves..................... 4.3 5.6 49 6.2
Net change in unrealized gains and losses on
derivative instruments........................ (124.9) (50.7) (138.9) (53.2)
Adjustments to unrealized gains for policyholder
dividend obligation.............ccccocuueen. (16.1) (8.8) (16.1) (8.8)
Provision for deferred income taxes.............. (143.4) (110.0) (146.5) (195.6)
Change in net foreign currency translation
adjustment.........ccccceiiiieeeeeee 89.9 (29.1) 95.7 (105.2)
Cumulative effect of accounting change, net of
related income taxes...........ccceeeernnnns - - - (14.2)
Comprehensive income..............ccceeeeveenns ... $186.5 $ 290.6 $287.3 $566.5

8. COMMITMENTS AND CONTINGENCIES
LITIGATION

The Company is a plaintiff or defendant in actianising out of its operations. The Company is, fitome to time, also involved in various
governmental and administrative proceedings. Wthigeoutcome of any pending or future litigation mainbe predicted, management does
believe that any pending litigation will have a Bré&l adverse effect on the Company's businesandial condition or results of operations.
However, no assurances can be given that suchtldgigwould not materially and adversely affect @@mmpany's business, financial condit
or results of operations.

Other companies in the life insurance industry Hagtorically been subject to substantial litigati@sulting from claims disputes and other
matters. Most recently, such companies have faxthsive claims, including class-action lawsuitiegang improper life insurance sales
practices. Negotiated settlements of such claseralawsuits have had a material adverse effed¢herbusiness, financial condition and
results of operations of certain of these compamiascipal Life is currently a defendant in twass$-action lawsuits, which allege improper
sales practices.
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PRINCIPAL FINANCIAL GROUP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
SEPTEMBER 30, 2002
(UNAUDITED)

8. COMMITMENTS AND CONTINGENCIES (CONTINUED)

In 2000, the Company reached an agreement to fetde two class-action lawsuits alleging impragades practices. In April 2001, the
proposed settlement of the class-action lawsudsived court approval. In agreeing to the settleéntbe Company specifically denied any
wrongdoing. The Company has accrued a loss re$emits best estimate based on information avadlabhd believes this reserve is suffic

to cover the Company's obligation under the settdmA number of persons and entities who wereldéigo be class members have exclt
themselves from the class (or "opted out"), adahepermits them to do. The Company has been edtifiat some of those who opted out
from the class will file lawsuits and make clainmgitar to those addressed by the settlement. Sdrtieese lawsuits are presently on file. The
Company has accrued a loss reserve for its bastatstof its potential exposure to the suits améhts. As uncertainties continue to exist in
resolving this matter, it is reasonably possibk il the actual costs of the suits and claimddccenceed the Company's estimate. The range
of any such costs cannot be presently estimatedeber, the Company believes the additional cosiswet have a material impact on its
business, financial condition or results of operadi

9. SEGMENT INFORMATION

The Company provides financial products and sesvibeough the following segments: U.S. Asset Mansgg and Accumulation,
International Asset Management and Accumulatiofe Ahd Health Insurance and Mortgage Banking. titexh, there is a Corporate and
Other segment. The segments are managed and kpeparately because they provide different pradact! services, have different
strategies or have different markets and distributhannels.

The U.S. Asset Management and Accumulation segprentdes retirement and related financial prodacis services primarily to
businesses, their employees and other individualgpaovides asset management services to the Cefs@aset accumulation business, the
life and health insurance operations and thirdypeiénts.

The International Asset Management and Accumula@gment provides asset management products andessio retail clients in Australia
and institutional clients throughout the world aordvides life insurance and retirement and reléiteghcial products and services primarily
businesses, their employees and other individuaisipally in Australia, Chile, Brazil, New Zealanilexico, India, Japan, Argentina and
Hong Kong. On August 25, 2002, the Company sigmedgreement to sell substantially all of BT (areassanagement company operatin
Australia and New Zealand), described further ineN& As a result, the results of operations (edioly corporate overhead) for BT are
reported as non-recurring items for all periodspnted.

The Life and Health insurance segment providessiddal life and disability insurance to the ownarsl employees of businesses and other
individuals in the U.S. and provides group life delth insurance to businesses in the U.S.

The Mortgage Banking segment originates and sesviegidential mortgage loan products for custompamsarily in the U.S.

The Corporate and Other segment manages the asgetsenting capital that has not been allocatediyoother segment. Financial results of
the Corporate and Other segment primarily refletrfcing activities for the Company, income on taipiot allocated to other segments,
intersegment eliminations and non-recurring or otheome or expenses not allocated to the segnbaisesd on review of the nature of such
items.

The Corporate and Other segment includes an equityership interest in Coventry. The ownership eséwas sold on February 1, 2002,
described further in Note 4. The Corporate and ©thgment's equity in earnings of Coventry, whigswcluded in net investment income,
was $2.1 million for the nine months ended SepterBbe2002, and $5.2 million and $15.1 million fbe three months and nine months
ended September 30, 2001, respectively.
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PRINCIPAL FINANCIAL GROUP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
SEPTEMBER 30, 2002
(UNAUDITED)

9. SEGMENT INFORMATION (CONTINUED)

The Company evaluates segment performance on s¢@perating earnings, which is determined by adjgst).S. GAAP net income for n
realized/unrealized capital gains and losses, pstad, and non-recurring items which managemelig\es are not indicative of overall
operating trends. Net realized/unrealized capiigand losses, as adjusted, are net of incones,teadated changes in the amortization
pattern of deferred policy acquisition costs, rettign of front-end fee revenues for sales chaggepension products and services, net
realized capital gains credited to customers anicemarket value adjustments to fee revenuesn8agoperating revenues exclude net
realized/unrealized capital gains and their impactecognition of fronend fee revenues. While these items may be significomponents i
understanding and assessing the consolidated falgreaformance, management believes the presentafisegment operating earnings
enhances the understanding of the Company's regudfgerations by highlighting earnings attributat® the normal, recurring operations of
the business. However, segment operating earniegscd a substitute for net income determined coetance with U.S.

GAAP,

For the three months ended September 30, 2002rguamring items of $214.0 million, net of incomeea, included the negative effects of:
(1) a loss from the discontinued operations of BZ0L.0 million); and (2) an increase to a loss iog@ncy reserve established for sales
practice litigation ($13.0 million).

For the three months ended September 30, 2001rgwomring items of $8.2 million, net of income taxencluded the negative effects of: (1)
expenses related to the demutualization ($4.1anjljiand (2) a loss from the discontinued operat@iBT ($4.1 million).

For the nine months ended September 30, 2002, emn+ing items of $490.8 million, net of incomeeaxincluded the negative effects of:
(1) a cumulative effect of accounting change relatethe implementation of SFAS 142 ($280.9 miljiof2) a loss from the discontinued
operations of BT ($194.9 million);

(3) an increase to a loss contingency reserve ledtal for sales practice litigation ($13.0 milljpand (4) expenses related to the
demutualization ($2.0 million).

For the nine months ended September 30, 2001, emn+ing items of $43.7 million, net of income taxicluded the negative effects of: (1)
expenses related to the demutualization ($18.9am)tl (2) a cumulative effect of change in accomgtprinciple related to the implementation
of SFAS 133 ($10.7 million); (3) a loss from theabntinued operations of BT ($8.2 million); and

(4) an increase to a loss contingency reserve lestat for sales practices litigation ($5.9 milljon

The accounting policies of the segments are sirtoléinose of the Company, with the exception ofitehpllocation. The Company allocates
capital to its segments based upon an internatatapbdel that allows management to more effectinehnage the Company's capital.
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PRINCIPAL FINANCIAL GROUP

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

9. SEGMENT INFORMATION (CONTINUED)

SEPTEMBER 30, 2002

(UNAUDITED)

The following tables summarize selected finanaiébimation on a continuing basis by segment as édrathe three months ended Septen
30, 2002 and 2001, and reconciles segment totatos® reported in the consolidated financial stetes (in millions):

INTER
U.S. ASSET A
MANAGEMENT MAN
AND
ACCUMULATION ACCUM
2002
Revenues:
Operating revenues........ $8659 $
Net realized/unrealized
capital gains (losses).. (83.1)
Plus recognition of
front-end fee revenues.. 2.0
Less capital gains
distributed as market
value adjustment

Revenues................... . $

Net income:

Operating earnings (loss). $ 849 $
Net realized/unrealized

capital gains (losses),

as adjusted............. (55.0)
Non-recurring items....... - 2
Net income (loss)........... $299 3$(1

Other segment data:
Revenues from external

CUStOMErS......cenen. $763.1 $
Intersegment revenues..... 12.7
Interest expense.......... 0.7
Income tax expense

(benefit)............... (11.2)
Amortization of

intangibles............. 0.1

NATIONAL

SSET

AGEMENT  LIFE AND

AND HEALTH  MORTGAGE CORPORPATE A ND
ULATION INSURANCE  BANKING OTHER CONSOLIDATED
828  $987.7 $3129 $ (15.8) $2,2335
0.5 (16.0) - (132.0) (230.6)
- - - - 2.0

- - - - (9.0)
833  $9717 $312.9  $(147.8) $1,995.9
50 $ 557 $625 $ (5.6) $ 202.5
3.0 (10.1) - (84.8) (146.9)
01.0) - - (13.0) (214.0)
93.0) $ 456 $625  $(103.4) $ (158.4)
829  $972.38 $303.0  $(125.9) $1,995.9
0.4 (1.1) 9.9 (21.9) -

0.2 0.1 - 20.0 21.0
0.7 23.9 52.5 (63.5) 2.4
0.7 - - - 0.8
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PRINCIPAL FINANCIAL GROUP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
SEPTEMBER 30, 2002
(UNAUDITED)

9. SEGMENT INFORMATION (CONTINUED)

INTER NATIONAL
U.S. ASSET A SSET
MANAGEMENT MAN AGEMENT  LIFE AND
AND AND HEALTH MORTGAGE CORPORPATE A ND
ACCUMULATION ACCUM ULATION INSURANCE  BANKING OTHER CONSOLIDATED
2001
Revenues:
Operating revenues........ $1,065.4 $2 24.2 $970.3 $207.7 $16.7 $2,484.3
Net realized/unrealized
capital losses.......... (47.2) (5.2) (7.6) - (20.1) (80.1)
Plus recognition of
front-end fee revenues.. 0.8 - - - - 0.8
Revenues...........c.c.e... $1,019.0 $2 19.0 $962.7 $207.7 $(3.4) $2,405.0
Net income:
Operating earnings (loss) $ 82.5 $ 1.7 $ 60.7 $26.5 $(2.6) $ 168.8
Net realized/unrealized
capital gains (losses),
as adjusted............. (28.6) 1.3 (4.3) - (13.2) (44.8)
Non-recurring items....... - 4.1) - - (4.1) (8.2)
Net income (loss)........... $ 539 $ (1.2) $ 56.4 $26.5 $(19.9) $ 115.8
Other segment data:
Revenues from external
customers............... $1,007.1 $2 18.5 $963.5 $207.7 $ 8.2 $2,405.0
Intersegment revenues..... 11.9 0.5 (0.8) - (11.6) -
Interest expense.......... 0.7 0.1 (1.6) - 18.6 17.8
Income tax expense
(benefit)............... (2.6) 9.2) 28.1 20.4 (2.2) 345
Amortization of goodwill
and other intangibles... 0.3 0.9 11 0.1 - 2.4

21
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9. SEGMENT INFORMATION (CONTINUED)

The following tables summarize selected finanaiébimation on a continuing basis by segment ag fdrathe nine months ended September
30, 2002 and 2001, and reconciles segment totatos® reported in the consolidated financial stetes (in millions):

INTER NATIONAL
U.S. ASSET AS SET
MANAGEMENT  MANA GEMENT  LIFE AND
AND A ND HEALTH MORTGAGE CORPORATE AN D
ACCUMULATION ACCUM ULATION INSURANCE BANKING OTHER CONSOLIDATED
2002
Revenues:
Operating revenues........ $2863.7 $2 52.3 $2,950.7 $731.3 $ 14 $6,799.4
Net realized/unrealized
capital gains (losses).. (246.0) 37.1 (66.4) - 51.3 (224.0)
Plus recognition of
front-end fee revenues.. 6.0 - - - - 6.0

Less capital gains
distributed as market

value adjustment - - - - (22.2)
Revenues...........c.c.e... $ 2 89.4 $28843 $731.3 $52.7 $6,559.2
Net income:

Operating earnings (loss). $ 287.2 $ 101 $ 1717 $113.8 $(11.3) $ 5715
Net realized/unrealized
capital gains (losses),
as adjusted............. (160.2) 14.0 (41.4) - 33.8 (153.8)
Non-recurring items....... - (4 71.2) (4.6) - (15.0) (490.8)
Net income (loss)........... $ 1270 $@4 47.1) $ 1257 $113.8 $ 75 $ (73.1)

Other segment data:
Revenues from external

customers............... $2,560.8 $ 2 88.2 $2,8885 $721.4 $100.3 $6,559.2
Intersegment revenues..... 40.7 1.2 (4.2) 9.9 (47.6) -
Interest expense.......... 2.8 0.5 0.3 - 63.2 66.8
Income tax expense

(benefit)............... (12.4) 6.8 68.2 82.9 (4.9) 140.6
Amortization of

intangibles............. 0.1 1.6 0.1 - - 1.8
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9. SEGMENT INFORMATION (CONTINUED)

INTER NATIONAL
U.S. ASSET AS SET
MANAGEMENT  MANA GEMENT  LIFE AND
AND A ND HEALTH MORTGAGE CORPORATE AN D
ACCUMULATION ACCUM ULATION INSURANCE  BANKING OTHER CONSOLIDATED
2001
Revenues:
Operating revenues........ $2,923.6 $4 09.1 $2,948.5 $500.8 $74.6 $ 6,856.6
Net realized/unrealized
capital losses.......... (112.6) ( 43.9) (16.7) - (83.8) (257.0)
Plus recognition of
front-end fee revenues.. 1.3 - - - - 1.3
Revenues...........c.c.e... $2,812.3 $3 65.2 $2,9318 $500.8 $(9.2) $6,600.9
Net income:
Operating earnings........ $ 259.4 $ 1.1 $ 1516 $95.3 $29.5 $ 536.9
Net realized/unrealized
capital losses,
as adjusted............. (69.4) ( 19.9) (9.0) - (54.7) (153.0)
Non-recurring items....... (10.8) (8.2) 0.1 - (24.8) (43.7)
Net income (loss)........... $ 179.2 $( 27.0) $ 1427 $95.3 $(50.0) $ 340.2
Other segment data:
Revenues from external
customers............... $2,774.2 $3 64.1 $2,934.3 $500.8 $275 $ 6,600.9
Intersegment revenues..... 38.1 1.1 (2.5) - (36.7) -
Interest expense.......... 2.8 0.1 0.6 - 54.7 58.2
Income tax expense
(benefit).......ccc.... 14.2 ( 28.8) 71.6 57.4 (23.6) 90.8
Amortization of goodwill
and other intangibles... 0.7 2.9 3.0 0.6 - 7.2

Summarized assets by segment are as follows:

AS OF SEPTEMBER 30, AS OF DECEMBER 31,
2002 2001
(IN MILLIONS)
ASSETS
U.S. Asset Management and
Accumulation............... $68,556.7 $68,543.8

International Asset
Management and

Accumulation............... 4,528.1 4,956.9
Life and Health Insurance.... 11,152.0 10,776.2
Mortgage Banking ............ 3,220.3 2,718.8
Corporate and Other 813.6 1,354.8

Total Consolidated Assets.. $88,270.7 $88,350.5
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PRINCIPAL FINANCIAL GROUP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
SEPTEMBER 30, 2002
(UNAUDITED)

10. STOCK COMPENSATION PLANS

Effective July 1, 2002, the Company adopted theviailue method for stockased compensation as defined in SFAS 123 in atioguior the
Company's Stock Incentive Plan, Board of DirectStetk Plan and Employee Stock Purchase Plan. 3R8Swhich indicates that the fair
value method is the preferable method of accountemuires that the fair value method for stockelbsompensation be applied as of the
beginning of the fiscal year in which it is adopfedall stock-based awards granted subsequenicio date. The financial statements for the
first two quarters of 2002 were not restated fig thange since its effects were not materiallfed#int from amounts reported for both
financial position and results of operations. Setfhcts for the first two quarters of 2002 werergea against income for the three and nine
months ended September 30, 2002 and were not alatesuch results of operations. The Company dsptcstock-based compensation
expense to increase in future years due to the lativelimpact of anticipated future grants. Primdanuary 1, 2002, the Company applied
intrinsic value method (as permitted under SFAS) t&8ined in APB 25 and related Interpretationsialvfexcluded employee options and
stock purchases from compensation expense. Contpeneapense was recognized for stock option awiggiged to career agents using the
fair value method as prescribed in FASB InterpretaNo. 44, ACCOUNTING FOR CERTAIN TRANSACTIONS INYLVING STOCK
COMPENSATION - AN INTERPRETATION OF APB OPINION NQ@5.

11. STOCKHOLDERS' EQUITY
COMMON STOCK

During the nine months ended September 30, 2082;-tmpany repurchased 17.9 million shares of itstanding common stock on the o}
market at an aggregate cost of $506.4 million iredeto two authorized stock repurchase programs.@bdmpany purchased 15.9 million
shares at an aggregate cost of $450.0 million cetimgl a stock repurchase program authorized intgepr2002. The Company purchased
million shares at an aggregate cost of $56.4 millinder an additional stock repurchase programoaattd on August 29, 2002, for which
Company's board of directors approved repurchasas t $300.0 million.

In February 2002, the Company reissued treasuck $teld in the rabbi trust, which generated prose#ds8.0 million, with a cost of $6.7
million.

12. EARNINGS PER SHARE

After the Company's IPO, effective October 26, 2088AS No. 128, EARNINGS PER SHARE, was adoptedclvhequires disclosure of
basic and diluted earnings per share.
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PRINCIPAL FINANCIAL GROUP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
SEPTEMBER 30, 2002
(UNAUDITED)

12. EARNINGS PER SHARE (CONTINUED)

Reconciliations of weighted-average shares outstgreshd income from continuing operations for basid diluted earnings per share for the
three months and nine months ended September @R, afe presented below (in millions, except parsliata):

FOR THE THREE MONTHS ENDED FOR THE NINE MONTHS ENDED
SEPTEMBER 30, 2002 SEPTEMBER 30, 200 2
INCOME WEIG HTED INCOME WEIGHTED
AVER AGE PER SHARE AVERAGE PER SHARE
SHA RES AMOUNT SHARES AMOUNT

Basic earnings per share:
Income from continuing

operations................ $42.6 347. 2 $0.12 $402.7 354.8 $1.13
Dilutive effects:

Long-term performance plan - 0. 6 - - 0.1

Stock options............. - 0. 4 - - 0.4

Restricted stock units(1).

Diluted earnings per share..... $42.6 348. 2 $0.12 $402.7 355.3 $1.13

(1) The dilutive effect of the restricted stocktsrdid not meet specified reporting thresholds.

The calculation of diluted earnings per sharelierthree months and nine months ended Septemb203B, excludes the incremental effect
related to certain outstanding stock-based compiensgrants due to their anti-dilutive effect.

13. SUBSEQUENT EVENT

On October 25, 2002, the Company's Board of Dirsaieclared an annual dividend of approximately.&&dillion, equal to $0.25 per share,
payable on December 9, 2002, to shareholders ofdexs of November 8, 2002.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following analysis discusses our financial dgbad as of September 30, 2002, compared with Déegrl, 2001, and our consolidated
results of operations for the three months and minaths ended September 30, 2002 and 2001, prejpacedformity with accounting
principles generally accepted in the U.S. ("U.S.ARA). The discussion and analysis includes, whppapriate, factors that may affect our
future financial performance. The discussion shdmédead in conjunction with our Form 10-K, for tfear ended December 31, 2001, filed
with the United States Securities and Exchange Cissiom, the unaudited consolidated financial stat@isiand the related notes to the
financial statements and the other financial infation included elsewhere in this Form 10-Q.

FORWARD-LOOKING INFORMATION

Our narrative analysis below contains forward-logkstatements intended to enhance the readelity abiassess our future financial
performance. Forward-looking statements includéab@ not limited to, statements that representbeliefs concerning future operations,
strategies, financial results or other developmaeartd contain words and phrases such as "anti¢igatdieve," "plan," "estimate," "expect,"”
"intend," and similar expressions. Forward-lookitgtements are made based upon management's @xpexstations and beliefs concerning
future developments and their potential effect&hSerward-looking statements are not guarantedstofe performance.

Actual results may differ materially from thoselumbed in the forward-looking statements as a resfulisks and uncertainties including, but
not limited to the following: (1) a decline or imased volatility in the securities markets coukltein investors withdrawing from the
markets or decreasing their rates of investmetiteendf which could reduce our net income, reverargbassets under management; (2) our
investment portfolio is subject to several risksakmay diminish the value of our invested assatkaifect our sales, profitability and the
investment returns credited to our customers; ¢&)petition from companies that may have greatemfimal resources, broader arrays of
products, higher ratings and stronger financialggarance may impair our ability to retain existicigstomers, attract new customers and
maintain our profitability; (4) a downgrade in Reipal Life Insurance Company's ("Principal Lifefjpdncial strength ratings may increase
policy surrenders and withdrawals, reduce new saldsterminate relationships with distributors aadse some of our existing liabilities to
be subject to acceleration, additional collatesgport, changes in terms, or creation of additidimaincial obligations; (5) our efforts to
reduce the impact of interest rate changes on iiditgbility and surplus may not be effective; (Bjve are unable to attract and retain sales
representatives and develop new distribution saysaes of our products and services may be red({ceour international businesses face
political, legal, operational and other risks tbatild reduce our profitability in those busines$8§pur reserves established for future policy
benefits and claims may prove inadequate, requirstp increase liabilities; (9) our ability to pstypckholder dividends and meet our
obligations may be constrained by the limitationdévidends lowa insurance laws impose on Prindiffat (10) we may need to fund
deficiencies in our closed block ("Closed Blockssats which benefit only the holders of Closed Blpalicies; (11) changes in regulations
accounting standards may reduce our profitabi{it®) litigation and regulatory investigations marin our financial strength and reduce our
profitability; (13) fluctuations in foreign currep@xchange rates could reduce our profitabilitg) (@ challenge to the Insurance
Commissioner of the State of lowa's approval ofptfae of conversion could put the terms of our demlization in question and reduce the
market price of our common stock; (15) applicabl®d and our stockholder rights plan, certificatéhobrporation and by-laws may
discourage takeovers and business combinationstinatockholders might consider in their bestregés; and

(16) a downgrade in our debt ratings may adveraéct our ability to secure funds and cause sohoeioexisting liabilities to be subject to
acceleration, additional collateral support, chanigaerms, or creation of additional financialightions.

OVERVIEW
We are a leading provider of retirement savinggestment and insurance products and services. Wefbar operating segments:

0 U.S. Asset Management and Accumulation, whictsist® of our asset accumulation operations progidétirement savings and related
investment products and services, and our assedgeament operations which are conducted througltiBahGlobal Investors, formerly
known as Principal Capital Management. We provideraprehensive portfolio of asset accumulation peteland services to businesses and
individuals in the U.S., with a concentration onedirand medium-sized businesses, which we defirnmiamesses with fewer than 1,000
employees. We offer to businesses products anitesrior defined contribution pension plans,
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including 401(k) and 403(b) plans, defined bengditsion plans and non-qualified executive bendditga We also offer annuities, mutual
funds and bank products and services to the emgdogkour business customers and other individuals.

o International Asset Management and Accumulatidrich consists of BT Financial Group, our Australisased asset manager, and
Principal International, which offers retiremenbgucts and services, annuities, mutual funds dadnsurance through subsidiaries in
Argentina, Chile, Mexico and Hong Kong and joinhtuigres in Brazil, Japan and India. We have entiredan agreement to sell substantii
all of BT Financial Group, effective October 31020 See "Transactions Affecting Comparability ob6Rl&s of Operations.”

o Life and Health Insurance, which provides indixatllife and disability insurance as well as gréitand health insurance throughout the
U.S. Our individual insurance products include iegt-sensitive life, traditional life and disabjlinsurance. Our group insurance products
include life, disability, medical, dental and visimsurance, and administrative services.

o0 Mortgage Banking, which engages in originatingrchasing, selling and servicing residential magegkbans in the U.S.

We also have a Corporate and Other segment, whitsists of the assets and activities that havéeen allocated to any other segment.
RECENT EVENTS AND TRENDS

STOCKHOLDER DIVIDENDS

On October 25, 2002, the Company's Board of Dirsaieclared an annual dividend of approximately.&&dillion, equal to $0.25 per share,
payable on December 9, 2002, to shareholders ofdexs of November 8, 2002.

RATINGS

On September 25, 2002, the rating agency Moodywsshors Service lowered Principal Life's finanatibngth rating to Aa3 from Aa2. Our
new rating, Aa3, is the fourth highest rating ofddg's 21 rating levels and is defined as "Excelldvibody's also downgraded the
commercial paper rating of Principal Financial $egs, Inc., to Prime-2 from Primkand senior debt rating to A3 from A2. We do nqiext
these rating changes to have any adverse impamroousiness.

DECLINES IN THE U.S. AND AUSTRALIAN EQUITY MARKETS

Declines in the equity markets in the U.S. and Aalist during the nine months ended September 3R P@ve reduced equity securities, a
component of our assets under management. Ousassldr management at September 30, 2002 weredfillian, compared to $120.2
billion at December 31, 2001. Continued declinagdddurther reduce the amount of asset-based fante in our U.S. Asset Management
and Accumulation segment. In addition to marketides, during the nine months ended September(IR,BT Financial Group has
experienced net cash outflows from assets undeagesamnent.

DECLINES IN THE VALUES OF OUR U.S. FIXED MATURITY | NVESTMENTS

During the nine months ended September 30, 20G4dnwestments in fixed maturity securities were atagely impacted by credit problems
of certain investments. Accordingly, we recognipgaer than temporary impairments of $242.0 millibefore taxes. The largest impairment
related to our holdings in WorldCom Inc. for whisle recognized an other than temporary impairmes#6t4 million before taxes, and an
additional $18.0 million, before taxes, relatedhe sales of WorldCom, Inc., investments. The ¢medirket continues to be volatile, and we
expect additional capital losses in the fourth terasf 2002.

INTEREST RATE DECLINES

During the nine months ended September 30, 200 gist rates have remained relatively low. Lowrggéerates impact our Mortgage
Banking segment by reducing the value of our mggaan servicing rights but can lead to highertgage loan production. Interest rate
declines also have a negative impact on the inwvastyields of our fixed income securities.
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TRANSACTIONS AFFECTING COMPARABILITY OF RESULTS OF OPERATIONS
ACQUISITIONS
We acquired the following businesses, among othiensng 2002 and 2001:

ZURICH AFORE S.A. DE C.V. On May 31, 2002, we puashd a 100% ownership of Zurich AFORE S.A. de C:Xurich AFORE") in
Mexico from Zurich Financial Services for $49.0 liih in cash. The operations of Zurich AFORE haeerbintegrated into Principal
International, Inc., as a part of our Internatiohaset Management and Accumulation segment.

