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PART | — FINANCIAL INFORMATION
Item 1. Financial Statements
Principal Financial Group, Inc.
Consolidated Statements of Financial Position

December 31

March 31, 2012 2011
(Unaudited) (As adjusted)
(in millions)

Assets
Fixed maturities, available-for-sale (2012 and 2bttlude $194.9 million and $214.2 million related

to consolidated variable interest entiti $ 49,501.: $ 49,006.
Fixed maturities, trading (2012 and 2011 both idel$132.4 million related to consolidated variab

interest entities 868.7 971.%
Equity securities, availak-for-sale 138.¢ 77.1
Equity securities, trading (2012 and 2011 inclu821%4 million and $207.6 million related to

consolidated variable interest entiti 536.4 404.¢
Mortgage loan: 11,308.¢ 10,727..
Real estat 1,111.¢ 1,092.¢
Policy loans 873.¢ 885.1
Other investments (2012 and 2011 include $90.5aniknd $97.8 million related to consolidated

variable interest entities, of which $89.8 milliand $97.5 million are measured at fair value unc

the fair value option 2,952.! 2,985.¢

Total investment 67,292.( 66,151.
Cash and cash equivalents (2012 and 2011 includ@. $2nillion and $317.7 million related to

consolidated variable interest entiti 1,651.¢ 2,833.¢
Accrued investment incorn 622.5 615.2
Premiums due and other receivat 1,118.¢ 1,196.t
Deferred policy acquisition cos 2,665.¢ 2,428.(
Property and equipme 476.7 457 .2
Goodwill 490.7 482.:
Other intangible: 893.¢ 890.¢
Separate account ass 77,566.! 71,364..
Other asset 959.¢ 942.%

Total asset $ 153,738.. $ 147,361
Liabilities
Contractholder fund $ 36,922 $ 37,676.«
Future policy benefits and clair 20,604.( 20,210.
Other policyholder fund 639.1 548.¢
Shor-term debr 101.2 105.2
Long-term debt 1,570.¢ 1,564.¢
Income taxes currently payat 2.8 3.1
Deferred income taxe 492.¢ 208.7
Separate account liabiliti¢ 77,566.! 71,364.
Other liabilities (2012 and 2011 include $555.4limil and $565.2 million related to consolidated

variable interest entities, of which $97.8 milliand $88.4 million are measured at fair value under

the fair value option 6,086.! 6,286.:
Total liabilities 143,986.. 137,967.i
Stockholders’ equity
Series A preferred stock, par value $.01 per sWételiquidation preference of $100 per share — !

million shares authorized, issued and outstandirZpil2 and 201 — —
Series B preferred stock, par value $.01 per shiheliquidation preference of $25 per share — 10.0

million shares authorized, issued and outstandirpil2 and 201 0.1 0.1
Common stock, par value $.01 per share — 2,500l®mshares authorized, 452.4 million and 45

million shares issued, and 300.9 million and 301ilion shares outstanding in 2012 and 2! 4.5 4.5
Additional paic-in capital 9,669.¢ 9,634.
Retained earning 4,548t 4,402.:
Accumulated other comprehensive inca 488.1 258.(
Treasury stock, at cost (151.5 million and 149.Rioni shares in 2012 and 201 (5,345.9) (5,281.7)

Total stockholder equity attributable to Principal Financial Groupg.l 9,364.¢ 9,017.¢
Noncontrolling interes 387.( 376.(

Total stockholder equity 9,751.¢ 9,393.¢

Total liabilities and stockholde’ equity $ 153,738. $  147,361.

See accompanying notes.
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Principal Financial Group, Inc.
Consolidated Statements of Operations

(Unaudited)
For the three months endec
March 31,
2012 2011
(in millions, except per share data

Revenues
Premiums and other consideratic $ 679.6 $ 797.1
Fees and other revent 598.( 623.(
Net investment incom 824.¢ 859.¢
Net realized capital gains (losses), excluding immpant losses on availal-for-sale securitie 22.1 (5.6)
Total othe-thar-temporary impairment losses on availi-for-sale securitie (33.9) (14.0
Other-than-temporary impairment losses on fixeduniéés, available-for-sale reclassified to (from’

other comprehensive incor 4.9 (38.9)
Net impairment losses on availa-for-sale securitie (28.€) (52.4)
Net realized capital loss: (6.7) (58.0

Total revenue 2,095.¢ 2,221.¢
Expenses
Benefits, claims and settlement exper 1,212t 1,188.¢
Dividends to policyholder 50.3 53.€
Operating expense 556.( 717.€

Total expense 1,818.¢ 1,960.¢
Income before income tax 277.1 261.t
Income taxe: 58.2 52.7
Net income 218.¢ 208.¢
Net income attributable to noncontrolling inter 9.2 18.€
Net income attributable to Principal Financial Guolnc. 209.7 190.z
Preferred stock dividenc 8.2 8.2
Net income available to common stockholc $ 201t $ 182.(
Earnings per common share
Basic earnings per common sh $ 067 $ 0.57
Diluted earnings per common sh: $ 066 $ 0.5¢€

See accompanying notes.
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Principal Financial Group, Inc.
Consolidated Statements of Comprehensive Income

(Unaudited)
For the three months endec
March 31,
2012 2011
(in millions)
Net income $ 218¢ $ 208.¢
Other comprehensive income, n
Net unrealized gains on availa-for-sale securitie 161.: 175.4
Noncredit component of impairment losses on fixedurities, availabl-for-sale (0.9 17.c
Net unrealized losses on derivative instrum (3.5 (4.9)
Foreign currency translation adjustm 65.2 21.¢
Net unrecognized postretirement benefit obliga 8.7 49.2
Other comprehensive incor 230.¢ 259.¢
Comprehensive incorr 449.¢ 468.1
Comprehensive income attributable to noncontroliirtgrest 10.C 18.€
Comprehensive income attributable to Principal faia Group, Inc $ 439.t $ 449.5

See accompanying notes.
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Principal Financial Group, Inc.
Consolidated Statements of Shareholders’ Equity

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

Balances at January 1

2011 (as adjusted $ — 3 01 $ 45 $ 9,563.¢ $ 3,999.. $ 306.71 $ (4,725.) $ 1572 $ 9,306.
Common stock issue — — — 9.1 — — — — 9.1
Stocl-based compensatic

and additional related t;

benefits — — — 9.2 — — — — 9.2
Treasury stock acquire

common — — — — — — (5.9 — (5.9
Dividends to preferre

stockholder: — — — — (8.2 — — — 8.2
Distributions tc

noncontrolling interes — — — — — — — (2.9 (2.9
Contributions frorr

noncontrolling interes — — — — — — — 14.3 142
Purchase of subsidia

shares from

noncontrolling interes — — — (2.0 — — — (2.5 (4.5)
Net income — — — — 190.2 — — 18.€ 208.¢
Other comprehensiv

income o e e o e 259.% e — 259.1
Balances at March 31

2011 $ — $ 01 $ 45 $ 9,580.. $ 4181 $ 566.C $ (4,731.0) $ 185.2 $ 9,786..
Balances at January 1

2012 $ — 3 01 $ 45 $ 9,634. $ 4,402 $ 258.C $ (5,281.) $ 376.C $ 9,393.¢
Common stock issue — — — 9.1 — — — — 9.1
Stocl-based compensatic

and additional related t;

benefits — — — 25.¢ (1.0 — — — 24.¢
Treasury stock acquire

common — — — — — — (64.2) — (64.2)
Dividends to commo

stockholder: — — — — (54.9) — — — (54.9)
Dividends to preferre

stockholder — — — — 8.2 — — — (8.2)
Distributions tc

noncontrolling interes — — — — — — — 3.2 3.2
Contributions fror

noncontrolling interes — — — — — — — 4.2 4.2
Net income — — — — 209.7 — — 9.2 218.¢
Other comprehensiv

income — — — — — 230.1 — 0.8 230.¢
Balances at March 31

2012 $ — 3 01 $ 45 $ 9,669.¢ $ 45485 $ 488.1 $ (5,345.9 $ 387.C $ 9,751.¢

See accompanying notes.
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Principal Financial Group, Inc.
Consolidated Statements of Cash Flows
(Unaudited)

Operating activities
Net income

Adjustments to reconcile net income to net caskigea by operating activitie:

Amortization of deferred policy acquisition co
Additions to deferred policy acquisition co
Accrued investment incorr
Net cash flows for trading securiti
Premiums due and other receivalt
Contractholder and policyholder liabilities andidiends
Current and deferred income taxes (bene
Net realized capital loss:
Depreciation and amortization expel
Mortgage loans held for sale, acquired or origid:
Mortgage loans held for sale, sold or repaid, figfain
Real estate acquired through operating activ
Real estate sold through operating activi
Stocl-based compensatic
Other
Net adjustment
Net cash provided by operating activit
Investing activities
Available-for-sale securities
Purchase
Sales
Maturities
Mortgage loans acquired or original
Mortgage loans sold or repe
Real estate acquire
Net purchases of property and equipn
Net change in other investmel
Net cash provided by (used in) investing activi
Financing activities
Issuance of common sto
Acquisition of treasury stoc
Proceeds from financing element derivati
Payments for financing element derivati
Excess tax benefits from sh-based payment arrangeme
Dividends to common stockholde
Dividends to preferred stockholde
Issuance of lor-term deb
Principal repayments of lo-term debt
Net proceeds from (repayments of) s-term borrowings
Investment contract depos
Investment contract withdrawe
Net decrease in banking operation depc
Other
Net cash used in financing activiti
Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of p¢

Cash and cash equivalents at end of pe

See accompanying notes.

For the three months endec

March 31,
2012 2011

(in millions)
$ 218¢ % 208.¢
(131.9) 37.€
(101.0) (82.7)
(7.9 (9.5
7.C 65.5
97.2 (42.2)
521.¢ 309.1
(31.1) 41.C
6.7 58.C
36.¢€ 31.4
(22.0) (25.9)
24.C 15.¢€
(2.9 —
1.2 76.€
25.1 9.2
258.2 502.£
682.¢ 986.1
901.7 1,195
(2,060.5) (1,666.9)
428.F 536.4
1,612.: 1,725.¢
(919.6) (123.9
361.2 323.7
(21.9) (7.0)
(17.9 (4.1)
(73.€) (68.4)
(690.5) 715.¢
9.1 9.1
(64.2) (5.9
20.4 19.4
(16.2) (12.1)
9.9 1.€
(54.9) —
(8.2 (8.2)
1.C 0.€
(0.9) (1.7)
(7.5) 0.2
1,618.¢ 893.<
(2,885.9 (2,674.)
(13.4) (25.€)
(1.7) (0.9)
(1,393.) (1,804.¢)
(1,182.0 106.¢
2,833.¢ 1,877.
$ 1,651.¢ $ 1,984.;
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements
March 31, 2012
(Unaudited)

1. Nature of Operations and Significant Accounting?olicies
Basis of Presentation

The accompanying unaudited consolidated finanté@éments of Principal Financial Group, Inc. (“PFGts majority-owned
subsidiaries and its consolidated variable intezatities (“VIES”), have been prepared in confogmitith accounting principles generally
accepted in the U.S. (“U.S. GAAP”) for interim fimaal statements and with the instructions to Fa@¥Q and Article 10 of Regulation S-X.
In the opinion of management, all adjustments (isting of normal recurring accruals) consideredassary for a fair presentation have been
included. Operating results for the three monttdedrMarch 31, 2012, are not necessarily indicaifthe results that may be expected for
year ended December 31, 2012. These interim urelidi@nsolidated financial statements should beireadnjunction with our annui
audited financial statements as of December 311 ,20tluded in our Form 10-K for the year ended &@sber 31, 2011, filed with the United
States Securities and Exchange Commission (“SERE®.accompanying consolidated statement of finapaisition as of December 31,
2011, has been derived from the audited consotidstetement of financial position but does notudel all of the information and footnotes
required by U.S. GAAP for complete financial stages.

Accounting Changes

In October 2010, the Financial Accounting Stand&dard (“FASB”)issued authoritative guidance that modifies thénitédn of the
types of costs incurred by insurance entities ¢thatbe capitalized in the successful acquisitionesf or renewal insurance contracts.
Capitalized costs should include incremental dicests of contract acquisition, as well as certaists related directly to acquisition activities
such as underwriting, policy issuance and procgssiredical and inspection and sales force conselihg. This guidance was effective for
us on January 1, 2012, and we adopted the guidetrospectively.

Effective January 1, 2012, we voluntarily changadmethod of accounting for the cost of long duratiiniversal life and variable
universal life reinsurance contracts. In conjunttiath this change, we also changed our accoumtiigy for estimated gross profits
(“EGPs"). These changes are collectively refertedd the “Reinsurance Accounting Change”. Undepoevious method, we recognized all
reinsurance cash flows as part of the net costinurance and amortized this balance over theatd lives of the underlying policies in
proportion to the pattern of EGPs on the underlyinticies. Under the new method, any differenceveen actual and expected reinsurance
cash flows are recognized in earnings immediatedyeiad of being deferred and amortized over theolithe underlying policies. In
conjunction with this change, we also changed alicy for determining EGPs relating to these cottsdo include the difference between
actual and expected reinsurance cash flows, whexéqusly these effects had not been included. Wépted the new policies because we
believe that they better reflect the economicswfreinsurance transactions by accounting for tickims and related reinsurance recoveries
in the same period. In addition, the new policies@nsistent with management’s intent in purchiaséinsurance to protect us against large
and unexpected claims .

Comparative amounts from prior periods have begusgetl to apply the new deferred policy acquisittost (‘DPAC”) guidance
(“DPAC Guidance”) and the Reinsurance Accountingu@e retrospectively in these financial statements.

Our retrospective adoption of the DPAC GuidancethedReinsurance Accounting Change resulted inatézhs to the opening
balances of retained earnings and accumulated otimeprehensive income (“AOCI”) as of January 1,2Qds shown in the following table.

8
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements
March 31, 2012

(Unaudited)
Impact on Attributed to
opening Reinsurance
balance as of DPAC Accounting
January 1, 2011 Guidance Change
(in millions)

Retained earning $ (612.9 $ (631.7) $ 18.¢
Accumulated other comprehensive inca 34.: 29.t 4.8

The following tables show the prior period finadatatement line items that were affected by thé\DR5uidance and the
Reinsurance Accounting Change.

Consolidated Statements of Financial Position

December 31, 201

Change attributed to

As Reinsurance
As originally Effect of DPAC Accounting
adjusted reported change Guidance Change
(in millions)
Assets
Other investment $ 2,985.¢( $ 2,988.( $ 22 $ 22 $ —
Premiums due and other receival 1,196.! 1,245.; (48.7) — (48.7)
Deferred policy acquisition cos 2,428.( 3,313t (885.5) (884.9 (1.2
Liabilities
Future policy benefits and clair 20,210. 20,207. 25 — 235
Other policyholder fund 548.¢ 543.7 4.9 7.C (2.7
Deferred income taxe 208.1 533.¢ (324.%) (307.7) (17.6)
Stockholders’ equity
Retained earning 4,402.: 5,077.! (675.9) (642.0) (33.9
Accumulated other comprehensive incc 258.( 201.¢ 56.1 55.5 0.€
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Revenue
Fees and other revent
Net investment incom

Expenses
Benefits, claims and settlement exper
Operating expenst

Income before income tax

Income taxe:

Net income

Net income available to common stockholc

Earnings per common share
Basic earnings per common sh

Diluted earnings per common shi

Principal Financial Group, Inc.
Notes to Consolidated Financial Statements
March 31, 2012
(Unaudited)

Consolidated Statements of Operations

For the three months ended March 31, 201
Change attributed to

As Reinsurance

As originally Effect of DPAC Accounting

adjusted reported change Guidance Change

(in millions, except per share data

$ 623.( $ 620.8 $ 22 % 01 $ 2.1
859.¢ 859.¢ (0.2) (0.2) —
1,188.¢ 1,191t (2.6) — (2.6)
717.¢ 691.2 26.7 20.1 6.€
261.F 283.F (22.0 (20.2) (1.9
52.7 60.£ (7.7) (7.0) (0.7)
$ 208.6 $ 2231 $ (149 $ (13.) $ 1.2)
$ 182.C $ 196.1 $ (149 $ (13.0) $ (1.2
$ 057 $ 061 $ (0.04) $ 0.0 $ —
$ 0.5¢ $ 0.6( $ (0.04 $ 0.0 $ —

The following tables show the impact of the Reiasiwe Accounting Change on the current period filghstatements.

Assets
Premiums due and other receivat
Deferred policy acquisition cos

Liabilities
Future policy benefits and clair
Other policyholder fund
Deferred income taxe

Stockholders equity
Retained earning
Accumulated other comprehensive incc

Consolidated Statements of Financial Position

March 31, 2012

New Former Effect of
reinsurance reinsurance Reinsurance
accounting accounting Accounting

method method Change

(in millions)

$ 1,118. $ 1,182.¢ $ (63.€)
2,665.¢ 2,648.° 16.€
20,604.( 20,603.! 0.1
639.1 632.¢ 6.5
492.¢ 511.F (18.7)
4,548t 4,581.¢ (33.9
488.1 489.F (1.4)

10
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements
March 31, 2012
(Unaudited)

Consolidated Statements of Operations

For the three months ended March 31, 201

New Former Effect of
reinsurance reinsurance Reinsurance
accounting accounting Accounting

method method Change
(in millions, except per share data

Revenue

Fees and other revent $ 508.( $ 606.t $ (8.5)
Expenses

Benefits, claims and settlement exper 1,212t 1,199.¢ 12.7

Operating expenst 556.( 576.¢ (20.9)
Income before income tax 277.1 277.¢ 0.3
Income taxe: 58.7 58.2 (0.7)
Net income $ 218¢ $ 219.1 $ 0.2
Net income available to common stockholc $ 2015 $ 2017 $ (0.2

Earnings per common share
Basic earnings per common sh $ 0.67 $ 0.67 $ —

Diluted earnings per common shi $ 0.6€ $ 0.6€ $ —

Certain of the current and prior period line iteéim$he consolidated statements of cash flows andaaated statements of
stockholders’ equity were affected by the DPAC Gnick and the Reinsurance Accounting Change. Aliefine item changes in the
consolidated statements of cash flows were incluélde operating activities section and the charigehe consolidated statements of
stockholders’ equity have largely been addressexlihh the preceding disclosures.

Our accounting policy for DPAC follows, which hasdm updated from our Form 10-K for the year endedenber 31, 2011, to
reflect this change.

Deferred Policy Acquisition Costs

Incremental direct costs of contract acquisitionvadi as certain costs directly related to acqiasifictivities (underwriting, policy
issuance and processing, medical and inspectiosaled force contract selling) for the successfgliasition of new and renewal insurance
policies and investment contract business arealamt to the extent recoverable. Maintenance @sdsacquisition costs that are not
deferrable are charged to operations as incurred.

DPAC for universal life-type insurance contraci@tigipating life insurance policies and certaiméatment contracts are being
amortized over the lives of the policies and castyén relation to the emergence of EGPs or, itagecircumstances, estimated gross
revenues. This amortization is adjusted in theanirperiod when EGPs or estimated gross reveneagwased. For individual variable life
insurance, individual variable annuities and granpuities that have separate account equity ina@dtoptions, we utilize a mean reversion
method (reversion to the mean assumption), a comnutustry practice, to determine the future doneestjuity market growth assumption
used for the amortization of DPAC. The DPAC of nartigipating term life insurance and individualatdity policies are being amortized
over the premium-paying period of the related peticising assumptions consistent with those usedritputing policyholder liabilities.

DPAC are subject to recoverability testing at fheetof policy issue and loss recognition testingaarannual basis, or when an event
occurs that may warrant loss recognition. If lassognition is necessary, DPAC would be writtentofthe extent that it is determined that
future policy premiums and investment income oisgrprofits are not adequate to cover related lcasg®xpenses.

11
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements
March 31, 2012
(Unaudited)

Recent Accounting Pronouncements

In December 2011, the FASB issued authoritativel@uie related to balance sheet offsetting. Theguédance requires disclosures
about assets and liabilities that are offset oetthe potential to be offset. These disclosuresnéeaded to address differences in the asse
liability offsetting requirements under U.S. GAARdanternational Financial Reporting StandardssTtaw guidance will be effective for us
for interim and annual reporting periods beginniaguary 1, 2013, with retrospective applicatiorunegl and is not expected to have a
material impact on our consolidated financial steats.

Also in December 2011, the FASB issued authorigagjuidance that requires a reporting entity taofelthe real estate sales guids
when the reporting entity ceases to have a coirtgolinancial interest in a subsidiary that is itbstance real estate as a result of a default on
the subsidiary’s nonrecourse debt. This guidandleb@ieffective for us on January 1, 2013, andoisaexpected to have a material impact on
our consolidated financial statements.

In September 2011, the FASB issued authoritativdagice that amends how goodwill is tested for impant. The amendments
provide an option to perform a qualitative assesgrttedetermine whether it is necessary to perfirenannual twestep quantitative goodwi
impairment test. This guidance will be effective éur 2012 goodwill impairment test and is not eotpd to have a material impact on our
consolidated financial statements.

In June 2011, the FASB issued authoritative guidahat changes the presentation of comprehensieenia in the financial
statements. The new guidance eliminates the prEg@mbptions contained in current guidance antkatsrequires entities to report
components of comprehensive income in either aimeotis statement of comprehensive income or twarsép but consecutive statements
that show the components of net income and othapoehensive income (“OCI”), including adjustmenrdsiftems that are reclassified from
OCIl to net income. The guidance does not changietines that must be reported in OCI or when an ié®CI must be reclassified to net
income. In December 2011, the FASB issued a firzaldard to defer the new requirement to presessifiaation adjustments out of OCI to
net income on the face of the financial statemeXitsother requirements contained in the originatsment on comprehensive income are
effective. This guidance was effective for us onuzay 1, 2012, and did not have a material impaatur consolidated financial statements.
The required disclosures are included in our cadatdd financial statements. See Note 8, Stockin®ld®uity, for further details.

In May 2011, the FASB issued authoritative guidatize clarifies and changes fair value measuremedtdisclosure requirements.
This guidance expands existing disclosure requingsier fair value measurements and makes othendments but does not require
additional fair value measurements. This guidanas &ffective for us on January 1, 2012, and dichage a material impact on our
consolidated financial statements. See Note 9,\Raire Measurements, for further details.

In April 2011, the FASB issued authoritative guidarthat modifies the criteria for determining whiepurchase agreements would
be accounted for as secured borrowings as oppossdds. The guidance was effective for us on Jgriy®012, for new transfers and
modifications to existing transactions and did Ima¥e a material impact on our consolidated findretaements.

Also in April 2011, the FASB issued authoritativeidance which clarifies when creditors should dfgssloan modification as a
troubled debt restructuring (“TDR”). A TDR occurh@n a creditor grants a concession to a debtoriexing financial difficulties. Loans
denoted as a TDR are considered impaired and aoifisplly reserved for when calculating the allowa for credit losses. This guidance
ends the indefinite deferral issued in January Zifflounding new disclosures on loans classifiedl BBR required as part of the credit
quality disclosures guidance issued in July 2010s Guidance was effective for us on July 1, 2@H was applied retrospectively to
restructurings occurring on or after January 1,120his guidance did not have a material impaabwnconsolidated financial statements.
Note 3, Investments, for further det:

In July 2010, the FASB issued authoritative guidati@at requires new and expanded disclosures deiatine credit quality of
financing receivables and the allowance for criedises. Reporting entities are required to progigiitative and quantitative disclosures on
the allowance for credit losses, credit qualitypa@ined loans, modifications and nonaccrual and ghastfinancing receivables. The disclost
are required to be presented on a disaggregat&ithaportfolio segment and class of financing remisle. Disclosures required by the
guidance that relate to the end of a reportingopleriere effective for us in our December 31, 2@bhsolidated financial
statements. Disclosures required by the guidarater¢tate to an activity that occurs during a réipgrperiod were effective for us on
January 1, 2011, and did not have a material impactur consolidated financial statements. See Botevestments, for further details.

In April 2010, the FASB issued authoritative guidaraddressing how investments held through theagpaccounts of an

12
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements
March 31, 2012
(Unaudited)

insurance entity affect the entity’s consolidatamalysis. This guidance clarifies that an insuraméy should not consider any separate
account interests held for the benefit of policglesk in an investment to be the insurer’s interastsshould not combine those interests with
its general account interest in the same investmbeh assessing the investment for consolidatibis guidance was effective for us on
January 1, 2011, and did not have a material impactur consolidated financial statements.

In January 2010, the FASB issued authoritative giuig that requires new disclosures related to/édire measurements and claril
existing disclosure requirements about the levaligdggregation, inputs and valuation techniqupscHically, reporting entities now must
disclose separately the amounts of significantsfiens in and out of Level 1 and Level 2 fair vatneasurements and describe the reasons for
the transfers. In addition, in the reconciliation Eevel 3 fair value measurements, a reportingyeshould present separately information
about purchases, sales, issuances and settlemkatguidance clarifies that a reporting entity reeiduse judgment in determining the
appropriate classes of assets and liabilities iEmlassure of fair value measurement, consideriegehkel of disaggregated information
required by other applicable U.S. GAAP guidance stmulild also provide disclosures about the valnatehniques and inputs used to
measure fair value for each class of assets ahbitities. This guidance was effective for us onuky 1, 2010, except for the disclosures
about purchases, sales, issuances and settlemehésrieconciliation for Level 3 fair value measusnts, which were effective for us on
January 1, 2011. This guidance did not have a mhterpact on our consolidated financial stateme8te Note 9, Fair Value Measurements,
for further details.

Separate Accounts

At March 31, 2012 and December 31, 2011, the s&epaounts include a separate account valueds& $inillion and
$146.5 million, respectively, which primarily indas shares of our stock that were allocated aneds® eligible participants of qualified
employee benefit plans administered by us as fpanegolicy credits issued under our 2001 demigatbn. These shares are included in
both basic and diluted earnings per share calomstin the consolidated statements of financialtjpm, the separate account shares are
recorded at fair value and are reported as sepatat®int assets with a corresponding separate rtckatbility to eligible participants of the
qualified plan. Changes in fair value of the sefmescount shares are reflected in both the sepacabunt assets and separate account
liabilities and do not impact our results of op&nas.

2. Variable Interest Entities

We have relationships with and may have a variaiéest in various types of special purpose @astitiFollowing is a discussion of
our interest in entities that meet the definitidrad/IE. When we are the primary beneficiary, we grquired to consolidate the entity in our
financial statements. The primary beneficiary ofl& is defined as the enterprise with (1) the poteedirect the activities of a VIE that most
significantly impact the entity’s economic perfonmea and (2) the obligation to absorb losses oetitity or the right to receive benefits from
the entity that could potentially be significantthe VIE. On an ongoing basis, we assess whetharevthe primary beneficiary of VIEs we
have relationships with.

Consolidated Variable Interest Entities
Grantor Trusts

We contributed undated subordinated floating ratesito three grantor trusts. The trusts sepathtedash flows by issuing an
interest-only certificate and a residual certifecaglated to each note contributed. Each intenelst-aertificate entitles the holder to interest on
the stated note for a specified term, while thédted certificate entitles the holder to intereayments subsequent to the term of the interest-
only certificate and to all principal payments. Vééained the interest-only certificates and thédtesd certificates were subsequently sold to
third parties. We have determined these grantstgrare VIEs due to insufficient equity to susthiem. We determined we are the primary
beneficiary as a result of our contribution of s&@s into the trusts and our continuing inteliesthe trusts.

Collateralized Private Investment Vehicles

We invest in synthetic collateralized debt obligas, collateralized bond obligations, collateradiz@an obligations and other
collateralized structures, which are VIEs due wufficient equity to sustain the entities (collgety known as “collateralized private
investment vehicles”). The performance of the nofehese structures is primarily linked to a swtih portfolio by derivatives; each note has
a specific loss attachment and detachment poirg.nfites and related derivatives are collateralged pool of permitted investments. The
investments are held by a trustee and can onligb&lated to settle obligations of the trusts. Ehebligations primarily include derivatives
and the notes due at maturity or termination oftthists. We determined we are the primary benegidiar
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certain of these entities because we act as tlestiment manager of the underlying portfolio andhaee an ownership interest.
Commercial Mortgage-Backed Securities

We sold commercial mortgage loans to a real estattgage investment conduit trust. The trust isstagtbus commercial mortgage-
backed securities (“CMBS”) certificates using tlaslt flows of the underlying commercial mortgaggsiiichased. This is considered a VIE
due to insufficient equity to sustain itself. Wevbaletermined we are the primary beneficiary aseteined the special servicing role for the
assets within the trust as well as the ownershih®bond class that controls the unilateral kiekrights of the special servicer.
Hedge Funds

We are a general partner with an insignificant ggosvnership in various hedge funds. These entittesdeemed VIEs due to the
equity owners not having decision-making abilitye Wave determined we are the primary beneficiathede entities due to our control

through our management relationship, related pastyership and our fee structure in certain of tHagsds.

The carrying amounts of our consolidated VIE asselisch can only be used to settle obligationsafsolidated VIEs, and liabilitie
of consolidated VIEs for which creditors do not eaecourse are as follows:

Collateralized
private investment

Grantor trusts vehicles CMBS Hedge funds (2) Total
(in millions)

March 31, 2012
Fixed maturities, availat-for-sale $ 187¢ % 75 $ — 3 — 3 194.¢
Fixed maturities, tradin — 132.¢ — — 132.¢
Equity securities, tradin — — — 321.¢ 321.
Other investment — — 89.¢ 0.€ 90.5
Cash and cash equivalel — — — 209.1 209.1
Accrued investment incon 0.€ 0.1 0.5 — 1.2
Premiums due and other

receivables — — — 56.1 56.1

Total asset $ 188.C $ 140 $ 90.4 $ 587.2 $ 1,005.¢
Deferred income taxe $ 21 $ — 3 — 3 — 3 2.1
Other liabilities (1) 130.< 134.€ 57.F 232.¢ 555.4

Total liabilities $ 132 % 1346 $ 57t $ 232.¢ % 557.k
December 31, 201:
Fixed maturities, availak-for-sale $ 199.2 % 15.C $ — 3 — 3 214.2
Fixed maturities, tradin — 132.¢ — — 132.¢
Equity securities, tradin — — — 207.¢ 207.¢
Other investment — — 97.k 0.3 97.¢
Cash and cash equivalel — — — 317.7 317.5
Accrued investment incon 1.2 0.1 0.€ — 1.¢
Premiums due and other

receivables — — — 39.1 39.1

Total asset $ 200.« $ 1475 $ 98.1 $ 564.71 $ 1,010.°
Deferred income taxe $ 22 % — 3 — 3 — % 2.2
Other liabilities (1) 136.¢ 143.¢ 64.5 220.( 565.2

Total liabilities $ 139.1 $ 14386 $ 645 $ 220.C $ 567.4

(1) Grantor trusts contain an embedded derivativefofecasted transaction to deliver the underlyirmusges; collateralized private
investment vehicles include derivative liabilitiésd obligation to redeem notes at maturity or teatidon of the trust; CMBS includes
obligation to the bondholders; and hedge fundsitteliabilities to securities brokers.

(2) The consolidated statements of financial positrauded a $353.2 million and $343.6 million noneoling interest for hedge funds as
of March 31, 2012 and December 31, 2011, respdgtive
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We did not provide financial or other support teestees designated as VIEs for the three monthedeérch 31, 2012 and 2011.
Unconsolidated Variable Interest Entities
Invested Securitie

We hold a variable interest in a number of VIEs wehee are not the primary beneficiary. Our investtaén these VIEs are reported
in fixed maturities, available-for-sale; fixed matiges, trading and other investments in the cadstéd statements of financial position and
are described below.

VIEs include CMBS, residential mortgage-backed gihssugh securities (“RMBS”) and other asset-backeclrities (“ABS”). All
of these entities were deemed VIEs because théyeaitinin these entities is insufficient to sustéiem. We determined we are not the
primary beneficiary in any of the entities withlrese categories of investments. This determinatgsbased primarily on the fact we do not
own the class of security that controls the unitdteght to replace the special servicer or edienafunction.

As previously discussed, we invest in several tygfellateralized private investment vehicles, evhare VIEs. These include cash
and synthetic structures that we do not manageh&Ve determined we are not the primary benefic@these collateralized private
investment vehicles primarily because we do notrobthe economic performance of the entities aedemnot involved with the design of the
entities.

We have invested in various VIE trusts as a delatdnoAll of these entities are classified as Vi to insufficient equity to sustain
them. We have determined we are not the primargficary primarily because we do not control thereamic performance of the entities
and were not involved with the design of the egditi

We have invested in partnerships, some of whiclclassified as VIEs. The partnership returns aimanily in the form of income
tax credits. These entities are classified as \d&the general partner does not have an equitgtimeait at risk in the entity. We have
determined we are not the primary beneficiary beeave are not the general partner, who makeseaflignificant decisions for the entity.
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The carrying value and maximum loss exposure foruogonsolidated VIEs were as follows:

Maximum exposure to

Asset carrying value loss (1)
(in millions)
March 31, 2012
Fixed maturities, availak-for-sale:
Corporate $ 494.:; $ 393.t
Residential mortga-backed pas-through securitie 3,337.: 3,151.C
Commercial mortga¢-backed securitie 3,499.: 3,894.¢
Collateralized debt obligatior 346.¢ 412.¢
Other debt obligation 3,411.¢ 3,465."
Fixed maturities, trading
Residential mortga-backed pas-through securitie 112.F 112.5
Commercial mortga¢-backed securitie 4.2 4.2
Collateralized debt obligatior 56.7 56.7
Other debt obligation 42.¢ 42.¢
Other investment
Other limited partnership interes 78.¢ 78.¢
December 31, 2011
Fixed maturities, availak-for-sale:
Corporate $ 544.( $ 392.¢
Residential mortga-backed pas-through securitie 3,343.( 3,155.¢
Commercial mortga¢-backed securitie 3,413.° 3,894.:
Collateralized debt obligatior 338.¢ 399.7
Other debt obligation 3,570.: 3,606.¢
Fixed maturities, trading
Residential mortga-backed pas-through securitie 105.¢ 105.€
Commercial mortga¢-backed securitie 12.C 12.C
Collateralized debt obligatior 51.4 51.4
Other debt obligation 64.¢ 64.¢
Other investments
Other limited partnership interes 76.2 76.5

(1) Ourrisk of loss is limited to our initial investmemeasured at amortized cost for fixed maturig@silable-for-sale and other
investments. Our risk of loss is limited to outtiaiinvestment measured at fair value for our dixeaturities, trading.

Sponsored Investment Func

We are the investment manager for certain monekehanutual funds that are deemed to be VIEs. Waar¢he primary
beneficiary of these VIEs since our involvemeriiristed primarily to being a service provider, amar variable interest does not absorb the
majority of the variability of the entities’ netsets. As of March 31, 2012 and December 31, 20iEket VIEs held $1.5 billion and $1.7
billion in total assets, respectively. We have ontractual obligation to contribute to the funds.

We provide asset management and other servicestarcinvestment structures that are consideréth\és we generally earn
management fees and in some instances performasegHfees. We are not the primary beneficiary edatentities as we do not have the
obligation to absorb losses of the entities thatldde potentially significant to the VIE or thghi to receive benefits from these entities that
could be potentially significant.

3. Investments
Fixed Maturities and Equity Securities

Fixed maturities include bonds, ABS, redeemablégpred stock and certain nonredeemable prefermak SEquity securities incluc
mutual funds, common stock and nonredeemable peefstock. We classify fixed maturities and eqsiggurities as either
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available-for-sale or trading at the time of theghase and, accordingly, carry them at fair vaieee Note 9, Fair Value Measurements, for
methodologies related to the determination offalue. Unrealized gains and losses related toablailfor-sale securities, excluding those in
fair value hedging relationships, are reflectedtotkholdersequity, net of adjustments related to DPAC, saldsitements, unearned reve
reserves, policyholder liabilities, derivativesciash flow hedge relationships and applicable inctares. Unrealized gains and losses related
to hedged portions of available-for-sale securitiefair value hedging relationships and mark-todkefiadjustments on certain trading
securities are reflected in net realized capitaigilosses). We also have a minimal amount oftassi¢hin trading securities portfolios that
support investment strategies that involve thevacind frequent purchase and sale of fixed magaritMark-to-market adjustments related to
these trading securities are reflected in net iineest income.

The cost of fixed maturities is adjusted for anmation of premiums and accrual of discounts, botnguted using the interest
method. The cost of fixed maturities and equityuskies classified as available-for-sale is adjddta declines in value that are other than
temporary. Impairments in value deemed to be dti@r temporary are primarily reported in net incase component of net realized cay
gains (losses), with noncredit impairment losseséstain fixed maturities, available-for-sale repd in OCI. For loan-backed and structured
securities, we recognize income using a constdattafe yield based on currently anticipated cdsw$.

The amortized cost, gross unrealized gains anés$ossher-than-temporary impairments in AOCI andvalue of fixed maturities
and equity securities available-for-sale are sunmadras follows:

Other-than-
Gross Gross temporary
Amortized unrealized unrealized impairments in
cost gains losses AOCI (1) Fair value
(in millions)
March 31, 2012
Fixed maturities, availak-for-sale:
U.S. government and agenc $ 7712 % 312 $ 123 $ — 3 801.1
Non-U.S. government and agenc 861.1 175.( 0.4 — 1,035.%
States and political subdivisio 2,692.¢ 228.2 3.7 — 2,917.:
Corporate 32,350.( 2,342.¢ 521.( 19.¢ 34,152..
Residential mortgage-backed pass-
through securitie 3,151.: 186.€ 0.8 — 3,337.:
Commercial mortga¢-backed securitie 3,894.¢ 154.¢ 372 177.7 3,499.:
Collateralized debt obligatior 412.¢ 3.C 65.3 3.2 346.¢
Other debt obligation 3,465. 55.¢ 20.5 89.2 3,411.¢
Total fixed maturities, availak-for-sale $ 47,599.; $ 3177 $ 985.. $ 289.7 $ 49,501.:
Total equity securities, availal-for-sale $ 1402 $ 112 $ 13.2 $ 138.¢
December 31, 2011
Fixed maturities, availak-for-sale:
U.S. government and agenc $ 7722 % 326 $ — 3 — 3 805.1
Non-U.S. government and agenc 917.€ 180.t 1.4 — 1,096."
States and political subdivisio 2,670.( 218.2 5.2 — 2,882.
Corporate 31,954.. 2,321 699.t 19.t 33,556.!
Residential mortgage-backed pass-
through securitie 3,155.¢ 187.¢ 0.7 — 3,343.(
Commercial mortga¢-backed securitie 3,894.: 117.C 429.¢ 168.2 3,413.°
Collateralized debt obligatior 399.7 1.9 55.¢ 7.0 338.¢
Other debt obligation 3,606.¢ 100.: 47.C 90.C 3,570.:
Total fixed maturities, availak-for-sale $ 47,370.¢ $ 3,159.¢ §$ 1,239.0 $ 284.7 $ 49,006."
Total equity securities, availal-for-sale $ 752z $ 84 $ 6.5 $ 77.1

(1) Excludes $47.4 million and $28.9 million as of Ma&1, 2012 and December 31, 2011, respectivelgebiinrealized gains on impaired
fixed maturities, available-for-sale related tomfpes in fair value subsequent to the impairmerg.dat
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The amortized cost and fair value of fixed matastavailable-for-sale at March 31, 2012, by exgkntaturity, were as follows:

Amortized cost Fair value
(in millions)
Due in one year or le: $ 3,183.. % 3,230.!
Due after one year through five ye 13,155.4 13,717..
Due after five years through ten ye 9,199.! 9,994.!
Due after ten yeal 11,136. 11,964.
Subtotal 36,674.! 38,906.:
Mortgagebacked and other as-backed securitie 10,924.. 10,595.:
Total $ 47,599.. $ 49,501.:

Actual maturities may differ because borrowers maye the right to call or prepay obligations. Oartfolio is diversified by
industry, issuer and asset class. Credit concémisaare managed to established limits.

Net Realized Capital Gains and Losses

Net realized capital gains and losses on salasvesiments are determined on the basis of spédéittification. In general, in
addition to realized capital gains and losses sastment sales and periodic settlements on deraatiot designated as hedges, we report
gains and losses related to the following in netized capital gains (losses): other-than-tempoirapairments of securities and subsequent
realized recoveries, mark-to-market adjustmentsestain trading securities, mark-to-market adjustta®n certain seed money investments,
fair value hedge and cash flow hedge ineffectivenemrk-to-market adjustments on derivatives neigiated as hedges, changes in the
mortgage loan valuation allowance provision andampents of real estate held for investment. Inmesit gains and losses on sales of ce
real estate held for sale, which do not meet ther@ for classification as a discontinued opemind mark-tanarket adjustments on tradi
securities that support investment strategiesitivalve the active and frequent purchase and Jdiger maturities are reported as net
investment income and are excluded from net redlizpital gains (losses). The major componentebfealized capital gains (losses) on
investments are summarized as follows:

For the three months ended March 31,

2012 2011
(in millions)
Fixed maturities, availak-for-sale:

Gross gain $ 152 $ 12.F

Gross losse (36.]) (23.9)

Other-thar-temporary impairment losses reclassified to (fr@Q)l 4.¢ (38.9)

Hedging, ne (16.7) (30.2)
Fixed maturities, tradin 3.C (4.6
Equity securities, availak-for-sale:

Gross gain: 0.1 2.2
Equity securities, tradin 34.2 30.1
Mortgage loan: (11.7) (9.9
Derivatives 27.€ 8.¢
Other (27.9 (5.9
Net realized capital loss: $ (6.9 $ (58.0

Proceeds from sales of investments (excludingazadl maturity proceeds) in fixed maturities, avdéafor-sale were $0.4 billion and
$0.5 billion for the three months ended March 3112and 2011, respectively.

Other-Than-Temporary Impairments
We have a process in place to identify fixed maguand equity securities that could potentially éavcredit or interest-related
impairment that is other than temporary. This pssdevolves monitoring market events that coulddnipssuers’ credit ratings, business

climate, management changes, litigation and govemractions and other similar factors. This proedss involves monitoring
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late payments, pricing levels, downgrades by ragipgncies, key financial ratios, financial statetaerevenue forecasts and cash flow
projections as indicators of credit issues.

Each reporting period, all securities are revieteedetermine whether an other-than-temporary dedfirvalue exists and whether
losses should be recognized. We consider releaatd find circumstances in evaluating whether ataethterest-related impairment of a
security is other than temporary. Relevant facts@rcumstances considered include: (1) the exdrdtlength of time the fair value has been
below cost; (2) the reasons for the decline in @a(8) the financial position and access to capitdhe issuer, including the current and future
impact of any specific events; (4) for structuredwgities, the adequacy of the expected cash fl@)ydpr fixed maturities, our intent to sell a
security or whether it is more likely than not wil We required to sell the security before theonaary of its amortized cost which, in some
cases, may extend to maturity and (6) for equitysges, our ability and intent to hold the setufor a period of time that allows for the
recovery in value. To the extent we determine ghsgcurity is deemed to be other than temporaripaired, an impairment loss is
recognized.

Impairment losses on equity securities are receghiz net income and are measured as the diffetssteesen amortized cost and
fair value. The way in which impairment losses ixed maturities are recognized in the financiatesteents is dependent on the facts and
circumstances related to the specific securitydfintend to sell a security or it is more likefyah not that we would be required to sell a
security before the recovery of its amortized castrecognize an other-than-temporary impairmemeinincome for the difference between
amortized cost and fair value. If we do not expgeatcover the amortized cost basis, we do not faaell the security and if it is not more
likely than not that we would be required to sedlezurity before the recovery of its amortized ctiwt recognition of the other-thaemporan
impairment is bifurcated. We recognize the cramiislportion in net income and the noncredit losigroin OCI (“bifurcated OTTI").

Total other-than-temporary impairment losses, fieeécoveries from the sale of previously impairedwities, were as follows:

For the three months ended March 31

2012 2011
(in millions)

Fixed maturities, availak-for-sale $ (33.7) $ (16.2)
Equity securities, availak-for-sale — 2.2
Total other-than-temporary impairment losses, fietcoveries from the sale o

previously impaired securitie (33.7) (24.0
Other-than-temporary impairment losses on fixedunités, available-for-sale

reclassified to (from) OCI (1 4.9 (38.9)
Net impairment losses on availa-for-sale securitie $ (28.9) $ (529

(1) Represents the net impact of (1) gains resultiomfreclassification of noncredit impairment lostadfixed maturities with bifurcated
OTTI from net realized capital gains (losses) tol@ad (2) losses resulting from reclassificatiopodviously recognized noncredit
impairment losses from OCI to net realized cagjtahs (losses) for fixed maturities with bifurcated@TI that had additional credit loss
or fixed maturities that previously had bifurca@@TI that have now been sold or are intended tsdbe.

We estimate the amount of the credit loss compookatfixed maturity security impairment as thefetiénce between amortized c
and the present value of the expected cash flowseo$ecurity. The present value is determinedgutsia best estimate cash flows discounted
at the effective interest rate implicit to the sdtguat the date of purchase or the current yielddcrete an asset-backed or floating rate
security. The methodology and assumptions for &skabg the best estimate cash flows vary dependmthe type of security. The ABS ce
flow estimates are based on security specific fantscircumstances that may include collateralattaristics, expectations of delinquency
and default rates, loss severity and prepaymermdspand structural support, including subordina¢ind guarantees. The corporate security
cash flow estimates are derived from scenbesed outcomes of expected corporate restructusingguidations using bond specific facts
circumstances including timing, security interestsl loss severity.

The following table provides a rollforward of acculated credit losses for fixed maturities with bdated credit losses. The purpose
of the table is to provide detail of (1) additidnsthe bifurcated credit loss amounts recognizetkirealized capital gains (losses) during the
period and (2) decrements for previously recognlziégtcated credit losses where the loss is nodomgfurcated and/or there has been a
positive change in expected cash flows or accretfghe bifurcated credit loss amount.
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For the three months ended March 31
2012 2011
(in millions)

Beginning balanc $ (434.9 $ (325.7)
Credit losses for which an otl-thar-temporary impairment was not previously recogni (7.4 (2.2)
Credit losses for which an otl-thar-temporary impairment was previously recogni (20.¢) (34.5)
Reduction for credit losses previously recognizedixed maturities now sold or intended to be

sold 57.4 51.2
Net reduction (increase) for positive changes shdébows expected to be collected ¢

amortization (1 1.C (0.9
Ending balanci $ (404.9) $ (312.))

(1) Amounts are recognized in net investmentimeo
Gross Unrealized Losses for Fixed Maturities and Egjty Securities

For fixed maturities and equity securities avaiafilir-sale with unrealized losses, including ottihem-temporary impairment losses
reported in OCI, the gross unrealized losses anddtue, aggregated by investment category angtkeaf time that individual securities he
been in a continuous unrealized loss position anmensarized as follows:

March 31, 2012

Less than Greater than or
twelve months equal to twelve months Total
Gross Gross Gross
Fair unrealized Fair unrealized Fair unrealized
value losses value losses value losses
(in millions)
Fixed maturities, available-for-
sale:
U.S. government and agenc  $ 64.7 $ 12 % — $ — 8 64.7 $ 1.3
Non-U.S. government 40.1 0.4 7.3 — 47.4 0.4
States and political
subdivisions 55.7 0.7 38.€ 3.C 94.c 3.7
Corporate 2,589.! 90.7 2,364." 449.¢ 4,954.; 540.¢
Residential mortgage-backed
pas- through securitie 140.€ 0.7 2.8 0.1 143.¢ 0.8
Commercial mortgage-backs
securities 337.c 28.€ 840.¢ 521. 1,178.: 550.(
Collateralized debt obligatiol 132.¢ 2.8 152.¢ 65.7 285.7 68.5
Other debt obligation 415.: 5.¢ 496.¢ 103.¢ 912.1 109.7
Total fixed maturities, available-
for-sale $ 3776.. % 1311 $ 3,903.f $ 1,143.¢ $ 7,679.¢ $ 1,275.(
Total equity securities, availabl
for-sale $ 18.2 $ 3.7 $ 54: % 95 $ 726 $ 13.2

Of the total amounts, Principal Life’s consolidagsattfolio represented $7,031.0 million in availkdbbr-sale fixed maturities with
gross unrealized losses of $1,200.2 million. PpatLife’s consolidated portfolio consists of fixethturities where 74% were investment
grade (rated AAA through BBBwyith an average price of 85 (carrying value/amedizost) at March 31, 2012. Gross unrealized lassegr
fixed maturities portfolio decreased during theethmonths ended March 31, 2012, due to a tightesfiagedit spreads, primarily in the
corporate and commercial mortgage-backed secusiiemrs.

For those securities that had been in a continuausalized loss position for less than twelve msnHErincipal Life’s consolidated
portfolio held 355 securities with a carrying vabfe$3,206.3 million and unrealized losses of $98illion reflecting an average price of 9'
March 31, 2012 . Of this portfolio, 87% was investrhgrade (rated AAA through BBBa} March 31, 2012, with associated unrealized k
of $69.1 million. The unrealized losses on theseiges can primarily be attributed to changemarket interest rates and changes in credit
spreads since the securities were acquired.
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For those securities that had been in a continuausalized loss position greater than or equaltvie months, Principal Life’s
consolidated portfolio held 587 securities withaarging value of $3,824.7 million and unrealizeddes of $1,100.9 million. The average
rating of this portfolio was BBB- with an averagécp of 78 at March 31, 2012. Of the $1,100.9 millin unrealized losses, the commercial
mortgage-backed securities sector accounts for.858ilion in unrealized losses with an averagegof 62 and an average credit rating of
BB+. The remaining unrealized losses consist piilgnaf $406.9 million within the corporate sectdrMarch 31, 2012. The average price of
the corporate sector was 85 and the average catidity was BBB. The unrealized losses on theserisiesucan primarily be attributed to
changes in market interest rates and changesdiit spgreads since the securities were acquired.

Because we expected to recover our amortized it@gis not our intent to sell the fixed maturityaélable-for-sale securities with
unrealized losses and it was not more likely thatrtimat we would be required to sell these seasritiefore recovery of the amortized cost,
which may be maturity, we did not consider thesestments to be other-than-temporarily impairedlatch 31, 2012.

December 31, 2011

Less than Greater than or
twelve months equal to twelve months Total
Gross Gross Gross
Fair unrealized Fair unrealized Fair unrealized
value losses value losses value losses
(in millions)

Fixed maturities, available-for-

sale:

Non-U.S. government $ 68t $ 14 $ 03 $ — % 68.6 $ 14

States and political subdivisio 5.7 0.1 51.7 5.4 57.4 5.5

Corporate 3,445.¢ 140.¢ 2,403.¢ 578.1 5,849t 719.C

Residential mortgage-backed

pas-through securitie 77.¢ 0.5 3.7 0.2 81.t 0.7
Commercial mortgage-backed
securities 608.4 57.: 858.¢ 540.: 1,467.: 597.¢

Collateralized debt obligatior 107.2 2.5 204.¢ 60.2 311.¢ 62.¢

Other debt obligation 708.1 13.C 508.1 124.( 1,216.: 137.(
Total fixed maturities, available-

for-sale $ 5,021.. $ 2157 $ 4031.(C $ 1,308.0 $ 9,052.0 $ 1,524.(
Total equity securities, available-

for-sale $ 142 $ 3.2 $ 15¢ $ 32 $ 29.¢ $ 6.5

Of the total amounts, Principal Life’s consolidagsattfolio represented $8,540.7 million in availkdbbr-sale fixed maturities with
gross unrealized losses of $1,470.3 million. PpatLife’s consolidated portfolio consists of fixethturities where 76% were investment
grade (rated AAA through BBBwith an average price of 85 (carrying value/amedizost) at December 31, 2011. Gross unrealizeg$as
our fixed maturities portfolio increased slightlyréhg the year ended December 31, 2011, due talaning of credit spreads primarily in the
corporate and commercial mortgage-backed secusiie®rs.