SPECTRUM ASSET MANAGEMENT. On October 1, 2001, Spgm Asset Management ("Spectrum™) became anatiilof Principal
Global Investors. The acquisition was accountedifimg the purchase method and the results of tipeseof the acquired business have
included in our financial statements from the dztacquisition. We included revenues of $1.6 millend $3.5 million for the three months
and nine months ended September 30, 2002, resplgctiv our consolidated results of operations.

DISPOSITIONS
We entered into disposition agreements or dispo$#e following businesses, among others, durid@2and 2001:

BT FINANCIAL GROUP. On August 25, 2002, we annoutheee had entered into an agreement to sell suletgrall of BT Financial

Group to Westpac Banking Corporation (“"Westpact)estimated proceeds of A$900.0 million Australkitntlars ("A$") (approximately U.S.
$500.0 million), and future contingent proceed2®94 of up to A$150.0 million (approximately U.80$0 million). The contingent proceeds
will be based on Westpac's future success in gwétail funds under management. Excluding theingant proceeds, we estimate after-tax
proceeds of approximately U.S. $870.0 million. Témsount includes cash proceeds, tax benefits, amdfiggm unwinding the hedged asset
associated with debt used to acquire BT Financial@in 1999. We closed the sale of BT Financiaupron October 31, 2002, and have
accrued for an estimated after-tax loss on dispafsh206.6 million as of September 30, 2002. Thsslis recorded in the loss from
discontinued operations in the consolidated stat¢mieoperations. Future adjustments to the estithhitss are expected to be recorded
through the first half of 2003, as the proceedmftbe sale are finalized.

BT Financial Group is accounted for as a discomtthaperation and therefore, the results of operatfexcluding corporate overhead) and
cash flows have been removed from our results ofimeing operations for all periods presented. Goafe overhead allocated to BT
Financial Group does not qualify for discontinugei@tions treatment under SFAS 144, ACCOUNTING FG®HE IMPAIRMENT OR
DISPOSAL OF LONGEIVED ASSETS, and therefore is still included iretbur results of continuing operations. Assetsleulities relatec

to BT Financial Group have been reclassified te@ssf discontinued operations and liabilities istdntinued operations on our consolidated
statements of financial position for all periodegented. Additionally, the results of operationgli@ling corporate overhead) for BT
Financial Group are reported as non-recurring itenmair International Asset Management and Accutiarissegment. Selected financial
information for the discontinued operations is @kfvs:
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AS OF O R FOR THE THREE MONTHS AS OF OR FOR THE NI NE MONTHS
EN DED SEPTEMBER 30, ENDED SEPTEMBER 30,

2002 2001 2002 2001

(IN MILLIONS, EXCEPT AS INDICATED)

Total assets under management ($ in

billioNS)....cccvvvviiiiiiiiiie $ 15 .6 $20.4 $ 156 $ 20.4
Total revenues 2 $50.5 $ 128.1 $ 173.0
Loss from continuing operations

(corporate overhead) ................... $ (0 .8) $(1.0) $ (2.3) $ 2.7)
Loss from discontinued operations:

Income (loss) before income taxes....... 3 .9 (5.8) 16.3 (10.1)

Income taxes (benefits)................. (1 .7) 1.7) 4.6 (1.9)

Income (loss) from discontinued

Operations ........cccoevuveeeennnes 5 .6 (4.1) 11.7 (8.2)

Loss on disposal, net of related

income taxes.........ccceeeveevnnnns (206 .6) - (206.6)
Loss from discontinued operations,

net of related income taxes............. (201 .0) (4.1) (194.9) (8.2)
Cumulative effect of accounting change,

net of related income taxes............. - - (255.4)

NEt 10SS....ccueeveeriiiieiieiieiene $(201 .8) $(5.1) $ (452.6) $ (10.9)

COVENTRY HEALTH CARE. On February 1, 2002, we solar remaining stake of 15.1 million shares of Cdmehlealth Care, Inc.
("Coventry") common stock and a warrant, exercisdbt 3.1 million shares of Coventry common stdgle received proceeds of $325.4
million, resulting in a net realized capital gain$d.83.0 million, or $114.5 million net of incomaxes.

We reported our investment in Coventry in our Coap® and Other segment and accounted for it uba@quity method prior to its sale. Our
share of Coventry's net income was $2.1 milliontfigr nine months ended September 30, 2002, anc§iié and $15.1 million for the
three months and nine months ended September G0, Bspectively.

PT ASURANSI JIWA PRINCIPAL INDONESIA. On Septemhb2s, 2001, we disposed of all the stock of PT Assirdiwa Principal
Indonesia, our subsidiary in Indonesia. We curyelndlve no business operations in Indonesia. Wevesgt@ominal proceeds, which resulted
in a pre-tax realized capital loss of $6.7 millid¥e included nominal revenues, net income andasstfrom our operations in Indonesia in
our consolidated results of operations for thegahmmnths and nine months ended September 30, 2001.

PRINCIPAL INTERNATIONAL ESPANA, S.A. DE SEGUROS D¥IDA. On February 15, 2001, we disposed of alllaf stock of
Principal International Espana, S.A. de Seguro¥ide, our subsidiary in Spain, for nominal procea@sulting in a realized capital loss of
$38.4 million, or $21.0 million net of income taxegasing our business operations in Spain.

We did not include revenues or net income fromapearations in Spain in our consolidated resultsperations for the three months and nine
months ended September 30, 2002 and 2001.

OTHER TRANSACTIONS

KEYCORP. On June 12, 2002, we announced we hadeehiteto an agreement with KeyCorp (through aff&Victory Capital Manageme
and KeyBank National Association) to offer trarwitiof servicing of KeyCorp's 1,400 employer defimedtribution clients with up to $8.0
billion in assets under management.
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KeyCorp transitioned out of the bundled definedtdbation business and will recommend our servidim@s full-service defined
contribution clients nationwide.

REINSURANCE TRANSACTIONS. Effective January 1, 200 entered into a reinsurance agreement to n&rggoup medical insurance
contracts, which should result in reduced volatidif our group medical insurance earnings. Thestgmnce agreement resulted in $11.4
million and $33.9 million of ceded premiums for teee months and nine months ended SeptembefBQ, Bespectively. In addition, the
reinsurance agreement resulted in $11.0 million2®15 million of ceded claims for the three morahs nine months ended September 30,
2002, respectively.

FLUCTUATIONS IN FOREIGN CURRENCY TO U.S. DOLLAR EXC HANGE RATES

Fluctuations in foreign currency to U.S. dollar kange rates for countries in which we have operat@an affect reported financial results
years when foreign currencies weaken against tBe dallar, translating foreign currencies into WSllars results in fewer U.S. dollars to
reported. When foreign currencies strengthen, kaéing foreign currencies into U.S. dollars resuitsnore U.S. dollars to be reported.

In January 2002, the Argentine government endetikitsf the Argentine peso to the U.S. dollar, trepa dual currency system with an
official fixed exchange rate of 1.4 pesos to 1.8 Wollar for import and export transactions are{floating exchange rate for other
transactions, subsequently floating the Argentiesopn February. The devaluation did not materiatipact our consolidated results of
operations.

Foreign currency exchange rate fluctuations creat@nces in our financial statement line itemstmue not had a material impact on our
consolidated operating earnings and net income.consolidated operating earnings were negativepaicted $1.2 million for the three
months ended September 30, 2002, and were negaitivghcted $0.8 million for the three months en8egitember 30, 2001, as a result of
fluctuations in foreign currency to U.S. dollar bange rates. Our consolidated operating earnings megatively impacted $1.9 million for
the nine months ended September 30, 2002, andnegedively impacted $1.1 million for the nine man#nded September 30, 2001,
respectively, as a result of fluctuations in fore@rrency to U.S. dollar exchange rates. For eudision of our approaches to foreign curre
exchange rate risk, see Item 3, "Quantitative andli@tive Disclosures about Market Risk."

CHANGES TO OUR CRITICAL ACCOUNTING POLICIES

Changes in the business environment and applieaitheritative accounting guidance require us tsalpmonitor our accounting policies.
During the nine months ended September 30, 2002depted newly issued guidance from the Financialofinting Standards Board
("FASB") and changed our critical accounting polfoy business combinations.

ACCOUNTING FOR BUSINESS COMBINATIONS, GOODWILL AND OTHER INTANGIBLE ASSETS

In June 2001, the FASB issued Statement of FinbAcieounting Standards ("SFAS") No. 141, BUSINESSMBINATIONS ("SFAS

141"), and SFAS No. 142, GOODWILL AND OTHER INTANBILE ASSETS ("SFAS 142"). SFAS 141 requires thatghrehase method
of accounting be used for all business combinatioitiated after June 30, 2001, and requires sépaezognition of intangible assets apart
from gooduwill, if such intangible assets meet dertaiteria. SFAS 142, effective January 1, 200®hjbits the amortization of goodwill and
intangible assets with indefinite useful lives aimgible assets with finite lives will continue te &mortized over their estimated useful lives.
Additionally, SFAS 142 requires that goodwill amdléfinite-lived intangible assets be reviewed fopairment at least annually, which we
plan to do in the fourth quarter each year.

The initial adoption of SFAS 142 required us tofpen a two-step fair-value based goodwill impairrn&st. The first step of the test
compared the estimated fair value of the reportinigto its carrying value, including goodwill. thie carrying value exceeded fair value, a
second step was performed, which compared the eéchjidiir value of the applicable reporting unit'@dwill with the carrying amount of that
goodwill, to measure the goodwill impairment, ifyaddditionally, we were required to perform an iamment test on our indefinite-lived
intangible assets, which consisted of a compangdhe fair value of an intangible asset with iggrging amount.

Our measurements of fair value were based on et@hseaof future discounted cash flows, product larealysis, market performance
assumptions and cash flow assumptions. These éwaisaitilized the best information available i ttircumstances, including reasonable
and supportable assumptions and projections.
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The discounted cash flow evaluations consideredigs scenarios and the likelihood of possible auies. Collectively, these evaluations
were management's best estimate of projected faasie flows.

As a result of performing the two-step impairmesstt we recorded goodwill impairments of $196.5iom| $20.9 million and $4.6 million,
net of income taxes, related to our BT Financiadupx, Principal International and Life and Healteurance operations, respectively.
Additionally, as a result of performing the indefiaalived intangible asset impairment test, we gruped an after-tax impairment of $58.9
million to our brand name and management rightmigible asset related to BT Financial Group.

These impairments, recognized January 1, 2002camalative effect of a change in accounting ppleiwere reported in our operating
segments as follows (in millions):

INTERNATIONAL ASSET LIFE
MANAGEMENT AND AND HEALTH
ACCUMULATION INSURANCE CONS OLIDATED
GOOAWill...veeiiiieciiciec e $321.2 $4.6 $325 .8
Indefinite-lived intangibles...................... 89.8 - 89 .8
Income tax impact........cccceeeevveinvivvnnnnnns (134.7) - (134 .7)
Total impairment, net of income taxes ........... $276.3 $4.6 $280 9

Net income for the three months and nine monthe@®&eptember 30, 2002 and 2001, adjusted for theteiof SFAS 142 related to r-
amortization of goodwill and indefinite-lived intgibles, is as follows (in millions):

FOR THE THREE MONTHS ENDED FOR THE NINE MONTHS ENDE D
S EPTEMBER 30, SEPTEMBER 30,
2 002 2001 2002 2 001
Reported net income (loss)............. $(158 4) $115.8 $(73.1) $ 340.2
Adjustment for amortization expense:
GoodWill.......covuviiiaiiiieenne - 2.6 - 7.7
Amortization included in -
discontinued operations............ - 8.7 30.2
Total amortization expense ............ - 11.3 - 37.9
Tax impacts of amortization expense ... - (3.2) - (10.4)
Adjusted net income (loss)............. $(158 4) $124.0 $(73.1) $ 367.7

OTHER ACCOUNTING CHANGES

The FASB Statement No. 123, ACCOUNTING FOR STOCKSD COMPENSATION ("SFAS 123") encourages, but dugsequire,
companies to record compensation cost for stockébamployee compensation plans based on the fai v options granted. We have
elected to adopt the fair value based method aflatng prescribed in SFAS 123, retroactive to daynd, 2002, for our employee stock-
based compensation plans for all stock-based avwgaeaded subsequent to January 1, 2002, and hewgrized an additional compensation
expense of $7.2 million. Prior to January 1, 2002 elected to account for our stock-based compemsplans under the provisions of
Accounting Principles Board ("APB") Opinion No. 26CCOUNTING FOR STOCK ISSUED TO EMPLOYEES and, aclingly, the
majority of employee stock-based compensation aeeste excluded from compensation expense. We expedctock-based compensation
expense to increase in future years due to the lativelimpact of anticipated future grants.

In August 2001, the FASB issued SFAS 144. Thisehtant supersedes SFAS No.

121, ACCOUNTING FOR THE IMPAIRMENT OF LONG-LIVED ASETS AND FOR LONG-LIVED ASSETS TO BE DISPOSED OF,
and amends APB Opinion No. 30, REPORTING THE RESSIOF OPERATIONS - REPORTING THE EFFECTS OF DISPOSHEA
SEGMENT OF A BUSINESS, AND EXTRAORDINARY, UNUSUAL MD INFREQUENTLY OCCURRING EVENTS AND
TRANSACTIONS ("APB 30"), establishing a single anating model for the disposal of long-lived ass88AS 144 generally retains the
basic provisions of existing guidance, but broadbegresentation of any discontinued operationsdinide a component of an entity (rather
than a segment of a business as defined in APB/88)adopted SFAS 144 on January 1, 2002, whicimalidhave a
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significant impact on our consolidated financiatsients as of the adoption date. On August 25,200 entered into an agreement to sell
substantially all of BT Financial Group. The salBd Financial Group is accounted for under thevigions of SFAS 144 and consistent v
such guidance, the BT Financial Group results ard bn sale are reported as a discontinued opewdti®eptember 30, 2002. SFAS 144 also
eliminated the temporary control exception wheredeining the consolidation of affiliated entiti@his change impacted the reporting of our
investment in company sponsored mutual funds wlyanebnow report the change in value of our investinas a part of net income rather

than as an unrealized gain or loss on an equityrgies available-foisale. The change in value is reported in the radized/unrealized capit
losses line on the statement of operations.
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RESULTS OF OPERATIONS

The following table presents summary consolidabegnicial information for the periods indicated:

FOR THE THREE FOR THE NINE
MONTHS ENDED MONT HS ENDED
SEPTEMBER 30, SEPT EMBER 30,
2002 2001 2002 2001
(IN MILLIONS)
INCOME STATEMENT DATA:
Revenues:
Premiums and other considerations............... ... $ 8887 $1,255.0 $2,941.0 $3,210.3
Fees and other revenues.............ccccccc.. 516.6 403.7 1,386.7 1,1415
Net investment income............cccceeeenee 821.2 826.4 2,455.5 2,506.1
Net realized/unrealized capital losses.......... (230.6) (80.1) (224.0) (257.0)
Total revenues...........cccoecveerennnne 1,995.9 2,405.0 6,559.2 6,600.9
Expenses:
Benefits, claims and settlement expenses........ 1,231.6 1,597.3 3,942.7 4,236.5
Dividends to policyholders...................... 79.1 79.1 241.0 241.2
Operating eXpenses.......cccccveeeeeeeieieennnns 640.2 574.2 1,832.2 1,673.3
Total eXpenses........ccccovvvveeeennns 1,950.9 2,250.6 6,015.9 6,151.0
Income before income taxes...........ccceeeennee 45.0 154.4 543.3 449.9
INCOME tAXES....oviivieieeieiiiiiiiiieeeee 2.4 34.5 140.6 90.8
Income from continuing operations............. 42.6 119.9 402.7 359.1
Loss from discontinued operations.................. (201.0) (4.1) (194.9) (8.2)
Income (loss) before cumulative effect of
accounting changes.........ccccceevviveeeennns (158.4) 115.8 207.8 350.9
Cumulative effect of accounting changes, net of
related income taxes.......ccccoeeeeeveveinnnnns - - (280.9) (10.7)
Net income (10SS)......ccccevveeenierennne. ... $(158.4) ¢ 1158 $ (73.1) $ 340.2
OTHER DATA:
Net income (I0SS)......cceeeiiieaiieiiiieanen. ... $(158.4) ¢ 1158 $ (73.1) $ 340.2
Less:
Net realized/unrealized capital losses, as adjust ed (146.9) (44.8) (153.8) (153.0)
Non-recurring items.........ccccvveveveeeenennn. (214.0) (8.2) (490.8) (43.7)
Operating earnings.........cccceceeevveesiueeanns .. $ 2025 $ 1688 $ 5715 $ 536.9

THREE MONTHS ENDED SEPTEMBER 30, 2002 COMPARED TO THREE MONTHS ENDED SEPTEMBER
30, 2001

Premiums and other considerations decreased $868id, or 29%, to $888.7 million for the three mtbs ended September 30, 2002, from
$1,255.0 million for the three months ended Septm3h, 2001. The decrease reflected a $224.3 milio 68%, decrease from the U.S.
Asset Management and Accumulation segment, priynduié to a decrease in premiums from single prengtoup annuities with life
contingencies, which are typically used to fundred benefit pension plan terminations. The premincome we receive from these
contracts fluctuates due to the variability in thember and size of pension plan terminations imihaeket, the interest rate environment and
our ability to attract new sales. The decreasealssdue to a $146.8 million, or 80%, decrease fitmerinternational Asset Management and
Accumulation segment, primarily resulting from redd sales of single premium annuities with lifetaagencies due to the sale of a large
single premium annuity case in 2001 in Mexico. tieerease was partially offset by a $4.8 million1®s, increase from the Life and Health
Insurance segment, primarily due to medical premiat® increases, strong group disability saleat® 2001 and early 2002, partially offset
by ceded premiums under a new group medical reansegrcontract effective January 1, 2002 and tHas=ification of revenues from our
group universal life insurance product from premsumfee revenues

Fees and other revenues increased $112.9 millia28%, to $516.6 million for the three months en&egtember 30, 2002, from $403.7
million for the three months ended September 30,12The increase was primarily due to a $90.3 amillior 45%, increase from the Mortg;
Banking segment, which reflects the growth in restéhl mortgage loan production and the resident@itgage loan servicing portfolio. The
increase was also due to a $16.4 million, or 26ffreiase from the Life and Health Insurance segrpentarily related to growth
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in our individual interest-sensitive life insuranmesiness and the reclassification of revenues fsorrgroup universal life insurance product
to fee revenues from premiums. In addition, theease was due to a $16.3 million, or 12% increasa the U.S. Asset Management and
Accumulation segment, primarily resulting from nagtthe change in unearned revenue for selectedlipte with the related unlocking of
deferred policy acquisition costs ("DPAC") in optirg expenses. Prior to the third quarter of 2QB&8,impact was reported separately in fees
and other revenue and operating expenses. Theasesavere partially offset by a $13.0 million desefrom the Corporate and Other
segment, primarily a result of a change in integrsent eliminations included in this segment.

Net investment income decreased $5.2 million, or t#4821.2 million for the three months ended 8eiiter 30, 2002, from $826.4 millic
for the three months ended September 30, 2001da@tease was primarily a result of a decreasevigsiment yields. The yield on average
invested assets and cash was 6.9% for the threthmended September 30, 2002, compared to 7.3%ddhree months ended September
30, 2001. The decrease reflects lower yields cedfimaturity securities due to a lower interest est@ronment. The decrease in investment
yields was partially offset by a $2,744.4 milliar,6%, increase in average invested assets and

Net realized/unrealized capital losses increasé&d $1million to $230.6 million for the three montlisded September 30, 2002, from $¢
million for the three months ended September 30,12The increased capital losses included a $188lién increase related to the mark to
market of our investment in company sponsored nhditmals and due to other than temporary impairmehteqjuity securities, a $43.1 milli
increase due to other than temporary impairmenfixed maturity securities, and a $7.2 million iease in mark to market losses on
derivatives as the result of Statement of Finarnkaounting Standards No. 133, ACCOUNTING FOR DERINVE INSTRUMENTS

AND HEDGING ACTIVITIES ("SFAS 133").

Benefits, claims and settlement expenses decré&s&id7 million, or 23%, to $1,231.6 million for theree months ended September 30,
2002, from $1,597.3 million for the three monthslet September 30, 2001. The decrease was prindalyo a $234.9 million, or 29%,
decrease from the U.S. Asset Management and Aceatiimuilsegment, primarily reflecting a decreasealrsof single premium group
annuities with life contingencies. The decrease alss due to a $145.7 million, or 73%, decreagténnternational Asset Management and
Accumulation segment, primarily due to higher resazshanges and policy and contract benefit paynrectsggnized in 2001 due to the sale of
a large single premium annuity case in Mexico. @bereases were partially offset by a $15.8 millam3%, increase from the Life and
Health Insurance segment, primarily due to highedical claim costs, the result of unusually lowirokin 2001, partially offset by ceded
claims under a new group medical reinsurance agreem

Operating expenses increased $66.0 million, or 14%640.2 million for the three months ended Sepier 30, 2002, from $574.2 million
for the three months ended September 30, 2001lirEhease was primarily due to a $37.1 million, 8%& increase from the Mortgage
Banking segment resulting from increased experadated to growth in loan production and in the méng portfolio. The increase was also
due to a $23.2 million, or 14%, increase in the.\ASset Management and Accumulation segment, pilynasulting from netting the chan
in unearned revenue for selected products withidteed unlocking of DPAC in operating expenserRo the third quarter of 2002, the
impact was reported separately in fees and otlventee and operating expenses. In addition, thedriteHealth segment's operating expe
increased $9.3 million, or 5%, primarily due tone&sed compensation costs related to company sgohgension and other post-retirement
benefit plans as well as expensing stock-based ensgtion costs due to our adoption of the faireahethod of accounting prescribed in
SFAS 123. We are in the process of finalizing d®@2pension expense calculation. We expect totapemy pension expense to increase in
2003 compared to 2002.

Income taxes decreased $32.1 million, or 93%, td $#llion for the three months ended Septembe2802, from $34.5 million for the thr
months ended September 30, 2001. The effectivarirdax rate was 5% for the three months ended ®éete30, 2002, and 22% for the
three months ended September 30, 2001. The ef#datbome tax rates for the three months ended Séyete30, 2002 and 2001, were lower
than the corporate income tax rate of 35% primatilg to income tax deductions allowed for corpodat@lends received. The decrease in
the effective tax rate to 5% for the three montidesl September 30, 2002, from 22% for the threetinsoended September 30, 2001, was
primarily due to the decrease in net income betiaxes compared to the small change in benefits frermanent tax differences. The tax
reduction for the three months ended Septembe2®IR, was offset partially by additional state imeotaxes.

As a result of the foregoing factors, net losséased $274.2 million to $158.4 million of net léssthe three months ended September 30,
2002, from $115.8 million of net income for thedemMmonths ended September 30, 2001.
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For the three months ended September 30, 2002rgwamring items of $214.0 million, net of incomeea, included the negative effects of:
(1) the loss from discontinued operations of BTaFicial Group ($201.0 million) and (2) an increaseur loss contingency reserve
established for sales practices litigation ($13ilion). For the three months ended September 8012non-recurring items of $8.2 million,
net of income taxes, included the negative effettfl) the loss from discontinued operations of Bitancial Group ($4.1 million) and (2)
expenses related to our demutualization ($4.1 onijli

As a result of the foregoing factors and the exolusf net realized/unrealized capital losses,diissted, and nonrecurring items, operating
earnings increased $33.7 million, or 20%, to $202ilfon for the three months ended September 8022from $168.8 million for the three
months ended September 30, 2001. The increas¢e@$rdm a $36.0 million increase from the Mortg&gmking segment primarily due to
an increase in earnings from residential mortgaga production and residential mortgage loan senyiclhe increase was also due to a $3.3
million increase from the International Asset Ma@agnt and Accumulation segment, primarily relateditproved earnings of Principal
International. In addition, the increase was dua $2.4 million, or 3%, increase from the U.S. Addanagement and Accumulation segment,
primarily related to improved earnings of our pensoperations and from Principal Global Investdise increases were partially offset by a
$5.0 million, or 8%, decrease from the Life and Helmsurance segment, primarily a result of aneto more expected medical and dental
loss ratios partially offset by favorable mortakityperience in the individual life operations. Acdease of $3.0 million from the Corporate
Other segment resulted primarily from a decreas/@rage investment yields for the segment.

NINE MONTHS ENDED SEPTEMBER 30, 2002 COMPARED TO NINE MONTHS ENDED SEPTEMBER 30,
2001

Premiums and other considerations decreased $&68igh, or 8%, to $2,941.0 million for the nine miths ended September 30, 2002, from
$3,210.3 million for the nine months ended Septam3Be2001. The decrease was primarily due to 4 $1million, or 58%, decrease from
the International Asset Management and Accumula@gment, primarily resulting from decreased salesngle premium annuities with life
contingencies due to the sale of a large singlmjpn® annuity case in 2001 and, to a lesser expeatpnged government retention of
potential annuitants in 2002 in Mexico. The deceealso reflected a $65.4 million, or 10%, decrdes® the U.S. Asset Management and
Accumulation segment, primarily a result of a daseein premiums from single premium group annuitiggs life contingencies, which are
typically used to fund defined benefit pension giyminations. The premium income we receive frogse contracts fluctuates due to the
variability in the number and size of pension giaiminations in the market, the interest rate emritent and our ability to attract new sales.
In addition, the decrease resulted from a $32.89anjlor 1%, decrease from the Life and Health tasge segment, primarily due to ceded
premiums from the new group medical reinsurancéraoheffective January 1, 2002, the classificatbrevenues from our group universal
life insurance product from premiums to fee revenaed the shift in customer preference from irdiial traditional life insurance products
individual interest-sensitive life insurance prodyartially offset by medical premium rate in@es

Fees and other revenues increased $245.2 millia2l %, to $1,386.7 million for the nine months esh&eptember 30, 2002, from $1,141.5
million for the nine months ended September 30120Bie increase was primarily due to an $179.lionillor 37%, increase from the
Mortgage Banking segment, primarily resulting framincrease in the residential mortgage loan segyigortfolio and loan production. The
increase was also due to a $42.5 million, or 22freiase from the Life and Health Insurance segrpemarily related to growth in our
individual interest-sensitive life insurance busimand the reclassification of revenues from oaugmniversal life insurance product to fee
revenues from premiums. In addition, the increaas kelated to a $30.9 million, or 7%, increasén.S. Asset Management and
Accumulation segment, primarily from Principal Gétnvestors due to a reclassification of markéti@and hedging activities from net
investment income to fees and other revenue, arase in investment management and transactiorafekan increase in gains from
commercial mortgage-backed securitizations.

Net investment income decreased $50.6 million %y ® $2,455.5 million for the nine months endegt8mber 30, 2002, from $2,50¢

million for the nine months ended September 30,1200e decrease was primarily a result of a deergasvestment yields. The yield on
average invested assets and cash was 7.0% fointenonths ended September 30, 2002, compare8&%b for the nine months ended
September 30, 2001. This reflects a decrease @siment gains on real estate due to lower salesrtdin real estate held-for-sale, compared
to an unusually high volume of sales during 20@laddition, the decrease reflects lower averagesimrent yields due in part to a lower
interest rate environment and to a lesser extemietta a decrease in commercial mortgage prepayf@eicome. These decreases were
partially offset by an increase in
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income on derivatives. The decrease in investmiefdsywas partially offset by a $2,664.4 milliom,6%6, increase in average invested assets
and cash.