For those securities that had been in a continuausalized loss position for less than twelve mspHBrincipal Life’s consolidated
portfolio held 477 securities with a carrying vabhfe$4,573.6 million and unrealized losses of $798illion reflecting an average price of 96
at December 31, 2011. Of this portfolio, 86% wasestment grade (rated AAA through BBB-) at Decen®fer2011, with associated
unrealized losses of $128.5 million. The unrealibsdes on these securities can primarily be atiibto changes in market interest rates and
changes in credit spreads since the securities avepaired.

For those securities that had been in a continuatesalized loss position greater than or equalivie months, Principal Life’s
consolidated portfolio held 628 securities withaarging value of $3,967.1 million and unrealizeddes of $1,271.6 million. The average
rating of this portfolio was BBB with an averagécprof 76 at December 31, 2011. Of the $1,271.6aniin unrealized losses, the
commercial mortgage-backed securities sector atcsdan$540.3 million in unrealized losses witharerage price of 61 and an average
credit rating of BBB-. The remaining unrealizeddes consist primarily of $541.4 million within therporate sector at December 31, 2011.
The average price of the corporate sector was 81tenaverage credit rating was BBB. The unrealiaeges on these securities can prims
be attributed to changes in market interest ratdscaanges in credit spreads since the securiges acquired.

Because we expected to recover our amortized it@gis not our intent to sell the fixed maturityaélable-for-sale securities with
unrealized losses and it was not more likely thatrtimat we would be required to sell these seesritiefore recovery of the
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amortized cost, which may be maturity, we did raisider these investments to be other-than-temiponaupaired at December 31, 2011.
Net Unrealized Gains and Losses on Available-for-$aSecurities and Derivative Instruments

The net unrealized gains and losses on investnmefiteed maturities available-for-sale, equity seties available-for-sale and
derivative instruments are reported as a sepaoag@anent of stockholders’ equity. The cumulativeoant of net unrealized gains and losses

on available-for-sale securities and derivativerimaents net of adjustments related to DPAC, dathscements, unearned revenue reserves,
changes in policyholder liabilities and applicalieome taxes was as follows:

March 31, 2012 December 31, 201.
(in millions)

Net unrealized gains on fixed maturities, avail-for-sale (1) $ 2,234« $ 1,920.¢
Noncredit component of impairment losses on fixedurities, availabl-for-sale (289.%) (284.%)
Net unrealized gains (losses) on equity securitieailabl«-for-sale (1.9 1.¢
Adjustments for assumed changes in amortizatiotepes (399.0 (376.7)
Adjustments for assumed changes in policyholdéilitees (494.%) (442.%)
Net unrealized gains on derivative instrume 79.1 113.2
Net unrealized gains on equity method subsidiamesnoncontrolling intere:

adjustment: 183.¢ 150.:
Provision for deferred income tax (426.9) (354.])
Net unrealized gains on availa-for-sale securities and derivative instrume $ 885.. $ 728.4

(1) Excludes net unrealized gains (losses) on fixediritags, available-for-sale included in fair vallnedging relationships.
Mortgage Loans

Mortgage loans consist of commercial and residemt@tgage loans. We evaluate risks inherent inoounmercial mortgage loans
two classes: (1) brick and mortar property loartseng we analyze the property’s rent payments gsostifor the loan, and (2) credit tenant
loans (“CTL"), where we rely on the credit analysfghe tenant for the repayment of the loan. Waeate risks inherent in our residential
mortgage loan portfolio in two classes: (1) homeiggmortgages and (2) first lien mortgages. Theyiag amount of our mortgage loan
portfolio was as follows:

March 31, 2012 December 31, 2011
(in millions)
Commercial mortgage loal $ 10,016.¢ $ 9,461 .
Residential mortgage loal 1,381 1,367.¢
Total amortized cos 11,398.. 10,829..
Valuation allowanc:t (89.9 (102.0)
Total carrying value $ 11,308.¢ $ 10,727..

We periodically purchase mortgage loans as wedkfisnortgage loans we have originated. We purch&4&.0 million and $42.1
million of residential mortgage loans during theethnmonths ended March 31, 2012 and 2011, respictiWe sold $20.6 million and $16.0
million of residential mortgage loans during theethmonths ended March 31, 2012 and 2011, respgctiv

Our commercial mortgage loan portfolio consistsnatiily of non-recourse, fixed rate mortgages ofyfat near fully leased
properties. Our commercial mortgage loan portfiidiversified by geographic region and specifittateral property type as follows:
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March 31, 2012 December 31, 201
Amortized Percent Amortized Percent
cost of total cost of total
(in millions)
Geographic distribution
New Englanc $ 480.t 4% $ 454.( 4.8%
Middle Atlantic 1,995.¢ 19.¢€ 1,744.: 18.4
East North Centre 768.£ 7.7 774.¢ 8.2
West North Centre 389.2 3.¢ 407.¢ 4.3
South Atlantic 2,213.: 22.1 2,099.¢ 22.2
East South Centri 232.1 2.3 231.¢ 24
West South Centr: 710.C 7.1 648.¢ 6.¢
Mountain 725.1% 7.2 643.2 6.8
Pacific 2,490.¢ 24.¢ 2,446.¢ 25.¢
International 11.2 0.1 10.€ 0.1
Total $ 10,016.¢ 100.(% $ 9,461.¢ 100.(%
Property type distribution
Office $ 2,913.; 29.2% $ 2,753.¢ 29.1%
Retall 2,845.: 28.4 2,580.: 27.C
Industrial 2,057.; 20.t 2,070. 21.¢
Apartments 1,357.( 13.t 1,242.¢ 13.1
Hotel 515.¢ 5.1 467.7 4.¢
Mixed use/othe 328.¢ 3.3 346.1 3.7
Total $ 10,016.¢ 100.(% $ 9,461.¢ 100.(%

Our residential mortgage loan portfolio is composEtdome equity mortgages with an amortized co§5&3.1 million and $611.0
million and first lien mortgages with an amortizemst of $798.3 million and $756.9 million as of Mar31, 2012 and December 31, 2011,
respectively. Most of our residential home equityrtgages are concentrated in the United Statesuangdenerally second lien mortgages
comprised of closed-end loans and lines of crétlié majority of our first lien loans are concergrhin the Chilean market.

Mortgage Loan Credit Monitoring
Commercial Credit Risk Profile Based on Internal Rag

We actively monitor and manage our commercial nag#gloan portfolio. All commercial mortgage loans analyzed regularly and
substantially all are internally rated, based @maprietary risk rating cash flow model, in ordemhonitor the financial quality of these assets.
The model stresses expected cash flows at varwesdsland at different points in time dependingrendurability of the income stream,
which includes our assessment of factors suchcasitm (macro and micro markets), tenant quality l@ase expirations. Our internal rating
analysis presents expected losses in terms ofnal&@th & Poor’s (“S&P”) bond equivalent rating. Awtcredit risk for commercial mortgage
loans increases, we adjust our internal ratingsnieavds with loans in the category “B+ and belowVihg the highest risk for credit loss.
Internal ratings on commercial mortgage loans adated at least annually and potentially more oftercertain loans with material changes
in collateral value or occupancy and for loans oingernal “watch list”.

Commercial mortgage loans that require more fretjaed detailed attention than other loans in outfplo are identified and
placed on an internal “watch list”. Among the aridgethat would indicate a potential problem are afalnces in ratios of loan to value or
contract rents to debt service, major tenant vaearar bankruptcies, borrower sponsorship probléats payments, delinquent taxes and
relief/restructuring requests.

The amortized cost of our commercial mortgage fpantfolio by credit risk, as determined by our i rating system expressed in
terms of an S&P bond equivalent rating, was afeit
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March 31, 2012
Brick and mortar CTL Total
(in millions)
A- and abovt $ 6,366.7 $ 337.¢ % 6,704.¢
BBB+ thru BBE- 2,154.¢ 216.1 2,370.¢
BB+ thru BE- 360.5 15.5 376.C
B+ and below 559.¢ 5.¢ 565.2
Total $ 9,441.c $ 575.. $ 10,016.¢
December 31, 201.
Brick and mortar CTL Total
(in millions)
A- and abovt $ 5682 $ 308.t $ 5,991.:
BBB+ thru BBE- 2,112.: 238.¢ 2,351..
BB+ thru BE- 403.7% 16.4 420.1
B+ and below 693.: 5.8 699.1
Total $ 8,891¢ $ 569.6 $ 9,461.¢

Residential Credit Risk Profile Based on Performan&tatus

Our residential mortgage loan portfolio is monitbiEased on performance of the loans. Monitoring oesidential mortgage loan
increases when the loan is delinquent or earliéhreife is an indication of impairment. We defina+performing residential mortgage loans as
loans 90 days or greater delinquent or on non-atetatus.

The amortized cost of our performing and non-penfag residential mortgage loans were as follows:

March 31, 2012

Home equity First liens Total
(in millions)
Performing $ 570.¢ $ 773¢ $ 1,344.¢
Nonperforming 12.2 24.4 36.€
Total $ 583.1 $ 798.5 $ 1,381.c
December 31, 2011
Home equity First liens Total
(in millions)
Performing $ 597.¢ $ 7331 $ 1,331t
Nonperforming 13.2 23.2 36.4
Total $ 611.C $ 756.¢ $ 1,367.¢

Non-Accrual Mortgage Loans

Commercial and residential mortgage loans are glacenon-accrual status if we have concern reggriie collectability of future
payments or if a loan has matured without beind pé#ior extended. Factors considered may inclu®ersations with the borrower, loss of
major tenant, bankruptcy of borrower or major teéndacreased property cash flow for commercial gegé loans or number of days past
for residential mortgage loans. Based on an assggsas to the collectability of the principal, datenination is made to apply any payments
received either against the principal or accordinthe contractual terms of the loan. When a legslaced on nonaccrual status, the accrued
unpaid interest receivable is reversed againstdaténcome. Accrual of interest resumes aftemfactesulting in doubts about collectability
have improved. Residential first lien mortgagethi Chilean market are carried on accrual for géomeriod of delinquency than domestic
loans, as assessment of collectability is baseti@nature of the loans and collection practicabat market.
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The amortized cost of mortgage loans on non-acataalis were as follows:

March 31, 2012 December 31, 201

(in millions)
Commercial;
Brick and morta $ 53t % 46.¢
Residential
Home equity 12.2 13.2
First liens 15.¢€ 15.7%
Total $ 8let $ 75.1

The aging of mortgage loans and mortgage loangdoas amortized cost, that were 90 days or moredussand still accruing
interest were as follows:

March 31, 2012

Recorded
investment
90 days or 90 days or
30-59 days 6C-89 days more past Total past more and
past due past due due due Current Total loans accruing
(in millions)
Commercial-brick
and mortal $ 44 $ — 3 4C $ 84 $ 9,433.( $ 9,441.: $ —
Commercie-CTL — — — — 575.¢ 575.¢ —
Residential-home
equity 5.8 2.2 4.8 12.¢ 570.2 583.1 —
Residentie-first liens 23.4 5.€ 23.1 52.1 746.2 798.: 8.t
Total $ 33.6 $ 78 $ 32.C $ 734 $ 11,3244 $ 11,398 $ 8.
December 31, 201
Recorded
investment
90 days or 90 days or
30-59 days 60-89 days more past Total past more and
past due past due due due Current Total loans accruing
(in millions)
Commercial-brick
and mortal $ 614 $ 44 $ 22t % 88.: % 8,803.! $ 8,891.{ $ —
Commercie-CTL — — — — 569.¢ 569.€ —
Residential-home
equity 7.8 2.€ 6.2 16.€ 594.¢ 611.C —
Residentie-first liens 15.¢ 6.C 22.2 44.C 712.¢ 756.¢ 7.5
Total $ 85.C $ 13.C $ 50 $ 148¢ $ 10680« $ 10,829. $ 7.

Mortgage Loan Valuation Allowance

We establish a valuation allowance to provide lfier risk of credit losses inherent in our portfolibe valuation allowance includes
loan specific reserves for loans that are deemée impaired as well as reserves for pools of lewitts similar risk characteristics where a
property risk or market specific risk has not batmtified but for which we anticipate a loss maguar. Mortgage loans on real estate are
considered impaired when, based on current infaomatnd events, it is probable that we will be Uadb collect all amounts due according
to contractual terms of the loan agreement. Whedetermine that a loan is impaired, a valuatioovedince is established equal to the
difference between the carrying amount of the nagégloan and the estimated value reduced by theaesll. Estimated value is based on
either the present value of the expected futurh flaws discounted at the loan’s effective intemase, the loan’s observable market price or
fair value of the collateral. Subsequent changedkéarestimated value are reflected in the valuaifowance. Amounts on loans deemed to be
uncollectible are charged off and removed fromvhleation allowance. The change in the valuatitewance provision is included in net
realized capital gains (losses) on our consolidatattments of operations.

The valuation allowance is maintained at a levéeled adequate by management to absorb estimatbdlge credit losses.
Management'’s periodic evaluation and assessmeheafaluation allowance adequacy is based on krawdrinherent risks in the
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portfolio, adverse situations that may affect artwwer’s ability to repay, the estimated value & tinderlying collateral, composition of the
loan portfolio, portfolio delinquency informationnderwriting standards, peer group informationr&ntreconomic conditions, loss experie
and other relevant factors. The evaluation of mpaired loan component is subjective, as it reguhe estimation of timing and amount of
future cash flows expected to be received on inegdivans.

We review our commercial mortgage loan portfolia amalyze the need for a valuation allowance fgrlaan that is delinquent for
60 days or more, in process of foreclosure, regirad, on the internal “watch list” or that currigritas a valuation allowance. In addition to
establishing allowance levels for specifically itiBed impaired commercial mortgage loans, managerdetermines an allowance for all
other loans in the portfolio for which historicadperience and current economic conditions indicatéain losses exist. These loans are
segregated by major product type and/or risk lewt an estimated loss ratio applied against eacHyzt type and/or risk level. The loss
ratio is generally based upon historic loss expegedor each loan type as adjusted for certainrenmental factors management believes to
be relevant.

For our residential mortgage loan portfolio, weasape the loans into several homogeneous pools,@aghich consist of loans of a
similar nature including but not limited to loanm8gar in collateral, term and structure and loamgmse or type. We evaluate loan pools bi
on aggregated risk ratings, estimated specific pasential in the different classes of credits, aradorical loss experience by pool type. We
adjust these quantitative factors for qualitatizetérs of present conditions. Qualitative factodude items such as economic and business
conditions, changes in the portfolio, value of uhdeg collateral, and concentrations. Residentiatgage loan pools exclude loans that
been restructured or impaired, as those loansvalaeated individually.
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A rollforward of our valuation allowance and endingiances of the allowance and loan balance by lphgnpairment method was
as follows:

Commercial Residential Total
(in millions)
For the three months ended March 31, 201
Beginning balanc $ 64.6 $ 372 $ 102.1
Provision 7.C 6.€ 13.€
Charge-offs (19.9 (8.3 (27.7)
Recoveries — 1.2 1.2
Effect of exchange rate — 0.1 0.1
Ending balanc $ 524 $ 36.¢ $ 89.2
Allowance ending balance by basis of impairmenthoet
Individually evaluated for impairmel $ 6.2 $ 4€ $ 10.¢
Collectively evaluated for impairme 46.2 32.8 78.5
Allowance ending balanc $ 524§ 36.C $ 89.2
Loan balance by basis of impairment mett
Individually evaluated for impairme! $ 402 % 312 $ 71.7
Collectively evaluated for impairme 9,976. 1,350.( 11,326.!
Loan ending balanc $ 10,016 $ 1381.: $ 11,398.:
For the three months ended March 31, 2011
Beginning balanc $ 80.t $ 408 % 121.1
Provision 6.€ = 13.2
Charge-offs (2.9 (8.0 (10.9)
Recoveries — 0.¢ 0.¢
Effect of exchange rate — (0.7 (0.1)
Ending balanc: $ 85.1 $ 39.€ $ 1245
Allowance ending balance by basis of impairmenthoet
Individually evaluated for impairmel $ 2 % 41 $ 13.4
Collectively evaluated for impairme 75.¢ 35.F 111.2
Allowance ending balanc $ 851 §$ 396 $ 1245
Loan balance by basis of impairment mett
Individually evaluated for impairme! $ 40.1 $ 21¢ $ 62.C
Collectively evaluated for impairme 9,475. 1,487 10,962.
$ 9,515.f $ 1,509.: $ 11,024.

Loan ending balanc

Impaired Mortgage Loans

Impaired mortgage loans are loans with a relatedifip valuation allowance, loans whose carryingpant has been reduced to the
expected collectible amount because the impairtmasnbeen considered other than temporary or anhaalification has been classified as a
TDR. Based on an assessment as to the collecyatifilihe principal, a determination is made to g@ply payments received either agains
principal or according to the contractual termshafloan. Our recorded investment in and unpaidcipal balance of impaired loans along
with the related loan specific allowance for loss$eany, and the average recorded investment i@teddst income recognized during the time
the loans were impaired were as follows:
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With no related allowance recorde
Commercie-brick and morta
Residentic-first liens

With an allowance recorde
Commercie-brick and morta
Residentie-home equity
Residentic-first liens

Total:

Commercia
Residentia

With no related allowance recorde
Commercize-brick and morta
Residentic-first liens

With an allowance recorde
Commercie-brick and morta
Residentie-home equity
Residentic-first liens

Total:

Commercia
Residentia

Principal Financial Group, Inc.

Notes to Consolidated Financial Statements

March 31, 2012
(Unaudited)

March 31, 2012

Unpaid
Recorded principal Related
investment balance allowance
(in millions)
$ 95.2 % 108.: —
6.2 6.1 —
40.2 42.2 6.2
16.4 16.1 3.1
8.8 8.7 1.5
$ 135€6 $ 150.t 6.2
$ 314 % 30.¢ 4.€
December 31, 201
Unpaid
Recorded principal Related
investment balance allowance
(in millions)

$ — 8 0.2 —
4.4 4.2 _
114.C 114.( 16.¢
14. 14.2 1.6
8.t 8.5 1.3
$ 1140 $ 114.: 16.:2
$ 274 % 26.¢ 3.2
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Average
recorded Interest income
investment recognized
(in millions)
For the three months ended March 31, 2012
With no related allowance recorde
Commercizg-brick and morta $ 477 $ 1.1
Residentie-first liens 5.2 —
With an allowance recorde
Commercie-brick and morta 77.1 —
Residentie-home equity 15.4 0.2
Residentic-first liens 8.8 —
Total:
Commercia $ 124¢  $ 1.1
Residentia $ 29t $ 0.2
For the three months ended March 31, 201
With no related allowance recorde
Commercizg-brick and morta $ 23z $ 0.3
Residentic-first liens 4.€ —
With an allowance recorde
Commercie-brick and morta 35.C 0.2
Residentie-home equity 11.7 0.1
Residentie-first liens 9.¢ 0.1
Total:
Commercia $ 58z $ 0.5
Residentia $ 26.z $ 0.2

Mortgage Loan Modifications

Our commercial and residential mortgage loan pbogdnclude loans that have been modified. We sss&®an modifications on a
case-by-case basis to evaluate whether a TDR lasred. The commercial mortgage loan TDRs were freatlio delay or reduce principal
payments and to increase, reduce or delay intpagshents. For these TDR assessments, we have detdrthe loan rates are now
considered below market based on current circurnetaimhe commercial mortgage loan modificationslted in delayed cash receipts and a
decrease in interest income. The residential mgeidaan TDRs include modifications of interest-opyment periods, delays in principal
balloon payments, and interest rate reductionside@e8al mortgage loan modifications resulted itagted or decreased cash receipts and a
decrease in interest income.

The following table includes information about datgling loans that were modified and met the dsitef a TDR during the period.
In addition, the table includes information for heathat were modified and met the criteria of a TWikin the past twelve months that were
in payment default during the period:

For the three months ended March 31, 2012

TDRs TDRs in payment default
Number of Recorded Number of Recorded
contracts investment contracts investment
(in millions) (in millions)
Commercie-brick and morta 4 % 63.2 — 3 —
Residentie-home equity 49 2.2 2 —

Commercial mortgage loans that have been desigaatadTDR have been previously reserved in thegaget loan valuation
allowance to the estimated fair value of the unyegl collateral reduced by the cost to sell.
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Residential mortgage loans that have been desijaata TDR are specifically reserved for in thetgege loan valuation allowance
if losses result from the modification. Residentrartgage loans that have defaulted are reducttbtexpected collectible amount.

Securities Posted as Collateral

We posted $1,738.0 million in fixed maturities, gafale-for-sale securities at March 31, 2012, tisséacollateral requirements
primarily associated with a reinsurance arrangepntderivative credit support annex (collateeg/jeements and our obligation under
funding agreements with the Federal Home Loan Rdrikes Moines (“FHLB Des Moines”). In addition, wested $1,810.1 million in
commercial mortgage loans as of March 31, 2012atwsfy collateral requirements associated withafligation under funding agreements
with the FHLB Des Moines. Since we did not relirmfubwnership rights on these instruments, theyegrerted as fixed maturities, available-
for-sale and mortgage loans, respectively, on onsgalidated statements of financial position.

4. Derivative Financial Instruments

Derivatives are generally used to hedge or redypeseire to market risks associated with assetsdredatpected to be purchased or
sold and liabilities incurred or expected to beuimed. Derivatives are used to change the charsiitsrof our asset/liability mix consistent
with our risk management activities. Derivatives also used in asset replication strategies.

Types of Derivative Instruments
Interest Rate Contract

Interest rate risk is the risk that we will inclwo@omic losses due to adverse changes in intextest ISources of interest rate risk
include the difference between the maturity andriedt rate changes of assets with the liabiliiey support, timing differences between the
pricing of liabilities and the purchase or procuesrof assets and changing cash flow profiles fooiginal projections due to prepayment
options embedded within asset and liability cortra@/e use various derivatives to manage our expdsufluctuations in interest rates.

Interest rate swaps are contracts in which we agitbeother parties to exchange, at specified irgky; the difference between fixed
rate and floating rate interest amounts based dpsignated market rates or rate indices and am@gngon notional principal amount.
Generally, no cash is exchanged at the outseeofdhtract and no principal payments are madethgrgparty. Cash is paid or received bz
on the terms of the swap. These transactions aeeeehinto pursuant to master agreements thatgeder a single net payment to be mad
one counterparty at each due date. We use intatesswaps primarily to more closely match therggerate characteristics of assets and
liabilities and to mitigate the risks arising fraiming mismatches between assets and liabilitiesfding duration mismatches). We also use
interest rate swaps to hedge against changes irathe of assets we anticipate acquiring and athécipated transactions and commitments.
Interest rate swaps are used to hedge againstehamthe value of the guaranteed minimum withdtdeaefit (“GMWB”) liability. The
GMWB rider on our variable annuity products prowder guaranteed minimum withdrawal benefits refgemsliof the actual performance of
various equity and/or fixed income funds availallth the product.

Interest rate caps and interest rate floors, whashbe combined to form interest rate collarscardracts that entitle the purchaser to
pay or receive the amounts, if any, by which a Bjgecmarket rate exceeds a cap strike intereet mtfalls below a floor strike interest rate,
respectively, at specified dates. We have entertedmterest rate collars whereby we receive anwifirat specified market rate falls below a
floor strike interest rate, and we pay if a spedifinarket rate exceeds a cap strike interest\Waeuse interest rate collars to manage interest
rate risk related to guaranteed minimum interdst liabilities in our individual annuities contract

A swaption is an option to enter into an interasé Iswap at a future date. We purchase swaptioofésiet or modify existing
exposures. Swaptions provide us the benefit oatireed-upon strike rate if the market rates fdnilitees are higher, with the flexibility to
enter into the current market rate swap if the rarétes for liabilities are lower. Swaptions nolyohedge against the downside risk, but also
allow us to take advantage of any upside benefits.

In exchange-traded futures transactions, we agrparchase or sell a specified number of contrdetsyalues of which are
determined by the values of designated classescofisies, and to post variation margin on a dadgis in an amount equal to the difference
in the daily market values of those contracts. \Wetreinto exchange-traded futures with regulatedritss commissions merchants who are
members of a trading exchange. We have used exeheandpd futures to reduce market risks from chamgenterest rates and to alter
mismatches between the assets in a portfolio antahilities supported by those assets.
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Foreign Exchange Contracts

Foreign currency risk is the risk that we will im@conomic losses due to adverse fluctuationsrigida currency exchange rates.
This risk arises from foreign currency-denomindtgttling agreements we issue, foreign currency-déemated fixed maturities we invest in
and our investment in and net income of our intéonal operations. We may use currency swaps arréroey forwards to hedge foreign
currency risk.

Currency swaps are contracts in which we agree atithr parties to exchange, at specified intenaalseries of principal and interest
payments in one currency for that of another cuye@enerally, the principal amount of each curyeisexchanged at the beginning and
termination of the currency swap by each party. ifitkerest payments are primarily fixed-to-fixedesgdtowever, they may also be fixed-to-
floating rate or floating-tdixed rate. These transactions are entered intsyaunt to master agreements that provide for aesimgfl payment t
be made by one counterparty for payments madesisdme currency at each due date. We use curreagps $0 reduce market risks from
changes in currency exchange rates with respaevéstments or liabilities denominated in foreigmrencies that we either hold or intend to
acquire or sell.

Currency forwards are contracts in which we agritk ather parties to deliver a specified amourdwidentified currency at a
specified future date. Typically, the price is agteipon at the time of the contract and paymergdoh a contract is made at the specified
future date. We use currency forwards to reduc&ketaisks from changes in currency exchange ratésraspect to investments or liabilities
denominated in foreign currencies that we eithéd o intend to acquire or sell. We have also us@tdency forwards to hedge the currency
risk associated with net investments in foreignrapjens. We did not use any currency forwards dp#ii12 or 2011 to hedge our net
investment in foreign operations.

Equity Contracts

Equity risk is the risk that we will incur econonlasses due to adverse fluctuations in common stéekuse various derivatives to
manage our exposure to equity risk, which arises fproducts in which the interest we credit is tie@n external equity index as well as
products subject to minimum contractual guarantees.

We may sell an investment-type insurance contrittt attributes tied to market indices (an embeddierivative as noted below), in
which case we write an equity call option to comtiee overall contract into a fixed-rate liabiligssentially eliminating the equity component
altogether. We purchase equity call spreads toddugequity participation rates promised to canbralders in conjunction with our fixed
deferred annuity products that credit interest dagechanges in an external equity index. We ushange-traded futures and equity put
options to hedge against changes in the valueecoGMWB liability related to the GMWB rider on ouarable annuity product, as previously
explained. The premium associated with certainomgtis paid quarterly over the life of the optimmtact.

Credit Contracts

Credit risk relates to the uncertainty associatiéhl the continued ability of a given obligor to neatimely payments of principal and
interest. We use credit default swaps to enhareeetiurn on our investment portfolio by providingparable exposure to fixed income
securities that might not be available in the priymaarket. They are also used to hedge credit expsesn our investment portfolio. Credit
derivatives are used to sell or buy credit protectin an identified name or names on an unfundegrthetic basis in return for receiving or
paying a quarterly premium. The premium generabigre&sponds to a referenced name’s credit sprethe atme the agreement is executed. In
cases where we sell protection, at the same timentex into these synthetic transactions, we bgyadity cash bond to match against the
credit default swap. When selling protection, érhis an event of default by the referenced nameégfined by the agreement, we are
obligated to pay the counterparty the referencedusnnof the contract and receive in return thereefeed security in a principal amount ec
to the notional value of the credit default swap.

Total return swaps are contracts in which we agige other parties to exchange, at specified irgkrvan amount determined by the
difference between the previous price and the otipgce of a reference asset based upon an agpeednotional principal amount plus an
additional amount determined by the financing sgré&/e currently use total return swaps refereneigjty indices to hedge our portfolio
from potential credit losses related to systemigngs.
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Other Contracts

Embedded Derivative$Ve purchase or issue certain financial instrumentgoducts that contain a derivative instrumeat th
embedded in the financial instrument or productewh is determined that the embedded derivatives@sses economic characteristics that
are not clearly or closely related to the econochigracteristics of the host contract and a separstiment with the same terms would
qualify as a derivative instrument, the embeddedatve is bifurcated from the host instrument feeasurement purposes. The embedded
derivative, which is reported with the host instemhin the consolidated statements of financialtjpos is carried at fair value.

We sell investment-type insurance contracts in Wwithe return is tied to an external equity indeleveeraged inflation index or
leveraged reference swap. We economically hedgaskeassociated with these investment-type insteaontracts.

We offer group benefit plan contracts that havergni@ed separate accounts as an investment opf®also offer gyuaranteed fun
as an investment option in our defined contribupitans in Hong Kong.

We have structured investment relationships witkts we have determined to be VIEs, which are dmteded in our financial
statements. The notes issued by these trusts amolblijations to deliver an underlying securitydsidual interest holders and the obligations
contain an embedded derivative of the forecasttsaiction to deliver the underlying security.

We have fixed deferred annuities that credit irdebased on changes in an external equity indexaléehave certain variable
annuity products with a GMWB rider, which providéat the contractholder will receive at least tipgincipal deposit back through
withdrawals of up to a specified annual amountpéaféhe account value is reduced to zero. Declindbe equity markets may increase our
exposure to benefits under contracts with the GMWWB.economically hedge the exposure in these anoaiitracts, as previously explain

Exposure

Our risk of loss is typically limited to the faialue of our derivative instruments and not to tbBamal or contractual amounts of
these derivatives. We are also exposed to creshielin the event of nonperformance of the couarteeg. Our current credit exposure is
limited to the value of derivatives that have beedavorable to us. This credit risk is minimizedgarchasing such agreements from
financial institutions with high credit ratings ahy establishing and monitoring exposure limits. &l&o utilize various credit enhancements,
including collateral and credit triggers to reddoee credit exposure to our derivative instruments.

Our derivative transactions are generally docunteataler International Swaps and Derivatives Assirialnc. (“ISDA”) Master
Agreements. Management believes that such agresmpentide for legally enforceable set-off and close netting of exposures to specific
counterparties. Under such agreements, in conmegdith an early termination of a transaction, we permitted to set off our receivable fr
a counterparty against our payables to the sametequarty arising out of all included transactioRst reporting purposes, we do not offset
fair value amounts recognized for the right to aéul cash collateral or the obligation to returnhcesllateral against fair value amounts
recognized for derivative instruments executed Withsame counterparties under master netting 1ngres.

We posted $485.0 million and $502.4 million in casld securities under collateral arrangements &aoth 31, 2012 and
December 31, 2011, respectively, to satisfy calddtequirements associated with our derivativelitgupport agreements.

Certain of our derivative instruments contain psams that require us to maintain an investmerderating from each of the major
credit rating agencies on our debt. If the ratingpar debt were to fall below investment gradeyauld be in violation of these provisions and
the counterparties to the derivative instrumentdatoequest immediate payment or demand immediadepagoing full overnight
collateralization on derivative instruments in hability positions. The aggregate fair value, imgive of accrued interest, of all derivative
instruments with credit-risk-related contingenttégas that were in a liability position without erd to netting under derivative credit support
annex agreements as of March 31, 2012 and Dece3iab&011, was $1,387.9 million and $1,484.0 millimspectively. With respect to th
derivatives, we posted collateral of $485.0 millamd $502.4 million as of March 31, 2012 and Decemn®i, 2011, respectively, in the
normal course of business, which reflects nettinden derivative credit support annex agreementbeltredit-riskrelated contingent featur
underlying these agreements were triggered on Mait¢l2012, we would be required to post an addili®®6.4 million of collateral to our
counterparties.
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As of March 31, 2012 and December 31, 2011, werbegived $146.8 million and $237.0 million, respesly, of cash collateral
associated with our derivative credit support ansgneements, for which we recorded a correspondibdity reflecting our obligation to
return the collateral.

Notional amounts are used to express the extemtrofivolvement in derivative transactions and espnt a standard measureme
the volume of our derivative activity. Notional aumis represent those amounts used to calculateacturl flows to be exchanged and are
not paid or received, except for contracts suctuaency swaps. Credit exposure represents thes grosunt owed to us under derivative
contracts as of the valuation date. The notionalwants and credit exposure of our derivative finahicistruments by type were as follows:

March 31, 2012 December 31, 201

(in millions)
Notional amounts of derivative instruments
Interest rate contracts

Interest rate sway $ 19,923 $ 19,498.:

Interest rate collar 500.( 500.(

Swaptions 325.( 68.t

Futures 30.5 522.(
Foreign exchange contracts

Foreign currency sway 3,684.¢ 3,919.¢

Currency forward: 176.5 147.%
Equity contracts:

Options 1,625.( 1,608.¢

Futures 301.¢ 270.c
Credit contracts:

Credit default swap 1,281.¢ 1,530.:

Total return swap 100.C 15.C
Other contracts:

Embedded derivative financial instrume 4,914.( 4,921,
Total notional amounts at end of per| $ 32,862.t $ 33,001.(
Credit exposure of derivative instruments
Interest rate contracts

Interest rate sway $ 664.1 $ 752.2

Interest rate collar 25.€ 38.t

Swaptions 2.2 —
Foreign exchange contracts

Foreign currency sway 254.% 318.¢

Currency forward: 9.9 i1.g
Equity contracts:

Options 78.2 120.:
Credit contracts:

Credit default swap 7.3 14.C
Total gross credit exposu 1,041.° 1,245.:
Less: collateral receive 146.¢ 237.(
Net credit exposur $ 894¢ §$ 1,008.:
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The fair value of our derivative instruments clfiedi as assets and liabilities was as follows:

Derivative assets (1 Derivative liabilities (2)
March 31, 2012 December 31, 201 March 31, 2012 December 31, 201
(in millions)

Derivatives designated as hedging instruments
Interest rate contrac $ — 3 02 $ 476.6 % 500.¢
Foreign exchange contrac 206.¢ 267.2 131.7 158.¢
Total derivatives designated as hedging instrurr $ 206.t $ 2672 $ 608.5 $ 659.:
Derivatives not designated as hedging instrumen
Interest rate contrac $ 624.C $ 730.¢ $ 503.€¢ $ 651.F
Foreign exchange contrac 55.1 38.t 34.t 427
Equity contract: 78.2 120.: 27.2 0.8
Credit contract: 7.3 14.C 140.¢ 169.%
Other contract — — 263.¢ 336.(
Total derivatives not designated as hedging instnis 764.1 903.7 1,059.¢ 1,200."
Total derivative instrumen $ 9710 $ 1,171 $ 1,668.0 $ 1,860.(

(1) The fair value of derivative assets is repiridgth other investments on the consolidated statgmof financial position.

(2) The fair value of derivative liabilities isperted with other liabilities on the consolidatedtement of financial position, with the
exception of certain embedded derivative liab#itiEmbedded derivative liabilities with a fair valaf $129.0 million and $195.8 million
as of March 31, 2012 and December 31, 2011, rasplctare reported with contractholder funds o tlonsolidated statements of
financial position.

Credit Derivatives Sold

When we sell credit protection, we are exposeti¢auinderlying credit risk similar to purchasingxefl maturity security instrumer
The majority of our credit derivative contractscsodéference a single name or reference securifgr(esl to as “single name credit default
swaps”). The remainder of our credit derivativeemence either a basket or index of securitiess&hestruments are either referenced in an
over-the-counter credit derivative transactionembedded within an investment structure that has bdly consolidated into our financial
statements.

These credit derivative transactions are subjeevémts of default defined within the terms of toatract, which normally consist of
bankruptcy, failure to pay, or modified restruchgyiof the reference entity and/or issue. If a dégent occurs for a reference name or
security, we are obligated to pay the counterpamntamount equal to the notional amount of the tiativative transaction. As a result, our
maximum future payment is equal to the notional amof the credit derivative. In certain cases.alg® have purchased credit protection
with identical underlyings to certain of our soldfection transactions. The effect of this purchgsmtection would reduce our total
maximum future payments by $10.0 million as of Me8d, 2012 and $20.0 million as of December 3112Fhese purchased credit
derivative transactions had a net asset (liabifay)value of $0.4 million as of March 31, 2012azero as of December 31, 2011. In certain
circumstances, our potential loss could also baaed by any amount recovered in the default prangsf the underlying credit name.

We purchased certain investment structures witheeltdbd credit features that are fully consolidatgd our financial statements.
This consolidation results in recognition of thalarlying credit derivatives and collateral withivetstructure, typically high quality fixed
maturities that are owned by a special purposeciehirhese credit derivatives reference a singhaenar several names in a basket structure.
In the event of default, the collateral within steucture would typically be liquidated to pay thaims of the credit derivative counterparty.

The following tables show our credit default swaptection sold by types of contract, types of refeed/underlying asset class and
external agency rating for the underlying refereseeurity. The maximum future payments are undistsxand have not been
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reduced by the effect of any offsetting transactjaollateral or recourse features described above.

Single name credit default swap:
Corporate dek
AA
A
BBB
Structured financ
C
Near defaul
Total single name credit default swe

Basket and index credit default swap:
Corporate dek
Near defaul
Government/municipalitie
AA
Structured financ
BBB
Total basket and index credit default sw

Total credit default swap protection st

Single name credit default swap:
Corporate dek
AA
A
BBB
CCC
Structured financ
C
Near defaul
Total single name credit default swe

Basket and index credit default swaps
Corporate dek
CcCC
CcC
Government/municipalitie
A
Structured financ
BBB
Total basket and index credit defa

Total credit default swap protection st

March 31, 2012

Weighted

Maximum average

Notional Fair future expected life

amount value payments (in years)

(in millions)
80.C $ 0.4 $ 80.C 3.6
498.( 1.C 498.( 2.3
115. (0.2) 115.C 2.4
10.C (8.9 10.C 9.9
12.€ (12.49) 12.€ 0.9
715.¢ (20.9) 715.€ 2.6
140.( (94.0) 140.( 4.7
30.C (8.7) 30.C 5.5
25.C (7.5) 25.C 5.3
195.( (110.9 195.( 4.9
910.6 $ (131.) $ 910.€ 31
December 31, 2011

Weighted

Maximum average

Notional Fair future expected life

amount value payments (in years)

(in millions)

85.C $ 10 $ 85.C 4.0
483.( (1.4) 483.( 2.5
110.C (0.9 110.C 1.7
10.C (0.2) 10.C 0.2
10.C (8.9 10.C 10.1
12.€ (12.€) 12.€ 1.2
710.¢ (24.5) 710.¢ 2.6
132.¢ (104.7) 132.2 5.2
15.C (14.9) 15.C 1.0
40.C (10.5) 40.C 4.4
25.( (11.0) 25.( 5.5
212.. (141.0 212.¢ 4.8
923.: $ (165.5 $ 923.: 31
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We also have invested in fixed maturities clasdifie available-for-sale that contain credit defawps that do not require
bifurcation and fixed maturities classified as trggdthat contain credit default swaps. These s&earare subject to the credit risk of the
issuer, normally a special purpose vehicle, whimhststs of the underlying credit default swaps laigth quality fixed maturities that serve as
collateral. A default event occurs if the cumulatlesses exceed a specified attachment point, whitstpically not the first loss of the
portfolio. If a default event occurs that excedus $pecified attachment point, our investment nwybe fully returned. We would have no
future potential payments under these investmé@ihis following tables show, by the types of refeesiianderlying asset class and external

rating, our fixed maturities with embedded creditidatives.

March 31, 2012

Weighted
average
Amortized Carrying expected life
value (in years)
(in millions)
Corporate debt
BBB $ 18€6 $ 18.7 4.€
B 25.C 23.t 1.2
CcC 3.8 1.0 3.8
Total corporate det 47.4 43.2 2.8
Structured finance
AA 9.t 9.5 6.7
BBB 24.7 22.2 4.2
BB 18.2 16.4 2.7
B .3 8.3 5.3
CCcC 7.€ 7.9 7.C
CcC 0.4 0.4 7.8
C — 0.1 2.7
Total structured financ 68.7 64.¢ 4.€
Total fixed maturities with credit derivativ: $ 1161 $ 108.C 3.¢
December 31, 201.
Weighted
average
Amortized Carrying expected life
value (in years)
(in millions)
Corporate debt
BB $ 147 $ 14.7 5.C
CCcC 25.C 20.¢ 1.t
CcC 3.7 0.7 4.C
Total corporate det 43.4 36.2 2.¢
Structured finance
AA .3 9.3 6.4
BBB 27.4 24.F 4.t
BB 15.C 13.¢ 2.t
B 11.2 11.2 5.4
CCC 3.t 3.6 4.8
CcC 0.7 0.7 o
C 0.2 0.1 8.2
Near defaul 0.2 0.2 4.7
Total structured financ 67.5 63.E 4.t
Total fixed maturities with credit derivativ: $ 110¢  $ 99.7 3.¢
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Fair Value Hedges

We use fixed-tdloating rate interest rate swaps to more closkfjnahe interest rate characteristics of certaisess and liabilities. |
general, these swaps are used in asset and fiahdihagement to modify duration, which is a measfisensitivity to interest rate changes.

We enter into currency exchange swap agreemetaert certain foreign denominated assets anditiebinto U.S. dollar
floating-rate denominated instruments to elimirtheeexposure to future currency volatility on thdsens.

We have sold callable investment-type insurancéraots and used cancellable interest rate swalpsdge the changes in fair value
of the callable feature.

The net interest effect of interest rate swap amdeacy swap transactions for derivatives in failue hedges is recorded as an
adjustment to income or expense of the underlyedplkd item in our consolidated statements of ojpeist

Hedge effectiveness testing for fair value relatdps is performed utilizing a regression analggigroach for both prospective and
retrospective evaluations. This regression analygisonsider multiple data points for the assesstithat the hedge continues to be highly
effective in achieving offsetting changes in faalue. In certain periods, the comparison of thengkan value of the derivative and the che
in the value of the hedged item may not be offisgtéit a specific period in time due to small movetsén value. However, any amounts
recorded as fair value hedges have shown to bédyhedfective in achieving offsetting changes inrfaalue both for present and future perii

The following table shows the effect of derivatiwedair value hedging relationships and the reldiedged items on the consolide
statements of operations. All gains or losses oivalitves were included in the assessment of heffgetiveness.

Amount of gain (loss)

Amount of gain (loss) recognized in net income on
recognized in net income on related hedged item for the
derivatives for the three months three months endec
Derivatives in fair value hedging ended March 31, (1) Hedging items in fair value March 31, (1)
relationships 2012 2011 hedging relationships 2012 2011
(in millions) (in millions)

Interest rate contrac $ 317 $ 39.7 Fixed maturities, availat-for- sale $ (28.2) $ (38.0)
Interest rate contrac — (1.0) Investmer-type insurance contrac — 14
Foreign exchange contrac (0.8 (1.7) Fixed maturities, availakt-for- sale 1.3 2.C
Foreign exchange contrac 16.2 .2 Investmer-type insurance contrac (14.%) (8.2
Total $ 471 % 44.5  Total $ (41.7) $ (42.%)

(1) The gain (loss) on both derivatives and hedgedstienfiair value relationships is reported in netlimd capital gains (losses) on the
consolidated statements of operations. The net atmepresents the ineffective portion of our fafue hedges.

The following table shows the periodic settlemaisnterest rate contracts and foreign exchang&ads in fair value hedging
relationships.

Amount of gain (loss) for the three
months ended March 31,

Hedged item 2012 2011

(in millions)
Fixed maturities, availak-for-sale (1) $ (355 $ (39.9)
Investmer-type insurance contracts ( 8.8 11

(1) Reported in net investment income on thesobidated statements of operations.
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(2) Reported in benefits, claims and settlenegpenses on the consolidated statements of opesati
Cash Flow Hedges

We utilize floating-to-fixed rate interest rate gao eliminate the variability in cash flows o€ognized financial assets and
liabilities and forecasted transactions.

We enter into currency exchange swap agreemegtateert both principal and interest payments ofaderforeign denominated
assets and liabilities into U.S. dollar denomindired-rate instruments to eliminate the exposartuture currency volatility on those items.

The net interest effect of interest rate swap amdeacy swap transactions for derivatives in cémlv hedges is recorded as an
adjustment to income or expense of the underlyedpkd item in our consolidated statements of ojpeist

The maximum length of time that we are hedgingesgrosure to the variability in future cash flows forecasted transactions,
excluding those related to the payments of variatiérest on existing financial assets and liabgitis 8.2 years. At March 31, 2012, we had
$114.9 million of net gains reported in AOCI on ttensolidated statements of financial positiontegldo active hedges of forecasted
transactions. If a hedged forecasted transactian lsnger probable of occurring, cash flow hedgeoanting is discontinued. If it is probable
that the hedged forecasted transaction will notindbe deferred gain or loss is immediately resifaesd from OCI into net income. No
amounts were reclassified from AOCI into net resdizapital gains (losses) as a result of the détetion that hedged cash flows were
probable of not occurring during the three montigesl March 31, 2012 and 2011.

The following table shows the effect of derivativesash flow hedging relationships on the consaéd statements of operations
and consolidated statements of financial positidli.gains or losses on derivatives were includethie assessment of hedge effectiveness.

Amount of gain (loss) Amount of gain (loss)
recognized in AOCI on reclassified from AOCI on
derivatives (effective portion) Location of gain (loss) derivatives (effective portion)
Derivatives in cash for the three months ended reclassified from AOCI for the three months ended
flow hedging March 31, into net income March 31,
relationships Related hedged item 2012 2011 (effective portion) 2012 2011
(in millions) (in millions)
Interest rate Fixed maturities Net investmen
contracts available-for-sale $ 21 $ (3.3 income $ 1¢ $ 1.8
Interest rate Investmer-type Benefits, claims an
contracts insurance contrac 1.7 3.C settlement expensi — (0.2
Interest rate
contracts Debt — — Operating expens (1.9 1.3
Foreign exchang Fixed maturities Net realized capite
contracts available-for-sale (19.5) (42.¢) losses (10.2) (7.7
Foreign exchang Investmer-type Benefits, claims an
contracts insurance contrax (3.9) (19.5) settlement expensi — (1.5)
Total $ (239 §$ (626 Total $ 07 $ (8.9

The following table shows the periodic settlemantsnterest rate contracts and foreign exchangeaads in cash flow hedging
relationships.

Amount of gain (loss) for the three
months ended March 31

Hedged item 2012 2011

(in millions)
Fixed maturities, availak-for-sale (1) $ 2C $ 3.C
Investmer-type insurance contracts ( 3.9 (2.6)

(1) Reported in net investment income on the clideted statements of operations.
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(2) Reported in benefits, claims and settleme&peases on the consolidated statements of opesation

The ineffective portion of our cash flow hedgeseigorted in net realized capital gains (lossegherconsolidated statements of
operations. The net gain (loss) resulting fromittedfective portion of foreign currency contraatsciash flow hedging relationships was $0.1
million and $0.1 million for the three months endédrch 31, 2012 and 2011, respectively.

We expect to reclassify net losses of $2.2 milfimm AOCI into net income in the next 12 months jethincludes both net deferred
losses on discontinued hedges and on periodiesedtits of active hedges. Actual amounts may vary this amount as a result of market
conditions.

Derivatives Not Designated as Hedging Instruments

Our use of futures, certain swaptions and swaprspoptions and forwards are effective from aar@mic standpoint, but they
have not been designated as hedges for finangiaitieg purposes. As such, periodic changes imtheket value of these instruments, which
includes mark-to-market gains and losses as wqlkdsdic and final settlements, primarily flow elitly into net realized capital gains
(losses) on the consolidated statements of opegtidains and losses on certain derivatives useglation to certain trading portfolios are
reported in net investment income on the consdifiatatements of operations.

The following table shows the effect of derivatived designated as hedging instruments, includimgvillue changes of embedded
derivatives that have been bifurcated from the bostract, on the consolidated statements of ojpeisat

Amount of gain (loss) recognized it
net income on derivatives for the three
months ended March 31

Derivatives not designated as hedging instrumen 2012 2011
(in millions)

Interest rate contrac $ (34.€) $ 4.3
Foreign exchange contrac 27.€ 19.C
Equity contract: (63.9) (22.€)
Credit contract: 18.¢ (2.9
Other contract 68.2 (5.0)
Total $ 157 $ (6.7)

5. Income Taxes

The effective income tax rate for the three momthded March 31, 2012, was lower than the U.S. catpancome tax rate of 35%
("U.S. statutory rate”) primarily due to income tdeductions allowed for corporate dividends reagiviee presentation of taxes on our share
of earnings generated from equity method investeantl lower tax rates of foreign jurisdictions.

The effective income tax rate for the three momthded March 31, 2011, was lower than the U.S.tstatuate primarily due to
income tax deductions allowed for corporate divitiereceived, the presentation of taxes on our sifagarnings generated from equity
method investments and the inclusion of incomébattable to noncontrolling interest in income befimcome taxes with no corresponding
change in income taxes reported by us as the dlmgronterest.

We are a U.S. shareholder in various foreign estitiassified as controlled foreign corporatiorHCs”)for U.S. tax purposes. U.
shareholders of CFCs are generally required toitatkeaccount as gross income in the U.S. certagsipe income earned by the CFCs
(“Subpart F income”) even if the income is not emtly distributed. A temporary exception (the “getfinancing exception”) was applicable
for tax years beginning before January 1, 2012ytid the current recognition of Subpart F incoragwid in the active conduct of a banki
financing, insurance or similar business. The @&gress and the President have yet to enact extelegjislation for 2012 as of March 31,
2012. Therefore, current tax expense has incrdasad immaterial amount associated with the U.&gaition of Subpart F income from ¢
foreign operations. We will reverse any tax expeswggect to the active financing exception during quarter of enactment should extenders
legislation be enacted during 2012, assuming thislkgion is retroactive to January 1, 2012.

The Internal Revenue Service (“IRS”) has completegimination of our consolidated federal incomer&nrns for years prior to
2004. We are contesting certain issues and hasat dilit in the Court of Federal Claims, requestafgnds for the years
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1995-2003. We do not expect the litigation to soheed within the next twelve months. The IRS asmpleted its examinations of tax years
2004 through 2005 and 2006 through 2008 resultingdeipt of notices of deficiency, which were pai@011. We will file claims for refun
for 2004 and 2005 relating to disputed adjustmduating the second quarter of 2012. The IRS comnteaaeit of our federal income tax
return for 2009 and 2010 in 2011 and during thet fjuarter of 2012, respectively. We do not exgleetresults of these audits or
developments in other tax areas for all open taxs/&o significantly change the possible increagbé amount of unrecognized tax benefits,
but the outcome of tax reviews is uncertain anereseen results can occur.

The U.S. District Court for the Southern Distri¢iowa issued a decision in the case of PritiredllC (“Pritired”), and Principal
Life Insurance Co. v. United States on SeptembeRB01. The court ruled that the securities Pdtimeld should be characterized as debt, not
equity, and thus Principal Life was not entitleddoeign tax credits for the years 2002 and 2008ir€d and Principal Life are seeking
clarification from the court but have not yet dexxidvhether to appeal this ruling.
6. Employee and Agent Benefits

Components of Net Periodic Benefit Cost

Other postretirement

Pension benefits benefits
For the three months ended For the three months ended
March 31, March 31,
2012 2011 2012 2011
(in millions)
Service cos $ 117 $ 10¢ $ 03 ¢ 0.3
Interest cos 27.2 26.€ 2.1 2.2
Expected return on plan ass (28.€) (28.2) (8.9 (8.5
Amortization of prior service bene (2.9 (2.5 (7.2) (7.4
Recognized net actuarial la 221 15.7 0.2 0.1
Amounts recognized due to special eve — 0.9 — (1.2
Net periodic benefit cost (incom $ 307 $ 224§ (129 $ (14.5)

Contributions

Our funding policy for our qualified pension plantd fund the plan annually in an amount at leqetikto the minimum annual
contribution required under the Employee Retirentiecdme Security Act (“ERISA”) and, generally, rgreater than the maximum amount
that can be deducted for federal income tax pupoR@e minimum annual contribution for 2012 will bero so we will not be required to
fund our qualified pension plan during 2012. Howewteis possible that we may fund the qualifiedi amonqualified pension plans in 2012 for
a combined total of $60.0 million to $110.0 millidburing the three months ended March 31, 2012;eveributed $23.0 million to these
plans.