Net realized/unrealized capital losses decreas8d$8illion, or 13%, to $224.0 million for the nimeonths ended September 30, 2002, f
$257.0 million for the nine months ended Septen3fe2001. The decrease was due to the $183.0 mdhpital gain realized as the result of
the sale of our investment in Coventry in Febru2092, the $38.4 million loss on the sale of ourrapens in Spain in 2001, a $52.0 million
decrease in losses on sales of equity securitielsa®31.9 decrease in the mark to market adjustrakated to derivatives. These decreases
were partially offset by a $149.9 million increasether than temporary impairments of fixed magusiecurities, a $97.1 million increase in
capital losses resulting from the mark to markedwfinvestment in company sponsored mutual fundsagher than temporary declines in
value of equity securities, and a $44.8 millionrease in realized losses related to derivatives.

Benefits, claims and settlement expenses decré&28318 million, or 7%, to $3,942.7 million for théne months ended September 30, 2002,
from $4,236.5 million for the nine months ended t8eyber 30, 2001. The decrease is partially dueXbdd.3 million, or 43%, decrease from
the International Asset Management and Accumula@gment due to higher reserve changes and palitga@ntract benefit payments
recognized in 2001 due to the sale of a large sipggmium annuity case and, to a lesser exterlgmyed government retention of potential
annuitants in 2002 in Mexico. The decrease wasdlgao a $110.9 million, or 5%, decrease fromUt®. Asset Management and
Accumulation segment, primarily reflecting a deseein sales of single premium group annuities Vifidhcontingencies. In addition, the
decrease was due to a $34.4 million, or 2%, deerram the Life and Health Insurance segment dueded claims under a new group
medical reinsurance agreement and improved clapergénce partially offset by a reserve establigtheslto the withdrawal of medical
products from the Florida small employer market.

Dividends to policyholders decreased $0.2 millio$241.0 million for the nine months ended Septem3Be 2002, from $241.2 million for

the nine months ended September 30, 2001. Theakecveas primarily due to a $3.5 million, or 1%,rdese from the Life and Health
Insurance segment due to a change in the individeahsurance dividend scale implemented in Fabyul, 2002. The decrease was patrtially
offset by a $3.3 million, or 67%, increase from th&. Asset Management and Accumulation segmesiijtieg from an increase in divider
for our pension full-service accumulation products.

Operating expenses increased $158.9 million, ort8%1,832.2 million for the nine months ended 8efiter 30, 2002, from $1,673.3 milli
for the nine months ended September 30, 2001.1drease was primarily due to a $186.5 million, 4% increase from the Mortgage
Banking segment resulting from increased experedated to growth in loan production and in the &é#ng portfolio and from an increase in
impairment of capitalized mortgage servicing rights of servicing hedge activity. The increase pasially offset by a $13.6 million, or 2%,
decrease from the U.S. Asset Management and Acatioilsegment, primarily reflecting an increaseapitalization of DPAC resulting
from an increase in sales of selected pension ptedlihe increase was also partially offset by @ Billion, or 16%, decrease from our
Corporate and Other segment primarily due to ex@erescognized in 2001 related to our demutualinafitie increase was also offset by a
$10.0 million, or 13%, decrease from the InternaicAsset Management and Accumulation segment pifimalated to the weakening of t
Argentine peso versus the U.S. dollar and of threg® economic environment in Argentina.

Income taxes increased $49.8 million, or 55%, 0@ million for the nine months ended September2802, from $90.8 million for the

nine months ended September 30, 2001. The effeiciboene tax rate was 26% for the nine months efstgdember 30, 2002, and 20% for
the nine months ended September 30, 2001. Thetigfféncome tax rates for the nine months endede®aiper 30, 2002 and 2001, were
lower than the corporate income tax rate of 35%arily due to income tax deductions allowed forpawate dividends received, offset
partially in 2002 by additional state income taxBse increase in the effective tax rate to 26%liernine months ended September 30, 2002,
from 20% for the nine months ended September 301 20as primarily due to the increase in staternmedaxes and also due to a greater
increase in net income before taxes relative tortbiease in our benefits from permanent tax diffiees. In addition, our effective income tax
rate was further reduced for the nine months ei®tgrdember 30, 2001, due to additional tax benefitged to excess tax over book capital
losses realized from the sale of our operatiorpain.

As a result of the foregoing factors and the inicln®f the cumulative effect of accounting changes,of related income taxes, net loss
increased $413.3 million to $73.1 million for thimen months ended September 30, 2002, from $340l@mof net income for the nine
months ended September 30, 2001. The
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cumulative effect of accounting changes, net aitesl income taxes, were related to our implememtaif SFAS 142 in 2002 and SFAS 133
in 2001.

For the nine months ended September 30, 2002, emn+ing items of $490.8 million, net of incomeegaxincluded the negative effects of:
(1) a cumulative effect of accounting change relateour implementation of SFAS 142 ($280.9 mil)iof2) the loss from discontinued
operations of BT Financial Group ($194.9 millio() an increase in our loss contingency resenabéshed for sales practices litigation
($13.0 million); and (4) expenses related to oundeialization ($2.0 million). For the nine monthsled September 30, 2001, non-recurring
items of $43.7 million, net of income taxes, in@ddhe negative effects of: (1) expenses relateditalemutualization ($18.9 million); (2) a
cumulative effect of accounting change relateduoimplementation of SFAS 133 ($10.7 million); (8 loss from discontinued operations
of BT Financial Group ($8.2 million); and (4) arcierase in our loss contingency reserve establidveshles practices litigation ($5.9
million).

As a result of the foregoing factors and the exolusf net realized/unrealized capital losses,diissted and nonrecurring items, operating
earnings increased $34.6 million, or 6%, to $5#iilion for the nine months ended September 30228@m $536.9 million for the nine
months ended September 30, 2001. The increase¢agdrdm a $27.8 million, or 11%, increase from th&. Asset Management and
Accumulation segment, primarily related to improwaainings of our pension operations and from Ryaddslobal Investors. In addition, the
increase resulted from a $20.1 million, or 13%ré@se from the Life and Health Insurance segmeimyapily a result of improved medical
and dental loss ratios, the absence of severalim@eexpenses occurring in 2001, and improved nadsbin the group disability business.
The increase was also due to a $18.5 million, &b,liicrease from the Mortgage Banking segmentJtiegirom an increase in earnings
from residential mortgage loan production. The éase was also due to a $9.0 million increase franirtternational Asset Management and
Accumulation segment, primarily related to improwaainings of Principal International. The increases partially offset by a $40.8 million
decrease from the Corporate and Other segmentaplymelated to a decrease in investment gainseahestate due to lower sales of certain
real estate held-for-sale, compared to an unushajly volume of sales experienced in 2001 and duedecrease of average investment
yields for the segmer

RESULTS OF OPERATIONS BY SEGMENT

We evaluate segment performance by segment opgedimings, which excludes the effect of net redlianrealized capital gains and losses,
as adjusted, and non-recurring events and transacttegment operating earnings are determinedjbgtang U.S. GAAP net income for net
realized/unrealized capital gains and losses, psted, and non-recurring items that we believenatdéndicative of overall operating trends.
While these items may be significant componentsigerstanding and assessing our consolidated fadgrerformance, we believe the
presentation of segment operating earnings enhaheasmderstanding of our results of operationkibghlighting earnings attributable to the
normal, recurring operations of our businesses. éi@n segment operating earnings are not a sulesfitinet income determined in
accordance with U.S. GAAP.
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The following table presents segment informatiowfasr for the periods indicated:

AS OF OR FOR THE THREE AS OF OR FOR THE NINE
MONTHS ENDED MONTHS EN DED
SEPTEMBER 30, SEPTEMBER 30,
2002 2001 2002 2001
(IN MILLIONS)

OPERATING REVENUES BY SEGMENT:
U.S. Asset Management and Accumulation.......... $ 8659 $ 1,0654 $ 2,863.7 $ 2,923.6
International Asset Management and

Accumulation.........c..coceeiieieniienne. 82.8 224.2 252.3 409.1
Life and Health Insurance.... 987.7 970.3 2,950.7 2,948.5
Mortgage Banking............ 3129 207.7 731.3 500.8
Corporate and Other (1).......ccccceveeeeriinnes (15.8) 16.7 14 74.6

Total operating revenues...................... 2,233.5 2,484.3 6,799.4 6,856.6
Net realized/unrealized capital losses,

including recognition of front-end fee

revenues and certain market value

adjustments to fee revenues.................. (237.6) (79.3) (240.2) (255.7)
U.S. GAAP REPORTED:

Total consolidated revenues................... $ 19959 $ 24050 $ 6,559.2 $ 6,600.9
OPERATING EARNINGS (LOSS) BY SEGMENT:
U.S. Asset Management and Accumulation ......... $ 849 $ 825 $ 2872 $ 2594
International Asset Management and

Accumulation..........cccovevvveeiinineeenn. 5.0 1.7 10.1 1.1
Life and Health Insurance 55.7 60.7 171.7 151.6
Mortgage Banking.........ccccccveeeeeniienenn. 62.5 26.5 113.8 95.3
Corporate and Other .........cccoocuveeeinnnns (5.6) (2.6) (11.3) 29.5

Total operating earnings...........ccc........ 202.5 168.8 571.5 536.9
Net realized/unrealized capital losses, as

adjusted (2)....cceevereiiieeiiee e (146.9) (44.8) (153.8) (153.0)
Non-recurring items (3).....ccoeeeevviviinnnnns (214.0) (8.2) (490.8) (43.7)
U.S. GAAP REPORTED:
Net income (10SS)......ccceevuieeiiieiiiiens $ (1584) $ 1158 $ (73.1) $ 340.2
U.S. GAAP REPORTED NET INCOME (LOSS) BY SEGMENT:
U.S. Asset Management and Accumulation ......... $ 299 $ 539 $ 1270 $ 179.2
International Asset Management and

Accumulation.........ccccceevevieieeeennnnnn. (193.0) (1.2) (447.1) (27.0)
Life and Health Insurance.... 45.6 56.4 125.7 142.7
Mortgage Banking............ 62.5 26.5 113.8 95.3
Corporate and Other .........cccccccvveeeennn. (103.4) (19.9) 7.5 (50.0)

Total net income (I0SS) ......ccoeveveenne. $ (1584) $ 1158 $ (73.1) $ 340.2
TOTAL ASSETS BY SEGMENT:
U.S. Asset Management and Accumulation (4)...... $ 68,556.7 $ 64,5719 $ 68,556.7 $ 64,571.9
International Asset Management and

Accumulation..........ccceeviiiiininnnn. 4,528.1 4,995.2 4,528.1 4,995.2
Life and Health Insurance....................... 11,152.0 10,817.1 11,152.0 10,817.1
Mortgage Banking..........cccceoevveicnnnnnnns 3,220.3 2,339.8 3,220.3 2,339.8
Corporate and Other (5)........cccccveeeeiiinns 813.6 1,231.2 813.6 1,231.2

Total asSetS......cccvvverierrieierreene, $ 88,270.7 $ 83,955.2 $ 88,270.7 $ 83,955.2

(1) Includes inter-segment eliminations primarigyated to internal investment management fee reegraommission fee revenues paid to
U.S. Asset Management and Accumulation agentselting Life and Health Insurance segment insurgoglucts, internal interest paid to
our Mortgage Banking segment for escrow accourpesited with our U.S. Asset Management and Accutimaegment and real estate
joint venture rental income. In 2001, the Corpoiatd Other segment reported rental income fromesalte joint ventures for office spe
used by other segments.
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(2) Net realized/unrealized capital gains (losggdlde unrealized gains (losses) on mark to markahges of our investment in company
sponsored mutual funds as well as unrealized gaireertain derivatives. Net realized/unrealizedtehpains (losses), as adjusted, are net of
income taxes, capital gains distributed to custemelated changes in the amortization patterredrded policy acquisition costs, recognit

of front-end fee revenues for sales charges onigepsoducts and services and certain market \vadijiestments to fee revenues, as follows:

FOR THE THREE FOR THE N INE

MONTHS ENDED MONTHS EN DED

SEPTEMBER 30, SEPTEMBER 30,

2002 2001 2002 2001
(IN MILLIONS)

Net realized/unrealized capital gains (losses).... $ (230.6) $ (80.1) $ (224.0) $ (257.0)
Certain market value adjustments to fee revenues.. (9.0) - (22.2) -
Recognition of front-end fee revenues............. 2 0.8 6.0 1.3

Net realized/unrealized capital losses,
including recognition of front-end fee
revenues and certain market value
adjustments to fee revenues .................. (237.6) (79.3) (240.2) (255.7)
Amortization of deferred policy acquisition
costs related to net realized/unrealized capital
gains (I0SSES)...uuvvievieieeeeieiiiiiiiiies 6.5 3.4 18.8 7.3
Capital gains (losses) distributed to customers... 3.0 - (18.8) -

Net realized/unrealized capital losses,
including recognition of front-end fee
revenues and certain market value
adjustments to fee revenues, net of related
amortization of deferred policy acquisition
costs and capital gains distributed to

CUSTOMEIS. it (228.1) (75.9) (240.2) (248.4)
Income tax effect .........cocoeeeiiiiiinnnns 81.2 31.1 86.4 95.4
Net realized/unrealized capital losses, as $ (146.9) $ (44.8) $ (153.8) $ (153.0)
adjusted........ocovviiiiieee ===========

(3) For the three months ended September 30, 2@02recurring items of $214.0 million, net of incertaxes, included the negative effects
of: (1) the loss from discontinued operations of Bancial Group ($201.0 million) and (2) an ingedo a loss contingency reserve
established for sales practice litigation ($13.0iam). For the three months ended September 301 28on-recurring items of $8.2 million,
net of income taxes, resulted from the negativecesfof: (1) expenses related to our demutualizgfid.1) and (2) a loss from discontinued
operations of BT Financial Group ($4.1 million).rkbe nine months ended September 30, 2002, namrieg items of $490.8 million, net of
income taxes, included the negative effects ofa(@ymulative effect of accounting change relatetthé implementation of SFAS 142 ($28
million); (2) the loss from discontinued operati@fBT Financial Group ($194.9 million); (3) an nease to a loss contingency reserve
established for sales practice litigation ($13.0iom); and (4) expenses related to the demututiting$2.0 million). For the nine months
ended September 30, 2001, non-recurring items ®f734hillion, net of income taxes, included the rtagaeffects of: (1) expenses related to
our demutualization ($18.9 million); (2) a cumwatieffect of change in accounting principle relat@dur implementation of SFAS 133
($10.7 million); (3) the loss from discontinued ogions of BT Financial Group ($8.2 million); and) @n increase to a loss contingency
reserve established for sales practices litigatB&n9 million).

(4) U.S. Asset Management and Accumulation sepa@eunt assets include shares of Principal Fiahgioup, Inc. stock allocated to a
separate account, a result of the demutualizafiba.value of the separate account was $942.5 mifticSeptember 30, 2002. Activity of the
separate account was reflected in both separateiacassets and separate account liabilities ahdatiimpact our results of operations.

(5) Includes inter-segment elimination amountstesldo internally generated mortgage loans andi@nnial line of credit. The U.S. Asset
Management and Accumulation segment and Life aradthiénsurance segment reported mortgage loansasseied for real estate joint
ventures. These mortgage loans were reportedhabitiés in the Corporate and Other segment. Intéatd the Corporate and Other segment
managed a revolving line of credit used by othgnsents.
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U.S. ASSET MANAGEMENT AND ACCUMULATION SEGMENT

The following table presents certain summary finaintata relating to the U.S. Asset Management/A&galmulation segment for the periods
indicated:

FOR THE THREE FOR THE NINE
MONTHS ENDED MONTHS ENDED
SEPTEMBER 30, SEPTEMBER 30,
2 002 2001 2002 2001
(IN MILLIONS)
OPERATING EARNINGS DATA:
Operating revenues(1):
Premiums and other considerations....... $ 106.5 $ 3308 $ 5954 $ 660.8
Fees and other revenues................. 165.0 140.9 510.1 461.7
Net investment income 594.4 593.7 1,758.2 1,801.1
Total operating revenues.............. 865.9 1,065.4 2,863.7 2,923.6
Expenses:
Benefits, claims and settlement expenses,
including dividends to policyholders 569.0 802.8 1,938.1 2,045.7
Operating expenses.........cccccveee.... 194.0 167.3 565.0 566.8
Total expenses.........ccccovuveeenn. 763.0 970.1 2,503.1 2,612.5
Pre-tax operating earnings................ 102.9 95.3 360.6 311.1
Income taxes........ccocovvvvevriineeenn. 18.0 12.8 73.4 51.7
Operating earnings..........cccceeveuvees 84.9 82.5 287.2 259.4
Net realized/unrealized capital losses, as
adjusted........ccceiiiiiiiieiine (55.0) (28.6) (160.2) (69.4)
Non-recurring items.............ccueee... - - - (10.8)
U. S. GAAP REPORTED:
Net inCome.......cooveeeerveieaenns $ 29.9 $ 539 $ 1270 $ 179.2

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

THREE MONTHS ENDED SEPTEMBER 30, 2002 COMPARED TO THREE MONTHS ENDED SEPTEMBER
30, 2001

Premiums and other considerations decreased $&2Hi@h, or 68%, to $106.5 million for the three mtbs ended September 30, 2002, from
$330.8 million for the three months ended Septer80e2001. The decrease primarily resulted fror@24% million decrease in pension full-
service payout sales of single premium group ar@suitith life contingencies, which are typicallyedsto fund defined benefit plan
terminations. The premium income received from ¢hamntracts fluctuates due to the variability ie tumber and size of pension plan
terminations, the interest rate environment, aedathility to attract new sales. Partially offsedtihis decrease was a $10.2 million increase in
premium primarily resulting from higher individupdyout annuity sales.

Fees and other revenues increased $24.1 millioh7%r, to $165.0 million for the three months en8egitember 30, 2002, from $140.9
million for the three months ended September 30,12@ension fees and other revenues increased Billidh. This increase primarily
resulted from netting the change in unearned revémuselected products with the related unlocldh®PAC in operating expenses. Prior to
the third quarter of 2002, the impact was repostgghrately in fees and other revenue and operaxipgnses. In addition, Principal Global
Investors recognized a $3.5 million increase irs faled other revenue. This increase was primarigytdwan increase in investment
management and transaction fees and a reclassificzitmarket value and hedging activities from ingestment income to fees and other
revenue.
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Net investment income increased $0.7 million to489nillion for the three months ended Septembe2802, from $593.7 million for th
three months ended September 30, 2001. The incnessprimarily due to a $2,150.1 million, or 6%griease in average invested assets and
cash. The increase was partially offset by a deer@athe average yield on invested assets and whgth was 6.6% for the three months
ended September 30, 2002, compared to 7.0% fahtee months ended September 30, 2001.

Benefits, claims and settlement expenses, includivigends to policyholders, decreased $233.8 omijlor 29%, to $569.0 million for the
three months ended September 30, 2002, from $806iliBn for the three months ended September 3012The decrease primarily resulted
from a $245.3 million decrease in pension benefllims and settlement expenses. This decreastamgady due to a decrease in full-service
payout sales of single premium group annuities Vif¢hcontingencies. Partially offsetting this dease was a $10.4 million increase in
reserves resulting from higher individual payoutaity sales.

Operating expenses increased $26.7 million, or 16%194.0 million for the three months ended Sepier 30, 2002, from $167.3 million
for the three months ended September 30, 2001néwease of $19.3 million in pension operating esgsiresulted from netting the chang
the unearned revenue for selected products withetlaged unlocking of DPAC in operating expensegrRo the third quarter of 2002, the
impact was reported separately in fees and otlventee and operating expenses. Also contributirtbgancrease was a change in our
investment performance assumptions related to @&atian of DPAC attributable to pension productsttRermore, Principal Global Invest
operating expenses increased $2.1 million primailg to an increase in employee costs resultimg free acquisition of Spectrum in the
fourth quarter of 2001.

Income taxes increased $5.2 million, or 41%, to.@18illion for the three months ended Septembe2802, from $12.8 million for the three
months ended September 30, 2001. The effectivarirdax rate for this segment was 17% for the threeths ended September 30, 2002,
and 13% for the three months ended September 8Q, dbe effective income tax rates for the threatin® ended September 30, 2002 and
2001, were lower than the corporate income taxaa85% primarily due to income tax deductionsata for corporate dividends received
and other tax-exempt income.

As a result of the foregoing factors, operatinghe®ys increased $2.4 million, or 3%, to $84.9 niilfor the three months ended September
30, 2002, from $82.5 million for the three monthsled September 30, 2001.

Net realized/unrealized capital losses, as adjusteteased $26.4 million, or 92%, to $55.0 million the three months ended Septembe
2002, from $28.6 million for the three months en@egtember 30, 2001. The increase includes cdpises related to other than temporary
declines in the value of certain fixed maturitywdttes for the three months ended September 3IR.20

As a result of the foregoing factors, net incomerdased $24.0 million, or 45%, to $29.9 million foe three months ended September 30,
2002, from $53.9 million for the three months en&egtember 30, 2001.

NINE MONTHS ENDED SEPTEMBER 30, 2002 COMPARED TO NINE MONTHS ENDED SEPTEMBER 30,
2001

Premiums and other considerations decreased $6hignhnor 10%, to $595.4 million for the nine mdistended September 30, 2002, from
$660.8 million for the nine months ended Septen30e2001. The decrease resulted from a $90.4 mitlecrease in pension full-service
payout sales of single premium group annuities liféghcontingencies, which are typically used todulefined benefit plan terminations. The
premium income received from these contracts fhietsi due to the variability in the number and sizgension plan terminations, the inter
rate environment, and the ability to attract nelesarhis decrease was partially offset by a $2&llon increase in individual payout annu
sales.

Fees and other revenues increased $48.4 milliobQ%r, to $510.1 million for the nine months endegt8mber 30, 2002, from $461.7
million for the nine months ended September 30,120Wis increase primarily resulted from an inceeag$24.4 million of fees from
Principal Global Investors due to a reclassifioatdd market value and hedging activities from meestment income to fees and other
revenue, an increase in investment managementamshttion fees and an increase in gains from cooiahenortgage-backed
securitizations. In addition, our pension fees afier revenues increased $21.3 million which resufitom netting the change in unearned
revenue for selected products with the relatedakihy of DPAC in operating expenses. Prior to thiedtquarter of 2002, the impact was
reported separately in fees and other revenue p@ichting expenses.
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Net investment income decreased $42.9 million,%r ® $1,758.2 million for the nine months endegt8mber 30, 2002, from $1,801
million for the nine months ended September 30,120Bie average yield on invested assets and caslb %% for the nine months ended
September 30, 2002, compared to 7.2% for the nimetins ended September 30, 2001. The decreasetsdfieer yields due to a lower
interest rate environment and to a lesser extemttal a decrease in commercial mortgage prepayf@emcome. The decrease was partially
offset by a $2,122.3 million, or 6%, increase iem@ge invested assets and cash.

Benefits, claims and settlement expenses, includivigends to policyholders, decreased $107.6 omilor 5%, to $1,938.1 million for the
nine months ended September 30, 2002, from $2,048lidn for the nine months ended September 30120 he decrease primarily resulted
from a $139.5 million decrease in pension beneflegms and settlement expenses. This decreastawgaty due to a decrease in full-service
payout sales of single premium group annuities liféghcontingencies and a decrease in cost ofa@stecredited and in change in reserves
within pension's full-service accumulation and isimeent only lines of business. Partially offsettihi decrease was a $28.6 million increase
in reserves resulting from higher individual payauohuity sales.

Operating expenses decreased $1.8 million to $5@8li@n for the nine months ended September 30226rom $566.8 million for the nine
months ended September 30, 2001. The decreaseriyireaulted from a $15.6 million decrease in pension operating expenses. The
decrease was largely due to an increase in cagaitimin of DPAC resulting from an increase in saleselected products and a change in fc
and compensation of Employee Benefit Sales and&s\field force. Partially offsetting this decseavas a $6.5 million increase in our
mutual fund operating expenses. This increase pitinralates to increased commission expense gestefeom sales of variable life and
annuity contracts. Of this increase, $2.1 milliefates to sales within the segment and is eliméhatean operating segment level. In addition,
Principal Bank operating expenses increased $4lmprimarily due to business growth in 2002. fhermore, individual annuity operating
expenses increased $3.1 million primarily due torgger fixed annuity sales in 2002. Also, an inseeaf $2.5 million in Principal Global
Investors operating expenses was primarily duatmerease in employee costs resulting from theliatepn of Spectrum in the fourth
guarter of 2002, which was partially offset by @&mase in securitization expense.

Income taxes increased $21.7 million, or 42%, t8.8illion for the nine months ended September2802, from $51.7 million for the nine
months ended September 30, 2001. The effectivariadax rate for this segment was 20% for the ninatirs ended September 30, 2002,
17% for the nine months ended September 30, 2084 effective income tax rates for the nine montiged September 30, 2002 and 2001,
were lower than the corporate income tax rate &b gimarily due to income tax deductions alloweddorporate dividends received and
other tax-exempt income.

As a result of the foregoing factors, operatinghesys increased $27.8 million, or 11%, to $287.Riom for the nine months ended Septen
30, 2002, from $259.4 million for the nine montmsled September 30, 2001.

Net realized/unrealized capital losses, as adjusteceased $90.8 million, to $160.2 million foethine months ended September 30, 2
from $69.4 million for the nine months ended SefienB0, 2001. The increase includes capital losdated to other than temporary decli
in the value of certain fixed maturity securitiexlasales of fixed maturity securities for the ninenths ended September 30, 2002.

As a result of the foregoing factors and the indo®f non-recurring items for the nine months eh8eptember 30, 2001, net income
decreased $52.2 million, or 29%, to $127.0 millionthe nine months ended September 30, 2002, br®.2 million for the nine months
ended September 30, 2001. For the nine months edejgi@mber 30, 2001, net income included the negaffect of non-recurring items
totaling $10.8 million, net of income taxes, rethte a cumulative effect of accounting change eglab our implementation of SFAS 133.
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INTERNATIONAL ASSET MANAGEMENT AND ACCUMULATION SEG MENT

The following table presents certain summary finalntata relating to the International Asset Mamagpt and Accumulation segment for the
periods indicated:

F OR THE THREE FOR THE NINE
M ONTHS ENDED MONTHS ENDED
s EPTEMBER 30, SEPTEMBER 30,
2002 2001 2002 2001
(IN MILLIONS)

OPERATING EARNINGS DATA:
Operating revenues (1):

Premiums and other considerations.... $  37. 3 $ 1841 $ 1231 $ 29 4.1
Fees and other revenues.............. 15. 2 12.3 40.9 3 3.3
Net investment income 30. 3 27.8 88.3 8 1.7
Total operating revenues........... 82. 8 224.2 252.3 40 9.1
Expenses:
Benefits, claims and settlement
EXPENSES....cevvvieeeeiiiiiiiiis 56. 1 198.8 175.3 33 8.4
Operating expenses.................. 21. 5 26.4 64.4 7 4.4
Total expenses.................. 77. 6 225.2 239.7 41 2.8
Pre-tax operating earnings (loss)...... 5. 2 (1.0) 12.6 ( 3.7)
Income taxes (benefits)................ 0. 2 2.7) 2.5 ( 4.8)
Operating earnings...........ccc...... 5. 0 1.7 10.1 1.1
Net realized/unrealized capital gains
(losses), as adjusted.................. 3. 0 1.3 14.0 1 9.9)
Non-recurring items.................... (201. 0) (4.1) (471.2) ( 8.2)
U. S. GAAP REPORTED:
Net 10SS.....ccovvveeiiieiieeii $  (193. 0 $ (1.1) $ (4471 $ (2 7.0)
OTHER DATA:
Operating earnings (loss):
Principal International............. $ 5. 8 $ 27 $ 124 % 3.8
BT Financial Group.................. (0. 8) (1.0) (2.3) ( 2.7)
Net income (loss):
Principal International............. $ 8. 8 $ 40 $ 556 $ (1 6.1)
BT Financial Group.................. (201. 8) (5.1) (452.6) 1 0.9)

(1) Excludes net realized/unrealized capital géivsses) and their impact on recognition of fronttéee revenues and certain market value
adjustments to fee revenues.

THREE MONTHS ENDED SEPTEMBER 30, 2002 COMPARED TO THREE MONTHS ENDED SEPTEMBER
30, 2001

Premiums and other considerations decreased $tifligh, or 80%, to $37.3 million for the three mbs ended September 30, 2002, from
$184.1 million for the three months ended Septer8Be2001. A decrease of $136.1 million in Mexicasithe result of decreased sales of
single premium annuities with life contingenciesrarily due to the sale of a large single premiumuty case in 2001 and to a lesser extent
prolonged government retention of potential anmtitén 2002. A decrease of $10.8 million in Argeativas primarily due to the weakening
of the Argentine peso versus the U.S. dollar anth@fgeneral economic environment.
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Fees and other revenues increased $2.9 millio24%r, to $15.2 million for the three months endegt&mber 30, 2002, from $12.3 million
for the three months ended September 30, 2001némease of $2.9 million in Mexico was primarilyesult of the acquisition of Zurich
AFORE in 2002.

Net investment income increased $2.5 million, or, @430.3 million for the three months ended Sepier 30, 2002, from $27.8 million fi

the three months ended September 30, 2001. Theasimemwas primarily related to a $186.1 million16%6, increase in average invested a:
and cash. The increase was partially offset bycaedese in investment yields. The yield on averagested assets and cash was 8.9% for the
three months ended September 30, 2002, compa@d%ofor the three months ended September 30, 28fécting the negative impact of
investing in higher quality, lower yielding fixedaturity securities in Argentina.

Benefits, claims and settlement expenses decrédski7 million, or 72%, to $56.1 million for theré® months ended September 30, 2002,
from $198.8 million for the three months ended Seqter 30, 2001. A $133.7 million decrease in Mexies the result of higher reserve
changes and policy and contract benefit paymentsyrézed in 2001 due to the sale of a large sipgdenium annuity case and to a lesser
extent prolonged government retention of potemtnaduitants in 2002. A decrease of $10.6 milliokigentina was primarily related to the
weakening of the Argentine peso versus the U.Sadahd of the general economic environment.

Operating expenses decreased $4.9 million, or 18%21.5 million for the three months ended Sep&n30, 2002, from $26.4 million for
the three months ended September 30, 2001. A $lidmuecrease in Argentina was primarily relatedhe weakening of the Argentine
peso versus the U.S. dollar and of the general@nanenvironment. In addition, a net decrease a2 #illion in Mexico was primarily

related to reduced compensation costs in 2002tenddle of a large annuity case in 2001, which argally offset by decreased
capitalization of DPAC in 2002. Operating expensesirred by BT Financial Group were $1.3 millior fbe three months ended September
30, 2002 and $1.4 million for the three months en8eptember 30, 2001. These expenses representaterpverhead allocated to BT
Financial Group and do not qualify for discontinugxerations treatment. Upon completion of the BT Financial Group at November 1,
2002, the expenses that would have been allocatBd Financial Group will be allocated to our otlsegments.

Income taxes increased $2.9 million to $0.2 milladrincome tax expense for the three months enéptegber 30, 2002, from a $2.7 milli
income tax benefit for the three months ended $epde 30, 2001. The increase was primarily due éadialuction of valuation allowances in
2001 within Argentina and Mexico. The remainingrgse was primarily a result of an increase int@xesperating earnings.

As a result of the foregoing factors, operatinghewys increased $3.3 million to $5.0 million foetthree months ended September 30, 2002,
from $1.7 million for the three months ended Sejiten80, 2001.

Net realized/unrealized capital gains, as adjustedeased $1.7 million to $3.0 million for the élermonths ended September 30, 2002, -
$1.3 million for the three months ended SeptemBe2801. An increase of $1.9 million resulted priiiyefrom gains realized on the sale of
fixed maturity securities and other investment€hile.

As a result of the foregoing factors and the inicla®f non-recurring items for the three monthsexh8eptember 30, 2002, net loss increased
$191.9 million to $193.0 million for the three mbhatended September 30, 2002, from $1.1 milliortHerthree months ended September 30,
2001. For the three months ended September 30, 280D ss included the negative effect of non-méng items totaling $201.0 million, net

of income taxes, related to the loss from disca@thoperations of BT Financial Group. For the thmemths ended September 30, 2001, net
loss included the negative effect of non-recuritegs totaling $4.1 million, net of income taxesated to the loss from discontinued
operations of BT Financial Group.

NINE MONTHS ENDED SEPTEMBER 30, 2002 COMPARED TO NINE MONTHS ENDED SEPTEMBER 30,
2001

Premiums and other considerations decreased $iillidh, or 58%, to $123.1 million for the nine mitws ended September 30, 2002, from
$294.1 million for the nine months ended Septen3e2001. A decrease of $142.8 million in Mexicoswiae result of decreased sales of
single premium annuities with life contingenciesrrily due to the sale of a large annuity cas2dfil and to a lesser extent prolonged
government retention of potential annuitants in200 decrease of $16.8 million in Argentina wasyarily due to the weakening of the
Argentine peso versus the U.S. dollar and of theeg® economic environment.
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In addition, a decrease of $10.8 million in Chilasaprimarily a result of the weakening of the Clnilpeso versus the U.S. dollar and to a
lesser extent decreased sales of single premiumnitaswith life contingencies due to market coaoti@n.

Fees and other revenues increased $7.6 millio23%r, to $40.9 million for the nine months endedt8eyber 30, 2002, from $33.3 million
for the nine months ended September 30, 2001. érease of $6.6 million in Mexico was a result ofiacrease in the number of retirement
plan participants and the acquisition of Zurich A&B®in 2002. In addition, an increase in Hong Koragwwrimarily due to an increase in
assets under management.

Net investment income increased $6.6 million, or, 8488.3 million for the nine months ended Sejtten80, 2002, from $81.7 million fi

the nine months ended September 30, 2001. Theaisengas primarily related to a $182.6 million, 6%4, increase in average invested assets
and cash. The increase was partially offset bycaedese in investment yields. The yield on averagested assets and cash was 8.5% for the
nine months ended September 30, 2002, compare8%o for the nine months ended September 30, 20@i%.réflects the impact of deflatic

on nominal yields in Chile, which, as discussethignext paragraph, was offset by a correspondicgedse in reserve changes and a neg
impact of investing in higher quality, lower yiehdj fixed maturity securities in Argentina.

Benefits, claims and settlement expenses decréd€11 million, or 48%, to $175.3 million for thene months ended September 30, 2002,
from $338.4 million for the nine months ended Seyter 30, 2001. A $132.5 million decrease in Mexi@s the result of higher reserve
changes and policy and contract benefit paymentggrézed in 2001 due to the sale of a large anmaisg and to a lesser extent prolonged
government retention of potential annuitants in200 decrease of $15.3 million in Argentina wasymrily related to the weakening of the
Argentine peso versus the U.S. dollar and of theeg® economic environment. In addition, a decred$i4.7 million in Chile was primarily
a result of the weakening of the Chilean peso \&tise U.S. dollar and decrease in reserve change$léct the impact of deflation
adjustments.

Operating expenses decreased $10.0 million, or 18%64.4 million for the nine months ended Septend®, 2002, from $74.4 million for
the nine months ended September 30, 2001. A $ilismiecrease in Argentina was primarily relatedhie weakening of the Argentine peso
versus the U.S. dollar and of the general econemwronment. Operating expenses incurred by BT rigiz Group were $3.6 million for the
nine months ended September 30, 2002 and $4.omfir the nine months ended September 30, 2004sélaxpenses represent corporate
overhead allocated to BT Financial Group and dogualify for discontinued operations treatment. jgompletion of the sale of BT
Financial Group at November 1, 2002, the expersssiould have been allocated to BT Financial Gneilpbe allocated to our other
segments.

Income taxes increased $7.3 million to $2.5 milladrincome tax expense for the nine months endgteBwer 30, 2002, from a $4.8 million
income tax benefit for the nine months ended Sejpéer80, 2001. The increase was primarily a redidhdncrease in pre-tax operating
earnings.

As a result of the foregoing factors, operatinghe®ys increased $9.0 million to $10.1 million faetnine months ended September 30, 2002,
from $1.1 million for the nine months ended Septen8D, 2001.

Net realized/unrealized capital gains, as adjustedeased $33.9 million to $14.0 million for thm@& months ended September 30, 2002, -
$19.9 million of net realized capital losses fag thine months ended September 30, 2001. The ircreas primarily due to a $21.0 million
after-tax net realized capital loss on the Febr2@@1 sale of our operations in Spain. In additan$8.7 million increase resulted primarily
from gains realized on the sale of fixed maturégugities in Chile for the nine months ended Septn30, 2002.

As a result of the foregoing factors and the inidln®f non-recurring items for the nine months eh8eptember 30, 2002, net loss increased
$420.1 million to $447.1 million for the nine mostended September 30, 2002, from $27.0 milliortfernine months ended September 30,
2001. For the nine months ended September 30, 2@dXss included the negative effect of non-rangritems totaling $471.2 million, net
of income taxes, related to: (1) the cumulativeefbf accounting change, a result of our impleuion of SFAS 142 ($276.3 million) and
(2) the loss from discontinued operations of BTdritial Group ($194.9 million). For the nine mongémeled September 30, 2001, net loss
included the negative effect of non-recurring iteotaling $8.2 million, net of income taxes, rethte the loss from discontinued operations
of BT Financial Group.
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LIFE AND HEALTH INSURANCE SEGMENT

The following table presents certain summary finaintata relating to the Life and Health Insurasegment for the periods indicated:

FOR THE THREE FOR THE NIN E
MONTHS ENDED MONTHS ENDE D
SEPTEMBER 30, SEPTEMBER 30
2002 2001 2002 2001
(IN MILLIONS)
OPERATING EARNINGS DATA:
Operating Revenues(1):
Premiums and other considerations.......... $ 744.9 $ 740.1 $2,222.5 $ 2,255.4
Fees and other revenues.................... 78.5 62.1 233.5 191.0
Net investment income...................... 164.3 168.1 494.7 502.1
Total operating revenues................ 987.7 970.3 2,950.7 2,948.5
Expenses:
Benefits, claims and settlement expenses... 612.5 596.7 1,822.7 1,857.1
Dividends to policyholders................. 76.9 78.0 232.8 236.3
Operating eXpenses........ccccvvveeeeeenn.. 213.4 204.5 632.9 627.1
Total eXpenses.........coccveeeerunnes 902.8 879.2 2,688.4 2,720.5
Pre-tax operating earnings.................. 84.9 91.1 262.3 228.0
INnCOMeE taxes........ccoocvvvveerivreenenns 29.2 30.4 90.6 76.4
Operating earnings..........ccceeevvvveeeenne 55.7 60.7 171.7 151.6
Net realized/unrealized capital losses, as
adjusted........coceeiiiiiiiieiee. (10.1) (4.3) (41.4) (9.0)
Non-recurring items............cccceeevnnns - - (4.6) 0.1
U.S. GAAP REPORTED:
Net inCome........ocoveiiieiiiieiiie $ 45.6 $56.4 $ 1257 $ 142.7

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

THREE MONTHS ENDED SEPTEMBER 30, 2002 COMPARED TO THREE MONTHS ENDED SEPTEMBER
30, 2001

Premiums and other considerations increased $4li8mior 1%, to $744.9 million for the three moatinded September 30, 2002, from
$740.1 million for the three months ended Septeribe2001. Group medical premiums increased $8l®mprimarily due to premium rate
increases, which more than offset a decline in menembers, as well as a reduction due to prema@uled under a reinsurance agreement
effective January 1, 2002. In addition, group diggtpremiums increased $6.6 million primarily dteestrong sales in late 2001 and early
2002. Individual disability premiums also increa$&d5 million, primarily a result of increased piiem from new sales. Partially offsetting
the increases was a $6.1 million decrease in gifeimsurance premiums due to the classificatibresenues from our group universal life
insurance product from premium to fee revenueaduttition, individual life insurance premiums deaead $5.6 million, reflecting a continu
shift in customer preference from traditional lifisurance products to fee-based interest-sentiievinsurance products. Group dental and
vision premium also decreased $1.4 million prinyadilie to a decline in covered members.

Fees and other revenues increased $16.4 millia26%4r, to $78.5 million for the three months endeg@t8mber 30, 2002, from $62.1 million
for the three months ended September 30, 2001reveaues from individual interest-sensitive lifeunance products increased $8.2 million,
primarily the result of the continued shift in auster preference, as previously discussed. Groaprifurance fee revenues increased $7.1
million primarily due to the reclassification ofwenues from our group universal life insurance pobddo fee revenues from premiums.
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Net investment income decreased $3.8 million, or @4$164.3 million for the three months ended 8eiiter 30, 2002, from $168.1 millic
for the three months ended September 30, 2001d@twease reflects lower average investment yialdsmpart to an overall lower interest
rate environment. The yield on average investedtassd cash was 7.1% for the three months endedr8ieer 30, 2002, compared to 7.5%
for the three months ended September 30, 2001d@trease was partially offset by a $240.9 millimn3%, increase in average invested
assets and cash.

Benefits, claims and settlement expenses increbBEe@ million, or 3%, to $612.5 million for the && months ended September 30, 2002,
from $596.7 million for the three months ended 8eter 30, 2001. Group medical insurance benefdésns and settlement expenses
increased $16.7 million, primarily due to higherdival claim costs, the result of unusually low eiaiin 2001, which were patrtially offset by
ceded claims under a new reinsurance agreemeaddition, group disability benefits, claims andlsetent expenses increased $1.6 million
due to growth in the business. Partially offsetting increases was a decrease of $4.2 millionefits, claims and settlement expenses for
individual life insurance products primarily dueltaver death claims, resulting from losses recogphim 2001 for the September 11th terrc
attacks.

Dividends to policyholders decreased $1.1 million1%, to $76.9 million for the three months en&egptember 30, 2002, from $78.0 million
for the three months ended September 30, 2001d@trease was due to a change in the individuahlferance dividend scale implemented
February 1, 2002.

Operating expenses increased $8.9 million, or 4%$2t.3.4 million for the three months ended Septm3B, 2002, from $204.5 million for
the three months ended September 30, 2001. Grieugnd health insurance operating expenses inaté®6 million, primarily due to
increased commission expense, interest expengedéatafederal income taxes, and technology costs.

Income taxes decreased $1.2 million, or 4%, toZadllion for the three months ended Septembe2802, from $30.4 million for the three
months ended September 30, 2001. The effectivarirdax rate for the segment was 34% for the threetins ended September 30, 2002
33% for the three months ended September 30, Z0®leffective income tax rates for the three moetided September 30, 2002 and 2001
were lower than the corporate income tax rate &b imarily due to tax-exempt income.

As a result of the foregoing factors, operatingheays decreased $5.0 million, or 8%, to $55.7 wrillfor the three months ended September
30, 2002, from $60.7 million for the three monthsled September 30, 2001.

Net realized/unrealized capital losses, as adjustetkased $5.8 million to $10.1 million for the¢e months ended September 30, 2002,
$4.3 million for the three months ended SeptemBe2B801. The increase includes realized capita®selated to other than temporary
declines in the value of certain fixed maturitysd#ttes and sales of fixed maturity securities iadlit offset by realized capital gains on
derivatives for the three months ended Septemhe2BIP.

As a result of the foregoing factors, net incomerdased $10.8 million, or 19%, to $45.6 million fbe three months ended September 30,
2002, from $56.4 million for the three months en&egtember 30, 2001.

NINE MONTHS ENDED SEPTEMBER 30, 2002 COMPARED TO NINE MONTHS ENDED SEPTEMBER 30,
2001

Premiums and other considerations decreased $3@i@nor 1%, to $2,222.5 million for the nine mibxs ended September 30, 2002, from
$2,255.4 million for the nine months ended Septam8Be 2001. Group life insurance premiums decre&2&d6 million, primarily due to the
reclassification of revenues from our group unigélige insurance product from premium to fee ravenand the loss of a large customer in
late 2000, resulting in a loss of premium after &faB1, 2001. Individual life insurance premiumsréased $21.6 million, reflecting a
continued shift in customer preference from tradidl life insurance products to fee-based intesessitive life insurance products and the
increased use of reinsurance. Partially offsettiregdecreases was a $9.8 million increase in gd@gbility premiums due to strong sales in
late 2001 and early 2002. Group medical premiuroeased $6.0 million primarily due to premium riaiereases, which more than offset a
decline in covered members, as well as a redudii@nto premiums ceded under a reinsurance agrea&fiective January 1, 2002.

Fees and other revenues increased $42.5 millia22%r, to $233.5 million for the nine months endegit8mber 30, 2002, from $191.0
million for the nine months ended September 30,12@¥oup life insurance fee revenues increased
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$20.9 million primarily due to the reclassificatiohrevenues from our group universal life insumpcoduct to fee revenues from premiums.
Fee revenues from individual life insurance productreased $15.4 million, primarily a result of #ontinued shift in customer preference,
as previously discussed.

Net investment income decreased $7.4 million, or t#8494.7 million for the nine months ended Seyiter 30, 2002, from $502.1 millic
for the nine months ended September 30, 2001. €be=dse reflects lower average investment yieldsmpart to an overall lower interest
rate environment. The yield on average investedtassid cash was 7.2% for the nine months endadr8bpr 30, 2002, compared to 7.5%
for the nine months ended September 30, 2001. €bedse was partially offset by a $191.3 millian2%, increase in average invested
assets and cash.

Benefits, claims and settlement expenses decrésgkd million, or 2%, to $1,822.7 million for thée months ended September 30, 2002,
from $1,857.1 million for the nine months ended t8eyber 30, 2001. Group medical insurance benefagns and settlement expenses
decreased $21.6 million, primarily due to cedethtaunder a new reinsurance agreement, partialbebby a reserve established due to the
withdrawal of medical products from the Florida $neanployer market. Individual life insurance beitgfclaims, and settlement expenses
decreased $10.2 million primarily due to lower #ieciims and a lower reserve increase relatedetaldicrease in premium.

Dividends to policyholders decreased $3.5 million1%, to $232.8 million for the nine months en&sgtember 30, 2002, from $236.3
million for the nine months ended September 30,120Be decrease was due to a change in the indiMifies insurance dividend scale
implemented February 1, 2002.

Operating expenses increased $5.8 million, or $9$682.9 million for the nine months ended Septar3Be 2002, from $627.1 million for
the nine months ended September 30, 2001. Grauprifl health insurance operating expenses incréésédnillion, primarily due to
increased commissions. Partially offsetting thedase in operating expenses was a decrease denetalsone-time expenses in 2001.
Individual life and disability insurance operatiegpenses decreased $0.6 million primarily due ¢éaéelassifying of fees received from
reinsurance ceded from fee revenue to operatingresgs and increased capitalization of DPAC relatddgher sales, partially offset by
higher non-deferrable compensation costs.

Income taxes increased $14.2 million, or 19%, 10.6%nillion for the nine months ended September2802, from $76.4 million for the nine
months ended September 30, 2001. The effectivarindax rate for the segment was 35% for the ninethsoended September 30, 2002 and
34% for the nine months ended September 30, 204 effective income tax rate for the nine monthdeenSeptember 30, 2001, was lower
than the corporate income tax rate of 35% primatilg to tax-exempt income.

As a result of the foregoing factors, operatinghesys increased $20.1 million, or 13%, to $171.Wiom for the nine months ended Septen
30, 2002, from $151.6 million for the nine montimsled September 30, 2001.

Net realized/unrealized capital losses, as adjustetcased $32.4 million to $41.4 million for thime months ended September 30, 2!
from $9.0 million for the nine months ended Septen80, 2001. The increase includes realized capitaks related to other than temporary
declines in the value of certain fixed maturitysdttes and sales of fixed maturity securitiestfog nine months ended September 30, 2002.

As a result of the foregoing factors and the inda®f non-recurring items, net income decreased@ifnillion, or 12%, to $125.7 million for
the nine months ended September 30, 2002, from.$IBlion for the nine months ended September2B01. Non-recurring items for the
nine months ended September 30, 2002, had a negeipact on net income of $4.6 million, net of immtaxes, due to the cumulative effect
of accounting change, a result of our implementatibSFAS 142. Non-recurring items for the nine therended September 30, 2001, had a
positive impact on net income of $0.1 million, eéincome taxes, due to the cumulative effect abanting change, a result of our
implementation of SFAS 133.
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MORTGAGE BANKING SEGMENT

The following table presents certain summary finantata relating to the Mortgage Banking segmentlie periods indicated:

FOR THE THREE FOR THE NINE
MONTHS ENDED MONTHS ENDED
SEPTEMBER 30, SEPTEMBER 30,
2 002 2001 2002 2001
(IN MILLIONS)
OPERATING EARNINGS DATA:
Operating Revenues(1):
Loan Servicing..........ccceeevveen. $ 149.5 $ 1015 $429.6 $ 282. 5
Loan production...................... 163.4 106.2 301.7 218. 3
Total operating revenues......... 3129 207.7 731.3 500. 8
Expenses:
Loan servicing........ccccveeeeenn.. 146.4 124.8 405.2 254, 3
Loan production 51.5 36.0 129.4 93. 8
Total expenses................... 197.9 160.8 534.6 348. 1
Pre-tax operating earnings................ 115.0 46.9 196.7 152. 7
INCOME taxes......ovvvvveveeeeeianannane 52.5 20.4 82.9 57. 4
Operating earnings...........cccceeeeee. 62.5 26.5 113.8 95. 3
Net realized/unrealized capital gains
(losses), as adjusted.................. - -
Non-recurring items...............coeee - -
U.S. GAAP REPORTED:
Net inCome........ooveeeerverieannnns $ 62.5 $ 265 $113.8 $ 95. 3

(1) Excludes net realized/unrealized capital gdimsses) and their impact on recognition of fronttéee revenues and certain market value
adjustments to fee revenues.

THREE MONTHS ENDED SEPTEMBER 30, 2002 COMPARED TO THREE MONTHS ENDED SEPTEMBER
30, 2001

Total operating revenues increased $105.2 milliorp1%, to $312.9 million for the three months eh&eptember 30, 2002, from $207.7
million for the three months ended September 30,12Residential mortgage loan production revenoeased $57.2 million primarily due
to an increase in mortgage loan production ancherease in revenue from secondary marketing aeiyithe process by which Mortgage
Banking pools and sells loans. Mortgage loan priidndncreased to $11.1 billion for the three manéimded September 30, 2002, compared
to $10.5 billion for the same period a year ag&48.0 million increase in residential mortgage Isarvicing revenues reflects the growth in
the loan servicing portfolio. The average balarfcine servicing portfolio was $99.4 billion for tileree months ended September 30, 2002,
compared to $68.5 billion for the same period a yegm.

Total expenses increased $37.1 million, or 23%1187.9 million for the three months ended Septeribe2002, from $160.8 million for the
three months ended September 30, 2001. A $21.Bmilicrease in residential mortgage loan servieirgenses resulted from increased
expenses related to growth in the servicing padfevhich includes a $22.1 million decrease in imp&nt of capitalized mortgage servicing
rights net of servicing hedge activity. A $15.5lioih increase in mortgage loan production expemsesprimarily due to an increase in
mortgage loan production during the three montlidedrSeptember 30, 2002.

Income taxes increased $32.1 million to $52.5 onillfor the three months ended September 30, 26@8, $20.4 million for the three months
ended September 30, 2001. The increase in incaxes faimarily resulted from an increase in predpgrating earnings. The effective
income tax rate for this segment was 46% for theettmonths ended September 30, 2002, and 43%dhtbe months ended September 30,
2001. The effective income tax rates for the thmeaths
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ended September 30, 2002 and 2001, were highethlbarorporate income tax rate of 35% due to $hateme taxes. The increase in the
effective tax rate to 46% for the three months dnleptember 30, 2002, from 43% for the three moatidled September 30, 2001, was
primarily due to the cumulative effect of increaguheferred tax liabilities and deferred tax expeiosa change in the state income tax
apportionment factor, a result of our sale of sauslly all of BT Financial Group.

As a result of the foregoing factors, operatingheays and net income increased $36.0 million to.$é2illion for the three months ended
September 30, 2002, from $26.5 million for the ¢hneonths ended September 30, 2001.

NINE MONTHS ENDED SEPTEMBER 30, 2002 COMPARED TO NINE MONTHS ENDED SEPTEMBER 30,
2001

Total operating revenues increased $230.5 milliwm6%, to $731.3 million for the nine months en&sghtember 30, 2002, from $500.8
million for the nine months ended September 3012@0$147.1 million increase in residential mortgdgan servicing revenues reflects an
increase in the residential mortgage loan servipmgfolio. The average balance of the servicingfptio was $92.6 billion for the nine
months ended September 30, 2002, compared to $Blboh for the same period a year ago. In additioortgage loan servicing revenues
increased due to a gain on the sale of approxim&g00.0 million of delinquent Government NatioMdrtgage Association ("GNMA")
loans during the second quarter of 2002. This gafeerated revenues of $15.0 million in 2002 witlcaoesponding sale of loans in 2001.
Residential mortgage loan production revenues asee $83.4 million primarily due to an increasenmrtgage loan production, which
increased to $30.3 hillion for the nine months eh8eptember 30, 2002, compared to $25.9 billioriHfersame period a year ago.

Total expenses increased $186.5 million, or 54985@4.6 million for the nine months ended Septen30e2002, from $348.1 million for tt
nine months ended September 30, 2001. A $150.®miklcrease in residential mortgage loan servieirgenses resulted from increased
expenses related to growth in the servicing padfahd a $51.3 million increase in impairment gbitalized mortgage servicing rights net of
servicing hedge activity. Residential mortgage Ipesduction expenses increased $35.6 million réflgahe increase in residential mortgage
loan production volume.

Income taxes increased $25.5 million, or 44%, t&.$8nillion for the nine months ended September2802, from $57.4 million for the nine
months ended September 30, 2001. The increaseammmtaxes primarily resulted from an increaser@tpx operating earnings. The
effective income tax rate for this segment was 4@fthe nine months ended September 30, 2002, &¥df8r the nine months ended
September 30, 2001. The effective income tax ifatethe nine months ended September 30, 2002 add, 2&re higher than the corporate
income tax rate of 35% due to state income taxes.ificrease in the effective tax rate to 42% ferrtme months ended September 30, 2002,
from 38% for the nine months ended September 301 20as primarily due to the cumulative effectrudrieasing deferred tax liabilities and
deferred tax expense for a change in the stateriadax apportionment factor, a result of our sélsubstantially all of BT Financial Group.