7. Contingencies, Guarantees and Indemnifications
Litigation and Regulatory Contingencies

We are regularly involved in litigation, both asleéfendant and as a plaintiff, but primarily as geddant. Litigation naming us as a
defendant ordinarily arises out of our businessatEns as a provider of asset management and atatiom products and services, life,
health and disability insurance. Some of the latgsmiay be class actions, or purport to be, and soaeinclude claims for unspecified or
substantial punitive and treble damages.

We may discuss such litigation in one of three waye accrue a charge to income and disclose legtkrs for which the chance of
loss is probable and for which the amount of Iaas lse reasonably estimated. We may disclose camtaigs for which the chance of loss is
reasonably possible, and provide an estimate gbdissible loss or range of loss or a statemenstat an estimate cannot be made. Finally,
we may voluntarily disclose loss contingenciesvibich the chance of loss is remote in order to jpl®information concerning matters that
potentially expose us to possible losses.

In addition, regulatory bodies such as state immgalepartments, the SEC, the Financial IndustguRéory Authority, the
Department of Labor, the Federal Reserve Boardotimet regulatory agencies regularly make inquigied conduct examinations or
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investigations concerning our compliance with, aghother things, insurance laws, securities lawd32Rand laws governing the activities
of broker-dealers. We receive requests from regrgatnd other governmental authorities relatingdiistry issues and may receive
additional requests, including subpoenas and getories, in the future.

On November 8, 2006, a trustee of Fairmount PactkRetirement Savings Plan filed a putative clas®a lawsuit in the United
States District Court for the Southern Districtlbhois against Principal Life. Principal Life’s ation to transfer venue was granted and the
case is now pending in the Southern District ofdoiWhe complaint alleged, among other things, Bmaicipal Life breached its alleged
fiduciary duties while performing services to 401kans by failing to disclose, or adequately disel, to employers or plan participants the
fact that Principal Life receives “revenue sharfiegs from mutual funds that are included in itspaekaged 401(k) plans” and allegedly
failed to use the revenue to defray the expenstdsedervices provided to the plans. Plaintiffiertalleged that these acts constitute
prohibited transactions under ERISA. Plaintiff sbutp certify a class of all retirement plans toiethPrincipal Life was a service provider
and for which Principal Life received and retairiegl’enue sharing” fees from mutual funds. On Audlist2008, the plaintiff's motion for
class certification was denied. On June 13, 201d court entered a consent judgment resolvingldims of the plaintiff. On July 12, 2011,
plaintiff filed a notice of appeal related to tlssue of the denial of class certification. Printlgée continues to aggressively defend the
lawsuit.

On October 28, 2009, Judith Curran filed a derisatiction lawsuit on behalf of Principal Funds,. I8trategic Asset Management
Portfolios in the United States District Court fbe Southern District of lowa against Principal Mgament Corporation, Principal Global
Investors, LLC, and Principal Funds Distributorg.lthe “Curran Defendants”). The lawsuit alleges €Curran Defendants breached their
fiduciary duty under Section 36(b) of the Investin€ompany Act by charging advisory fees and distidn fees that were excessive. The
Curran Defendants filed a motion to dismiss the@asJanuary 29, 2010. That motion was grantedingmd overruled in part. Principal
Global Investors, LLC was dismissed from the sTiite remaining Curran Defendants are aggressivégndeng the lawsuit.

On December 2, 2009 and December 4, 2009, twotiffajrCruise and Mullaney, each filed putativesdaction lawsuits in the
United States District Court for the Southern Distof New York against us, Principal Life, PrinalgGlobal Investors, LLC, and Principal
Real Estate Investors, LLC (the “Cruise/Mullaneyfé@wants”). The lawsuits alleged the Cruise/MullaBefendants failed to manage the
Principal U.S. Property Separate Account (“PUSP3A'the best interests of investors, improperly asgd a “withdrawal freeze” on
September 26, 2008, and instituted a “withdrawa&ugito honor withdrawal requests as sufficient liquidiecame available. Plaintiffs alle
these actions constitute a breach of fiduciaryedutinder ERISA. Plaintiffs seek to certify a clemduding all qualified ERISA plans and the
participants of those plans that invested in PUSB&#®een September 26, 2008, and the presentakatduffered losses caused by the
gueue. The two lawsuits, as well as two subsequéldti complaints asserting similar claims, haeeb consolidated and are now known as
In re Principal U.S. Property Account Litigationn@pril 22, 2010, an order was entered grantingnieéion made by the Cruise/Mullaney
Defendants for change of venue to the United Sfaistsict Court for the Southern District of lowRlaintiffs filed an Amended Consolidated
Complaint adding five new plaintiffs on November, 2010, and the Cruise/Mullaney Defendants movetigmiss the amended complaint.
The court denied the Cruise/Mullaney Defendantstiomoto dismiss on May 17, 2011. The Cruise/Mullabefendants are aggressively
defending the lawsuit.

While the outcome of any pending or future litigatior regulatory matter cannot be predicted, mamagé does not believe that any
such matter will have a material adverse effeabanbusiness or financial position. As of March 2@12, there were no estimated losses
accrued related to the legal matters discussededbesause we believe the loss from these mattaat grobable and cannot be reasonably
estimated.

We believe all of the litigation contingencies dissed above involve a chance of loss that is eiireote or reasonably possible. All
of these matters involve unspecified claim amountshich the respective plaintiffs seek an indeli@ate amount of damages. To the extent
such matters present a reasonably possible chdhzgspwe are not able to estimate the possilsle o range of loss associated therewith.

The outcome of such matters is always uncertaith usfioreseen results can occur. It is possibleghelh outcomes could require us
to pay damages or make other expenditures or edtaticruals in amounts that we could not estirmatarch 31, 2012.

Guarantees and Indemnifications

In the normal course of business, we have proviplegtantees to third parties primarily related foraner subsidiary. These
agreements generally expire through 2019. The maxiraxposure under these agreements as of Mar@032, was approximately $141.0
million. At inception, the fair value of such guataes was insignificant. In addition, we believe likelihood is remote that
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material payments will be required. Therefore, Balyility accrued within our consolidated statenseot financial position is insignificant.
Should we be required to perform under these gteeanwe generally could recover a portion of s from third parties through recourse
provisions included in agreements with such partles sale of assets held as collateral that cdigieated in the event that performance is
required under the guarantees or other recourserglgnavailable to us; therefore, such guarantemdd not result in a material adverse
effect on our business or financial position. Whiie likelihood is remote, such outcomes could nietg affect net income in a particular
quarter or annual period.

We are also subject to various other indemnificatibligations issued in conjunction with divestésy acquisitions and financing
transactions whose terms range in duration and afte not explicitly defined. Certain portions lbése indemnifications may be capped,
while other portions are not subject to such lititas; therefore, the overall maximum amount ofdbégation under the indemnifications
cannot be reasonably estimated. At inception, ditevhlue of such indemnifications was insignifican addition, we believe the likelihood is
remote that material payments will be required.ré&fare, any liability accrued within our consoliddtstatements of financial position is
insignificant. While we are unable to estimate waéntainty the ultimate legal and financial liatyilivith respect to these indemnifications, we
believe that performance under these indemnifioatiould not result in a material adverse effecbonbusiness or financial position. While
the likelihood is remote, performance under theglemnifications could materially affect net income particular quarter or annual period.

8. Stockholders’ Equity
Common Stock

On March 30, 2012, we paid a quarterly dividen®®.3 million, equal to $0.18 per share, to stotdtéis of record as of March 12,
2012.

Reconciliation of Outstanding Shares

Series A Series B Common
preferred stock preferred stock stock
(in millions)
Outstanding shares at January 1, 2 3.C 10.C 320.¢
Shares issue — — 11
Treasury stock acquire — — (0.2
Outstanding shares at March 31, 2 3.C 10.C 321
Outstanding shares at January 1, 2 3.C 10.C 301.1
Shares issue — — 2.1
Treasury stock acquire — — (2.9
Outstanding shares at March 31, 2! 3.C 10.C 300.¢

In May 2011, our Board of Directors reinstated Hmvember 2007 share repurchase program. In Julg,204 completed this
program. During August 2011, our Board of Directaushorized a share repurchase program of up t0.@28illion of our outstanding
common stock. We completed this program in Septer2d&1. During November 2011, our Board of Direstauthorized a share repurchase
program of up to $100.0 million of our outstandz@mmon stock. We completed this program in Decerbéd. In February 2012, our
Board of Directors authorized a share repurchasgram of up to $100.0 million of our outstandingronon stock.

Our Board of Directors has authorized various repase programs under which we are allowed to psechhares of our outstand
common stock. Shares repurchased under these progre@ accounted for as treasury stock, carriedsitand reflected as a reduction to
stockholders’ equity.
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Other Comprehensive Income
For the three months ended March 31, 201
Pre-Tax Tax After -Tax
(in millions)

Net unrealized gains on availa-for-sale securities during the peri $ 3331 $ (112.%) $ 220.¢
Reclassification adjustment for losses includedéhincome 10.t (3.9 6.€
Adjustments for assumed changes in amortizatiotepes (55.5) 19.4 (36.7)
Adjustments for assumed changes in policyholdéilitees (52.0) 21.€ (30.)
Net unrealized gains on availa-for-sale securitie 236.1 (74.8) 161.2
Noncredit component of impairment losses on fixedurities, availabl-for-sale

during the periot (5.0 1.7 3.3
Adjustments for assumed changes in amortizatiotepes 3.8 (1.9 2.4
Noncredit component of impairment losses on fixedurities, availabl-for-sale

1) (1.2 0.2 (0.9
Net unrealized losses on derivative instrumentidithe perioc (43.9) 15.2 (28.5)
Reclassification adjustment for losses includedahincome i (3.9 6.3
Adjustments for assumed changes in amortizatiotepes 28.¢ (10.9) 18.7
Net unrealized losses on derivative instrumi (5.9 1.8 (3.5)
Foreign currency translation adjustm 61.4 3.6 65.2
Unrecognized postretirement benefit obligation wigithe perioc — — —
Amortization of prior service cost and actuariadancluded in net periodic bene

cost 13.4 4.7 8.7
Net unrecognized postretirement benefit obliga 13.4 4.7 8.7
Other comprehensive incor $ 3044 $ (739 $ 230.¢
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For the three months ended March 31, 201
Pre-Tax Tax After -Tax
(in millions)

Net unrealized gains on availa-for-sale securities during the peri $ 2811 $ (100.7) $ 180.2
Reclassification adjustment for gains includedeétincome (0.2 0.1 (0.7
Adjustments for assumed changes in amortizatiotepes (47.7) 16.5 (30.6)
Adjustments for assumed changes in policyholdéilitees 25.7 — 25.7
Net unrealized gains on availa-for-sale securitie 259.t (84.7) 175.¢
Noncredit component of impairment losses on fixedurities, availabl-for-sale

during the periot 38.4 (26.0 22.4
Adjustments for assumed changes in amortizatiotepes (7.9 2.7 (5.
Noncredit component of impairment losses on fixedurities, availabl-for-sale

(1) 30.€ (13.9) 17.2
Net unrealized losses on derivative instrumentidithe perioc (17.9) 6.1 (11.9)
Reclassification adjustment for losses includedehincome 8.8 (3.2 5.7
Adjustments for assumed changes in amortizatioteipes 1.9 (0.7 1.2
Net unrealized losses on derivative instrum (6.7) 2.2 (4.9
Foreign currency translation adjustm 27.C (5.2 21.¢
Unrecognized postretirement benefit obligation wigithe period (2 71.: (25.0 46.32
Amortization of prior service cost and actuariadancluded in net periodic bene

cost 4.4 (1.5) 2.8
Net unrecognized postretirement benefit obliga 75.7 (26.5) 49.7
Other comprehensive incor $ 386.1 $ (126.9 $ 259.:

(1) Represents the net impact of (1) unrealizedsgasulting from reclassification of previousgcognized noncredit impairment losses fi
OClI to net realized capital gains (losses) fordixeaturities with bifurcated OTTI that had additbuoredit losses or fixed maturities that
previously had bifurcated OTTI that have now bead sr are intended to be sold and (2) unrealipsdds resulting from reclassification
of noncredit impairment losses for fixed maturitiggh bifurcated OTTI from net realized capital gsi(losses) to OCI.

(2) Includes the impact of the quarterly remeasarmt of plan assets and liabilities in 2011 resglfrom curtailment accounting associated
with our exited group medical insurance business.

Accumulated Other Comprehensive Income

Noncredit
Net unrealized component of Net unrealized Foreign Unrecognized Accumulated
gains on impairment losses gains on currency postretirement other

available-for-sale on fixed maturities derivative translation benefit comprehensive

securities available-for-sale instruments adjustment obligation income

(in millions)

Balances at January 1, 201 $ 652.1 $ (198.9 $ 11: $ 297 $ (188.9) $ 306.7
Other comprehensive incor 175.¢ 17.5 (4.9 21.¢ 49.7 259.¢
Balances at March 31, 201. $ 827 $ (180.9) $ 6. $ 51t $ (139.0 $ 566.(
Balances at January 1, 2012 $ 860.71 $ 167.9 $ 34¢ $ (109.9) $ (361.) $ 258.(
Other comprehensive incor 161.: (0.9 (3.5 64.t 8.7 230.]
Balances at March 31, 201; $ 1,022.( $ (168.]) $ 314 % (44.5) $ (352.1) $ 488.1
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9. Fair Value Measurements

We use fair value measurements to record fair valeertain assets and liabilities and to estinfigitevalue of financial instruments
not recorded at fair value but required to be disetl at fair value. Certain financial instrumeptaticularly policyholder liabilities other than
investment-type insurance contracts, are excluded these fair value disclosure requirements.

Valuation Hierarchy

Fair value is defined as the price that would lmeired to sell an asset or paid to transfer alifglin an orderly transaction between
market participants at the measurement date (apease). The fair value hierarchy prioritizes theuts to valuation techniques used to
measure fair value into three levels.

e Level 1— Fair values are based on unadjusted quoted pricagive markets for identical assets or lialagit Our Level 1 assets and
liabilities primarily include exchange traded egsecurities, mutual funds and U.S. Treasury bonds.

» Level 2— Fair values are based on inputs other than quwieds within Level 1 that are observable for alsset or liability, either
directly or indirectly. Our Level 2 assets and ilidies primarily include fixed maturities (includg public and private bonds), equity
securities, over-the-counter derivatives and oitegstments for which public quotations are notilakée but that are priced by third-
party pricing services or internal models usingssabtially all observable inputs.

» Level 3— Fair values are based on significant unobsenvablats for the asset or liability. Our Level 3 etssand liabilities include
certain fixed maturities, private equity securitiesal estate and commercial mortgage loan invessr# our separate accounts,
commercial mortgage loan investments and obligat@frconsolidated VIEs for which the fair valueioptwas elected, complex
derivatives and embedded derivatives that mustioegusing broker quotes or other valuation methbdt utilize at least one
significant unobservable input.

Determination of Fair Value

The following discussion describes the valuatiothodologies and inputs used for assets and lissilineasured at fair value on a
recurring basis or disclosed at fair value. Thémégues utilized in estimating the fair valuesiobhcial instruments are reliant on the
assumptions used. Care should be exercised inimigigonclusions about our business, its valuera@ritial position based on the fair value
information of financial instruments presented belo

Fair value estimates are made based on availaliketriaformation and judgments about the finantiatrument at a specific point
in time. Such estimates do not consider the taxashpf the realization of unrealized gains or Igs&e addition, the disclosed fair value may
not be realized in the immediate settlement offitiencial instrument. We validate prices throughrarestment analyst review process, wt
includes validation through direct interaction witkternal sources, review of recent trade actisityse of internal models. In circumstances
where broker quotes are used to value an instrymengenerally receive one non-binding quote. Braketes are validated through an
investment analyst review process, which includdglation through direct interaction with extersalirces and use of internal models or
other relevant information. We did not make anysgigant changes to our valuation processes duGiy.

Fixed Maturities

Fixed maturities include bonds, redeemable predesteck, asset-backed securities and certain neamsdble preferred stock. When
available, the fair value of fixed maturities issbd on quoted prices of identical assets in actiakets. These are reflected in Level 1 and
primarily include U.S. Treasury bonds and activeded redeemable corporate preferred securities.

When quoted prices of identical assets in activekata are not available, our first priority is tbtain prices from third party pricing
vendors. We have regular interaction with thesaleento ensure we understand their pricing mettogies and to confirm they are utilizing
observable market information. Their methodologigsy by asset class and include inputs such ana&tstid cash flows, benchmark yields,
reported trades, broker quotes, credit qualityusty events and economic events. Fixed matusitidsvalidated prices from pricing servic
which includes the majority of our public fixed rogties in all asset classes, are generally reftbat Level 2. Also included in Level 2 are
corporate bonds where quoted market prices aravaifable, for which an internal model using subg#dly all observable inputs or a matrix
pricing valuation approach is used. In the matggraach, securities are grouped into pricing caiegdhat vary by sector, rating and average
life. Each pricing category is assigned a risk agrieased on studies of observable public markatfdain the investment professionals
assigned to specific security classes. The expeetell flows of the security are then discountedk ladthe current Treasury curve plus the
appropriate risk spread. Although the matrix
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valuation approach provides a fair valuation ofrepigcing category, the valuation of an individsaturity within each pricing category may
actually be impacted by company specific factors.

If we are unable to price a fixed maturity secutiging prices from third party pricing vendors thier sources specific to the asset
class, we may obtain a broker quote or utilizera@rnal pricing model specific to the asset utiligrelevant market information, to the extent
available and where at least one significant unofagde input is utilized, which are reflected invieé 3 and can include fixed maturities aci
all asset classes. As of March 31, 2012, less 1h&uof our fixed maturities were valued using in&noricing models, which were classified
as Level 3 assets accordingly.

The primary inputs, by asset class, for valuatigfithe majority of our Level 2 investments fromrthparty pricing vendors or our
internal pricing valuation approach are describeld.

U.S. Government and Agencies/Non-U.S. Governmeritgputs include recently executed market traneastiinterest rate yield
curves, maturity dates, market price quotationsaadit spreads relating to similar instruments.

State and Political Subdivisionsinputs include Municipal Securities RulemakingaBib reported trades, U.S. Treasury and other
benchmark curves, material event notices, new idateeand obligor credit ratings.

Corporate. Inputs include recently executed transactiongkatagrice quotations, benchmark yields, issueeags and observations
of equity and credit default swap curves relatethéissuer. For private placement corporate séesinalued through the matrix valuation
approach inputs include the current U.S. Treasuryecand risk spreads based on sector, rating ardge life of the issuance.

RMBS, CMBS, Collateralized Debt Obligations and @thDebt Obligations Inputs include cash flows, priority of the traedh the
capital structure, expected time to maturity fa fpecific tranche, reinvestment period remainimdy @erformance of the underlying collate
including prepayments, defaults, deferrals, losesty of defaulted collateral and, for RMBS, prgpent speed assumptions. Other inputs
include market indices and recently executed markesactions.

Equity Securities

Equity securities include mutual funds, common Istaxed nonredeemable preferred stock. Fair valuesjoity securities are
determined using quoted prices in active markeatgdifntical assets when available, which are rédé@n Level 1. When quoted prices are
available, we may utilize internal valuation metbludjies appropriate for the specific asset thatalservable inputs such as underlying sl
prices, which are reflected in Level 2. Fair valog@ght also be determined using broker quotesrautih the use of internal models or
analysis that incorporate significant assumpticesnoed appropriate given the circumstances andstensiwith what other market
participants would use when pricing such securitidsch are reflected in Level 3.

Derivatives

The fair values of exchange-traded derivativesdatermined through quoted market prices, whichreftected in Level 1.
Exchange-traded derivatives include interest rateexjuity futures that are settled daily such their fair value is not reflected in the
consolidated statements of financial position. fdievalues of over-the-counter derivative instrumiseare determined using either pricing
valuation models that utilize market observablaiisr broker quotes. The majority of our over-tvemter derivatives are valued with
models that use market observable inputs, whichedlected in Level 2. Significant inputs includentractual terms, interest rates, currency
exchange rates, credit spread curves, equity pracesvolatilities. These valuation models consftejected discounted cash flows, relevant
swap curves, and appropriate implied volatiliti@ertain over-the-counter derivatives utilize unatable market data, primarily independent
broker quotes that are nonbinding quotes basedaatels that do not reflect the result of marketseamions, which are reflected in Level 3.

Our derivative contracts are generally documentettulSDA Master Agreements, which provide for lgganforceable set-off and
close-out netting of exposures to specific courateips. Collateral arrangements are bilateral axsdh on current ratings of each entity. We
utilize the LIBOR interest rate curve to value positions, which includes a credit spread. Thislitrgpread incorporates an appropriate level
of nonperformance risk into our valuations givea thirrent ratings of our counterparties, as wethascollateral agreements in place.
Counterparty credit risk is routinely monitoredetasure our adjustment for non-performance rislp@@priate.
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Interest Rate Contractd/Ve use discounted cash flow valuation techniqueketermine the fair value of interest rate swasgus
observable swap curves as the inputs. These deetexf in Level 2. In addition, we have a limitaghmber of complex inflation-linked interest
rate swaps and interest rate collars that are galsig broker quotes. These are reflected in L8vBwaptions are valued using broker
quotes. These are reflected in Level 3.

Foreign Exchange ContractsWe use discounted cash flow valuation techniquastuttilize observable swap curves and exchange
rates as the inputs to determine the fair valueraign currency swaps. These are reflected in L2vin addition, we have a limited number
of non-standard currency swaps that are valuedyusioker quotes. These are reflected within Lev&@rency forwards are valued using
observable market inputs, including forward curgeexchange rates. These are reflected in Level 2.

Equity ContractsWe use an option pricing model using observabldiedprolatilities, dividend yields, index pricescaswap curve
as the inputs to determine the fair value of eqofifions. These are reflected in Level 2.

Credit ContractsWe use either the ISDA Credit Default Swap Standiisdounted cash flow model that utilizes observalgfault
probabilities and recovery rates as inputs or hrpkiees to determine the fair value of credit déffawaps. These are reflected in Level 3. In
addition, we have a limited number of total reteawaps that are valued based on the observabledjpote of underlying equity indices.
These are reflected in Level 2.

Other Investments

Other investments reported at fair value primarisiude seed money investments, for which thevialue is determined using the
net asset value of the fund. The net asset valtieediund represents the price at which we feelwveld be able to initiate a transaction. Seed
money investments in mutual funds for which theasstet value is published are reflected in Lev8lekd money investments in mutual fu
or other investment funds in markets that do nettapublished net asset value are reflected irlL2v

Other investments reported at fair value also ieloommercial mortgage loans of consolidated ViEsvhich the fair value option
was elected, which are reflected in Level 3. Falug of these commercial mortgage loans is computiézing a discount rate based on the
current market. The market discount rate is thguséed based on various factors that differeniidt®m our pool of loans.

Cash and Cash Equivalents

Certain cash equivalents are reported at fair vatua recurring basis and include money marketunsnts and other short-term
investments with maturities of less than three menEair values of these cash equivalents may teendimed using public quotations, when
available, which are reflected in Level 1. Whenlpuquotations are not available, because of thélgiliquid nature of these assets, carrying
amounts may be used to approximate fair values;twduie reflected in Level 2.

Separate Account Asse

Separate account assets include equity securdidss,securities and derivative instruments, forolHair values are determined as
previously described, and are reflected in Levélelel 2 and Level 3. Separate account assetsradkale commercial mortgage loans, for
which the fair value is estimated by discounting éxpected total cash flows using market ratesattgafipplicable to the yield, credit quality
and maturity of the loans. The market clearing agsevary based on mortgage type, weighted aveifageating and liquidity. These are
reflected in Level 3. Finally, separate accouneesiclude real estate, for which the fair vakiestimated using discounted cash flow
valuation models that utilize public real estateketdata inputs such as transaction prices, magkes, vacancy levels, leasing absorption,
market cap rates and discount rates. In additiach @roperty is appraised annually by an indeperagpraiser. The real estate within the
separate accounts is reflected in Level 3.

Investmen-Type Insurance Contracts

Certain annuity contracts and other investment-typarance contracts include embedded derivatheshiave been bifurcated from
the host contract and that are measured at faievah a recurring basis, which are reflected inel&v The key assumptions for calculating
the fair value of the embedded derivative lial@ktare market assumptions (such as equity markehse interest rate levels, market volatility
and correlations) and policyholder behavior assionpt(such as lapse, mortality, utilization andwtawal patterns). They are valued usil
combination of historical data and actuarial judgim&tochastic models are used to value the embledieiévatives that incorporate a spread
reflecting our own creditworthiness and risk masgin
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The assumption for our own non-performance riskrfeestment-type insurance contracts and any endaeddrivatives bifurcated
from certain annuity and investment-type insuracmaracts is based on the current market credéasis for debt-like instruments that we
have issued and are available in the market.

Other Liabilities

Certain obligations reported in other liabilitie€liude embedded derivatives to deliver underlyusities of structured investments
to third parties. The fair value of the embeddedvagives is calculated based on the value of theedying securities that are valued base
prices obtained from third party pricing vendorsutibzed and described in our discussion of hoiwvalue is determined for fixed maturities,
which are reflected in Level 2.

Additionally, obligations of consolidated VIEs fahich the fair value option was elected are inctugheother liabilities. These
obligations are valued either based on prices obthirom third party pricing vendors as utilizedlatescribed in our discussion of how fair
value is determined for fixed maturities, which ezlected in Level 2, or broker quotes, which aaiected in Level 3.