As a result of the foregoing factors, operatinghg®ys and net income increased $18.5 million, &b6.1® $113.8 million for the nine months
ended September 30, 2002, from $95.3 million ferrime months ended September 30, 2001.
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CORPORATE AND OTHER SEGMENT

The following table presents certain summary finangata relating to the Corporate and Other segfioerthe periods indicated:

FOR THE THREE FOR THE NI NE
MONTHS ENDED MONTHS END ED
SEPTEMBER 30, SEPTEMBER 30,
2002 2001 2002 2001
(IN MILLIONS)
OPERATING EARNINGS DATA:
Operating Revenues (1):

Total operating revenues..................... $ (158 $ 167 $ 14 $ 746
Expenses:

Total eXpenses.......ccccevvvveeeeenieeenn. (0.9) 12.3 27.0 26.2
Pre-tax operating earnings (loss)............... (14.9) 4.4 (25.6) 48.4
Income taxes (benefits).......cccccceeeeennnn. (9.3) 7.0 (14.3) 18.9
Operating earnings (10SS).........cccceeevunees (5.6) (2.6) (11.3) 29.5
Net realized/unrealized capital gains (losses),

as adjusted.........ooceeeeiiiiiiieeee, (84.8) (13.2) 33.8 (54.7)
Non-recurring items...........occceeeeeineeen. (13.0) (4.1) (15.0) (24.8)
U.S. GAAP REPORTED:

Net income (10SS)......cceeevuieiiieeiiienns $(1034) $ (199 $ 75 $ (50.0)

(1) Excludes net realized/unrealized capital géivsses) and their impact on recognition of fronttéee revenues and certain market value
adjustments to fee revenues.

THREE MONTHS ENDED SEPTEMBER 30, 2002 COMPARED TO THREE MONTHS ENDED SEPTEMBER
30, 2001

Total operating revenues decreased $32.5 millicnriegative $15.8 million for the three months enSeptember 30, 2002, from a positive
$16.7 million for the three months ended Septer88e2001. Net investment income decreased $18lmiprimarily reflecting a decrease
in average investment yields for the segment. Hitexh, a $15.3 million decrease was related tinarease in inter-segment eliminations
included in this segment, which was offset by aegponding change in total expenses.

Total expenses decreased $13.2 million to a negy&9 million for the three months ended Septer8beR002, from a positive $12.3
million for the three months ended September 3012The decrease was primarily due to a $15.3anillicrease in inter-segment
eliminations included in this segment.

Income tax benefits increased $16.3 million to 8%Aillion income tax benefit for the three monémled September 30, 2002, from $7.0
million of income tax expense for the three morghded September 30, 2001. The increase was padiedisult of a decrease in pre-tax
operating earnings. The increase was also dueharmge in tax adjustments as well as additionaidortaxes recognized in 2001.

As a result of the foregoing factors, operating lmereased $3.0 million to $5.6 million for thegl months ended September 30, 2002, from
$2.6 million for the three months ended SeptemBef2801.

Net realized/unrealized capital losses, as adjusteceased $71.6 million to $84.8 million for ttheee months ended September 30, 2
from $13.2 million for the three months ended Seyiiter 30, 2001. The increase was primarily dueeatiark to market and other than
temporary impairments of our investment in compsimgnsored mutual funds and equity and fixed magtsgturities.
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As a result of the foregoing factors and the indo®f non-recurring items, net loss increased $&3illion to $103.4 million for the three
months ended September 30, 2002, from $19.9 milbothe three months ended September 30, 2001thEdhree months ended September
30, 2002, net loss included the negative effectanf-recurring items totaling $13.0 million, netio€ome taxes, related to an increase in our
loss contingency reserve established for saledipeaditigation. For the three months ended Septam80, 2001, net loss included the
negative effect of non-recurring items totaling1$rillion, net of income taxes, related to expersfesur demutualization

NINE MONTHS ENDED SEPTEMBER 30, 2002 COMPARED TO NINE MONTHS ENDED SEPTEMBER 30,
2001

Total operating revenues decreased $73.2 millin888&6, to $1.4 million for the nine months endegt®mber 30, 2002, from $74.6 million
for the nine months ended September 30, 2001.rMtestment income decreased $31.9 million, reflgctimlecrease in investment gains on
real estate due to lower sales of certain reateebisld-for-sale, compared to an unusually higluwva of sales experienced in 2001. In
addition, net investment income decreased $30.6omitlue to a decrease of average investment yfefdfie segment. The decrease in total
revenues was also partially due to a $13.6 milimnease in inter-segment eliminations includethia segment, which was offset by a
corresponding change in total expenses.

Total expenses increased $0.8 million, or 3%, to.&illion for the nine months ended September2B802, from $26.2 million for the nine
months ended September 30, 2001. Interest expeasased $11.1 million, primarily due to interedated to federal income tax audit
activities. In addition, $4.4 million increase iteld to costs associated with operating as a puablitgpany. The increases were primarily offset
by a $13.6 million increase in inter-segment eliations included in this segment.

Income tax benefits increased $33.2 million to 4.8million income tax benefit for the nine mon#éreded September 30, 2002, from $18.9
million of income tax expense for the nine monthdex September 30, 2001. The increase was prinaarégult of a decrease in pre-tax
operating earnings. In addition, the increase westd additional foreign taxes recognized in 2001.

As a result of the foregoing factors, operatinghesys decreased $40.8 million to $11.3 million pémting loss for the nine months ended
September 30, 2002, from $29.5 million of operatagnings for the nine months ended September(&1,.2

Net realized/unrealized capital gains, as adjustedeased $88.5 million to $33.8 million of netlized capital gains for the nine mon
ended September 30, 2002, from $54.7 million ofrealized capital losses for the nine months er@kgatember 30, 2001. The increase was
primarily due to realized capital gains relatedh® sale of our investment in Coventry in Febri2492. In addition, the increase was due in
part to a decrease in realized capital lossesesudt of equity security sales. The increases war#ally offset by the mark to market and
other than temporary impairments of our investnieigompany sponsored mutual funds, equity secaridiad fixed maturity securities.

As a result of the foregoing factors and the indo®f non-recurring items, net income increased.$nillion to $7.5 million of net income
for the nine months ended September 30, 2002, $00 million of net loss for the nine months en&egtember 30, 2001. For the nine
months ended September 30, 2002, net income intlidenegative effect of non-recurring items toig$15.0 million, net of income taxes,
related to: (1) an increase in our loss contingeresgrve established for sales practices litiggd3.0 million) and (2) expenses related to
our demutualization (2.0 million). For the nine nitmmended September 30, 2001, net loss includedethative effect of non-recurring items
totaling $24.8 million, net of income taxes, rethte: (1) expenses associated with our demutuaiz€$18.9 million) and (2) an increase in
our loss contingency reserve established for sabedtices litigation ($5.9 million).

LIQUIDITY AND CAPITAL RESOURCES
SOURCES AND USES OF CASH OF CONSOLIDATED OPERATIONS

Net cash provided by operating activities was $3.6%illion and $2,871.2 million for the nine mostbnded September 30, 2002 and 2
respectively. The increase in cash provided byoperations between periods is primarily related
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to an increase in mortgage banking servicing andywstion fees, an increase in funds collected dalb®f investors, related to mortgage
banking services, an increase in bank depositsdaokase in federal income tax payments.

Net cash used in investing activities was $3,5Tilfon and $3,731.3 million for the nine monthsded September 30, 2002 and 2C
respectively. The decrease in cash used in 208@rapared to 2001 resulted from an increase in pag&om the sale and maturities of
available-for-sale securities as well as the satioshares of Coventry stock.

Net cash used in financing activities was $154.8ianifor the nine months ended September 30, 2606&\pared to net cash provided
financing activities of $186.9 million for the nimeonths ended September 30, 2001. The increassimuwsed in financing activities is
primarily due to the repurchase of our common st@fksetting this use of cash was an increaseviastment contract deposits, net of
withdrawals.

Given the historical cash flow, we believe the ctsiv from our consolidated operating activitiesothe next year will provide sufficient
liquidity for our operations, as well as satisfyeirest payments and any payments related to delitisg.

DIVIDENDS FROM PRINCIPAL LIFE

The payment of dividends by Principal Life to ier@nt company is limited by lowa laws. Under lowa$, Principal Life may pay dividends
only from the earned surplus arising from its bassiand must receive the prior approval of therbmste Commissioner of the State of lowa
("the Commissioner") to pay a stockholder dividérglich a stockholder dividend would exceed cerss@tutory limitations. The current
statutory limitation is the greater of:

0 10% of Principal Life's policyholder surplus dgte previous year-end; or
o the net gain from operations from the previousrudar year.

lowa law gives the Commissioner discretion to disape requests for dividends in excess of thesislilBased on this limitation and 2001
statutory results, Principal Life could pay appmately $640.3 million in stockholder dividends id02 without exceeding the statutory
limitation.

Total stockholder dividends paid by Principal Liifeits parent company through September 30, 2002 $€05.2 million. On February 26,
2002, Principal Life declared an ordinary dividexfd390.0 million, which was paid to its parentApril 5, 2002. On August 26, 2002 an
ordinary dividend of up to $250.0 million was deeld, of which $215.2 million was paid to its parent

COMMON STOCK ISSUED AND TREASURY STOCK ACQUIRED

During the nine months ended September 30, 20@hansource of liquidity was the issuance of @mmmon stock which resulted in $17.8
million of proceeds due to common stock issuediipleyees participating in our Employee Stock Pusehalan and premium received from
the sale of "put options".

During the nine months ended September 30, 2002epurchased 17.9 million shares of our outstandorgmon stock on the open market
at an aggregate cost of $506.4 million relatingnto authorized stock repurchase programs. We paech&5.9 million shares at an aggregate
cost of $450.0 million completing a stock repur@éhpsogram authorized on February 26, 2002. We @t 2.0 million shares at an
aggregate cost of $56.4 million under an additiaatk repurchase program authorized on Augus?@32, for which our board of directors
approved repurchase of up to $300.0 million. Inrkaby 2002, we reissued 0.4 million shares of treastock held in the rabbi trust, which
generated proceeds of $8.0 million, with a cosk@¥ million.

INTERNATIONAL OPERATIONS

We expect to receive approximately $870.0 millidprceeds from our sale of substantially all of Bfiancial Group to Westpac. This
amount includes cash proceeds, tax benefits, gaihafrom unwinding the hedged asset associatdddebt used to acquire BT Financial
Group in 1999. An additional future contingent iiptef $80.0 million may by received in 2004, if Btpac experiences growth in their retail
assets under management.
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Our Brazilian and Chilean operations, along witle ofiour Mexican companies, produced positive ¢ashfrom operations for the nine
months ended September 30, 2002 and 2001. Thdsdél@as have been historically maintained at theal@ountry level for strategic
expansion purposes. Our international operatioms hequired infusions of capital of $61.0 milliaar the nine months ended September 30,
2002, primarily to fund our acquisition of ZuricHF®RE in Mexico and $29.7 million for the nine mosénded September 30, 2001,
primarily to meet the cash outflow requirementswif international operations. These other inteamati operations are primarily in the start-
up stage or are expanding in the short-term. Opitaldunding of these operations is consistenhwitir long-term strategy to establish viable
companies that can sustain future growth from irgly generated sources.

CONTRACTUAL OBLIGATIONS AND COMMERCIAL COMMITMENTS

As of September 30, 2002, we had $1,303.7 milliblorng-term debt outstanding compared to $1,378IHom at December 31, 2001. Non-
recourse medium-term notes outstanding as of Séied®, 2002, were $3,529.8 compared to $3,298¢atmber 31, 2001. Non-recourse
medium-term notes represent claims for principal imterest under international funding agreemesggdd to non-qualified institutional
investors. At September 30, 2002, payments requiedaking to these obligations are as follows:

YEARS ENDED DECEMBER 31,

THREE MONTHS

ENDED
DECEMBER 31, 2007 AND
2002 2003 2004 2005 2006 THEREAFTER
(IN MILLIONS)
Long-term debt............... $88.3 $ 28.5 $288.9 $ 24 $ 25 $ 893.1
Non-recourse medium-term
NOteS.....covvvvrrernnne 130.8 538.4 530.2 757.7 104.3 1,468.4
Operating leases:
Continuing
operations.............. 17.6 46.2 32.7 17.0 10.5 23.0
Discontinued
operations............... 5.2 18.7 18.0 19.5 19.5 19.5
Total contractual
cash obligations......... $241.9 $ 631.8 $869.8 $796.6 $136.8 $2,404.0

As of September 30, 2002, we had $474.3 millioshafrt-term debt outstanding compared to $511.6anikt December 31, 2001. Short-
term debt consists primarily of commercial papet antstanding balances on revolving credit faeditwith various financial institutions. As
of September 30, 2002, we had credit facilitiehwirious financial institutions in an aggregateoant of $1.4 billion. We may borrow up to
$600.0 million on a back-stop facility to suppour &1.0 billion commercial paper program. In additias of September 30, 2002, we have
$780.0 million in credit facilities to finance a @% pipeline and $45.0 million of unused lines afdit for short-term debt used for general
corporate purposes.

OFF-BALANCE SHEET ARRANGEMENTS

We have entered into certain contracts to: 1) figsitlential mortgage loan production, 2) sell dyadg delinquent residential mortgage
loans, and 3) securitize margin loans. As apprtpaader U.S. GAAP, the contracts involve spediappse entities ("SPEs") or trusts that
not reported on our consolidated statement of irosition.

RESIDENTIAL MORTGAGE LOAN PRODUCTION. Principal Rigiential Mortgage Capital Resources, LLC ("PRMCPBf9vides an off-
balance sheet source of funding for our resident@mitgage loan production. We sold approximatel§.6dillion in residential mortgage
loans to PRMCR in 2002. The maximum amount of e#idl mortgage loans, which can be warehousedRMER, has increased from $1.0
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billion at inception to $4.0 billion as of Septemi3€, 2002. PRMCR held $3.3 billion in residentiabrtgage loans held for sale as of
September 30, 2002.

At September 30, 2002, PRMCR had outstanding egeityficates of $193.0 million, secured liquiditgtes of $1.5 billion, three-year fixed
term notes of $800.0 million and five-year variatdem notes of $800.0 million. We paid a commitmieretto PRMCR based on the overall
warehouse limit. PRMCR used a portion of the fefutml a cash collateral account maintained at PRMIRRse funds are available as
additional collateral to cover credit related Iasse defaulted loans. The balance in the accoustB#4.0 million at September 30, 2002. Any
remaining amounts in the cash collateral accoulhthsireturned to us upon the termination of PRMCRis right to the return of the cash
collateral amount is reflected in other assetswmnconsolidated statements of financial position.

We maintain a right to the servicing of the restitl@rmortgage loans held by PRMCR and upon the gfallee majority of the residential
mortgage loans to the final investors. In additiwe,perform certain secondary marketing, accourdimdjvarious administrative functions on
behalf of PRMCR. We received $16.5 million in semg fees from PRMCR in 2002.

DELINQUENT RESIDENTIAL MORTGAGE LOAN FUNDING. Prinipal Residential Mortgage Funding, LLC ("PRMF") piges an off-
balance sheet source of funding for qualifying mlient residential mortgage loans. At Septembe2@02, PRMF held $366.3 million in
residential mortgage loans and had outstandingcpation certificates of $345.4 million.

We are retained as the servicer of the residemtiatgage loans and also perform accounting andwsiadministrative functions on behalf of
PRMF, in its capacity as the managing member of PRA& the servicer, we receive a servicing fee ymmsto the pooling and servicing
agreement. We may also receive a successful segviee only after all other conditions in the mdyitash flow distribution are met. At
September 30, 2002, our residual interest in sash 8ows was $29.6 million and was recorded irepthvestments on the consolidated
statements of financial position.

MARGIN LOAN SECURITIZATIONS. We sell loans undemaargin loan securitization program and retain prinsservicing responsibilitie
and subordinated interests. The estimated fairegadii the retained interests, $39.1 million at Seytter 30, 2002, are based upon our relative
ownership percentage of the book value of the antihg loan balances. Our retained interests isegeprimarily due to fluctuations in
foreign currency to U.S. dollar exchange ratessTigrease was partially offset by a decreaseticamh flows.

Our margin loan securitization program is incluéethe operations of BT Financial Group, which heing sold to Westpac. Effective
October 31, 2002, we no longer have a margin leanritization program.

INVESTMENTS

We had total consolidated assets as of Septemh@08@, of $88.3 billion, of which $47.9 billion weinvested assets. The rest of our total
consolidated assets are comprised primarily ofregé@a@account assets for which we do not bear imest risk. Because we generally do not
bear any investment risk on assets held in sepacataunts, the discussion and financial informaktielow does not include such assets. Of
our invested assets, $46.6 billion were held byld&. operations and the remaining $1.3 billioneveeld by our International Asset
Management and Accumulation segment.

U.S. INVESTMENT OPERATIONS

Our U.S. invested assets are managed by PrincipabGInvestors, a subsidiary of Principal Life.rQuimary investment objective is to
maximize after-tax returns consistent with accelptaisk parameters. We seek to protect policyhaldeenefits by optimizing the risk/return
relationship on an ongoing basis, through asskiliia matching, reducing the credit risk, avoidihggh levels of investments that may be
redeemed by the issuer, maintaining sufficientiyid investments and avoiding undue asset condamtsathrough diversification. We are
exposed to three primary sources of investment risk

o credit risk, relating to the uncertainty assamiatvith the continued ability of a given obligorrtake timely payments of principal and
interest;

55



o interest rate risk, relating to the market paoé/or cash flow variability associated with chasmgemarket yield curves; and
0 equity risk, relating to adverse fluctuationsiparticular common stock.

Our ability to manage credit risk is essential to lbusiness and our profitability. We devote coesatble resources to the credit analysis of
each new investment. We manage credit risk thrangihstry, issuer and asset class diversificatiam. IBvestment Committee, appointed by
our board of directors, establishes all investnpetities and reviews and approves all investmeXgof September 30, 2002, there are ele
members on the Investment Committee, one of whaamiember of our board of directors. The remaimirgnbers are senior management
members representing various areas of our company.

We also seek to reduce call or prepayment riskngrisom changes in interest rates in individualdstments. We limit our exposure to
investments that are prepayable without penaltyrfga maturity at the option of the issuer, andreguire additional yield on these
investments to compensate for the risk that theeiswill exercise such option. We assess optidniniall investments we make and, when
take that risk, we price for it accordingly.

Our Fixed Income Securities Committee, consistififixed income securities senior management memlapzoves the credit rating for the
fixed maturity securities we purchase. Teams ofisgcanalysts organized by industry focus eithethre public or private markets and
analyze and monitor these investments. In additi@nhave teams who specialize in residential mgegsacked securities, commercial
mortgage-backed securities and public below investrgrade securities. We establish a credit reudeige of approved public issuers to
provide an efficient way for our portfolio managésspurchase liquid bonds for which credit revieas lalready been completed. Issuers
remain on the list for six months unless removediyanalyst. Our analysts monitor issuers onidte@h a continuous basis with a formal
review documented every six months or more frequéininaterial events affect the issuer. The analyscludes both fundamental and
technical factors. The fundamental analysis encasgmboth quantitative and qualitative analysth@fissuer.

The qualitative analysis includes an assessmdmbtbfaccounting and management aggressivenesdditioa, technical indicators such as
stock price volatility and credit default swap lesvare monitored.

Our Fixed Income Securities Committee also revipuisgate transactions on a continuous basis to aghegjuality ratings of our privately
placed investments. We regularly review our investta to determine whether we should re-rate themp)aying the following criteria:

o material declines in the issuer's revenues ogimsir

o significant management or organizational changes;

o significant uncertainty regarding the issuertustry;

o debt service coverage or cash flow ratios tHab&ow industry-specific thresholds;
o violation of financial covenants; and

o other business factors that relate to the issuer.

A dedicated risk management team is responsibledioiralized monitoring of the commercial mortgagetfolio. We apply a variety of
strategies to minimize credit risk in our commera@rtgage loan portfolio. When considering thegoration of new commercial mortgage
loans, we review the cash flow fundamentals ofpifperty, make a physical assessment of the undgrbecurity, conduct a comprehensive
market analysis and compare against industry Ignpliactices. We use a proprietary risk rating moalevaluate all new and a majority of
existing loans within the portfolio. The proprigtaisk model is designed to stress projected clastsfunder simulated economic and market
downturns. Our lending guidelines are designedtwmerage 75% or less loan-to-value ratios and askrlice coverage ratio of at least 1.2
times. We analyze investments outside of theseetjnigs based on cash flow quality, tenancy andrddwtors. The

56



weighted average loan-to-value ratio at originafmmbrick and mortar commercial mortgages in oontfplio was 68% and the debt service
coverage ratio at loan inception was 1.9 timesf&eptember 30, 2002.

We have limited exposure to equity risk in our commnstock portfolio. Equity securities accounteddaty 1% of our U.S. invested assets as
of September 30, 2002.

Our investment decisions and objectives are a immatf the underlying risks and product profileseaich primary business operation. In
addition, we diversify our product portfolio offags to include products that contain featureswlilhprotect us against fluctuations in inter
rates. Those features include adjustable creditites, policy surrender charges and market valjustents on liquidations. For further
information on our management of interest rate, 8gle ltem 3, "Quantitative and Qualitative Disales about Market Risk".

OVERALL COMPOSITION OF U.S. INVESTED ASSETS

U.S. invested assets as of September 30, 2002, pretleminantly of high quality and broadly diveiesif across asset class, individual credit,
industry and geographic location. As shown in tiWwing table, the major categories of U.S. ineelsassets are fixed maturity securities
commercial mortgages. The remainder is investedahestate, equity securities and other assetsidition, policy loans are included in our
invested assets. The following discussion analyzesomposition of U.S. invested assets, but exdudvested assets of the participating
separate accounts.

U.S. INVESTED ASSETS

AS OF SEPTEMBER 30, AS OF DECEMBER 3 1,
2002 2001
CARRYING % OF CARRYING % OF

AMOUNT TOTAL AMOUNT TO TAL

($ IN MILLIONS)
Fixed maturity securities

PUDIC....viiiiiiiicc e, $ 21,692.0 47% $ 18,227.6 42%

Private........ccocvvveeeeiiiieeceeiiee e, 10,491.7 22 10,800.2 25
Equity securities, available-for-sale............. 361.9 1 812.3 2
Mortgage loans

Commercial .........cccooveveviiiiiiiieee. 9,568.9 20 9,740.4 22

Residential.........ccoccceeeviiieeeiiinnnee.. 1,492.6 3 1,144.2 3
Real estate held for sale ............cccceeeeen 282.8 1 390.7 1
Real estate held for investment................... 879.1 2 783.4 2
Policy 10ans.........ccocceeiiiiiiiiniiieeen, 822.9 2 831.9 2
Other investments ........ccccceeeveeeeeerieinn, 968.9 2 663.7 1

Total invested assets............c.ccve..ee. $ 46,560.8 100% $ 43,3944 1 00%
Cash and cash equivalents............cccccoe...... 564.5 495.8

Total invested assets and cash ................ $ 47,125.3 $ 43,890.2

We actively manage public fixed maturity securitiesluding our portfolio of residential mortgageeied securities, in order to provide
liquidity and enhance yield and total return. Oesidential mortgage-backed securities are managestitice the risk of prepayment by
holding securities that trade close to par. Thiszagnanagement has resulted in the realizatiazapital gains and losses with respect to such
investments.

U.S. INVESTMENT RESULTS

The yield on U.S. invested assets and on cashasidequivalents, excluding net realized/unrealgaids and losses, was 6.8% and 7.3% for
the three months ended September 30, 2002, and g&fikctively, and 6.9% and 7.5% for the nine mm®enhded September 30, 2002, and
2001, respectively.

The following table illustrates the yields on avggassets for each of the components of our inegtportfolio for the three months and r
months ended September 30, 2002 and 2001, resplgctiv
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U.S. INVESTED ASSETS
YIELDS BY ASSET TYPE

AS OF

Fixed maturity securities
Gross investment income (1)............. 6.8%
Net realized/unrealized capital losses.. (1.0)

Ending assets (at carrying value).......

Equity securities, available-for-sale
Gross investment income (1)............. 2.8%
Net realized/unrealized capital losses.. (10.5)

Ending assets (at carrying value).......
Mortgage loans - Commercial
Gross investment income (1)............. 7.5%
Net realized/unrealized capital
gains (losses)...

Ending assets (at carrying value).......
Mortgage loans - Residential
Gross investment income (1)............. 5.4%
Net realized/unrealized capital
gains (I0SSES).....cccevvvrvenninnns -

Ending assets (at carrying value).......
Real estate
Gross investment income (1)............. 7.8%
Net realized/unrealized capital
gains (I0SSes)......c.ccevvveenneen. (0.3)

Ending assets (at carrying value).......
Policy loans
Gross investment income (1)............. 7.1%
Net realized/unrealized capital
gains (I0SSes)......c.ccvvvveenneen. -

Ending assets (at carrying value).......
Cash and cash equivalents
Gross investment income (1)............. 2.3%
Net realized/unrealized capital
gains (I0SSES)......cccvvvrvenninnns -

Ending assets (at carrying value).......
Other investments
Gross investment income (1)............. 19.7%
Net realized/unrealized capital
gains (I0SSES).....ccccevvvrvenninins (66.9)

Ending assets (at carrying value).......

Total before investment expenses
Gross investment income................. 7.0%
Net realized/unrealized capital losses.. (2.0)

Total...ooooeieieeieeeeee,
Investment eXPeNnSses........c.occeeeennen. 0.2%
Net investment income..................... 6.8%

OR FOR THE THREE MONTHS AS OF
ENDED SEPTEMBER 30, E
2002 2001 2002

AMOUNT  YIELD  AMOUNT YIELD

(3 IN MILLIONS)

$ 5348 7.5% $ 5404  6.9% $
(77.7) (04) (27.0) (1.2)

$ 457.1 $ 513.4 $

$32,183.7 $29,504.6 $3

$ 41 45% $ 7.2  4T% $
(15.3) (25) (39 (6.7)

$ (11.2) $ 33 $

$ 361.9 $ 7242 $
$ 179.4 74% $ 1893  7.5% $
(03 02y @42 (01

$ 179.1 $ 185.1 $

$9,568.9 $10,255.9 $

$ 171 78% $ 197 54% $

$1,492.6 $ 988.0 $
$ 228 88% $ 26.0 83% $

(09) (04) (11 20

$1,161.9 $1,140.1 $

$ 146 6.4% $ 132 7.0% $

$ 8229 $ 826.0 $

$ 48 98% $ 35 3.0% $

01 - - (02
$ 4.9 $ 35 $
$ 5645 $ 479 $ N

$ 404 138% $ 275 18.6% $

(137.0) (19.4) (38.7) 5.8

$ (96.6) $ (11.2) $

$ 968.9 $ 8275 $

$ 818.0 7.5% $ 8268 7.1% $
(231.1) (0.7) (74.9) (0.8)

$ 586.9 $ 751.9 $

$ 271 02% $ 282 02% $
$ 7909 7.3% $ 798.6 6.9% $

OR FOR THE NINE MONTHS
NDED SEPTEMBER 30,

1577.0 7.6% $1,585.4
(273.4) (0.5) (104.5)

1,303.6 $1,480.9

2,183.7 $29,504.6

207 2.7% $ 14.1
(29.4) (11.8)  (61.5)

(8.7) $ (47.4)

361.9 $ 7242
5447 7.8% $ 611.4
(102) 01 107

534.5 $ 622.1

9,568.9 $10,255.9

532 84% $ 484

1,492.6 $ 988.0
729 133% $ 126.0

172 (02)  (1.4)

1,161.9 $1,140.1

435 7.0% $ 42.6

822.9 $ 826.0

11.8 6.6% $ 19.9

©.9) - -
10.9 $ 19.9
564.5 $ 479

113.7 103% $ 578

35.6 (10.1)  (56.4)

968.9 $ 8275

24375 7.8% $2,505.6
(261.1) (0.7) (213.1)

2,176.4 $2,292.5

703 03% $ 812
2,367.2 7.5% $2,424.4

(1) Yields, which are annualized for interim pesodre based on quarterly average asset carrylngsvbor the three months and nine months
ended September 30, 2002 and 2001.
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FIXED MATURITY SECURITIES

We have classified the majority of our fixed matysecurities as available-for-sale. Accordingly mark such securities to market, with
unrealized gains and losses excluded from ear@ingseported as a separate component of other ebeysive income, net of deferred
income taxes and an adjustment for the effect derdsl policy acquisition costs that would havewoed had such gains and losses been
realized. We write down to fair value securitiesost value is deemed other than temporarily impaiMsrecord write-downs as realized
losses included in net income and adjust the aasislof such securities to fair value. The new basis is not changed for subsequent
recoveries in value. Factors considered in evalgatihether a decline in value is other than tempyaee: 1) whether the decline is
substantial; 2) our ability and intent to retaie thvestment for a period of time sufficient taoallfor an anticipated recovery in value; 3) the
duration and extent to which the market value henbess than cost; and 4) the financial condgiath near-term prospects of the issuer.