Assets and Liabilities Measured at Fair Value on &ecurring Basis

Assets and liabilities measured at fair value oacarrring basis are summarized below.

As of March 31, 2012

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

Assets
Fixed maturities, availat-for-sale:

U.S. government and agenc 801.1 $ 66.2 7348 $ —

Non-U.S. government 1,035.% — 998.¢ 36.¢

States and political subdivisio 2,917.: — 2,917.: —

Corporate 34,152.. 96.4 33,853.. 202.7

Residential mortga-backed securitie 3,337.: — 3,337.:

Commercial mortga¢-backed securitie 3,499.: — 3,499.: —

Collateralized debt obligatior 346.¢ 267.¢ 79.C

Other debt obligation 3,411.¢ — 3,405.¢ 6.1
Total fixed maturities, availat-for-sale 49,501.. 162.7 49,014.( 324.¢
Fixed maturities, tradin 868.1 175.1 487 . 206.2
Equity securities, availak-for-sale 138.¢ 60.€ 60.3 17.t
Equity securities, tradin 536.4 411.C 125.1 —
Derivative assets (. 971.: — 924.( 47.:
Other investments (: 199.1 21.€ 87.7 89.¢
Cash equivalents (: 692.: 7.3 685.( —

Sut-total excluding separate account as 52,907.! 838.¢ 51,383.! 685.4
Separate account ass 77,566.! 54,975.! 18,303.¢ 4,287 .
Total assets 130,474.0 $ 55,814.. 69,687.. $ 4,972.¢
Liabilities
Investment-type insurance contracts ( (129.0) % — — 3 (129.0
Derivative liabilities (1) (1,408.9 — (1,266.¢) (142.9)
Other liabilities (4) (228.2) — (187.5 (40.9)
Total liabilities (1,766.) $ = (1,454.) $ (312.0
Net assets (||ab|||t|es) 128,707' $ 55,814 68,233: $ 4,660(
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Assets
Fixed maturities, availak-for-sale:
U.S. government and agenc
Non-U.S. government
States and political subdivisio
Corporate
Residential mortga-backed securitie
Commercial mortga¢-backed securitie
Collateralized debt obligatior
Other debt obligation
Total fixed maturities, availak-for-sale
Fixed maturities, tradin
Equity securities, availak-for-sale
Equity securities, tradin
Derivative assets (.
Other investments (:
Cash equivalents (:
Sut-total excluding separate account as

Separate account ass
Total assets

Liabilities

Investment-type insurance contracts (
Derivative liabilities (1)

Other liabilities (4)

Total liabilities

Net assets (liabilities]

(1) Within the consolidated statements of finahpisition, derivative assets are reported witleothvestments and derivative liabilities are

Principal Financial Group, Inc.
Notes to Consolidated Financial Statements

March 31, 2012

(Unaudited)
As of December 31, 201
Assets/
(liabilities)
measured at Fair value hierarchy level
fair value Level 1 Level 2 Level 3
(in millions)
$ 805.1 $ 57t % 747¢€¢ $ =
1,096." — 1,073.¢ 22.¢
2,882.° — 2,882.° —
33,556.! 87.t 33,172.( 297.(
3,343.( — 3,343.( —
3,413.° — 3,413.° —
338.¢ — 236.% 102.t
3,570.: — 3,542.¢ 27.%
49,006. 145.C 48,412.( 449.7
971.7 199.€ 551.¢ 220.¢
77.1 56.5 2.6 18.C
404.¢ 291.¢ 113.2 —
1,171.: — 1,110.¢ 60.2
213.C 17.¢ 98.2 97.t
1,659.¢ 677.3 982.t —
53,504.! 1,387.¢ 51,270, 846.2
71,364.: 49,477.. 17,689.. 4,198.:
$ 124,868.! $ 50,864." $ 68,959.f $ 5,044.
$ (195.9 $ — 3 — 3 (195.6)
(1,527.) — (1,350.) (177.9)
(225.7) — (201.) (24.2)
$ (1,948.9) $ — $ (1,551.) $ (397.J)
$ 122,920. $ 50,864. $ 67,408.! $ 4,647.

reported with other liabilities. Refer to Note 4etivative Financial Instruments, for further infation on fair value by class of derivat
instruments. Our derivatives are primarily Level2h the exception of certain credit default swaps other swaps that are Level 3.
(2) Primarily includes seed money investments@rdmercial mortgage loans of consolidated VIEs mggbat fair value.
(3) Includes money market instruments and shont-favestments with a maturity date of three momthkess when purchased.
(4) Includes bifurcated embedded derivatives dénatreported at fair value within the same lineifa the consolidated statements of
financial position in which the host contract ipoeted. Other liabilities also include obligatiasfsconsolidated VIEs reported at fair

value.
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Changes in Level 3 Fair Value Measurements

The reconciliation for all assets and liabilitiesasured at fair value on a recurring basis usigigifsiant unobservable inputs (Level
3) are summarized as follows:

For the three months ended March 31, 2012 Changes in
Beginning Net Ending unrealized
asset/ Total realized/unrealized purchases, asset/ gains (losses)
(liability) gains (losses sales, (liability) included in net
balance Included in issuances balance income
as of Included in other and Transfers Transfers as of relating to
December 31 net income comprehensive settlements into out of March 31, positions still
2011 (1) income (4) Level 3 Level 3 2012 held (1)
(in millions)
Assets
Fixed maturities,
availablefor-sale:
Non-U.S.
government: $ 22¢ 3 22 $ 01 $ 15 $ 145 $ — $ 36 % (2.2)
Corporate 297.C (2.6) 2.C (16.€ 3.4 (80.5) 202.7 (2.7
Collateralized det
obligations 102.5 (0.2) 3.1 0.5 — (27.0 79.C (0.2)
Other debt
obligations 27.F (0.7 (1.3 (25.2) 6.C — 6.1 (0.7)
Total fixed
maturities,
availablefor-sale 449.7 (5.6) 3.9 (39.9 23.¢ (207.5) 324.¢ (5.7
Fixed maturities,
trading 220.¢ (1.7) 5.3 (18.2) — — 206.2 (2.9
Equity securities,
availablefor-sale 18.C — (0.5) — — — 17.5 —
Derivative asset 60.2 (14.¢) — 1.7 — — 47.: (13.6)
Other investment 97.t (0.€ — (6.8 — — 89.¢ (0.9
Separate account
assets (2 4,198.. 86.¢ 0.1 3.4 0.3 (1.7)  4,287.. 77.7
Liabilities
Investments-type
insurance contrac (195.9) 68.¢ (2.0 — — (229.0 68.1
Derivative liabilities (177.7) 25.4 1.3 8.1 — — (142.9 26.4
Other liabilities (3) (24.2) (16.5) — — — — (40.7) (16.5)
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For the three months ended March 31, 201 Changes in
Beginning Net Ending unrealized
asset/ Total realized/unrealized purchases, asset/ gains (losses
(liability) gains (losses sales, (liability) included in net
balance Included in Included in issuances balance income
as of net other and Transfers Transfers as of relating to
December 31, income comprehensive settlements into out of March 31, positions still
2010 (1) income (4) Level 3 Level 3 2011 held (1)
(in millions)
Assets
Fixed maturities,
available-for-sale:
Non-U.S.
government: $ 245 % — 8 — $ — $ — $ — $ 24t 3 —
Corporate 552.1 (7.9 4.7 (11.2) 27.E (20.0) 545.2 (7.9
Commercial
mortgage-
backed
securities 16.2 — 2.6 0.2 — — 19.C —
Collateralized det
obligations 109.: (10.9) 14.7 1.3 — (1.3 111.] (10.9
Other debt
obligations 88.¢ — 0.5 (1.2 0.4 — 88.t —
Total fixed
maturities,
availablefor-sale 790.¢ (18.2) 22.t (13.5) 27.¢ (21.9) 788.< (18.2)
Fixed maturities,
trading 269.1 (4.2 — 4.€ — — 269.¢ (3.2
Equity securities,
available-for-sale 43.2 5.0 — — — 48.2 —
Derivative asset 33.2 & (0.2) (0.2 — — 39.4 6.2
Other investment 128.: (2.7 — (4.0 — — 122 (2.3
Separate account
assets (2 3,771 73.1 0.3 (7.9 3.1 (31.2)  3,799. 71.€
Liabilities
Investment-type
insurance contrac (6.6) (4.5 — 6.8 — — (4.2 4.3
Derivative liabilities (181.5 14 2.0 (6.9 — — (185.0 235
Other liabilities (3) (156.) 4.4 0.2 (6.7) — — (158.9) 4.4

(1) Both realized gains (losses) and mark-to-maukeealized gains (losses) are generally repdonteet realized capital gains (losses) within
the consolidated statements of operations. Reatinddunrealized gains (losses) on certain fixediritags, trading and certain derivatiy
used in relation to certain trading portfolios egported in net investment income within the coigsdéd statements of operation.

(2) Gains and losses for separate account assetstdmpact net income as the change in valuepéiate account assets is offset by a
change in value of separate account liabilitieselgm currency translation adjustments relatedhéoRrincipal International segment
separate account assets are recorded in AOCI aruffaet by foreign currency translation adjustreenftthe corresponding separate
account liabilities.

(3) Certain embedded derivatives reported in dikbilities are part of a cash flow hedge, witle &ffective portion of the unrealized gains
(losses) recorded in AOCI.

(4) Gross purchases, sales, issuances and settemere:
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Assets

Fixed maturities, availak-for-sale:
Non-U.S. government
Corporate
Collateralized debt obligatior
Other debt obligation

Total fixed maturities, availak-for-sale

Fixed maturities, tradin

Derivative asset

Other investment

Separate account ass

Liabilities
Investmer-type insurance contrac
Derivative liabilities

Assets

Fixed maturities, availak-for-sale:
Corporate
Commercial mortga¢-backed securitie
Collateralized debt obligatior
Other debt obligation

Total fixed maturities, availak-for-sale

Fixed maturities, tradin

Derivative asset

Other investment

Separate account ass

Liabilities

Investmer-type insurance contrac
Derivative liabilities

Other liabilities

Principal Financial Group, Inc.
Notes to Consolidated Financial Statements
March 31, 2012

(Unaudited)
For the three months ended March 31, 201

Net purchases

sales, issuance

Purchases Sales Issuances Settlements and settlements

(in millions)

$ 711 $ (69.9) $ — 3 (0.3 $ 1.5
12.2 (26.6) — (2.9 (16.€)

— — — 0.5 0.5
— — — (25.2) (25.2)
83.4 (95.9) - (27.9) (39.9)
— (0.9 — (17.9 (18.2)

2.5 (0.9) - - 1.7
— — — (6.9) (6.9)

174.( (130.%) (134.9 95.C 3.4
— — (3.9 1.3 (2.0)

(0.7) 8.8 - - 8.1

For the three months ended March 31, 201

Net purchases

sales, issuance

Purchases Sales Issuances Settlements and settlements

(in millions)

$ 76 $ (16.5) $ — 3 293 $ (11.2)
— — — 0.2 0.2
0.2 (0.4) — (1.2) (1.9
— — — (1.2) (1.2)
7.8 (16.9 — (4.5 (13.5

10.C (5.9 — (0.1) 4.€
— (0.2) — — (0.2)
— — — (4.0) (4.0)
35.2 (44.7) - (7.9 (7.9

— — 6.3 0.€ 6.9
(9.4) 2.5 — — (6.9
(2.1) — — (4.6) (6.7)
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Transfers

Transfers of assets and liabilities measured avéue on a recurring basis between fair valueahéhy levels are summarized
below.

For the three months ended March 31, 2012

Transfers out Transfers out Transfers out Transfers out Transfers out Transfers out
of Level 1 into of Level 1 into of Level 2 into of Level 2 into of Level 3 into of Level 3 into
Level 2 Level 3 Level 1 Level 3 Level 1 Level 2
(in millions )
Assets
Fixed maturities, available-for-
sale:
Non-U.S. government $ — 9 — 3 — 9 145 $ — $ —
Corporate — — — 34 — 80.t
Collateralized debt obligatior — — — — — 27.C
Other debt obligation — — — 6.C — —
Total fixed maturities, available-
for-sale — — — 23.¢ — 107.5
Separate account ass — 0.3 — — — 1.7

Transfers between fair value hierarchy levels acegnized at the beginning of the reporting period.

We did not have significant transfers between Lavahd Level 2 during the three months ended Maigt2012 and March 31,
2011.

Assets transferred into Level 3 during the threatin® ended March 31, 2012 and 2011, primarily idetuassets that were
previously priced using a matrix pricing valuat@pproach that may no longer be relevant when appdi@sset-specific situations.

Assets transferred out of Level 3 during the thmemths ended March 31, 2012 and 2011, includecetfarswhich we are now able
to obtain pricing from a recognized third partygprg vendor or from internal models using substaiytiall market observable information.

Quantitative Information about Level 3 Fair Value Measurements

The following table provides quantitative infornmatiabout the significant unobservable inputs usedecurring fair value
measurements categorized within Level 3, excludisgets and liabilities for which significant quéattive unobservable inputs are not
developed internally, which primarily consists bbse valued using broker quotes. Refer to “Assaddiabilities measured at fair value on a
recurring basis” for a complete valuation hierarshynmary.
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Assets

Fixed maturities, availak-for-sale:

Non-U.S. government

Corporate

Collateralized debt obligatior

Other debt obligation
Fixed maturities, tradin

Other investment

Principal Financial Group, Inc.

Notes to Consolidated Financial Statements

March 31, 2012

(Unaudited)
As of March 31, 2012
Assets /
(liabilities) Input/range of
measured at Valuation Unobservable inputs [weighted
fair value technique(s) input description average]
(in millions)
13.¢ Discounted cash floo  Discount rate (1 2.3% [2.3%
llliquidity premium 25 basis points (“bp3
[25bps
69.5 Discounted cash floo  Discount rate (1 0.3%-41.0% [13.0%
llliquidity premium Obp<-200bps [83bp:
Comparability Obps430bps [12bp:
adjustmen
Earnings before 4.5x [4.5X
interest, taxes,
depreciation and
amortization
multiple
Recovery valut Discount rate (1 6.2% [6.2%
llliquidity premium 600bps [600bp:
Probability of defaul 50.0% [50.0%
Potential loss severit 47.0% [47.0%
41.z Discounted cash floo  Discount rate (1 2.1%11.5% [8.0%
llliquidity premium 400bp=-1,000bps [815bp
6.1 Discounted cash floo  Discount rate (1 20.0% [20.0%
31.z Discounted cash floo  Discount rate (1 2.3%-61.0% [8.0%
llliquidity premium Obps4,400bp
[440bps
132.« See note (2
89.¢t Discounted cash floo  Discount rate (1 4.3% [4.3%
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Principal Financial Group, Inc.

Notes to Consolidated Financial Statements
March 31, 2012

(Unaudited)
As of March 31, 2012
Assets /
(liabilities) Input/range of
measured at Valuation Unobservable inputs [weighted
fair value technique(s) input description average]
(in millions)
Separate account assets 4,123.¢ Discounted cash floo Discount rate (1) 0.9%9.3% [4.1%
- mortgage loan
llliquidity premium Obps50bp:t
60bps885bp:
Credit spread rat [332bps
Discounted cash flon Discount rate (1) 6.5%-10.5% [8.2%
- real estati
Terminal capitalization 5.5%9.5% [7.3%
rate
Average market rent 2.2%6.1% [3.4%
growth rate
Liabilities
Investment-type insurance (129.0 Long duration interest 2.9%-3.0% (3

contracts

Discounted cash flo

rate
Long-term equity marke
volatility

16.1%43.4%

Non-performance risl 0.7%-2.3%
Utilization rate See note (
Lapse rate 0.5%-16.0%
Mortality rate See note (¢
Derivative liabilities (86.5) See note (2
Other liabilities (40.7) See note (2

1)
()

(3)
(4)
()

Represents market comparable interest rate ordex iadjusted rate used as the base rate in theudise cash flow analysis prior to ¢
credit spread, illiquidity or other adjustments,exd applicable.

Relates to a consolidated collateralized privatestment vehicle that is a VIE. Fixed maturitydiray represents the underlying
collateral of the investment structure and consistigh-grade fixed maturity investments, whick aver-collateralized based on
outstanding notes priced at par. The derivativality represents credit default swaps that areedlusing a correlation model to the
credit default swap (“CDS") Index (“CDX") and inputo the valuation are based on observable madtatslich as the end of period
swap curve, CDS constituents of the index and sideeels of the index, as well as CDX tranche spgedhe other liabilities represent
obligations to third party note holders due at migtwr termination of the trust. The value of thigligations reflect the third parties’
interest in the investment structure.

Represents the range of rate curves used in thati@h analysis that we have determined marketgizahts would use when pricing 1
instrument. Derived from interpolation between abable 20 and 30-year swap rates.

This input factor is the number of contracthold@isng withdrawals as well as the amount and tinghthe withdrawals and a range
does not provide a meaningful presentation.

This input is based on an appropriate industry afityttable and a range does not provide a meanimgésentation.

Market comparable discount rates are used as geerhte in the discounted cash flows used to daterthe fair value of certain

assets. Increases or decreases in the credit sppaate comparable assets, could cause the fag vhasset to significantly decrease or
increase, respectively. Additionally, we may adphst base discount rate or the modeled price blyegpan illiquidity
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premium given the highly structured nature of dartssets. Increases or decreases in this illigumiemium could cause significant
decreases or increases, respectively, in the &hilevof the asset.

Embedded derivatives can be either assets oritiabilvithin the investment-type insurance consdicte item, depending on certain
inputs at the reporting date. Increases to art asskecreases to a liability are described asames to fair value. Increases or decreases in
market volatilities could cause significant decesasr increases, respectively, in the fair valuerobedded derivatives in investment-type
insurance contracts. Long duration interest ratesised as the mean return when projecting thetprimithe value of associated account
value and impact the discount rate used in theodisted future cash flows valuation. The amountaifits will increase if account value is
not sufficient to cover guaranteed withdrawalscréases or decreases in risk free rates could thedair value of the embedded derivativ
significantly increase or decrease, respectivelgrdases or decreases in our own credit risks,hwinpact the rates used to discount future
cash flows, could significantly increase or decegasspectively, the fair value of the embeddedvdtve. All of these changes in fair value
would impact net income.

Decreases or increases in the mortality rate assomngould cause the fair value of the embeddet/aive to decrease or increase,
respectively. Decreases or increases in the ovapak rate assumption could cause the fair véltieeoembedded derivative to decrease or
increase, respectively. The lapse rate assumptinas/dynamically based on the relationship ofgih@rantee and associated account value. A
stronger or weaker dynamic lapse rate assumptiold @ause the fair value of the embedded derivativdecrease or increase, respectively.
The utilization rate assumption includes how mamytactholders will take withdrawals, when theylwake them and how much of their
benefit they will take. Increases or decreasakarassumption of the number of contractholderntpWwithdrawals could cause the fair value
of the embedded derivative to decrease or increaspectively. Assuming contractholders take witlngxls earlier or later could cause the
value of the embedded derivative to decrease oease, respectively. Assuming contractholders tadee or less of their benefit could cause
the fair value of the embedded derivative to desgen increase, respectively.

Assets and Liabilities Measured at Fair Value on &onrecurring Basis

Certain assets are measured at fair value on @owming basis. During the three months ended Mat¢t2012, certain mortgage
loans had been marked to fair value of $126.5 onilliThe net impact of impairments and improvemanestimated fair value of previously
impaired loans resulted in a net loss of $7.9 onillior the three months ended March 31, 2012 ytlagtrecorded in net realized capital gains
(losses) as part of the mortgage loan valuatimwahce. These collateral-dependent mortgage loans kevel 3 fair value measurement, as
fair value is based on the fair value of the unded real estate collateral, which is estimatech@sippraised values that involve significant
unobservable input3he fair value of the underlying collateral is daténed based on a discounted cash flow valuatitreefrom an externi
broker opinion of value or an internal model. Sfgaint inputs used in the discounted cash flowwdation include: a discount rate, terminal
capitalization rate and average market rent growtie. ranges of inputs used in the fair value measants for the mortgage loans marked to
fair value during the three months ended March2B812, were:

Discount rate = 8.0% - 13.0%
Terminal capitalization rate = 6.3% - 10.3%
Average market rent growth = 8.0% - 13.0%

During the three months ended March 31, 2012 arerhortgage servicing rights had been markeditovédue of $4.4 million. The
net impact of impairments and subsequent improvésriarestimated fair value of previously impairedrtgage servicing rights resulted in a
net gain of $0.1 million for the three months enfiéatch 31, 2012 , that was recorded in operatimgeases. These mortgage servicing rights
are a Level 3 fair value measurement, as fair vislagietermined by calculating the present valutheffuture servicing cash flows from the
underlying mortgage loans. The discount rate useagliculating the present value of the future si@mngi cash flows was 3.3% for the three
months ended March 31, 2012.

During the three months ended March 31, 2011 arerhortgage loans had been marked to fair val@ef7 million. The net
impact of impairments and improvements in estimé@dvalue of previously impaired loans resultadainet gain of $0.8 million for the thi
months e nded March 31, 2011 , that was recordedtinealized capital gains (losses) as part ofrtbeggage loan valuation allowance. These
collateral-dependent mortgage loans are a Levair&lue measurement, as fair value is basedefathvalue of the underlying real estate
collateral, which is estimated using appraisedesliat involve significant unobservable inputs.

During the three months ended March 31, 2011, icemartgage servicing rights had been written dewfair value of $1.1 million.
The net impact of impairments and improvementsstimeated fair value of previously impaired mortgagevicing rights
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resulted in a net gain of $0.1 million for the #amonths ended March 31, 2011, that was recordedemting expenses. These mortgage
servicing rights are a Level 3 fair value measuremas fair value is determined by calculatinghesent value of the future servicing cash
flows from the underlying mortgage loans.

Fair Value Option

As a result of our implementation of new author#aguidance related to the accounting for VIEgetif/e January 1, 2010, we
elected fair value accounting for certain assetsliabilities of newly consolidated VIEs for whidtwas not practicable for us to determine
the carrying value. The fair value option was a@ddbr commercial mortgage loans reported with oifeestments and obligations reported
with other liabilities in the consolidated statenseof financial position. The changes in fair vabfgéhese items are reported in net realized
capital gains (losses) on the consolidated statessmdroperations.

The fair value and aggregate contractual princpabunts of commercial mortgage loans for whichf#lirevalue option has been
elected were $89.8 million and $89.3 million asvizrch 31, 2012, and $97.5 million and $96.1 millamof December 31, 2011, respectiv
The change in fair value of the loans resulted $0.8 million and $2.1 million pre-tax loss for ttigee months ended March 31, 2012 and
2011, respectively, none of which related to insient-specific credit risk. None of these loans waoge than 90 days past due or in
nonaccrual status. Interest income on these coniahenortgage loans is included in net investmenbme on the consolidated statements of
operations and is recorded based on the effectteedist rates as determined at the closing ofodue. linterest income recorded on these
commercial mortgage loans was $1.8 million and $&ilbon for the three months ended March 31, 28hd 2011, respectively.

The fair value and aggregate unpaid principal arteahobligations for which the fair value optioashbeen elected were $97.8
million and $221.7 million as of March 31, 2012d#$88.4 million and $169.8 million as of Decembir 3011, respectively. For the three
months ended March 31, 2012 and 2011, the chanfgér walue of the obligations resulted in a pre-gain (loss) of ($15.9) million and $6.3
million, which includes a pre-tax gain (loss) of685) million and $4.4 million related to instruntespecific credit risk that is estimated ba
on credit spreads and quality ratings, respectivatgrest expense recorded on these obligaticinglisded in operating expenses on the
consolidated statements of operations and wasrillidn and $1.9 million for the three months endédrch 31, 2012 and 2011,
respectively.
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Financial Instruments Not Reported at Fair Value

The carrying value and estimated fair value offfirial instruments not recorded at fair value or@urring basis but required to be
disclosed at fair value were as follows:

March 31, 2012
Fair value hierarchy level

Carrying amount Fair value Level 1 Level 2 Level 3
(in millions)

Assets (liabilities)

Mortgage loan: $ 11,308.¢ $ 11,757 % — — 11,757.
Policy loans 873.¢ 1,032.° — — 1,032.°
Other investment 242 2435 — 165.( 78.7
Cash and cash equivalel 959.¢ 959.¢ 959.¢ — —
Investment-type insurance contrac (31,583.9) (31,611.9 (6,662.9 (24,949.)
Shor-term deb! (101.9 (101.9 — (101.9) —
Long-term debt (1,570.9 (1,773.0 — (1,752.9 (20.9)
Separate account liabilitie (69,517.9) (68,372.) — — (68,372.)
Bank deposit: (2,129.9) (2,137.9) (1,318.9) (818.9 —
Cash collateral payab (144.7) (144.7) (144.7) — —

December 31, 201
Carrying amount Fair value
(in millions)

Assets (liabilities)

Mortgage loan: $ 10,727.. $ 11,223.
Policy loans 885.1 1,114
Other investment 165.€ 165.€
Cash and cash equivalel 1,174.: 1,174.:
Investment-type insurance contrac (32,408.) (32,234.))
Shor-term debi (105.9 (105.2)
Long-term debt (1,564.9 (1,750.7)
Separate account liabilitie (64,016.9) (62,906.9
Bank deposit: (2,142.9 (2,150.7)
Cash collateral payab (234.0) (234.0)

Mortgage Loans

Fair values of commercial and residential mortgages are primarily determined by discounting tkpeeted cash flows at current
treasury rates plus an applicable risk spread, wgtiects credit quality and maturity of the loamke risk spread is based on market clearing
levels for loans with comparable credit quality tondies and risk. The fair value of mortgage loamsy also be based on the fair value of the
underlying real estate collateral less cost tq sdiich is estimated using appraised values. Theseeflected in Level 3.

Policy Loans

Fair values of policy loans are estimated by distiog expected cash flows using a risk-free ratetan the U.S. Treasury curve.
The expected cash flows reflect an estimate ofinaif the repayment of the loans. These are refieict Level 3.

Other Investments

The fair value of commercial loans and certain comar loans included in other investments is catedl®y discounting scheduled
cash flows through the estimated maturity dategusiarket interest rates that reflect the creditiatetest rate risk inherent in the loans. The
estimate of term to maturity is based on historigderience, adjusted as required, for current@oinand lending conditions. The effect of
nonperforming loans is considered in assessingrédit risk inherent in the fair value estimatee3$é are reflected in Level 3. The carrying
value of the remaining investments reported in lihisitem approximate their fair value and araahort-term nature. These are reflected in
Level 2.
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Cash and Cash Equivalents

The carrying amounts of cash and cash equivalbatsate not reported at fair value on a recurriagjdapproximate their fair value,
which are reflected in Level 1 given the natureash.

Investmen-Type Insurance Contracts

The fair values of our reserves and liabilitiesiforestmentype insurance contracts are determined via a garty pricing vendor ¢
using discounted cash flow analyses when we arblena find a price from third party pricing vendoihird party pricing on various
outstanding medium-term notes and funding agreesnsiitased on observable inputs such as benchrieddls wnd spreads based on reported
trades for our medium-term notes and funding agesgiissuances. These are reflected in Level 2didmmunted cash flow analyses for the
remaining contracts is based on current interéssyancluding non-performance risk, being offef@dsimilar contracts with maturities
consistent with those remaining for the investmgpe contracts being valued. These are reflectégvrel 3. Investment-type insurance
contracts include insurance, annuity and othercgalontracts that do not involve significant mdtyabr morbidity risk and are only a portion
of the policyholder liabilities appearing in thensolidated statements of financial position. Inaaeacontracts include insurance, annuity and
other policy contracts that do involve significambrtality or morbidity risk. The fair values for pbinsurance contracts, other than investment-
type contracts, are not required to be disclosed.

Short-Term Debt

The carrying amount of short-term debt approximégeir value because of the relatively shortdibetween origination of the debt
instrument and its maturity, which is reflected_gvel 2.

Long-Term Debt

Long-term debt primarily includes senior note igstes for which the fair values are determined usipgts that are observable in
the market or that can be derived from or corrotentavith observable market data. These are reflénoteevel 2. Additionally, our long-term
debt includes non-recourse mortgages and notedblgatyet are primarily financings for real estadeelopments for which the fair values are
estimated using discounted cash flow analysis basexlir incremental borrowing rate for similar lmving arrangements. These are refle
in Level 3.

Separate Account Liabilitie:

Fair values of separate account liabilities, exiclgdnsurance-related elements, are estimated masathrket assumptions around
what a potential acquirer would pay for the asdedidlock of business, including both the sepaaiat®unt assets and liabilities. As the
applicable separate account assets are alreadgtegflat fair value, any adjustment to the faiugadf the block is an assumed adjustment to
the separate account liabilities. To compute falug, the separate account liabilities are origyrest to equal separate account assets becaus
these are pass-through contracts. The separatardd@bilities are reduced by the amount of futiees expected to be collected that are
intended to offset upfront acquisition costs alsegturred that a potential acquirer would not htvpay. The estimated future fees are
adjusted by an adverse deviation discount andrtfmuat is then discounted at a risk-free rate assared by the yield on U.S. Treasury
securities at maturities aligned with the estimdiihg of fee collection. These are reflected &vel 3.

Bank Deposits

The fair value of deposits of our Principal Banksidiary with no stated maturity, such as demammbsli¢s, savings, and interest-
bearing demand accounts, is equal to the amousth@pn demand (i.e., their carrying amounts). €teae reflected in Level 1. The fair
value of certificates of deposit is based on tlsealinted value of contractual cash flows. The dist estimated using the rates currently
offered for deposits of similar remaining matusti@hese are reflected in Level 2.

Cash Collateral Payable

The carrying amount of the payable associated aithobligation to return the cash collateral reediunder derivative credit supp
annex (collateral) agreements approximates its/&ire, which is reflected in Level 1.
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10. Segment Information

We provide financial products and services throtighfollowing segments: Retirement and Investowriges, Principal Global
Investors, Principal International and U.S. InsgeBolutions. In addition, there is a Corporatarsag. The segments are managed and
reported separately because they provide diffgreducts and services, have different strategidgmoee different markets and distribution
channels.

The Retirement and Investor Services segment peswietirement and related financial products amdees primarily to businesses,
their employees and other individuals.

The Principal Global Investors segment providestasmnagement services to our asset accumulatgindss, our insurance
operations, the Corporate segment and third-pdiggts.

The Principal International segment has operatiofrazil, Chile, China, Hong Kong Special Admim&ive Region, India, Mexico
and Southeast Asia. We focus on countries withelangddle classes, favorable demographics and ggpleimg-term savings, ideally with
defined contribution markets. We entered these ttimsthrough acquisitions, start-up operations jaimt ventures.

The U.S. Insurance Solutions segment provides iddial life insurance and specialty benefits, whiohsists of group dental and
vision insurance, individual and group disabilitgiuirance, group life insurance, wellness servindsnan-medical fee-for-service claims
administration, throughout the United States.

The Corporate segment manages the assets repngseapital that has not been allocated to any atbgment. Financial results of
the Corporate segment primarily reflect our finagcactivities (including interest expense and preféstock dividends), income on capital
not allocated to other segments, inter-segmenimitions, income tax risks and certain income, azpe and other after-tax adjustments not
allocated to the segments based on the naturecbfiams.

Management uses segment operating earnings irsgtilg, as a basis for determining employee cosgtemn and in evaluating
performance on a basis comparable to that useddwities analysts. We determine segment operatingings by adjusting U.S. GAAP net
income for net realized capital gains (lossespdissted, and other after-tax adjustments whichagament believes are not indicative of
overall operating trends. Net realized capital gdlasses), as adjusted, are net of income tagkded changes in the amortization pattern of
DPAC and sales inducements, recognition of defdnat-end fee revenues for sales charges on metiné and life insurance products and
services, amortization of hedge accounting boolkeraldjustments for certain discontinued hedgeseadized capital gains and losses
distributed, noncontrolling interest capital gaamal losses and certain market value adjustmeifiéetevenues. Net realized capital gains
(losses), as adjusted, exclude periodic settlemamtsaccruals on derivative instruments not deségghas hedging instruments and exclude
certain market value adjustments of embedded derdsgand realized capital gains (losses) assatiai our exited group medical
insurance business. Segment operating revenuasdexcét realized capital gains (losses) (excepogiersettlements and accruals on
derivatives not designated as hedging instrumeimig)ding their impact on recognition of front-efek revenues, certain market value
adjustments to fee revenues and amortization ajdadcounting book value adjustments for certanatitinued hedges, and revenue from
our exited group medical insurance business. Segopamating revenues include operating revenueas faal estate properties that qualify
discontinued operations. While these items mayidnafcant components in understanding and assgsbim consolidated financial
performance, management believes the presentdtgegment operating earnings enhances the undéins¢pof our results of operations by
highlighting earnings attributable to the normailgoing operations of the business.

The accounting policies of the segments are cargistith the accounting policies for the consokdbfinancial statements, with the
exception of income tax allocation. The Corporatgnsent functions to absorb the risk inherent iarfmteting and applying tax law. The
segments are allocated tax adjustments consistémthe positions we took on tax returns. The Coap®wsegment results reflect any
differences between the tax returns and the estomasolution of any disputes.
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The following tables summarize select financiabmfiation by segment and reconcile segment totalsotge reported in the
consolidated financial statements:

March 31, 2012 December 31, 201

(in millions)
Assets:
Retirement and Investor Servic $ 113,266." $ 108,998.!
Principal Global Investor 1,795.¢ 1,833.:
Principal Internationz 17,248.. 15,612.:
U.S. Insurance Solutior 17,669.¢ 17,389.:
Corporate 3,757.¢ 3,529.:
Total consolidated asse $ 153738. $  147,361.
For the three months ended March 31,
2012 2011
(in millions)
Operating revenues by segmeni
Retirement and Investor Servic 1,055.. % 1,017.¢
Principal Global Investor 138.1 125.:
Principal Internationz 262.t 206.1
U.S. Insurance Solutior 697.( 732.(
Corporate (45.9) (33.§)
Total segment operating revent 2,107« 2,047.!
Net realized capital losses, net of related reverjestment: (30.9 (80.5)
Exited group medical insurance busin 18.€ 254.¢
Total revenues per consolidated statements of bpes: 2,095¢ % 2,221.¢
Operating earnings (loss) by segment, net of reladdncome taxes:
Retirement and Investor Servic 143¢ $ 154.1
Principal Global Investor 16.2 16.€
Principal Internationz 41.¢ 27.¢
U.S. Insurance Solutior 50.2 53.4
Corporate (38.9) (32.1)
Total segment operating earnings, net of relatednre taxe: 213.( 219.¢
Net realized capital losses, as adjustec (20.0 (54.9
Other afte-tax adjustments (= 1.5 17.1
201.F $ 182.(

Net income available to common stockholders pesaclithated statements of operatic

61




Table of Contents

Principal Financial Group, Inc.
Notes to Consolidated Financial Statements
March 31, 2012
(Unaudited)

(1) Net realized capital gains (losses), as aeliss derived as follows:

For the three months ended March 31,

2012 2011
(in millions)

Net realized capital losses
Net realized capital loss: $ 6.7 $ (58.0
Certain derivative and hedgi-related adjustmen (23.9 (22.9)
Recognition of fror-end fee revenu (0.4) (0.2)

Net realized capital losses, net of related revexdjestment: (30.9 (80.5)
Amortization of deferred policy acquisition andesalnducement cos 32.¢ 20.€
Capital gains distribute (7.5) (8.7)
Certain market value adjustments of embedded deres (1.9 3.8
Net realized capital (gains) losses associated exitted group medical insurance busin 0.1 (0.2
Noncontrolling interest capital gail (8.2 (17.5)
Income tax effec 4.9 27.5

Net realized capital losses, as adjus $ (100 $ (54.9

(2) For the three months ended March 31, 2012, other-&fx adjustments included the negative effedbsdes associated with our exited
group medical insurance business that does najugify for discontinued operations accounting tment under U.S. GAAP.

For the three months ended March 31, 2011, other-&fx adjustments included the positive effeagaihs associated with our exited
group medical insurance business that does nafuaify for discontinued operations accounting tment under U.S. GAAP.
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The following table summarizes operating revenoe®iir products and services:

For the three months ended March 31

2012 2011
(in millions)
Retirement and Investor Servici
Full-service accumulatio $ 3327 % 343.¢
Principal Fund: 147.1 141.€
Individual annuities 272.% 274.2
Bank and trust service 24.F 23.¢
Eliminations (29.9) (28.9)
Total Accumulatior 747 .. 754.1
Investment only 115.2 135.€
Full-service payou 192.¢ 128.2
Total Guarantee 307.% 263.¢
Total Retirement and Investor Servic 1,055.! 1,017.¢
Principal Global Investors (: 138.1 125.:
Principal Internationz 262.t 206.1
U.S. Insurance Solution
Individual life insurance 313t 358.:
Specialty benefits insuran 383.t 373.7
Total U.S. Insurance Solutiol 697.( 732.(
Corporate (45.9) (33.9
Total operating revenut $ 2,107 $ 2,047
Total operating revenut $ 2,107 $ 2,047
Net realized capital losses (except periodic saglgs and accruals on non-hedge derivatives),
including recognition of front-end fee revenues aadain market value adjustments to fee
revenues (30.9 (80.5)
Exited group medical insurance busin 18.¢ 254.¢
Total revenues per consolidated statements of tipes: $ 2,095.¢ § 2,221

(1) Reflects inter-segment revenues of $52.6 milliod $61.7 million for the three months ended MarchZ12 and 2011, respectively.
These revenues are eliminated within the Corpaegenent.

11. Stock-Based Compensation Plans

As of March 31, 2012, we have the Amended and Reb2010 Stock Incentive Plan, the Employee Staokhse Plan, the 2005
Directors Stock Plan, the Stock Incentive Plan,Rirectors Stock Plan and the Long-Term Performdtiee (“Stock-Based Compensation
Plans”). As of May 17, 2005, no new grants willrhade under the Stock Incentive Plan, the Direcdoosk Plan or the Long-Term
Performance Plan. Under the terms of the Amenddd=astated 2010 Stock Incentive Plan, grants mayhgqualified stock options,
incentive stock options qualifying under Sectior2 42 the Internal Revenue Code, restricted stoedtricted stock units, stock appreciation
rights, performance shares, performance unitst@rattock-based awards. The 2005 Directors Staak plovides for the grant of
nonqualified stock options, restricted stock, liettd stock units or other stock-based awards toonemployee directors. To date, we have
not granted any incentive stock options, restrictedk or performance units.

As of March 31, 2012, the maximum number of newahaf common stock that were available for gramten the Amended and
Restated 2010 Stock Incentive Plan and the 200&ckirs Stock Plan was 8.3 million.

For awards with graded vesting, we use an accelkmtpense attribution method. The compensatiarticaswas charged against
income for stock-based awards granted under thek®Based Compensation Plans was as follows:
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For the three months ended March 31
2012 2011
(in millions)
Compensation co: $ 152 $ 11.¢
Related income tax bene 4.€ 4.C
Capitalized as part of an as 0.7 0.€

Nonqualified Stock Options

Nonqualified stock options were granted to certaiployees under the Amended and Restated 2010 Btoehtive Plan. Total
options granted were 0.8 million for the three nhsrended March 31, 2012. The fair value of thesmiop was determined using the Black-
Scholes option valuation model assuming a weighteztage dividend yield of 2.6 percent, a weighteek@age expected volatility of 70.0
percent, a weighted-average risk-free interestahiel percent and a weighted-average expecteddéb years. The weighted-average
estimated fair value of stock options granted dythe three months ended March 31, 2012, was $}&®Share.

As of March 31, 2012, there were $10.1 millionatht unrecognized compensation costs related toexiad stock options. The
costs are expected to be recognized over a weigiviexdge service period of approximately 1.8 years.

Performance Share Awards

Performance share awards were granted to certgitogaes under the Amended and Restated 2010 Stoektive Plan. Total
performance share awards granted were 0.4 milbothie three months ended March 31, 2012. The pedioce share awards granted
represent initial target awards and do not refl@téntial increases or decreases resulting frorfitaéperformance objective to be
determined at the end of the performance period.aldtual number of shares to be awarded at thefezath performance period will range
between 0% and 150% of the initial target awardhe fRir value of performance share awards is débtemairbased on the closing stock price
of our common shares on the grant date. The weleggnierage grant date fair value of these performahare awards granted was $27.46 per
common share.

As of March 31, 2012, there were $12.6 millionatht unrecognized compensation costs related toexiad performance share
awards granted. The costs are expected to be nzedgover a weighted-average service period of@pprately 1.7 years.

Restricted Stock Units

Restricted stock units were issued to certain eygas and agents pursuant to the Amended and RE&@i8 Stock Incentive Plan.
Total restricted stock units granted were 1.1 wnillfor the three months ended March 31, 2012. @hes&lue of restricted stock units is
determined based on the closing stock price otoarmon shares on the grant date. The weighted-geenant date fair value of these
restricted stock units granted was $27.47 per comshare.

As of March 31, 2012, there were $53.2 millionatbt unrecognized compensation costs related toested restricted stock unit
awards granted. The costs are expected to be rieedgover a weighted-average period of approxirgé2ed years.
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12. Earnings Per Common Share

The computations of the basic and diluted per shareunts were as follows:

For the three months ended March 31,

2012 2011
(in millions, except per share data)
Net income $ 218¢ $ 208.¢
Subtract:
Net income attributable to noncontrolling inter 9.2 18.€
Preferred stock dividenc 8.2 8.2
Net income available to common stockholc $ 2015 $ 182.(
Weightec-average shares outstandi
Basic 301.¢ 321.
Dilutive effects:
Stock options aL{e 14
Restricted stock unit 1.€ 1.7
Performance share awai 0.3 0.3
Diluted 304.7 324.
Net income per common sha
Basic $ 0.67 $ 0.57
Diluted $ 0.6 $ 0.5¢€

The calculation of diluted earnings per share tierthree months ended March 31, 2012 and 2011lyaesithe incremental effect
related to certain outstanding stock-based compiensgrants due to their anti-dilutive effect.

13. Condensed Consolidating Financial Information

Principal Life has established special purposdieatio issue secured medium-term notes. Undeguribgram, the payment
obligations of principal and interest on the naessecured by funding agreements issued by Paihicife. Principal Life’s payment
obligations on the funding agreements are fully anconditionally guaranteed by PFG. All of the ¢ansling stock of Principal Life is
indirectly owned by PFG and PFG is the only guamaat the payment obligations of the funding agreats.

The following tables set forth condensed consadilidgtinancial information of (i) PFG, (ii) Princip&ife, (iii) Principal Financial
Services, Inc. (“PFS”) and all other direct andiriact subsidiaries of PFG on a combined basis afdhe eliminations necessary to arrive at
the information for PFG on a consolidated basisfadarch 31, 2012 and December 31, 2011, and fthhee months ended March 31, 2012
and 2011.

In presenting the condensed consolidating finarstatkments, the equity method of accounting has bpplied to (i) PFG's interest
in PFS, (ii) Principal Life’s interest in all diresubsidiaries of Principal Life and (iii) PFS’s@nest in Principal Life even though all such
subsidiaries meet the requirements to be consetidaider U.S. GAAP. Earnings of subsidiaries dwerefore, reflected in the parent’s
investment and earnings. All intercompany balarcebstransactions, including elimination of the péieinvestment in subsidiaries, between
PFG, Principal Life and PFS and all other subsiéghave been eliminated, as shown in the colunimfations.” These condensed
consolidating financial statements should be reatbnhjunction with the consolidated financial sta¢sts. The financial information may not
necessarily be indicative of results of operati@ash flows or financial position had the subsid®pperated as independent entities.
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Condensed Consolidating Statements of Financial Piisn
March 31, 2012

Principal Principal Life Principal Financial Principal
Financial Insurance Services, Inc. anc Financial
Group, Inc. Company Other Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)
Assets
Fixed maturities, availak-for-sale $ — $ 43,4718 $ 6,389.7 $ (360.2 $ 49,501.
Fixed maturities, tradin 202.5 335.7 330.t — 868.1
Equity securities, availak-for-sale — 135.: 3.1 — 138.¢
Equity securities, tradin — 0.2 536.1 — 536.4
Mortgage loan: — 9,762.. 1,921.¢ (375.)) 11,308.¢
Real estat — 9.1 1,103.¢ (1.0 1,111.¢
Policy loans — 845.¢ 28.1 — 873.¢
Investment in unconsolidated entit 10,119.: 3,102.¢ 4,735." (17,094.) 862.¢
Other investment 5.8 2,252.! 998.4 (1,167.) 2,089.¢
Cash and cash equivalel 378.3 346.¢ 941.7 (24.9) 1,651.¢
Accrued investment incon 0.3 557.t 68.7 (4.0 622.t
Premiums due and other receivat — 886.¢ 935.2 (703.9) 1,118.¢
Deferred policy acquisition cos — 2,409.¢ 255.7 — 2,665.¢
Property and equipme — 410.k 66.2 — 476.
Goodwill — 54.: 436.4 — 490.7
Other intangible: — 28.¢ 865.( — 893.¢
Separate account ass — 66,708.! 10,857.t — 77,566.!
Other asset 14.C 464.¢ 1,001.. (520.9 959.¢
Total asset $ 10,720.( $ 131,783 $ 31,475.t $ (20,240.) $ 153,738..
Liabilities
Contractholder fund $ — $ 36,528.. $ 664.1 $ (270.9) $ 36,922
Future policy benefits and clair — 16,437.. 4,281.: (114.9) 20,604.(
Other policyholder fund — 607.¢ 31.7 (0.2 639.1
Shor-term debi — — 101.2 — 101.2
Long-term debt 1,351.° 99.4 502.¢ (382.7) 1,570.¢
Income taxes currently payat (21.9) (400.7) (14.9) 439.1 2.8
Deferred income taxe (17.6) 190.¢ 337.1 (17.5) 492.¢
Separate account liabiliti¢ — 66,708.! 10,857. — 77,566.!
Other liabilities 42.7 4,240.( 4,203.¢ (2,399.9 6,086.!
Total liabilities 1,355.: 124,412.1 20,965.( (2,745.9 143,986..
Stockholders equity
Series A preferred stoc — — — — —
Series B preferred stor 0.1 — — — 0.1
Common stocl 4.5 2.t — (2.5) 4.5
Additional paic-in capital 9,669.¢ 5,721.° 7,881.( (13,602.) 9,669.¢
Retained earning 4,548.! 1,178.: 1,711.¢ (2,889.) 4,548.!
Accumulated other comprehensive inca 488.1 469.1 526.5 (995.¢ 488.1
Treasury stock, at co (5,345.9) — — — (5,345.9)
Total stockholder” equity attributable to PF 9,364.¢ 7,371. 10,119.: (17,490.) 9,364.¢
Noncontrolling interes — — 391t (4.5 387.(
Total stockholdel' equity 9,364.¢ 7,371. 10,510. (17,495.0) 9,751.¢
Total liabilities and stockholde’ equity $ 10,720.( $ 131,783.. $ 31,4754 $ (20,240.) $ 153,738.
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Condensed Consolidating Statements of Financial Piisn
December 31, 2011

Principal Principal Life Principal Financial Principal
Financial Insurance Services, Inc. anc Financial
Group, Inc. Company Other Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)
Assets
Fixed maturities, availak-for-sale $ — 3 43,285.. $ 6,082.c $ (361.0) $ 49,006.
Fixed maturities, tradin 268.17 374.¢ 328.2 — 971.7
Equity securities, availak-for-sale — 73.4 3.7 — 77.1
Equity securities, tradin — 0.3 404.k — 404.¢
Mortgage loan: — 9,271.t 1,831.¢ (376.]) 10,727..
Real estat: — 9.2 1,084.¢ (1.2 1,092.¢
Policy loans — 859.: 25.¢ — 885.1
Investment in unconsolidated entit 9,828.( 3,115.° 4,718. (16,834.9) 827.:
Other investment 7.C 2,559.( 925.¢ (1,332.9) 2,158t
Cash and cash equivalel 226.1 1,344 1,277.¢ (24.9 2,833.¢
Accrued investment incon 1.8 551.] 66.€ 4.3 615.2
Premiums due and other receivat — 969.1 827. (600.9) 1,196.t
Deferred policy acquisition cos — 2,197« 230.¢ — 2,428.(
Property and equipme — 395.¢ 61.2 — 457 .2
Goodwill — 54.2 428.( — 482.:
Other intangible: — 29.2 861. — 890.¢
Separate account ass — 61,615.: 9,749.: — 71,364.
Other asset 14.¢ 668.¢ 994.% (736.0) 942.%
Total asset $ 10,347.0 $ 127,374 $ 29,902.. $ (20,261.) $ 147,361.
Liabilities
Contractholder fund $ — 3 37,356. $ 586.71 $ (267.)) $ 37,676.
Future policy benefits and clair — 16,373.. 3,937.¢ (200.¢) 20,210.
Other policyholder fund — 519.7 29.C (0.2) 548.¢
Shor-term debi — — 105.2 — 105.2
Long-term debt 1,351.° 99.4 504.¢ (391.)) 1,564.¢
Income taxes currently payat (18.€) (218.9 34.: 205.¢ 3.1
Deferred income taxe (22.5) 90.¢€ 155.2 (14.6¢) 208.7
Separate account liabiliti¢ — 61,615.: 9,749.: — 71,364.
Other liabilities 18.F 4,293.1 4,591.! (2,617.) 6,286.:
Total liabilities 1,329.: 120,129. 19,693.¢ (3,185.() 137,967.i
Stockholders equity
Series A preferred stoc — — — — —
Series B preferred stor 0.1 — — — 0.1
Common stocl 4.t 2.5 — (2.5) 4.5
Additional paic-in capital 9,634. 5,718.: 7,870.: (13,588.) 9,634.
Retained earning 4,402.: 1,195.( 1,660. (2,855.9) 4,402.:
Accumulated other comprehensive inca 258.( 328.¢ 297.t (626.7) 258.(
Treasury stock, at co (5,281.) — — — (5,281.)
Total stockholder equity attributable to PF 9,017.¢ 7,244.; 9,828.( (17,072.) 9,017.¢
Noncontrolling interes — — 380.: (4.9 376.(
Total stockholdel' equity 9,017.¢ 7,244.. 10,208.. (17,076.) 9,393.¢
Total liabilities and stockholde’ equity $ 10,347.0 $ 127,374 $ 29,9020 $ (20,261.) $ 147,361.
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Condensed Consolidating Statements of Operations
For the three months ended March 31, 2012

Revenues

Premiums and other consideratic

Fees and other revent

Net investment incom

Net realized capital gains (losses), excluc
impairment losses on availa-for-sale securitie

Total other-than-temporary impairment losses on
available-for-sale securitie

Other-than-temporary impairment losses on fixed
maturities, available-for-sale reclassified to othe
comprehensive incon

Net impairment losses on availa-for-sale securitie

Net realized capital gains (losst
Total revenue

Expenses

Benefits, claims and settlement exper

Dividends to policyholder

Operating expense
Total expense

Income (loss) before income tax

Income taxes (benefit

Equity in the net income (loss) of subsidial
Net income

Net income attributable to noncontrolling inter
Net income attributable to PF

Preferred stock dividenc

Net income available to common stockholc

Net income
Other comprehensive incor

Comprehensive incorr

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

— $ 583.2 $ 96.4 $ — $ 679.¢

0.1 343.¢ 329.% (75.€) 598.(

1.C 626.¢ 195. 1.€ 824.¢

— (350.5) 389.: (16.7) 22.1

— (33.0 (0.7) — (33.7)

— 4.5 0.4 — 4.9

— (28.5) (0.3) — (28.6)

— (379.0) 389.( (16.7) (6.7)

1.1 1,175.( 1,010.¢ (90.7) 2,095.¢

— 1,034.! 181.: (3.2) 1,212.