Fixed maturity securities consist of short-termastments, publicly traded debt securities, priyapéced debt securities and redeemable
preferred stock, and represented 69% of total idv@sted assets as of September 30, 2002 and 66¥esember 31, 2001. The fixed
maturity securities portfolio was comprised, basedtarrying amount, of 67% in publicly traded fixeaturity securities and 33% in privat
placed fixed maturity securities as of Septembei2802, and 63% in publicly traded fixed maturigecsrities and 37% in privately placed
fixed maturity securities as of December 31, 200&luded in the privately placed category as oft€eyper 30, 2002, were $3.8 billion of
securities eligible for resale to qualified institunal buyers under Rule 144A under the Securhietsof 1933. Fixed maturity securities were
diversified by category of issuer as of Septeml@®2B802, and December 31, 2001, as shown in thanfivlg table:

U.S. INVESTED ASSETS

FIXED MATURITY SECURITIES BY TYP E OF ISSUER
AS OF SEPTEMBER 30, AS OF DECEMBER 3 1,
2002 2001 B
CARRYING % OF CARRYING % B—I;

AMOUNT  TOTAL AMOUNT TO TAL

($ IN MILLIONS)
U.S. Treasury securities and obligations of U.S.

Government corporations and agencies............ $ 494.8 1% $ 151 -%
States and political subdivisions.................. 369.5 1 3175 1
Foreign governments...........cccceevviveeeennnes 384.2 1 603.5 2
Corporate - publiC.........ccccovvviiiiienennnnnn. 16,073.1 50 13,038.8 45
Corporate - private...........ccccvveeeeeeerenennn. 8,860.4 28 9,171.1 32
Mortgage-backed securities and other asset-

backed securities..........ccccovuiereiiinnns 6,001.7 19 5,881.8 20

Total fixed maturities........ccc.ceeeeeeene $32,183.7  100% $29,027.8 1 00%

The international exposure in our U.S. investe@as®taled $4,090.3 million, or 13%, of total fixeaturity securities, as of September 30,
2002, comprised of corporate and foreign governrfieatl maturity securities. Of the $4,090.3 millias of September 30, 2002, investments
totaled $1,138.6 million in the United Kingdom, $78 million in the continental European Union, $56Million in Asia, $369.7 million in
Australia, $307.0 million in South America and $illion in Japan. The remaining $961.5 millionsaniavested in 13 other countries. All
international fixed maturity securities held by @uS. operations are either denominated in U.Sadobr have been swapped into U.S. dollar
equivalents. Our international investments areyaeal internally by country and industry credit ietraent professionals. We control
concentrations using issuer and country level esqgobenchmarks, which are based on the credittywdlihe issuer and the country. Our
investment policy limits total international fixedaturity securities investments to 15% of totatigtary general account assets with a 4% |

in emerging markets. Exposure to Canada is notidted] in our international exposure due to its tnesit by the NAIC. As of September 30,
2002, our investments in Canada totaled $1,258lbmi

The Securities Valuation Office of the NAIC evaksimost of the fixed maturity securities that wd ather U.S. insurance companies hold.
The
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Securities Valuation Office evaluates the bond &tweents of insurers for regulatory reporting pugsoand assigns securities to one of six
investment categories. The NAIC Designations clpsgfror the nationally recognized securities rgtorganizations' credit ratings for
marketable bonds. NAIC Designations 1 and 2 inchwleds considered investment grade by such ratiggnizations. Bonds are considered
investment grade when rated "Baa3" or higher by d§t or "BBB-" or higher by Standard & Poor's. NADesignations 3 through 6 are
referred to as below investment grade. Bonds amsidered below investment grade when rated "Baldwer by Moody's, or "BB+" or
lower by Standard & Poor's.

We also monitor the credit drift of our corporaiteel maturity securities portfolio. Credit drift defined as the ratio of the percentage of
rating downgrades, including defaults, divided by percentage of rating upgrades. We measure chdftlibonce each fiscal year, assessing
the changes in our internally developed credingetithat have occurred during the year. StandaPdér's annual credit ratings drift ratio
measures the credit rating change, within a spegéar, of companies that have been assigned satingtandard & Poor's. The annual
internal credit drift ratio on corporate fixed maty securities we held in our general account @48 times compared to the Standard &
Poor's drift ratio of 4.27 times, as of DecemberZ101.

The following tables present our publicly tradedyately placed and total fixed maturity securitsNAIC Designation and the equivalent
ratings of the nationally recognized securitieggabrganizations as of September 30, 2002, an@mber 31, 2001, as well as the percen
based on estimated fair value, that each designatimprises:
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U.S. INVESTED ASSETS
PUBLICLY TRADED FIXED MATURITY SECURITIE

AS OF S
RATING
NAIC AGENCY AMORTIZED
RATING EQUIVALENT CosT

$10,904.5
8,729.3
663.2
269.3

........ 123.9
In or near default... 80.2

O WNE

Total public
fixed maturities..... $20,770.4

U.S. INVESTED ASSETS
PRIVATELY PLACED FIXED MATURITY SECURITIE

RATING
NAIC AGENCY AMORTIZED
RATING EQUIVALENT CosT

OUWNE

Total private
fixed maturities... $ 10,002.0

S BY CREDIT QUALITY

EPTEMBER 30, 2002

AS OF DECEMB

% OF

TOTAL
CARRYING  CARRYING AMORTIZED CARR
AMOUNT AMOUNT COSsT AMO

($ IN MILLIONS)

$ 11,732.7 54%

9,019.6 42
612.6 3
203.3 1
82.5 -
41.3 -

$ 21,692.0 100%

$9,955.3 $ 10,
6,939.5 7,
496.3
165.3
28.4
60.6

$17,6454  $ 18,

S BY CREDIT QUALITY

EPTEMBER 30, 2002

AS OF DECEMB

% OF
TOTAL
CARRYING CARRYING AMORTIZED  CARRY
AMOUNT  AMOUNT cosT AMO
($ IN MILLIONS)
$ 43805  42% $41846 $ 4,
46100 44 47805 4,
1,055.6 10 1,105.7 1,
1823 2 236.4
746 - 64.0
1887 2 180.3

$ 10,491.7 100%

$10,551.5 $ 10,
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ER 31, 2001

UNT AMOUNT

406.5 57%
112.8 39
474.5 3
148.4 1
26.5 -
58.9 -

ER 31, 2001

TOTAL
ING CARRYING
UNT AMOUNT

349.7 40%
921.8 46
085.9 10
223.7 2
64.3 1
154.8 1



U.S. INVESTED ASSETS
TOTAL FIXED MATURITY SECURITIES BY

CREDIT QUALITY

AS OF S EPTEMBER 30, 2002 AS OF DECEMB ER 31, 2001
% OF % OF
RATING TOTAL TOTAL
NAIC AGENCY AMORTIZED CARRYING  CARRYING AMORTIZED CARR YING  CARRYING
RATING EQUIVALENT COST AMOUNT AMOUNT COST AMO UNT AMOUNT
($ IN MILLIONS)
1 AaalAa/A............. $14,976.9 $ 16,113.2 50% $14,139.9 $ 14, 756.2 51%
2 [ST-F: 13,118.9 13,629.6 42 11,720.0 12, 034.6 42
3 |7 VO 1,718.7 1,668.2 5 1,602.0 1, 560.4 5
4 = J P, 476.5 385.6 1 401.7 372.1 1
5 Caa and lower........ 208.8 157.1 1 92.4 90.8 -
6 In or near default... 272.6 230.0 1 240.9 213.7 1
Total fixed
maturities....... $30,772.4 $ 32,183.7 100% $28,196.9 $ 29, 027.8 100%

We believe that our long-term fixed maturity seties portfolio is well diversified among industgpes and between publicly traded and
privately placed securities. Each year we diregtrtfajority of our net cash inflows into investmgrade fixed maturity securities. Our curr
policy is to limit the percentage of cash flow isted in below investment grade assets to 7% of ibash As of September 30, 2002, we had
invested 5% of new cash flow for the year in belowestment grade assets.. While the general acdouesgtment returns have improved due
to the below investment grade asset class, we redtsagrowth strategically by limiting it to 10% tfe total fixed maturity securities
portfolio.

We invest in privately placed fixed maturity seties to enhance the overall value of the portfdhcrease diversification and obtain higher
yields than are possible with comparable qualitiylicumarket securities. Generally, private placetagmovide broader access to manager
information, strengthened negotiated protectiveecawts, call protection features and, where aggica higher level of collateral. They are,
however, generally not freely tradable becausesifictions imposed by federal and state secutdi®s and illiquid trading markets. As of
September 30, 2002, the percentage, based on tdifiair value, of total publicly traded and priefgtplaced fixed maturity securities that
were investment grade with an NAIC Designation 2 eras 92%.

The following tables show the carrying amount of corporate fixed maturity securities by industagegory, as well as the percentage of the
total corporate portfolio that each industry catggmmprises as of September 30, 2002, and Dece®ih@001. The tables also show by
industry category the relative amounts of publichded and privately placed securities.
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U.S. INVESTED ASSETS
CORPORATE FIXED MATURITY SECURITIES PORT
AS OF SEPTEMBER 30, 200

INDUSTRY CLASS
Transportation and Public Utilities..... $
Finance, Insurance and Real Estate......

Agriculture, Forestry and Fishing.......
ConStruction..........cccceeeeveveenn.

U.S. INVESTED ASSETS
CORPORATE FIXED MATURITY SECURITIES POR
AS OF DECEMBER 31, 2001

INDUSTRY CLASS
Transportation and Public Utilities..... $
Finance, Insurance and Real Estate......

FOLIO BY INDUSTRY
2

PUBLICLY TRADED PRIVATELY PLACED

RRYING % OF CARRYING % OF CA
MOUNT TOTAL AMOUNT TOTAL AM

($ IN MILLIONS)

52020 33% $ 1,990.3 22% 3

4,391.9 27 2,004.3 23

3,780.7 24 2,397.0 27

1,334.4 8 984.8 11
660.7 4 706.7 8
528.0 3 501.0 6
61.2 - 154.1 2
94.7 1 49.6 -
19.5 - 72.6 1

6,073.1 100% $ 8,860.4 100% $2

TFOLIO BY INDUSTRY

PUBLICLY TRADED PRIVATELY PLACED

RRYING % OF CARRYING % OF CA
MOUNT TOTAL AMOUNT TOTAL AM

($ IN MILLIONS)

51199 39% $ 2,120.7 23% $

3,296.0 25 2,107.7 23
2,7659 21 2,461.9 27
891.5 7 865.0 9
484.4 4 738.6 8
384.2 3 593.9 7
31.8 - 122.6 1
1.8 - 112.5 1
63.3 1 48.2 1

3,038.8 100% $ 9,171.1 100% $2

RRYING % OF
OUNT  TOTAL

6,396.2 26
6,177.7 25
2,319.2 9
1,367.4 5
1,029.0 4
215.3 1
144.3 1
92.1 -

RRYING % OF
OUNT  TOTAL

5403.7 24
52278 23
1,756.5 8
1,223.0 5
978.1 4
154.4 1
114.3 1
111.5 1

As of September 30, 2002, our largest unaffilisteg)le concentration of fixed maturity securitiemsisted of $379.6 million of corporate
bonds by American International Group and its itfifls. This represented approximately 1% of owl 10tS. invested assets as of September

30, 2002. No other individual non-government issgpresented more than 1% of U.S. invested assets.

We held $6,001.7 million of mortgage-backed anetbacked securities as of September 30, 2002$5881.8 million as of December 31,
2001. The following table presents the types oftgame-backed securities ("MBSs"), as well as oisset-backed securities, held as of the

dates indicated:

63



U.S. INVESTED ASSETS

MORTGAGE AND ASSET-BACKED SEC URITIES
CARRYING AMOUNT
A S OF SEPTEMBER 30, AS OF DECEMBER 31,
2002 2001

(IN MILLIONS)

Residential pass-through securities............ $ 25934 $ 2,855.5

Commercial MBS.........cccoccvvvvvevreneenn. 2,348.9 1,874.1

Asset-backed securities............ccccvvvees 1,059.4 1,152.2

Total MBSs and asset-backed securities...... $ 6,001.7 $ 5,881.8

We believe that it is desirable to hold residentialrtgage-backed securities due to their credilityuend liquidity as well as portfolio
diversification characteristics. Our portfolio ismprised of GNMA, FNMA and FHLMC pass-through seéties and is actively managed to
reduce the risk of prepayment by holding securities are trading close to par. As of Septembe2802, we held no collateralized mortgage
obligations in our U.S. invested asset portfolio.

Commercial mortgage-backed securities provide laghls of credit protection, diversification, re@gcevent risk and enhanced liquidity.
Commercial mortgage-backed securities are predorijneomprised of rated large pool securitizatitimet are individually and collectively
diverse by property type, borrower and geograplspetsion.

We purchase asset-backed securities, ("ABS"),verdify the overall credit risks of the fixed matyrsecurities portfolio and to provide
attractive returns. The principal risks in holdagset-backed securities are structural and ciigk#. rStructural risks include the security's
priority in the issuer's capital structure, theqdecy of and ability to realize proceeds from tblateral and the potential for prepayments.
Credit risks involve issuer/servicer risk wherelaigral values can become impaired in the evesenficer credit deterioration.

Our ABS portfolio is diversified both by type ofset and by issuer. We actively monitor holdingasdet-backed securities to ensure that the
risk profile of each security improves or remainsgistent. If we are not receiving an adequatal il the risk, relative to other investment
opportunities, we will attempt to sell the securRyepayments in the ABS portfolio are, in genarelensitive to changes in interest rates or
are insulated to such changes by call protectiatufes. In the event that we are subject to prepaymnisk, we monitor the factors that impact
the level of prepayment and prepayment speed émethsset-backed securities. To the extent weviedlmat prepayment risk increases, we
may attempt to sell the security and reinvest iotlaer security that offers better yield relativahe risk. In addition, we diversify the risks of
asset-backed securities by holding a diverse disscurities, which limits our exposure to any greurity.

U.S. INVESTED ASSETS

ASSET-BACKED SECURITIES BY TYPE
CARRYING AMOUNT
A S OF SEPTEMBER 30, AS OF DECEMBER 31,
2002 2001

(IN MILLIONS)
Automobile receivables......................... $ 33.6 $ 49.7
Collateralized debt obligations................ 397.7 468.6
Consumer l0ans.......cccvvvveveeeeeeeeeeeennn, 106.5 126.5
Credit cards........cccvvevieveieeneenennnnnn. 185.2 131.2
Lease receivables........cccccccvvveeeennnnn. 43.2 101.5
Other...cccoiiiiiiiicee e, 293.2 274.7

Total asset-backed securities............... $ 1,059.4 $ 1,152.2

In accordance with our asset liability risk managattechniques, we manage the expected lives ofibk8sted assets to be similar to the
lives of our liabilities. Significant amounts of mliabilities have an expected life of six yeardass. Therefore, comparable amounts of assets
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have a similar expected life. The amortized coste@stimated fair value of fixed maturity securifibg contractual maturity dates, excluding
scheduled sinking funds, as of September 30, 28002 December 31, 2001, were as follows:

U.S. INVESTED ASSETS

FIXED MATURITY SECURITIES BY CONTRACTU AL MATURITY DATES
AS OF SEPTEMBER 30, AS OF DECEMBE R 31,
2002 2001
AMORTIZED CARRYING AMORTIZED CAR RYING
COST AMOUNT COST AM OUNT
(IN MILLIONS)

Due in one year or 1ess.........ccccceeevneennne. $ 16980 $ 1,711.6 $1,358.2 $1 ,367.3
Due after one year through five years............. 10,110.7  10,546.0 10,484.3 10 ,815.0
Due after five years through ten years............ 6,890.6 7,241.9 55356 5 ,722.0
Due after ten years........ccccceevuveeeennnnnnn. 6,515.8 6,682.5 51593 5 ,241.7
Subtotal.......ccoeveiiiiieiie 25,215.1  26,182.0 22,537.4 23 ,146.0

Mortgage-backed and other securities without a

single maturity date............cccceeeueeee. 5,557.3 6,001.7 56595 5 ,881.8
Total..eoieeieiieeeeceeee $30,772.4 $32,183.7 $28,196.9 $29 ,027.8

We monitor any decline in the credit quality ofdtkmaturity securities through the designationppbblem securities", "potential problem
securities" and "restructured securities". We defiroblem securities in our fixed maturity portéotis securities: (i) as to which principal
and/or interest payments are in default or (iiuéxbby a company that went into bankruptcy subs#goehe acquisition of such securities.
We define potential problem securities in our fixedturity portfolio as securities included on ateinal "watch list" for which management
has concerns as to the ability of the issuer topdpmvith the present debt payment terms and whiely nesult in the security becoming a
problem or being restructured. The decision whetivetassify a performing fixed maturity security @ potential problem involves significe
subjective judgments by our management as to ltleéy [future industry conditions and developmentthweéspect to the issuer. We define
restructured securities in our fixed maturity politf as securities where a concession has beetegrémthe borrower related to the borrow
financial difficulties that would not have othereibeen considered. We determine that restructhmgdsoccur in those instances where
greater economic value will be realized under e terms than through liquidation or other disposiand may involve a change in
contractual cash flows.

In July 2002, WorldCom Inc. filed a voluntary ptit for Chapter 11 reorganization with the U.S. Baptcy Court. We recognized realized
losses for other than temporary impairments duttiegsecond quarter of 2002. Our remaining investimeWorldCom Inc. is classified in o
problem fixed maturity securities portfolio in thenount of $6.8 million as of September 30, 2002.

In December 2001, Enron Corp., along with certdiitsossubsidiaries, filed voluntary petitions foh&pter 11 reorganization with the U.S.
Bankruptcy Court. We recognized realized losseXiil for other than temporary impairments and ldassified our remaining investment
in Enron Corp. and Enron related entities in owbpem fixed maturity securities in the amount of #&4million as of September 30, 2002.

The following table presents the total carrying amtoof our fixed maturity portfolio, as well as jisoblem, potential problem and restructt
fixed maturities for the periods indicated:
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U.S. INVESTED ASSETS
PROBLEM, POTENTIAL PROBLEM AND RESTRUCTURED FIXEDMATURITIES AT CARRYING AMOUNT

AS OF SEPTEMBER 30, AS OF DECEMBER 31,
2002 2001
($ IN MILLIONS)
Total fixed maturity securities (public and private ) TP $ 32,183.7 $ 29,027.8
Problem fixed maturity securities..........cce... . L $ 2263 $ 198.8
Potential problem fixed maturity securities........ ... 493.1 365.1
Restructured fixed maturity securities.....cc...... . ... 111.9 110.8
Total problem, potential problem and restructure d fixed
maturity securities........occoevveevveeeees $ 8313 $ 6747
Total problem, potential problem and restructure d fixed
maturity securities as a percent of total fixe d
maturity securities........cccoeccveeevneeeee L. 3% 2%

EQUITY SECURITIES

Our equity securities consist of non-redeemabléepred securities, mutual funds and other investsmencommon stocks. We classify our
investment in equity securities as available fde sad report them at fair value. We report uneealigains and losses on equity securities
separate component of other comprehensive incoat@fmeferred income taxes and an adjustmenhfeffect on deferred policy
acquisition costs that would have occurred if sgaims and losses had been realized.

Investments in equity securities, totaled $361.8Biaoniand $812.3 million, which represented 1% 286 of U.S. invested assets as of
September 30, 2002, and December 31, 2001, regplyctDur investment in comparsponsored funds was reclassified from equity sées
to other invested assets as of September 30, 2002.

MORTGAGE LOANS

Mortgage loans comprised 23% and 25% of total W&sted assets as of September 30, 2002, and Dec&h, 2001, respectively.
Mortgage loans consist of commercial and residElut#ans. Commercial mortgage loans comprised $9%#6tllion as of September 30,
2002, and $9,740.4 million as of December 31, 20087% and 89%, of total mortgage loan investmeetpectively. Residential mortgay
comprised $1,492.6 million and $1,144.2 million,18% and 11%, of total mortgage loan investments & ptember 30, 2002, and
December 31, 2001, respectively. Principal Residehtortgage, Inc. and Principal Bank hold the migjoof residential loans. Principal
Residential Mortgage, Inc. holds residential loaspart of its securitization inventory and PriatiBank holds residential loans to comply
with federal thrift charter requirements.

COMMERCIAL MORTGAGE LOANS. Commercial mortgages plan important role in our investment strategy by:
o providing strong risk adjusted relative value@mparison to other investment alternatives;

o enhancing total returns; and

o providing strategic portfolio diversification.

As a result, we have focused on constructing asbigh quality portfolio of mortgages. Our portfols generally comprised of mortgages
with conservative loan-to-value ratios, high dedrvge coverages and general purpose property tyjiles strong credit tenancy.

Our commercial loan portfolio consists of primarnilgn-recourse, fixed rate mortgages on fully orr fielly leased properties. The mortgage
portfolio is comprised of general-purpose induspi@perties, manufacturing office properties anetlt oriented retail properties.
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California accounted for 22% of our commercial rgage loan portfolio as of September 30, 2002. VEetherefore, exposed to potential
losses resulting from the risk of catastrophesh siscearthquakes, that may affect the region. diker lenders, we generally do not require
earthquake insurance for properties on which weamaknmercial mortgage loans. With respect to Qalifoproperties, however, we obtain
an engineering report specific to each properte fEport assesses the building's design specifieativhether it has been upgraded to meet
seismic building codes and the maximum loss thiiédy to result from a variety of different seignmevents. We also obtain a report that
assesses by building and geographic fault linesutheunt of loss our commercial mortgage loan pbeotfmight suffer under a variety of
seismic events.

The following is a summary of our commercial moggaoans by property type and region as of SepteBe2002, and December 31, 20

U.S. INVESTED ASSETS

COMMERCIAL MORTGAGE LOAN DISTRIBU TION BY TYPE
AS OF SEPTEMBER 30, AS OF DECEMBER 31,
2002 2001
CARRYING % OF CARRYING % OF
AMOUNT TOTAL AMOUNT TOTAL
($ IN MILLIONS)
Office...cceiiiiiiire. $ 3,317.7 35% $3,252.5 33%
2,958.2 31 2,948.9 30
2,787.1 29 3,106.5 32
Apartments........ccc......... 438.6 4 349.8 4
Mixed use/other............... 99.5 1 111.8 1
Hotel.......coooevieieen. 59.5 1 61.6 1
Valuation allowance........... (91.7) Q) (90.7) Q)
Total....cooeeeienee $9,568.9 1 00% $9,740.4 100%
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U.S. INVESTED ASSETS
COMMERCIAL MORTGAGE LOAN DISTRIBUT

AS OF SEPTEMBER

2002

CARRYING %

AMOUNT
Pacific.........ccceevveeenn. $2,453.6
South Atlantic................ 2,200.5
Middle Atlantic........ 1,668.7
East North Central............ 931.7
Mountain..............ccueee. 694.7
West South Central............ 648.8
New England.......... 382.4
East South Central.. 348.5
West North Central.... 331.7
Valuation allowance........... (91.7)

Total..cooveeeereene, $9,568.9 1

ION BY REGION

30, AS OF DECEMBER 31,
2001

OF CARRYING % OF

TOTAL AMOUNT TOTAL
($ IN MILLIONS)

26% $2,421.3 25%

23 2,403.0 25

17 1,606.3 16

10 930.1 10

7 637.7 7

7 769.0 8

4 327.4 3

4 338.5 3

3 397.8 4

(1) (90.7) (1)

00% $9,7404  100%

Our commercial loan portfolio is highly diversifiéy borrower. As of September 30, 2002, 44% ofute. commercial mortgage loan
portfolio was comprised of mortgage loans with pipal balances of less than $10.0 million. Thedelhg table shows our U.S. commercial

mortgage loan portfolio by loan size, for the pdsiindicated:

U.S. INVESTED ASSETS

COMMERCIAL MORTGAGE LOAN PORTFOLIO - BY LOAN SIZE
AS OF SEPTEMBER 30, 2002 AS OF DECEMBER 3 1, 2001
NUMBE R  PRINCIPAL % OF NUMBER  PRINCI PAL % OF
OF LOA NS BALANCE TOTAL OF LOANS BALAN CE TOTAL
($ IN MILLIONS)
Under $5 million..............cceeee. 1,03 4  $2,259.3 24% 1,102 $2,30 6.7 23%
$5 million but less than $10 million.... 27 4 1,932.6 20 275 1,92 55 20
$10 million but less than $20 million... 16 2 2,169.9 23 168 2,26 72 23
$20 million but less than $30 million... 5 7 1,387.6 14 59 1,41 06 14
$30 million and over.................... 4 0 1,849.2 19 42 1,92 50 20
Total..ooooeeee e 1,56 $9,598.6 100% 1,646 $9,83 5.0 100%

The total number of commercial mortgage loans antling as of September 30, 2002 and December 81,%8s 1,567 and 1,646,
respectively. The average loan size of our comrakneortgage portfolio was $6.1 million as of Sepbem30, 2002. The largest loan on any
single property at such dates aggregated $100l@mibr September 30, 2002 and December 31, 2@&pectively, and represented 0.2% of
U.S. invested assets on these dates. Total mortgags to the 10 largest borrowers accounted imtlggegate for approximately 7% of the
total carrying amount of the commercial mortgagalportfolio for both September 30, 2002, and Ddmm31, 2001, and 1% of total U.S.
invested assets as of September 30, 2002 and 2¥Dezember 31, 2001. As of such dates, all suahdavere performing.

The following table presents the disposition of uniéies as of September 30, 2002, and Decembe2(B1,:
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U.S. INVESTED ASSETS
DISPOSITIONS OF SCHEDULED MATURITIES OF COMMERCIAL MORTGAGE LOANS

AM ORTIZED COST
AS OF SEPTEMBER 3 0, AS OF DECEMBER 31,
2002 2001
( IN MILLIONS)
Paid as scheduled.......... $ 371.2 $ 4347
Extended................... 151.6 138.1
Refinanced 45.5 75.7
Foreclosed - 5.4
Expired maturities......... - 10.6
Total.....ccovvveeenns $ 568.3 $ 6645

The amortized cost of commercial mortgage loansdmtractual maturity dates, excluding schedulelisgfunds as of September 30, 2002,
and December 31, 2001, are as follows:

U.S. INVESTED ASSETS

COMMERCIAL MORTGAGE LOAN PORTFOLIO M ATURITY PROFILE
AS OF SEPTEMBER 30, AS OF DECEMBER 31,
2002 2001
AMORTIZ ED % OF AMORTIZED % OF
COST TOTAL COST TOTA L
($ IN MILLIONS)
Due in one year or less................... $ 75 3.4 8% $ 7326 8 %
Due after one year through five years..... 3,05 1.3 31 3,180.8 32
Due after five years through ten years.... 2,98 1.5 31 2,890.8 29
Due after ten years........ccccceeeen.... 2,87 4.4 30 3,026.9 31
Total.eeeieeiiieeeeeeee $9,66 0.6 100% $9,831.1 100 %

We actively monitor and manage our commercial nag¢gloan portfolio. Substantially all loans withire portfolio are analyzed regularly,
based on a proprietary risk rating cash flow moitkebrder to monitor the financial quality of thesgsets and are internally rated. Based on
ongoing monitoring, mortgage loans with a likelidoaf becoming delinquent are identified and plasedn internal "watch list". Among
criteria which would indicate a potential problere:@ambalances in ratios of loan to value or carttrants to debt service, major tenant
vacancies or bankruptcies, borrower sponsorshiblenes, late payments, delinquent taxes and logef/relstructuring requests.

We state commercial mortgage loans at their unpaiatipal balances, net of discount accrual andnuen amortization, valuation
allowances and write downs for impairment. We pilevé valuation allowance for commercial mortgaga#obased on past loan loss
experience and for specific loans considered tioripaired. Mortgage loans are considered impairednybased on current information and
events, it is probable that all amounts due acogrth the contractual terms of the loan agreemeyt mot be collected. When we determine
that a loan is impaired, we establish a valuatiowance for loss for the excess of the carryinlyeaf the mortgage loan over its estimated
fair value. Estimated fair value is based on eitherpresent value of expected future cash flowsadinted at the loan's original effective
interest rate, the loan's observable market pri¢heofair value of the collateral. We record irages in such valuation allowances as realized
investment losses and, accordingly, we reflect sosbes in our consolidated results of operatiBnsh increases (decreases) in valuation
allowances aggregated $1.0 million for the nine theended September 30, 2002, and $(17.3) milbothie year ended December 31, 2001.

We review our mortgage loan portfolio and analyeerieed for a valuation allowance for any loan Whscdelinquent for 60 days or more, in
process of foreclosure, restructured, on the "wh$ch or which currently has a valuation allowan®Ve categorize loans, which are
delinquent, loans in
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process of foreclosure and loans to borrowers ikigtcy as “"problem" loans. Potential problem bare loans placed on an internal "watch
list" for which management has concerns as to iilgyaof the borrower to comply with the preseaah payment terms and which may result
in the loan becoming a problem or being restructufée decision whether to classify a performiranl@as a potential problem involves
significant subjective judgments by managemenbdkd likely future economic conditions and devetents with respect to the borrower.
We categorize loans for which the original termshaf mortgages have been modified or for whichr@stieor principal payments have been
deferred as "restructured" loans. We also consiggured loans that are refinanced at below masdtesras restructured.

We charge mortgage loans deemed to be uncollectgadst the allowance for losses and credit sulesggecoveries to the allowance for
losses. We maintain the allowance for losses et@ imanagement believes to be adequate to abstimaéed probable credit losses.
Management bases its periodic evaluation of theualey of the allowance for losses on our past loas experience, known and inherent
risks in the portfolio, adverse situations that ra#fect the borrower's ability to repay, the estimdavalue of the underlying collateral,
composition of the loan portfolio, current economidnditions and other relevant factors. The evaunds inherently subjective as it requires
estimating the amounts and timing of future castv$l expected to be received on impaired loanstiagtchange.

The following table represents our commercial magtyvaluation allowance for the periods indicated:

U.S. INVESTED ASSETS

COMMERCIAL MORTGAGE VALUATION ALLOWANCE
AS O F SEPTEMBER 30, AS OF DECEMBER 31,
2002 2001
($ IN MILLIONS)
Beginning balance..............cccocoeenee. $ 90.7 $ 108.0
Provision.........ccccccvvvvieniiiennennn, 32.3 12.0
Release due to write downs, sales
and foreclosures..........ccccocueeeeennns ( 31.3) (29.3)

Ending balance..........c...c........ 91.7 $ 90.7

Valuation allowance as % of carrying
value before reserves. 1% 1%

The following table presents the carrying amouffifsroblem, potential problem and restructured comuiaémortgages relative to the
carrying amount of all commercial mortgages for pleeiods indicated:

U.S. INVESTED ASSETS
PROBLEM, POTENTIAL PROBLEM AND RESTRUCTURED = COMMERCIAL MORTGAGES
AT CARRYING AMOUNT

AS OF SEPTEMBER 30, AS OF DECEMBER 31,
2002 2001
($ IN MILLIONS)
Total commercial mortgages ................... $9,568.9 $9,740.4
Problem commercial mortgages(1)............... $ 775 $ 471
Potential problem commercial mortgages ....... 38.9 98.9
Restructured commercial mortgages ............ 47.0 42.4

Total problem, potential problem and
restructured commercial mortgages........ $ 163.4 $ 188.4
Total problem, potential problem and
restructured commercial mortgages as a
percent of total commercial mortgages.... 2% 2%

(1) Problem commercial mortgages included mortdages in foreclosure of $0.4 million as of Septem®@ 2002. There were no mortgage
loans in foreclosure as of December 31, 2001.
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EQUITY REAL ESTATE

We hold commercial equity real estate as part ofroeestment portfolio. As of September 30, 200%) ®ecember 31, 2001, the carrying
amount of equity real estate investment was $19&illion and $1,174.1 million, or 3% of U.S. inted assets, respectively. We own real
estate, real estate acquired upon foreclosurerofreercial mortgage loans and interests, both mgjovimed and non-majority owned, in real
estate joint ventures.

Equity real estate is categorized as either "rs@te held for investment” or "real estate heldsde". Real estate held for investment totaled
$879.1 million as of September 30, 2002, and $788libn as of December 31, 2001. The carrying eadf real estate held for investment is
generally adjusted for impairment whenever eventhanges in circumstances indicate that the cagrgmount of the asset may not be
recoverable. Such impairment adjustments are redoad realized investment losses and accordingdyeflected in our consolidated results
of operations. For the periods ended Septembe2(®2, and December 31, 2001, there were no suchrimgat adjustments.

The carrying amount of real estate held for salef&eptember 30, 2002, and December 31, 2001$2&3.8 million and $390.7 million, net
of valuation allowances of $17.5 million and $1&8lion, respectively. Once we identify a real @stproperty to be sold and commence a
plan for marketing the property, we classify thepgarty as held for sale. We establish a valuatilowance subject to periodical revisions, if
necessary, to adjust the carrying value of the gntygdo reflect the lower of its current carryinglwe or the fair value, less associated selling
costs.

We use research, both internal and external, mnetend appropriate product and geographic alloecsttmd changes to the equity real estate
portfolio. We monitor product, geographic and indysliversification separately and together to datee the most appropriate mix.

Equity real estate is distributed across geograpgimns of the country with larger concentrationthe South Atlantic, West South Central
and Pacific regions of the United States as ofé&aper 30, 2002. By property type, there is a cotnagan in office buildings that represen
approximately 30% of the equity real estate paidfak of September 30, 2002. Our largest equityestate holding as of September 30, 2
consisted of an office/industrial park located imrBam, North Carolina with an aggregate carryingeaf approximately $150.6 million and
represented approximately 13% of total U.S. equety) estate assets and 0.3% of U.S. invested a$betsen largest real estate properties as
of September 30, 2002 comprised 46% of total UgBite real estate assets and 1% of total U.S. tedeassets. In addition, our equity real
estate includes our investment in BT Hotels. ABetember 31, 2001, BT Hotels was fully consolidated our financial statements and is
reflected in the International region and Hotel/®lqiroperty type in the following investment schiedu
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U.S. INVESTED ASSETS
EQUITY REAL ESTATE BY REGI

AS OF SEPTEMBER 30,

CARRYING % OF

ON(1)

AS OF DECEMBER 31,

CARRYING % OF

AMOUNT TOTAL AMOUNT TOTAL
($INM ILLIONS)
South Atlantic...... $ 395.4 34% $ 376.4 32%
International....... 239.7 21 223.6 19
West South Central..  231.3 20 236.4 20
Pacific............. 164.5 14 183.8 16
East North Central.. 64.3 5 62.3 5
East South Central.. 21.6 2 32.3 3
New England......... 17.6 2 14.3 1
Mountain............ 14.3 1 8.8 1
West North Central.. 10.0 1 28.0 2
Middle Atlantic..... 3.2 - 8.2 1
Total............ $1,161.9 100% $1,174.1 100%

(1) Regions are defined by the American Councllitd Insurers.

U.S. INVESTED ASSETS
EQUITY REAL ESTATE BY PROPERTY TYPE

AS OF SEPTEMBER 30,

AS OF DECEMBER 31,

2002 2001
CARRYING % OF CARRYING % OF
AMOUNT TOTAL AMOUNT TOTAL
($IN MI LLIONS)
Office...ccceerne. $ 352.0 30% $ 4229 36%
Hotel/Motel......... 239.8 21 223.6 19
Industrial.......... 235.7 20 221.6 19
Apartments.......... 126.5 11 50.7 4
Retail.............. 92.2 8 138.9 12
Service Center...... 63.1 5 63.1 5
Land................ 52.6 5 53.3 5
Total............ $1,161.9 100% $1,174.1 100%

DERIVATIVES

Interest rate risk is the risk that we will inclwo@momic losses due to adverse changes in intextest MWWe use various derivative financial
instruments to manage our exposure to fluctuatiomnsterest rates, including interest rate futuard interest rate swaps and swaptions. We
use interest rate futures contracts to hedge clsangaterest rates subsequent to the issuanae iosarance liability, such as a guaranteed
investment contract, but prior to the purchase sifigporting asset, or during periods of holdingtsm anticipation of near term liability
sales. We use interest rate swaps primarily to rolmsely match the interest rate characteristicassets and liabilities. They can be used to
change the interest rate characteristics of speafsets and liabilities as well as an entire photf Occasionally, we will sell a callable
liability or a liability with attributes similar ta call option. In these cases, we will use inter@® swaptions or similar products to hedge the
risk of early liability payment, thereby transformgithe callable liability into a fixed term liakiii

Foreign currency risk is the risk that we will im@conomic losses due to adverse fluctuationsrgida currency exchange rates. This risk
arises from our international operations and fareigrrency-denominated funding
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agreements issued to non-qualified institutionaéstors in the international market. The notiomabant of our currency swap agreements
associated with foreign-denominated liabilitieoaSeptember 30, 2002, was $3,022.3 million. We abve fixed maturity securities that are
denominated in foreign currencies. However, wedeévatives to hedge the foreign currency riskhafse funding agreements and securities.
As of September 30, 2002, the fair value of oueifgn currency denominated fixed maturity securities $303.1 million. We use currency
swap agreements of the same currency to hedgenbigri currency exchange risk related to thesestmvents. The notional amount of our
currency swap agreements associated with foreigofdmated fixed maturity securities as of Septend#er2002, was $291.2 million.

We entered into a total return swap as part ofuctring process of an investment grade collatardldebt obligation ("CDO") issuance. We
no longer plan to issue the CDO. The outstandirigpnal amount of the total return swap as of Sep&m30, 2002 was $144.2 million and
the mark to market value of this swap was $(27.@)an pre-tax.

We have increased our credit exposure throughtadeffult swaps by investing in subordinated trasodf a synthetic collateralized debt
obligation. The outstanding notional amount asegt8mber 30, 2002 was $500 million and the marnkioket value was $(1.6) million pre-
tax. We also invested in a credit swap creatingpéicgated asset with a notional of $10 million anark to market value of $(0.1) million as
September 30, 2002.

In conjunction with our use of derivatives, we arposed to counter party risk, or the risk thainterparty fails to perform the terms of the
derivative contract. We actively manage this rigk b

o establishing exposure limits which take into actaon-derivative exposure we have with the caypatity as well as derivative exposure;
o performing similar credit analysis prior to apgmbon each derivatives counterparty that we dontbading money on a long-term basis;
o limiting exposure to A+ credit or better;

0 conducting stress-test analysis to determinenigvémum exposure created during the life of a peospe transaction; and

o daily monitoring of counterparty credit ratings.

All new derivative counterparties are approvedhsy ihvestment committee. We believe the risk ofiiriag losses due to nonperformance by
our counterparties is manageable.

The notional amounts used to express the extamtrafivolvement in swap transactions represenardstrd measurement of the volume of
our swap business. Notional amount is not a queatibn of market risk or credit risk and it maytmecessarily be recorded on the balance
sheet. Notional amounts represent those amountistosalculate contractual flows to be exchangetiaae not paid or received, except for
contracts such as currency swaps. Actual credivgx@ represents the amount owed to us under tee@ntracts as of the valuation date.
The following tables present our position in, aneldét exposure to, derivative financial instrumesdsof September 30, 2002, and December
31, 2001:
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U.S. INVESTED ASSETS

DERIVATIVE FINANCIAL INSTRUMENTS - N

OTIONAL AMOUNTS

AS OF SEPTEMBER 30, AS OF DECEMBER 31,
2 002 2001
NOTI ONAL % OF NOTIONAL % OF
AMO UNT TOTAL AMOUNT TOTAL
($ IN MILLIONS)
Mortgage-backed forwards and options..... $ 18,6 80.5 35% $9,250.7 34%
Interest rate lock commitments........... 9,1 29.2 17 2,565.9 9
SWapPLtioNS ....cvveveiiiieeeeeeeee s 8,4 87.5 16 3,570.0 13
Interest rate swaps 5,7 69.9 11 3,272.5 12
Foreign currency swaps................... 3,9 78.5 8 4,091.9 15
U.S. Treasury futures (LIBOR)............ 3,0 50.0 6 -
Interest rate floors...........c........ 1,6 50.0 3 3,400.0 13
U.S. Treasury futures.... 5 45.7 1 186.6 1
Credit default swaps ..........cc...... 5 10.0 1 -
Currency forwards 3 80.0 1 380.0 1
Bond forwards......... 3 53.7 1 357.4 1
Total return swaps . 2 44.2 - 25.0 -
Principal Only swaps.............c....... 1 34.9 - 250.0 1
Treasury rate guarantees................. 1 13.0 - 88.0 -
Call options.........ccoccvvvverieeeennns 30.0 - 30.0 -
Total...oooceeeiiiiie $53,0 57.1 100% $27,468.0 100%

U.S. INVESTED ASSETS

DERIVATIVE FINANCIAL INSTRUMENTS - C REDIT EXPOSURES

AS OF SEPTEMBER 30, AS OF DECEMBER 31,
2002 2001

CRED IT % OF CREDIT % OF

EXPOS URE TOTAL EXPOSURE TOTAL

($ IN MILLIONS)

Foreign currency swaps................... $ 2 15.9 45% $ 1011 33%
Interest rate swaps............ 1 70.6 35 78.4 25
Currency forwards... 69.8 15 55.3 18
Swaptions ............... 21.0 4 8.7 3
Total return swaps.........cccceeeenee 2.8 1 0.1 -
Interest rate floors.... 1.4 - 13.2 4
Call options.........cccccvvveveeeeenns 0.3 - 8.9 3
Mortgage-backed forwards and options..... - - 41.7 14

Total .o $ 4 81.8 100% $ 307.4 100%

OTHER INVESTMENTS

Our other investments totaled $968.9 million aSeptember 30, 2002, compared to $663.7 milliorf &eeember 31, 2001. Our investment
in company-sponsored funds was reclassified fronitggecurities to other invested assets as ofeaper 30, 2002. With the adoption of
SFAS 133 on January 1, 2001, derivatives wereatftton our balance sheet and accounted for $258i8n in other investments as of
September 30, 2002. The remaining invested agsdtsle leases and other private equity investments.

Our investment in Coventry is also included in oineestments as we account for it using the equigé¢hod. As of December 31, 2001, our
carrying value in Coventry was $146.0 million. OgbFuary 1, 2002, we sold our remaining investmei@aventry for a net realized gain.
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SECURITIES LENDING

The terms of our securities lending program, apgdan 1999, allow us to lend our securities to mbajokerage firms. Our policy requires an
initial minimum of 102% of the fair value of thedoed securities as collateral. Our securities an ks of September 30, 2002 and December
31, 2001, had fair values of $1,084.3 million a®dS$million, respectively.

INTERNATIONAL INVESTMENT OPERATIONS

As of September 30, 2002, our international investnoperations consist of the investments of Rpadnternational comprised of $1.3
billion in invested assets. Invested assets rekat&I Financial Group have been reclassified setesf discontinued operations on our
consolidated statements of financial position. &pal Global Investors works with each Principakhmational affiliate to develop investment
policies and strategies that are consistent wighpttoducts they offer. Due to the regulatory caists in each country, each company
maintains its own investment policies, which arpraped by Principal Global Investors. Each inteoval affiliate is required to submit a
compliance report relative to its strategy to PpatGlobal Investors. Principal Global Investorsmoyees and international affiliate
company credit analysts jointly review each corpoedit annually.

OVERALL COMPOSITION OF INTERNATIONAL INVESTED ASSET S

As shown in the following table, the major categerof international invested assets as of Septe8h&002, and December 31, 2001, were
fixed maturity securities and residential mortghggns:

INTERNATIONAL INVESTED AS SETS

AS OF SEPTEMBER 30, AS OF DECEMBER 31,

2002 2001

CARRYING % OF CARRYING % OF
AMOUNT TOTAL AMOUNT  TOTAL

($ IN MILLIONS)

PUDIC....vvveiiiiee e $ 899.6 66% $ 941.3 68%
Private.......ccoooiiiiiiees 66.6 5 61.0 4
Equity securities, available-for-sale............. 17.6 1 24.9 2
Mortgage loans
Residential...........cccccvvvveieeienenennnnn. 222.1 16 181.1 13
Real estate held for investment................... 7.0 1 7.7 1
Other investments ........ccccceeveeeeeeeieinnn, 1425 11 168.6 12
Total invested assets............c.ccve..ee. $1,355.4 100% $1,384.6 100%
Cash and cash equivalents..............c.oc..e... 67.0 65.4
Total invested assets and cash ................ $1,422.4 $1,450.0

INTERNATIONAL INVESTMENT RESULTS

The yield on international invested assets andash @and cash equivalents, excluding net realized gad losses, was 8.3% and 8.5% for the
three months ended September 30, 2002, and 2G{katively, and 8.2% and 7.9% for the nine montited September 30, 2002, and 2001,
respectively.

The following table illustrates the yields on avggassets for each of the components of our in@gtportfolio for the three months and r
months ended September 30, 2002 and 2001, resplgctiv
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INTERNATIONAL INVESTED AS
YIELDS BY ASSET TYPE

SETS

AS OF OR FOR THE THREE MONTHS OR FOR THE NINE MONTHS
ENDED SEPTEMBER 30, ENDED SEPTEMBER 30,
20 02 2001 200 2 2001
YIELD AMOUNT  YIELD AMOUNT YIELD AMOUNT  YIELD AMOUNT
($ IN MILLIONS)
Fixed maturity securities
Gross investment income (1)............ 9.6% $ 237 101% $ 218 9.0% $ 66.1 9.2% $ 64.2
Net realized/unrealized capital
gains (I0SSes).......cocveevueennnns 10.8 26.6 (1.1) (2.3) 4.5 334 (0.5) (3.4)
Total....oooeeeieeieeiiees $ 50.3 $ 19.5 $ 99.5 $ 60.8
Ending assets (at carrying value)...... $966.2 $897.5 $966.2 $897.5
Equity securities, available-for-sale
Gross investment income (1)............ -% $ - 19% $ 0.2 0.6% $ 0.1 04% $ 0.2
Net realized/unrealized capital gains.. (2.2) (0.1) 19 0.2 6.9 11 2.0 0.9
Total e $ (0.1) $ 04 $ 12 $ 11
Ending assets (at carrying value)...... $ 176 $ 43.8 $ 17.6 $ 43.8
Mortgage loans - Residential
Gross investment income (1)............ 10.4% $ 5.9 87% $ 3.7 10.0% $ 151 10.3% $ 129

Net realized/unrealized capital
gains (I0SSes).......cccoevevvirnns - - - - - R R -

Total..coveeicieen $ 59 $ 3.7 $ 15.1 $ 129
Ending assets (at carrying value)...... $222.1 $165.9 $222.1 $165.9
Real estate
Gross investment income (1)............ 5.5% $ 0.1 52% $ 0.1 7.3% $ 04 83% $ 0.5
Net realized/unrealized capital gains.. (5.5) 0.1) - - - - - -
Total..coveeieieen $ - $ 0.1 $ 04 $ 05
Ending assets (at carrying value....... $ 7.0 $ 73 $ 7.0 $ 73
Cash and cash equivalents
Gross investment income (1)............ 0.6% $ 0.1 12% $ 0.2 0.4% $ 02 1.0% $ 04

Net realized/unrealized capital
gains (10SSes).......ccccceeruene - - - - - R R -

Total...coooeeiieeieeiiees $ 0.1 $ 0.2 $ 0.2 $ 04
Ending assets (at carrying value....... $ 67.0 $ 70.0 $ 67.0 $ 70.0
Other investments
Gross investment income (1)............ 2.0% $ 0.8 52% $ 2.0 6.1% $ 7.1 36% $ 4.4
Net realized/unrealized capital
gains (I0SSes).......covveriueeennns (65.3) (25.9) (8.1) 3.1) 2.2 2.6 (34.0) (41.4)
Total e $(25.1) $ (1.1) $ 97 $(37.0)
Ending assets (at carrying value)..... $142.5 $156.6 $142.5 $156.6
Total before investment expenses
Gross investment income............... 8.4% $ 30.6 86% $ 28.0 8.3% $ 89.0 8.0% $ 82.6
Net realized/unrealized capital
gains (I0SSes)......cccccvevvvrunns 0.1 05 (1.6) (5.2) 3.4 371 (42) (43.9)
Total..coveeieieen $ 311 $ 22.8 $126.1 $ 38.7
Investment eXpenses............cc.oe.. 0.1% $ 03 01% $ 0.2 0.1% $ 07 0.1% $ 0.9
Net investment income.................... 8.3% $ 30.3 85% $ 27.8 8.2% $ 88.3 7.9% $ 81.7

(1) Yields, which are annualized for interim pespdre based on quarterly average asset carrylngs/gor the three months and nine months
ended September 30, 2002 and 2001.

FIXED MATURITY SECURITIES

Fixed maturity securities consist primarily of pigbl traded debt securities and represented 7186taf international invested assets as of
September 30, 2002, and 72% as of December 31, EO& maturity securities were diversified byeayqf issuer as of September 30, 2002,
and for the year ended December 31, 2001, as shothe following table:
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INTERNATIONAL INVESTED AS SETS

FIXED MATURITY SECURITIES BY TYP E OF ISSUER
AS OF SEPTEMBER 30, AS OF DECEMBER 31,
2002 S
CARRYING % OF CARRYING -‘;/:)__C-)F
AMOUNT TOTAL AMOUNT TOTAL

($ IN MILLIONS)
U.S. Treasury securities and obligations of U.S.

Government corporations and agencies............ . $ 67 1% $ 03 -%
Foreign governments..........ccoooevevcivvvennnns . 224.9 23 322.8 32
Corporate - publiC.........cccccvviiiieeenennnnnn. . 402.8 42 363.6 37
Corporate - private..........ccceeeeeieveeeennnnes . 66.6 7 61.0 6
Mortgage-backed securities and other asset-

backed securities..........cccccovcveveininns . 265.2 27 254.6 25

Total fixed maturities.............cccceeeenee . $ 966.2 100% $ 1,002.3 100%

The fixed maturity securities held by the interoaél operations have not been rated by externalcdg®and cannot be presented in a
comparable rating agency equivalent.

The issuers of the majority of our fixed maturityrgorate securities are mainly banks and are catgbin the finance, insurance and real
estate category as shown in the following tables:

INTERNATIONAL INVESTED AS

CORPORATE FIXED MATURITY SECURITIES POR

AS OF SEPTEMBER 30, 200

PUBL

CARRY

AMOU
INDUSTRY CLASS
Finance, Insurance and Real Estate.... $ 18
SerVICES.....oviiieieeiiieee s 6
Retail........oooviiiiiiiiiiene 5
Transportation and Public Utilities... 5
Construction 4
Manufacturing...
MiNING.....ceeeiiiieiieiieeee
Agriculture, Forestry and Fishing.....

Total.oooeereeeeeeeeen, $ 40

SETS

TFOLIO BY INDUSTRY

2

ICLY TRADED PRIVATELY PLACED TO
ING % OF CARRYING % OF CARRYIN

NT TOTAL AMOUNT  TOTAL AMOUNT

($ IN MILLIONS)

3.3 45% $ 138 21% $197.1

42 16 138 21 78.0
1.4 13 11 1 52.5
1.8 13 - - 51.8
04 10 5.5 8 45.9
83 2 279 42 36.2
- - 4.5 7 4.5

34 1 - - 3.4

2.8 100% $ 66.6 100% $469.4
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INTERNATIONAL INVESTED AS SETS
CORPORATE FIXED MATURITY SECURITIES POR TFOLIO BY INDUSTRY
AS OF DECEMBER 31, 2001

PUBL ICLY TRADED PRIVATELY PLACED TO TAL
CARRY ING % OF CARRYING % OF CARRYIN G %OF
AMOU NT TOTAL AMOUNT  TOTAL AMOUNT TOTAL

($ IN MILLIONS)

INDUSTRY CLASS

Finance, Insurance and Real Estate.... $ 18 0.2 50% $ 175 29% $197.7 A47%
Services 5 0.3 14 98 16 60.1 14
Construction 4 76 13 6.0 10 53.6 12
Transportation and Public Utilities... 4 9.7 14 - - 49.7 12
Retail........cooovvieeiiiiiene, 3 56 9 1.2 2 36.8 9
Manufacturing........... 01 - 26.5 43 26.6 6
Public Administration 01 - - - 0.1 -
Total..oooveeeeeieceeee. $ 36 3.6 100% $ 61.0 100% $424.6 100%

The international operations held $265.2 milliomegidential pass-through securities as of Septe8Hhe2002, and $254.6 million as of
December 31, 2001.

The amortized cost and estimated fair value offfimeaturity securities, by contractual maturity datecluding scheduled sinking funds, as of
September 30, 2002, and December 31, 2001, wdoHi@ss:

INTERNATIONAL INVESTED AS SETS
FIXED MATURITY SECURITIES BY CONTRACTU AL MATURITY DATES
AS OF SEPTEMBER 30, AS OF DE CEMBER 31,
2002 2 001
AMORTIZED  CARRYING AMORTIZED CARRYING
COST AMOUNT COST AMOUNT
(IN MILLIONS)
Due in one year or Iess...........cccceeeuveennnee. . $ 401 $ 41.0 $ 355 $ 36.0
Due after one year through five years.............. . 143.6 147.7 161.7 162.3
Due after five years through ten years............. . 178.7 185.9 212.8 211.8
Due after ten years........ccccoeeeveveeeeninnenn. . 315.7 326.4 326.6 337.6
Subtotal........ccovevviiii " 678.1 701.0 736.6 747.7
Mortgage-backed and other securities without a
single maturity date...........ccccoeeeineenne . 259.9 265.2 248.8 254.6
Total oo . $ 9380 $ 966.2 $ 9854 $1,002.3

The international operations held $1.6 million e$tructured government bonds in Argentina, whighasented 0.2% of international fixed
maturity securities as of September 30, 2002.

EQUITY SECURITIES

Our equity securities represented 1% of internafiomvested assets as of September 30, 2002 aras2%December 31, 2001. Our equity
securities consisted of $13.2 million in commorc&tand $4.4 million in mutual funds as of Septen®@r2002.

RESIDENTIAL MORTGAGE LOANS

Our Chilean operations originate and purchase eaesil mortgage loans. Residential mortgage loangpeised $222.1 million, or 16%, of
international invested assets as of September(82,2and $181.1 million, or 13%, as of DecemberZBD1.
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DERIVATIVES

The following table presents our position in detiv@ financial instruments as of September 30, 2602 December 31, 2001. Our
international operations did not have credit expesalating to derivatives as of these dates.

INTERNATIONAL INVESTED ASSETS
DERIVATIVE FINANCIAL INSTRUMENTS - NOTIONAL AMOUNTS

AS OF SEPTEMBER 30, AS OF DECEMBER 31,
2002 2001
NOTIONAL % OF NOTIONAL % OF
AMOUNT TOTAL AMOUNT TOTAL
($! N MILLIONS)
Currency forwards.......... $ 0.2 100% $ 134 100%
Total..ccooverene $ 02 100% $ 134 100%

OTHER INVESTMENTS

Our other investments totaled $142.5 million aSeptember 30, 2002, compared to $168.6 millionf &@cember 31, 2001. Of the $142.5
million, $121.9 million represents our internatibmvestments in unconsolidated subsidiaries ar@&illion represents other invested
assets from our operations in Chile, Brazil, anckidie
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK
MARKET RISK EXPOSURES AND RISK MANAGEMENT

Market risk is the risk that we will incur lossesedto adverse fluctuations in market rates andepri©ur primary market risk exposure is to
changes in interest rates, although we also hapesexes to changes in equity prices and foreigrenay exchange rates.

The active management of market risk is an integmeat of our operations. We manage our overall etatikk exposure within established r
tolerance ranges by using the following approaches:

o rebalance our existing asset or liability portis}

o control the risk structure of newly acquired &ss@d liabilities; or

o use derivative instruments to modify the markst characteristics of existing assets or lialéfitor assets expected to be purchased.
INTEREST RATE RISK

Interest rate risk is the risk that we will inclwo@omic losses due to adverse changes in intexest IlOur exposure to interest rate risk stems
largely from our substantial holdings of guarantBeeld rate liabilities in our U.S. Asset Managernand Accumulation segment.

We manage the interest rate risk inherent in osetagelative to the interest rate risk inhererdunliabilities. One of the measures we use to
guantify this exposure is duration. To calculateation, we project asset and liability cashflowke$e cashflows are discounted to a net
present value basis using a spot yield curve, wisiehblend of the spot yield curves for each efdkset types in the portfolio. Duration is
calculated by re-calculating these cashflows addtexmining the net present value based upon emative level of interest rates, and
determining the percentage change in fair value.

As of September 30, 2002, the difference betweeradiset and liability durations on our primary éioramanaged portfolio was .09 years.
This duration gap indicates that as of this dageseimsitivity of the fair value of our assets t@fiast rate movements is greater than that of the
fair value of our liabilities. Our goal is to minize the duration gap. Currently, our guidelinegatie that total duration gaps between the asse
and liability portfolios must be within 0.25 yeaiide value of the assets in this portfolio was $85,6 million as of September 30, 2002.

For products such as whole life insurance and téenmsurance that are less sensitive to intenast risk, and for other products such as
single premium deferred annuities, we manage isteege risk based on a modeling process that derssthe target average life, maturities,
crediting rates and assumptions of policyholderbalr. As of September 30, 2002, the weighted-ayedifference between the asset and
liability durations on these portfolios was (.4@ays. This duration gap indicates that as of thte the sensitivity of the fair value of our
assets to interest rate movements is less thawftiia¢ fair value of our liabilities. We attemptronitor this duration gap consistent with our
overall risk/reward tolerances. The value of theessin these portfolios was $9,923.3 million aSeptember 30, 2002.

We also have a block of participating general ant@ension business that passes the actual invespagormance of the assets to the
customer. The investment strategy of this blodk is1aximize investment return to the customer 8pest efforts” basis, and there is little or
no attempt to manage the duration of this portfsiice there is little or no interest rate riske Malue of the assets in these portfolios was
$5,693.4 million as of September 30, 2002.

Using the assumptions and data in effect as ofe®dpar 30, 2002, we estimate that a 100 basis pomediate, parallel increase in interest
rates increases the net fair value of our portfolicd24.8 million. The following table details thstimated changes by risk management
strategy:
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AS OF

RISK MANAGEMENT SEPTEMBER 30, 2002 NET FA IR VALUE
STRATEGY VALUE OF TOTAL ASSETS CH ANGE
(IN MILLIONS)
Primary duration-managed...............cc.ccuo..... $ 25,965.6 $ ( 23.4)
Duration-monitored..............ccoccvveeeennnen. 9,923.3 48.2
Non duration-managed............cccceecuveeeennnns 5,693.4 -
Total.eeeeieee e $ 41,582.3 $ 24.8

We are also exposed to interest rate risk in ourt§dge Banking segment. We manage this risk byistrito balance our loan origination a
loan servicing operations, the two of which areegalty counter-cyclical. In addition, we use vasdinancial instruments, including
derivatives contracts, to manage the interestrisitespecifically related to committed loans in fiipeline and mortgage servicing rights. The
overall objective of our interest rate risk managatpolicies is to offset changes in the valuethe$e items resulting from changes in inte
rates. We do not speculate on the direction ofésterates in our management of interest rate risk.

We manage interest rate risk on our mortgage lqaglipe by buying and selling mortgage-backed sé&esrin the forward markets, over-the-
counter options on mortgage-backed securities, Tr&asury and Eurodollar futures contracts ancbogton futures contracts. We also use
interest rate floors, futures contracts, optiondutares contracts, swaps and swaptions, mortgagkell securities and principaily strips in
hedging a portion of our portfolio of mortgage seing rights from prepayment risk associated withmges in interest rates.

We measure pipeline interest rate risk exposuradjysting the at-risk pipeline in light of the thetical optionality of each applicant's
rate/price commitment. The at-risk pipeline, whicinsists of closed loans and rate locks, is thiémee at the product type level to express
each product's sensitivity to changes in marketr@st rates in terms of a single current coupon MB&tion ("benchmark interest rate").
Suitable hedges are selected and a similar metbggalpplied to this hedge position. The variethedging instruments allows us to match
the behavior of the financial instrument with tbathe different types of loans originated. Prieastivity analysis is performed at least once
daily. The face amount of the loans in the pipelisef September 30, 2002, was $12.6 billion. Duké¢ impact of our hedging activities, we
estimate that a 100 basis point immediate and isest@arallel increase in the benchmark interdssrdecreases the September 30, 2002, ne
position value by $85.4 million.

The financial risk associated with our mortgagevisérg operations is the risk that the market vadtighe servicing asset falls below its U.S.
GAAP book value. To measure this risk, we analyagheservicing risk tranche's U.S. GAAP book vahlueslation to the then current fair
value for similar servicing rights. We perform thaluation using optioadjusted spread valuation techniques applied th gsk tranche. W
produce tranche fair values at least monthly.

The fair value of the servicing asset declineserést rates decrease due to possible mortgageéoaicing rights impairment that may
result from increased current and projected fupnepayment activity. The change in value of theisarg asset due to interest rate
movements is reduced by the use of financial imsénts, including derivative contracts that incradasaeggregate value when interest rates
decline. Based on values as of September 30, 20020 basis point immediate parallel and sustaileedease in interest rates produces a
million decline in value of the servicing assebaf Mortgage Banking segment, net of the impat¢he$e hedging vehicles, due to the
differences between fair values and U.S. GAAP baadkes.

DERIVATIVES. We use various derivative financiabtruments to manage our exposure to fluctuatiomsté@mest rates, including interest

rate swaps, principal-only swaps, interest raterfipswaptions, U.S. Treasury futures, Treasugy gaarantees, interest rate lock
commitments and mortgage-backed forwards and optMie use interest rate futures contracts and mget@packed forwards to hedge
changes in interest rates subsequent to the isswdran insurance liability, such as a guaranteedstment contract, but prior to the purchase
of a supporting asset, or during periods of holdisgets in anticipation of near term liability saM/e use interest rate swaps and principal-
only swaps primarily to more closely match theliest rate characteristics of assets and liabiliiéey can be used to change the interest rate
characteristics of specific assets and liabiliisavell as an entire portfolio. Occasionally, wé 8gll a callable liability or a liability with

81



attributes similar to a call option. In these caseswill use interest rate swaptions or similasdarcts to hedge the risk of early liability
payment thereby transforming the callable liabilitio a fixed term liability.

We also seek to reduce call or prepayment riskngrisom changes in interest rates in individuaidstments. We limit our exposure to
investments that are prepayable without penaltyrpgd maturity at the option of the issuer, andreguire additional yield on these
investments to compensate for the risk that theeiswill exercise such option. An example of areistment we limit because of the option
risk is residential mortgage-backed securities.ad&ess option risk in all investments we make whén we assume such risk, we seek to
price for it accordingly to achieve an approprigtirn on our investments.

In conjunction with the interest rate swaps, inderate swaptions and other derivatives, we aresegbto counterparty risk, or the risk that
counterparty fails to perform the terms of the dative contract.

The following table shows the interest rate sevigitiof our derivatives measured in terms of faatue. These exposures will change as a
result of ongoing portfolio and risk managemenivittds.

AS OF SEPTEMBER 30, 2002

FAIR VALUE (NO ACCRU ED INTEREST)
WEIGHTED  -100 BASIS +100 BASIS
AVERAGE TERM  POINT POINT
NOTIONAL AMOUNT  (YEARS) CHANGE NO CHANGE CHANGE

($ IN MILLIONS)

Interest rate swaps.................. $ 57 69.9 10.81(1) $ 246.0 $ 1849 $ (217.3)
Principal-only swaps 1 34.9 2.07(2) 14.3 3.5 (14.8)
Total return swaps........ 2 44.2 0.06(1) 12.5 (1.4) (15.4)
Interest rate floors................. 1,6 50.0 3.75(2) 39.2 49.9 (23.4)
U.S. Treasury futures................ 5 45.7 0.22(3) (0.5) (2.5) 4.2
U.S. Treasury futures (LIBOR)........ 3,0 50.0 0.66(3) (7.7) (6.4) 7.7
SWaptionS.......ccceveeiieeiiiennns 8,4 87.5 1.04(4) 239.7 318.4 (99.3)
Treasury rate guarantees............. 1 13.0 0.08(5) (13.8) (6.7) 0.5
Bond forwards..........cccceeeennes 3 53.7 0.94(5) 43.2 20.6 (1.5)
Mortgage-backed forwards and options. 18,6 80.5 0.06(5) (225.7) (53.5) 218.8
Interest rate lock commitments....... 9,1 29.2 0.12(6) 105.4 112.1 (309.4)
Total...ooeeeecieece $48,1 58.6 $ 4526 $ 618.9 $ (449.9)

(1) Based on maturity date of swap.
(2) Based on maturity date of floor.
(3) Based on maturity date.

(4) Based on option date of swaption.
(5) Based on settlement date.

(6) Based on expiration date.

We use U.S. Treasury futures to manage our ovesfurmmmitment position, and our position in thesetracts changes daily.

DEBT ISSUED AND OUTSTANDING. As of September 30,020 the aggregate fair value of debt was $1,429llilom A 100 basis point,
immediate, parallel decrease in interest rates edvimdrease the fair value of debt by approxima$&$.4 million.
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AS OF SEPTEMBER 30, 2002

FAIR VALUE (NO ACCRUED INTEREST)

-100 BASIS +100 BASIS
POINT CHANGE NO CHANGE POINT CHANGE
(IN MILLIONS)

7.95% notes payable, due 2004...................... $ 2209 $ 2156 $ 2133

8.2% notes payable, due 2009.............cccce..... 572.0 541.3 512.7

7.875% surplus notes payable, due 2024............. 221.4 212.0 199.3

8% surplus notes payable, due 2044................. 118.8 106.9 96.2

Non-recourse mortgages and notes payable........... 244.6 236.5 228.9

Other mortgages and notes payable.................. 116.8 116.8 116.8

Total long-term debt..........cccceevneenne. $ 1,4945 $ 14291 $ 1,367.2

EQUITY RISK

Equity risk is the risk that we will incur econonlasses due to adverse fluctuations in a particdarmon stock. As of September 30, 2002,
the fair value of our equity securities was $31illion. A 10% decline in the value of the equitcsirities would result in an unrealized loss
of $38.0 million.

We also have indirect equity risk exposure wittpees$ to BT Financial Group margin lending operagiddnder the terms of this financing
arrangement, BT Financial Group margin lending apiens allow retail clients and independent finahadvisors on behalf of clients, within
limits approved by senior management, to borrovdfufnom BT Financial Group to invest in an approlisdof securities and mutual fund
investments which serve as security for the lodme fisk of loan default increases as the valudeiinderlying securities declines. This risk
is actively managed through the use of margin aallfoans when the underlying securities fall be&stablished levels. Overall, the margin
lending portfolio is limited to a ratio of borrowédnds to market value of securities of an avex#g#/%. On November 30, 1999, BT
Financial Group margin lending operations secuwitits margin lending portfolio with Westpac Barki@orporation, an Australian bank.
Under the terms of this financing, BT Financial Geanargin lending operations are required to attvcapital equal to approximately 7% of
the outstanding borrowed amount, as a cushiorofor tefaults. As of September 30, 2002, the maegiding portfolio was $558.6 million,
or Australian $1,028.4 million, while the ratio leérrowed funds to market value of securities we Hlfelow that of the maximum allowed.

Our margin lending operations are included in tperations of BT Financial Group, which are beinlgl$o Westpac. Effective October 31,
2002, we no longer have margin lending operations.

FOREIGN CURRENCY RISK

Foreign currency risk is the risk that we will im@conomic losses due to adverse fluctuationsrigida currency exchange rates. This risk
arises from our international operations and faragrrency-denominated funding agreements issuadrequalified institutional investors in
the international market. The notional amount af @urrency swap agreements associated with forégmeminated liabilities as of Septenr
30, 2002, was $3,022.3 million. We also have fireturity securities that are denominated in foreigmencies. However, we use derivati
to hedge the foreign currency risk, both interestrpents and the final maturity payment, of theseliiug agreements and securities. As of
September 30, 2002, the fair value of our foreigmency denominated fixed maturity securities wa8351 million. We use currency swap
agreements of the same currency to hedge the foceigency exchange risk related to these invegsn&he notional amount of our currel
swap agreements associated with foreign-denomiriexed maturity securities as of September 30, 20@%5 $291.2 million. With regard to
our international operations, we attempt to do ashvof our business as possible in the functionaketicy of the country of operation. At
times, however, we are unable to do so, and irethases, we use foreign exchange derivatives tgehibe resulting risks.

Additionally, we utilize foreign currency swapsatdd to $665.0 million of private notes issuedanmection with our acquisition of BT
Financial Group. The interest payments relatethiése notes were initially serviced through opegatiash flows of our Australian operations.
By utilizing the foreign currency and interest rateaps, the impact of Australian and U.S. dollathexge rate fluctuations had a minimal
effect on our ability to rely on the cash flowsonfr Australian operations to service the interest rincipal payments related to the notes.
December 28, 2001, all of
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the long-term debt obligations of Principal Fina¢sroup (Australia) Holdings Pty Limited were cedsind were assumed by its parent,
Principal Financial Services, Inc.

We estimate that as of September 30, 2002, a 10#ediate unfavorable change in each of the foreigreacy exchange rates to which we
are exposed would result in no change to the metditue of our foreign currency denominated instamts identified above, including the
currency swap agreements. The selection of a 10¥eiiate unfavorable change in all currency exchaatgs should not be construed as a
prediction by us of future market events, but ratisean illustration of the potential impact of ls@n event. Our largest individual currency
exposure is to fluctuations between the Austradialtar and the U.S. dollar.

EFFECTS OF INFLATION

We do not believe that inflation, in the United t8taor in the other countries in which we operaés, had a material effect on our consolid
operations over the past five years. In the futnosyever, we may be affected by inflation to théeakit causes interest rates to rise.
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ITEM 4. CONTROLS AND PROCEDURES

In order to ensure that the information that we thaisclose in our filings with the Securities amccBange Commission ("SEC") is recorded,
processed, summarized and reported on a timelg,basihave adopted disclosure controls and proeed@ur Chief Executive Officer, J.
Barry Griswell, and our Chief Financial Officer, thiael H. Gersie, have reviewed and evaluated setadiure controls and procedures as of
November 6, 2002, and have concluded that ouraliscé controls and procedures are effec

There were no significant changes in our interoat®ls, or in other factors that could signifidgsrgffect our internal controls subsequent to
November 6, 200z
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PART Il - OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

We are regularly involved in litigation, both asleéfendant and as a plaintiff but primarily as aedefnt. Litigation naming us as a defendant
ordinarily arises out of our business operationa peovider of medical insurance, life insurancedties and residential mortgages. In
addition, regulatory bodies, such as state ins@raepartments, the SEC, the National Associatidbealrities Dealers, Inc., the Department
of Labor and other regulatory bodies regularly miakgiiries and conduct examinations or investigetiooncerning our compliance with,
among other things, insurance laws, securities,lBRISA and laws governing the activities of breklealers.

Recently, companies in the life insurance busihas® faced extensive claims, including class-adtdersuits, alleging improper life
insurance sales practices. Principal Life is culyesndefendant in two purported class-action latgsalleging improper sales practices. We
have reached an agreement to settle both of thesmilts. The settlement has received court appr#valhave established reserves at a level
we believe sufficient to cover the cost of thelsatent. A number of persons and entities who whgébke to be class members have exclt
themselves from the class (or "opted out"), addhepermits them to do. Some of those class menttsrs filed lawsuits and we have been
notified that others who opted out from the cladkfile lawsuits and make claims similar to thosa@dressed by the settlement. Similar opt-
lawsuits have been brought against other life isce companies as a result of settlement of sirldess-action lawsuits. Defense of these
lawsuits may cause us to incur significant costen& of the lawsuits are presently on file. We haserued a loss reserve for our best estil

of our potential exposure to the suits and claiyssuncertainties continue to exist in resolvingtimatter, it is reasonably possible that all the
actual costs of the suits and claims could exceeestimate. The range of any such costs cannptdsently estimated; however, we believe
the additional costs will not have a material intpat our business, financial condition or resuftsmerations.

A lawsuit was filed on September 27, 2001, in tétéH States District Court for the Northern Distiof lllinois, seeking damages and other
relief on behalf of a putative class of policyhaklbased on allegations that the plan of conversidtrincipal Mutual Holding Company frc

a mutual insurance holding company into a stockpanmy violates the United States Constitution. Tét@a is captioned ESTHER L.
GAYMAN V. PRINCIPAL MUTUAL HOLDING COMPANY, ET AL. On April 16, 2002, the Court granted our Motiortismiss and
ordered the lawsuit be dismissed in its entirety. April 17, 2002, a Judgment was entered to tHfatefThe Plaintiffs filed an appeal on May
15, 2002, with the 7th Circuit Court of Appeals.

While we cannot predict the outcome of any pendinfyture litigation, examination or investigatiome do not believe any pending matter
will have a material adverse effect on our businfisancial condition or results of operations.
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ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

A. EXHIBITS
EXHIBIT
NUMBER DESCRIPTION
99.1 Certification Pursuant to Section 1350 of Chapter 63 of Title 18

of the United States Code - J. Barry Griswell
99.2 Certification Pursuant to Section 1350 of Geap3 of Title 18 of the United States Code - MiehH. Gersie

B. REPORTS ON FORM 8-K
The Current Report on Form 8-K (Item 9), dated Astdd) 2002, filed August 8, 2002.
The Current Report on Form 8-K (Item 9), dated Astddb, 2002, filed August 28, 2002.

87



SIGNATURE

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned thereunto duly authorized.

PRINCIPAL FINANCIAL GROUP, INC.

Dat ed: Novenber 7, 2002 By /'SI M CHAEL H. CERSIE

M chael H Cersie
Executive Vice President
and Chief Financial Oficer

Duly Authorized Officer, Principal Financial Officeand Chief Accounting Officer
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STATEMENT UNDER OATH OF PRINCIPAL EXECUTIVE OFFICER
REGARDING FACTS AND CIRCUMSTANCES RELATING TO
EXCHANGE ACT FILINGS

[, J. Barry Griswell, certify that:
1. I have reviewed this quarterly report on ForraQ 0f Principal Financial Group, Inc.;

2. Based on my knowledge, this quarterly reporsdu# contain any untrue statement of a materéldaomit to state a material fact
necessary to make the statements made, in lighedfircumstances under which such statementsmwade, not misleading with respect to
the period covered by this quarterly report;

3. Based on my knowledge, the financial statememid,other financial information included in thisagterly report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this
quarterly report;

4. The registrant's other certifying officers araté responsible for establishing and maintainisgldsure controls and procedures (as def
in Exchange Act Rules 13a-14 and 15d-14) for tigésteant and we have:

a) designed such disclosure controls and procedoissure that material information relating te thgistrant, including its consolidated
subsidiaries, is made known to us by others withase entities, particularly during the period inieh this quarterly report is being prepared;

b) evaluated the effectiveness of the registraliigdosure controls and procedures as of a datena®0 days prior to the filing date of this
quarterly report (the "Evaluation Date"); and

c) presented in this quarterly report our conclasiabout the effectiveness of the disclosure ctangniod procedures based on our evaluatii
of the Evaluation Date;

5. The registrant's other certifying officers artthle disclosed, based on our most recent evahyatidhe registrant's auditors and the audit
committee of registrant's board of directors (aispas performing the equivalent function):

a) all significant deficiencies in the design oeogtion of internal controls which could adversaffect the registrant's ability to record,
process, summarize and report financial data awe foentified for the registrant's auditors any enial weaknesses in internal controls; and

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrant's internal
controls; and

6. The registrant's other certifying officers arfthive indicated in this quarterly report whethenat there were significant changes in internal
controls or in other factors that could signifidgreffect internal controls subsequent to the dditeur most recent evaluation, including any
corrective actions with regard to significant diefitcies and material weaknesses.

Date: Novenber 7, 2002
/'Sl J. BARRY GRI SVELL

J. Barry Giswell
Chai rman, President and Chi ef Executive Oficer
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STATEMENT UNDER OATH OF PRINCIPAL FINANCIAL OFFICER
REGARDING FACTS AND CIRCUMSTANCES RELATING TO
EXCHANGE ACT FILINGS

I, Michael H. Gersie, certify that:
1. I have reviewed this quarterly report on ForraQ 0f Principal Financial Group, Inc.;

2. Based on my knowledge, this quarterly reporsdu# contain any untrue statement of a materéldaomit to state a material fact
necessary to make the statements made, in lighedfircumstances under which such statementsmwade, not misleading with respect to
the period covered by this quarterly report;

3. Based on my knowledge, the financial statemem,other financial information included in thisagterly report, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented in this
quarterly report;

4. The registrant's other certifying officers araté responsible for establishing and maintainisgldsure controls and procedures (as def
in Exchange Act Rules 13a-14 and 15d-14) for tigésteant and we have:

a) designed such disclosure controls and procedoissure that material information relating te thgistrant, including its consolidated
subsidiaries, is made known to us by others withase entities, particularly during the period inieh this quarterly report is being prepared;

b) evaluated the effectiveness of the registraliigdosure controls and procedures as of a datena®0 days prior to the filing date of this
quarterly report (the "Evaluation Date"); and

c) presented in this quarterly report our conclasiabout the effectiveness of the disclosure ctangniod procedures based on our evaluatii
of the Evaluation Date;

5. The registrant's other certifying officers artthle disclosed, based on our most recent evahyatidhe registrant's auditors and the audit
committee of registrant's board of directors (aispas performing the equivalent function):

a) all significant deficiencies in the design oeogtion of internal controls which could adversaffect the registrant's ability to record,
process, summarize and report financial data awe foentified for the registrant's auditors any enial weaknesses in internal controls; and

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrant's internal
controls; and

6. The registrant's other certifying officers arfthive indicated in this quarterly report whethenat there were significant changes in internal
controls or in other factors that could signifidgreffect internal controls subsequent to the dditeur most recent evaluation, including any
corrective actions with regard to significant diefitcies and material weaknesses.

Date: Novenber 7, 2002

/'SI M CHAEL H. CERSIE

M chael H Cersie
Executive Vice President and Chi ef Financi al
O ficer
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EXHIBIT INDEX

EXHIBIT
NUMBER DESCRIPTION PAGE
99.1 Certification Pursuant to Section 1350 of Chapter 63

of Title 18 of the United States Code - J . Barry Griswell.. 92
99.2 Certification Pursuant to Section 1350 of Chapter 63

of Title 18 of the United States Code - M

ichael H. Gersie.. 93
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Exhibit 99.1

CERTIFICATION PURSUANT TO SECTION 1350 OF CHAPTER 6 3
OF TITLE 18 OF THE UNITED STATES CODE

[, J. Barry Griswell, Chairman, President and Chlirécutive Officer of Principal Financial Groupgcincertify that (i) the Form 10-Q for the
quarter ended September 30, 2002 fully complieb thi¢é requirements of Section 13(a) of the Seesriixchange Act of 1934 and (i) the

information contained in the Form 10-Q for the qeaended September 30, 2002 fairly presents] material respects, the financial
condition and results of operations of Principaldficial Group, Inc.

/'Sl J. BARRY GRI SWELL

J. Barry Giswell

Chai rman, President and Chi ef Executive Oficer
Date: Novenber 7, 2002
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Exhibit 99.2

CERTIFICATION PURSUANT TO SECTION 1350 OF CHAPTER 6 3
OF TITLE 18 OF THE UNITED STATES CODE

I, Michael H. Gersie, Executive Vice President @&idef Financial Officer of Principal Financial Gqounc., certify that (i) the Form 1Q-for
the quarter ended September 30, 2002 fully complitsthe requirements of Section 13(a) of the $ities Exchange Act of 1934 and (ii) t

information contained in the Form 10-Q for the qeaended September 30, 2002 fairly presents] material respects, the financial
condition and results of operations of Principaidficial Group, Inc.

/'Sl M CHAEL H GERSIE

M chael H Gersie

Executive Vice President and Chief Financial Oficer
Date: Novenber 7, 2002
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