— 50.5 — — 50.5

30.C 282.( 309.¢ (65.9) 556.(

30.C 1,366.¢ 491.1 (69.0) 1,818.¢
(28.9) (191.6) 519.£ (21.6) 277.1
(11.2) (84.9) 154 ¢ (0.2) 58.2
2274 275.1 (128.9) (374.2) —
209.7 168.2 236.¢ (395.6) 218.¢

— — 9.2 — 9.2

209.7 168.2 227.¢ (395.¢) 209.7

8.2 — — — 8.2

201 $ 168.2 $ 2274 $ (395.6) $ 201.f
209.7 $ 168.2 $ 236.t $ (395.6 $ 218.¢
186.% 1415 96.¢ (193.9) 230.¢
396. $ 309.7 $ 333f $ (589.9) $ 449.¢
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Condensed Consolidating Statements of Operations
For the three months ended March 31, 2011

Revenues

Premiums and other consideratic

Fees and other revent

Net investment incom

Net realized capital gains (losses), excluc

impairment losses on availa-for-sale securitie
Total other-than-temporary impairment losses on

available-for-sale securitie

Other-than-temporary impairment losses on fixed
maturities, available-for-sale reclassified to fo

other comprehensive incor

Net impairment losses on availa-for-sale securitie

Net realized capital gains (losst
Total revenue
Expenses
Benefits, claims and settlement exper
Dividends to policyholder
Operating expense
Total expense

Income (loss) before income tax

Income taxes (benefit

Equity in the net income of subsidiar

Net income

Net income attributable to noncontrolling inter
Net income attributable to PF

Preferred stock dividenc

Net income available to common stockholc

Net income
Other comprehensive incor

Comprehensive incorr

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

— 3 719.C $ 781 $ — $ 797.1

— 397.¢ 300.1 (74.9 623.(

10.¢ 643.¢ 183.t 21 859.¢

— (25.9 21.¢ (1.€) (5.6)

— (11.9) (2.2) — (14.0)

— (39.2) 0.8 — (38.4)

— (51.0 (1.4) — (52.4)

— (76.9) 20.F (1.6) (58.0)

10.€ 1,683." 582.: (54.€) 2,221.¢

— 1,052.¢ 139.7 (3.4 1,188.¢

— 53.€ — — 53.€

29.2 467.< 286.F (65.7) 717.C

29.2 1,573.¢ 426.2 (68.5) 1,960.¢

(18.9 110.2 156.( 13.7 261.5

(7.0 24.€ 35.1 — 52.7

201.€ 78.1 99.5 (379.0) —
190.2 163.7 220.2 (365.9) 208.¢

— — 18.€ — 18.€

190.2 163.7 201.¢ (365.9) 190.2

8.2 — — — 8.2

182.( $ 163.7 $ 201.€ $ (365.9) $ 182.(
1902 $ 163.7 $ 2202 % (365.9) $ 208.¢
279.( 229.¢ 48.¢ (298.9) 259.%
469.2 $ 393t % 269.C $ (663.) $ 468.1
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements
March 31, 2012

(Unaudited)

Condensed Consolidating Statements of Cash Flows
For the three months ended March 31, 2012

Operating activities
Net cash provided by (used in) operating activi
Investing activities
Available-for-sale securities
Purchase
Sales
Maturities
Mortgage loans acquired or originai
Mortgage loans sold or repe
Real estate acquire
Net purchases of property and equipn
Dividends and returns of capital received from
unconsolidated entitie
Net change in other investmel
Net cash provided by (used in) investing activi
Financing activities
Issuance of common sto
Acquisition of treasury stoc
Proceeds from financing element derivati
Payments for financing element derivati
Excess tax benefits from share-based payment
arrangement
Dividends to common stockholde
Dividends to preferred stockholde
Issuance of lor-term debi
Principal repayments of lo-term debt
Net repayments of shi-term borrowings
Dividends and capital paid to pare
Investment contract depos
Investment contract withdrawe
Net decrease in banking operation depc
Other
Net cash used in financing activiti
Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of p¢

Cash and cash equivalents at end of pe

Principal Principal Life Principal Financial Principal
Financial Insurance Services, Inc. anc Financial
Group, Inc. Company Other Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)
$ 79¢ % 930.t $ (217.¢) 109.C $ 901.%
— (1,749.9 (329.5) 18.E (2,060.)
— 412.% 23.€ (7.4) 428F
— 1,352.: 260.( — 1,612.:
— (887.7) (32.5) — (919.6)
— 389.1 81.t (209.9) 361.4
— — (21.9) — (21.9)
- (11.9) (5.5) - (7.9
189.: 140.C 189.2 (518.5) —
— (29.6) (25.9) (18.9) (73.6)
189.: (383.9) 139.¢ (635.5) (690.5)
9.1 — — — 9.1
(64.2) - - - (64.2)
— 20.4 — — 20.4
- (16.2) - - (16.2)
— 4.8 5.1 — 9.6
(54.9) — — — (54.9)
(8.2) — — — (8.2)
— — 1.C — 1.C
— — (9.0) 8.2 (0.9)
— — (7.5) — (7.5)
— (189.7) (329.9) 518. —
— 1,522.° 95.¢ — 1,618.¢
— (2,885.9) (0.E) — (2,885.9)
- = (13.4) — (13.9)
— (1.7) — — (1.7)
(117.6) (1,544.6 (257.%) 526.7 (1,393.)
151.¢ (997.9) (335.9) 0.2 (1,182.0
226.1 1,344." 1,277.¢ (14.9 2,833.¢
$ 378.. $ 346.6 $ 941.5 (147 $ 1,651
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Principal Financial Group, Inc.

Notes to Consolidated Financial Statements

March 31, 2012
(Unaudited)

Condensed Consolidating Statements of Cash Flows
For the three months ended March 31, 2011

Operating activities
Net cash provided by operating activit
Investing activities
Available-for-sale securities
Purchase
Sales
Maturities
Mortgage loans acquired or originai
Mortgage loans sold or repe
Real estate acquire
Net purchases of property and equipn
Dividends and returns of capital received from
unconsolidated entitie
Net change in other investmel
Net cash provided by investing activiti
Financing activities
Issuance of common sto
Acquisition of treasury stoc
Proceeds from financing element derivati
Payments for financing element derivati
Excess tax benefits from share-based payment
arrangement
Dividends to preferred stockholde
Issuance of lor-term deb
Principal repayments of lo-term debt
Net proceeds from sh«-term borrowings
Dividends and capital paid to pare
Investment contract depos
Investment contract withdrawe
Net decrease in banking operation depc
Other
Net cash used in financing activiti
Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of pe

Cash and cash equivalents at end of pe

Principal Principal Life Principal Financial Principal
Financial Insurance Services, Inc. anc Financial
Group, Inc. Company Other Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)
$ 99.¢ $ 1,034.¢ $ 206.C $ (145.0 $ 1,195
(4.4) (1,426.9 (230.9) (4.8) (1,666.9)
200.( 278.< 58.1 — 536.¢
4.4 1,510.¢ 210.3 — 1,725.¢
— (100.5) (41.2) 17.€ (123.9
— 301.2 67.5 (45.2) 323.%
— — (7.0) — (7.0)
— (3.7) (0.4) — (4.2)
206.( 138.¢ 206.( (550.9) —
— (3.6) (64.2) (0.6) (68.4)
406.( 694 . 198.¢ (583.7) 715.¢
9.1 — — — 9.1
(5.9) — — — (5.9
— 194 — — 19.4
- (12.9) - - (12.2)
— 0.€ 1.C — 1.€
(8.2) — — — (8.2)
— — 0.€ — 0.€
- - (30.9) 29.2 1.7
— — 0.2 — 0.2
- (206.0) (344.9) 550.¢ -
— 798.¢ 94.7 — 893.:
— (2,674.) — — (2,674.)
— — (25.€) — (25.9)
— (0.9) — — (0.9)
(5.0 (2,074.9) (305.1) 580.] (1,804.9)
500.¢ (345.7) 99.7 (148.6) 106.¢
370.¢ 699.¢ 719.¢ 86.¢ 1,877.
$ 871.t $ 354. $ 819.¢ $ (61.) $ 1,984.
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements
March 31, 2012
(Unaudited)

On May 24, 2011, our shelf registration statemean ¥filed with the SEC and became effective. Théf sagistration replaces the
shelf registration that had been in effect sinaeJ2008, as it was scheduled to expire in June.20dder our current shelf registration, we
have the ability to issue unsecured senior dehirigexs or subordinated debt securities, juniorasdimated debt, preferred stock, common
stock, warrants, depository shares, stock purctastacts and stock purchase units of PFG, trefepmed securities of three subsidiary trusts
and guarantees by PFG of these trust preferredisesuOur wholly owned subsidiary, PFS, may gaéea, fully and unconditionally or
otherwise, our obligations with respect to any ronvertible securities, other than common stockcdeed in the shelf registration
statement.

The following tables set forth condensed consadilidgfinancial information of (i) PFG, (ii) PFS, ifiiPrincipal Life and all other
direct and indirect subsidiaries of PFG on a comtbibasis and (iv) the eliminations necessary fweat the information for PFG on a
consolidated basis as of March 31, 2012 and Dece81he011, and for the three months ended Mar¢l2312 and 2011.

In presenting the condensed consolidating finarstatkements, the equity method of accounting has bpplied to (i) PFG's interest
in PFS and (ii) PFS’s interest in Principal Lifedaadl other subsidiaries, where applicable, evenidih all such subsidiaries meet the
requirements to be consolidated under U.S. GAAIPIiEgs of subsidiaries are, therefore, reflectetheparent’s investment and earnings.
All intercompany balances and transactions, inclgdilimination of the parent’s investment in sulzgiés, between PFG, PFS and Principal
Life and all other subsidiaries have been elimidates shown in the column “Eliminations.” These@emsed consolidating financial
statements should be read in conjunction with tiresolidated financial statements. The financiabinfation may not necessarily be
indicative of results of operations, cash flowdinancial position had the subsidiaries operatemhdspendent entities.
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Assets
Fixed maturities, availak-for-sale
Fixed maturities, tradin
Equity securities, availak-for-sale
Equity securities, tradin
Mortgage loan:
Real estat
Policy loans
Investment in unconsolidated entit
Other investment
Cash and cash equivalel
Accrued investment incon
Premiums due and other receival
Deferred policy acquisition cos
Property and equipme
Goodwill
Other intangible:
Separate account ass
Other asset

Total asset
Liabilities
Contractholder fund
Future policy benefits and clair
Other policyholder fund
Shor-term deb
Long-term debr
Income taxes currently payat
Deferred income taxe
Separate account liabilitie
Other liabilities

Total liabilities
Stockholders’ equity
Series A preferred stoc
Series B preferred stor
Common stocl
Additional paic-in capital
Retained earning

Accumulated other comprehensive inca

Treasury stock, at co

Total stockholder equity attributable to PF

Noncontrolling interes
Total stockholder equity

Total liabilities and stockholde’ equity $

Principal Financial Group, Inc.
Notes to Consolidated Financial Statements
March 31, 2012
(Unaudited)

Condensed Consolidating Statements of Financial Piisn
March 31, 2012

Principal Life
Principal Principal Insurance Company Principal
Financial Financial and Other Financial
Group, Inc. Services, Inc. Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)
$ — 3 — $ 49,501.: $ — $ 49,501.
202.5 — 666.2 — 868.1
— — 138.¢ — 138.
— — 536.4 — 536.4
— — 11,308.¢ — 11,308.¢
— — 1,111.¢ — 1,111.¢
— — 873.¢ — 873.¢
10,119.: 10,078.. 862.¢ (20,197.) 862.¢
5.8 3.C 2,080.¢ — 2,089.¢
378.% 621.¢ 1,587.( (935.9) 1,651.¢
0.3 — 622.2 — 622.5
— — 1,118.¢ — 1,118.¢
— — 2,665.¢ — 2,665.¢
— — 476.1 — 476.7
— — 490.7 — 490.7
— — 893.¢ — 893.¢
— — 77,566.! — 77,566.!
14.C 11.5 933.2 0.9 959.¢
$ 10,7200 $ 10,714¢ $ 153,435, $ (21,131.)0 $ 153,738.
$ — $ —  $ 36,922.! $ — $ 36,922
— — 20,604.( — 20,604.(
— — 639.] — 639.1
— 50.C 421.C (370.7) 101.2
1,351.° — 219.1 — 1,570.¢
(21.7) 0.3 15 22.€ 2.8
(17.6) (22.6) 552.F (19.5) 492.¢
— — 77,566.! — 77,566.!
42.7 567.¢ 6,043. (567.5) 6,086.¢
1,355.; 595.5 142,970.! (934.9) 143,986..
0.1 — — — 0.1
4.5 - 17.€ (7.9 4.5
9,669.¢ 7,881.( 7,596.: (15,477.) 9,669.¢
4,548.! 1,711.¢ 1,940.: (3,651.9 4,548.¢
488.1 526. 526.( (1,052.9) 488.1
(5,345.9) — (2.0) 2.C (5,345.9)
9,364.¢ 10,119.: 10,078.. (20,197.) 9,364.¢
— — 387.( — 387.(
9,364.¢ 10,119.: 10,465.: (20,197.) 9,751.¢
10,720.( $ 10,714t $ 153,435.. $ (21,131.) $ 153,738..
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements
March 31, 2012
(Unaudited)

Condensed Consolidating Statements of Financial Piisn
December 31, 2011

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

Assets
Fixed maturities, availak-for-sale $ — $ — $ 49,006." $ — $ 49,006
Fixed maturities, tradin 268.1 — 703.( — 971.7
Equity securities, availak-for-sale — 77.1 — 77.1
Equity securities, tradin — — 404.¢ — 404.¢
Mortgage loan: — — 10,727.. — 10,727..
Real estat — — 1,092.¢ — 1,092.¢
Policy loans — — 885.1 — 885.1
Investment in unconsolidated entit 9,828.( 9,762.¢ 827.2 (19,590.9) 827.:
Other investment 7.C 3.C 2,148t — 2,158t
Cash and cash equivalel 226.1 702. 2,787.¢ (883.)) 2,833.¢
Accrued investment incorn 1.8 — 613. — 615.2
Premiums due and other receival — — 1,195.: 1.3 1,196.
Deferred policy acquisition cos — — 2,428.( — 2,428.(
Property and equipme — — 457 .2 — 457 .2
Goodwill — — 482.c — 482.:
Other intangible: — — 890.¢ — 890.¢
Separate account ass — — 71,364.. — 71,364..
Other asset 14.¢ 10.4 926.1 (9.0) 942.%

Total asset $ 103470 $ 10478." $ 147,017, $ (20,481.) $ 147,361.
Liabilities
Contractholder fund $ — 3 — $ 37,676.. $ — $ 37,676
Future policy benefits and clair — — 20,210. — 20,210.
Other policyholder fund — — 548.¢ — 548.¢
Shor-term deb! — 50.C 318.¢ (263.7) 105.2
Long-term debt 1,351.° — 213.1 — 1,564.¢
Income taxes currently payat (18.6) 0.9 12.C 10.€ 3.1
Deferred income taxe (22.5) (22.9 270.¢ (16.7) 208.7
Separate account liabiliti¢ — — 71,364. — 71,364.
Other liabilities 18.5 624.5 6,264.. (620.9 6,286..

Total liabilities 1,329.: 650.7 136,878. (890.7) 137,967.i
Stockholders equity
Series A preferred stoc — — — — —
Series B preferred stot 0.1 — — — 0.1
Common stocl 4.5 — 17.¢ (17.9) 4.5
Additional paic-in capital 9,634. 7,870.: 7,543.¢ (15,413.9) 9,634.
Retained earning 4,402.: 1,660.! 1,907. (3,567.9) 4,402.:
Accumulated other comprehensive inca 258.( 297.t 296.2 (593.9) 258.(
Treasury stock, at co (5,281.7) — (2.0) 2.C (5,281.7)

Total stockholder equity attributable to PF 9,017.¢ 9,828.( 9,762.¢ (19,590.9 9,017.¢
Noncontrolling interes — — 376.( — 376.(

Total stockholder equity 9,017.¢ 9,828.( 10,138.!¢ (19,590.9 9,393.¢

Total liabilities and stockholde’ equity $ 10,347.( $ 10,478." $ 147,017 $ (20,481.) $ 147,361.
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements
March 31, 2012
(Unaudited)

Condensed Consolidating Statements of Operations
For the three months ended March 31, 2012

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

Revenues
Premiums and other consideratic $ — $ — $ 679.6 $ — $ 679.¢
Fees and other revent 0.1 — 598.2 0.3 598.(
Net investment incom 1.C — 823.t 0.3 824.¢
Net realized capital gains, excluding impairm

losses on availak-for-sale securitie — — 22.1 — 22.1
Total other-than-temporary impairment losses on

available-for-sale securitie — — (33.79) — (33.7)
Other-than-temporary impairment losses on fixet

maturities, available-for-sale reclassified to ott

comprehensive incon — — 4.9 — 4.9
Net impairment losses on availe-for-sale

securities — — (28.9) — (28.€)
Net realized capital loss: — — (6.7) — (6.7)

Total revenue 11 — 2,094.¢ — 2,095.¢
Expenses
Benefits, claims and settlement exper — — 1,212t — 1,212t
Dividends to policyholder — — 50.3 — 50.3
Operating expenst 30.C 0.3 525.% — 556.(

Total expense 30.C 0.3 1,788.% — 1,818.¢
Income (loss) before income tax (28.9) (0.3 306.: — 277.]
Income taxes (benefit (11.2 1.7 71.1 — 58.2
Equity in the net income of subsidiar 2274 226.( — (453.9) —
Net income 209.7 227.¢ 235.2 (453.9 218.¢
Net income attributable to noncontrolling inter — — 9.2 — 9.2
Net income attributable to PF 209.7 227.¢ 226.( (453.9 209.7
Preferred stock dividenc 8.2 — — — 8.2
Net income available to common stockholc $ 201 3 227..  $ 226.C $ (453.9) $ 201.5
Net income $ 209.7 $ 2274 $ 2352 $ (453.9) % 218.¢
Other comprehensive incor 186.: 230.( 230.t (415.9 230.¢
Comprehensive incorr $ 396.C $ 4574 $ 465.7 $ (869.9) $ 449.¢
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Principal Financial Group, Inc.

Notes to Consolidated Financial Statements

March 31, 2012
(Unaudited)

Condensed Consolidating Statements of Operations
For the three months ended March 31, 2011

Revenues

Premiums and other consideratic

Fees and other revent

Net investment income (los

Net realized capital losses, excluding impairrn
losses on availak-for-sale securitie

Total other-than-temporary impairment losses on

available-for-sale securitie

Other-than-temporary impairment losses on fixet
maturities, available-for-sale reclassified from

other comprehensive incor
Net impairment losses on availe-for-sale
securities
Net realized capital loss:
Total revenue
Expenses
Benefits, claims and settlement exper
Dividends to policyholder
Operating expenst
Total expense

Income (loss) before income tax

Income taxes (benefit

Equity in the net income of subsidiar

Net income

Net income attributable to noncontrolling inter
Net income attributable to PF

Preferred stock dividenc

Net income available to common stockholc

Net income
Other comprehensive incor

Comprehensive incorr

Principal Life
Principal Principal Insurance Principal
Financial Financial Company and Financial
Group, Inc. Services, Inc. Other Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)
$ — $ — $ 797.1 — 797.1
- - 623. (0.2) 623.(
10.¢ 1.3 850.1 0.2 859.¢
— (0.2) (5.5) — (5.6)
— — (14.0) — (14.0)
— — (38.9 — (38.9
— — (52.9 — (52.9
— (0.7) (57.9) — (58.0
10.€ (1.4) 2,212.¢ — 2,221.¢
— — 1,188.¢ — 1,188.¢
— — 53.€ — 53.€
29.2 0.3 688.4 — 717.C
29.2 0.3 1,930.¢ — 1,960.:
(18.9 1.7 281.¢ — 261.F
(7.0) (2.7) 62.4 — 52.7
201.¢ 200.¢ — (402.9) —
190.2 201.¢ 219 (402.2) 208.¢
— — 18.€ — 18.€
190.2 201.¢ 200.¢ (402.9) 190.2
8.2 — — — 8.2
$ 182.C $ 201.¢ $ 200.¢ (402.9) $ 182.(
$ 1902 $ 201.¢ $ 219.2 (402.9 $ 208.¢
279.( 258.5 262.€ (540.9) 259.%
$ 469.:. $ 460.1 $ 481.¢ (943.00 $ 468.1
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements

March 31, 2012
(Unaudited)

Condensed Consolidating Statements of Cash Flows
For the three months ended March 31, 2012

Operating activities
Net cash provided by (used in) operating activi
Investing activities
Available-for-sale securities
Purchase
Sales
Maturities
Mortgage loans acquired or original
Mortgage loans sold or repe
Real estate acquire
Net purchases of property and equipn
Dividends and returns of capital received from
unconsolidated entitie
Net change in other investmel
Net cash provided by (used in) investing activi
Financing activities
Issuance of common sto
Acquisition of treasury stoc
Proceeds from financing element derivati
Payments for financing element derivati
Excess tax benefits from share-based payment
arrangement
Dividends to common stockholde
Dividends to preferred stockholde
Issuance of lor-term debi
Principal repayments of lo-term debt
Net proceeds from (repayments of) s-term
borrowings
Dividends and capital paid to pare
Investment contract depos
Investment contract withdrawe
Net decrease in banking operation depc
Other
Net cash used in financing activiti
Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of p¢

Cash and cash equivalents at end of pe

Principal Life
Principal Principal Insurance Principal
Financial Financial Company and Financial
Group, Inc. Services, Inc. Other Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)
$ 79¢ % (56.7) $ 824.: $ 54z $ 901.%
— — (2,060.5) — (2,060.5)
— — 428.% — 428.5
— — 1,612.: — 1,612.:
— — (919.6) — (919.6)
— — 361.4 — 361.2
— — (21.9) — (21.9)
— — (17.9 — (17.9
189.: 165.E — (354.6) —
— — (73.9) — (73.6)
189.: 165.E (690.5) (354.¢) (690.5)
9.1 — — — 9.1
(64.2) - - - (64.2)
— — 20.4 — 20.4
— — (16.2) — (16.2)
— — 9.6 — 9.9
(54.9) — — — (54.9)
(8.2) — — — (8.2)
— — 1.C — 1.C
— — (0.9) — (0.9)
— — 98.¢ (106.9 (7.5)
— (189.9) (165.5) 354.¢ —
— — 1,618.¢ — 1,618.¢
— — (2,885.9) — (2,885.9)
- - (13.9 - (13.9
— — (1.7) — (1.7)
(117.9) (189.9) (1,334.) 248.< (1,393.)
151.¢ (80.5) (1,200.9) (52.2) (1,182.0
226.i 702. 2,787.¢ (883.0) 2,833.¢
$ 378.: $ 621.¢ $ 1,587.C $ (935.9) $ 1,651.¢
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements
March 31, 2012
(Unaudited)

Condensed Consolidating Statements of Cash Flows
For the three months ended March 31, 2011

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

Operating activities
Net cash provided by operating activit $ 99.¢ % 114.C $ 1,098." $ 117.) $ 1,195.t
Investing activities
Available-for-sale securities

Purchase (4.4 — (1,662.() — (1,666.9)

Sales 200.( — 336.4 — 536.4

Maturities 4.4 — 1,721.: — 1,725.¢
Mortgage loans acquired or originai — — (123.9 — (123.9
Mortgage loans sold or repe — — 323.1 — 323.7
Real estate acquire — — (7.0 — (7.0
Net purchases of property and equipn — — (4.2 — (4.2
Dividends and returns of capital received from

unconsolidated entitie 206.( 209.¢ — (415.9 —
Net change in other investmel — 14 (69.€) — (68.4)
Net cash provided by investing activiti 406.( 210.¢ 514.t (415.9 715.¢
Financing activities
Issuance of common sto 9.1 — — — 9.1
Acquisition of treasury stoc (5.9 — — — (5.9
Proceeds from financing element derivati — — 19.4 — 19.4
Payments for financing element derivati — — (12.7) — (12.7)
Excess tax benefits from share-based payment

arrangement — — 1.€ — 1.€
Dividends to preferred stockholde (8.2 — — — (8.2
Issuance of lor-term debr — — 0.€ — 0.€
Principal repayments of lo-term debt — — 1.7 — (2.7)
Net proceeds from (repayments of) s-term

borrowings — (0.5 13.c (12.6) 0.2
Dividends and capital paid to pare — (206.0) (209.9 415. —
Investment contract depos — — 893.% — 893.%
Investment contract withdrawe — — (2,674.9) — (2,674.9)
Net decrease in banking operation depc — — (25.9) — (25.9)
Other — — (0.9 — (0.9
Net cash used in financing activiti (5.0) (206.5) (1,995.9) 402.¢ (1,804.¢)
Net increase (decrease) in cash and cash equis 500.¢ 118.: (382.%) (229.%) 106.¢
Cash and cash equivalents at beginning of pe 370.¢ 519.% 1,821." (834.9 1,877.
Cash and cash equivalents at end of pe $ 871t $ 638.( $ 1,439.C $ (964.6) $ 1,984.:
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Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations

The following analysis discusses our financial dbad as of March 31, 2012, compared with Decengigr2011, and our
consolidated results of operations for the threattroended March 31, 2012 and 2011, prepared iforoity with U.S. GAAP. The
discussion and analysis includes, where appropfiatéors that may affect our future financial peniance. The discussion should be read in
conjunction with our Form 10-K, for the year end#etember 31, 2011, filed with the SEC and the uitedidonsolidated financial
statements and the related notes to the finaneaitdmments and the other financial information ideld elsewhere in this Form 10-Q.

Forward-Looking Information

Our narrative analysis below contains forward-logkstatements intended to enhance the readeriyabihssess our future
financial performance. Forward-looking statementdude, but are not limited to, statements thate®gnt our beliefs concerning future
operations, strategies, financial results or otlerelopments, and contain words and phrases suelmticipate,” “believe,” “plan,”
“estimate,” “expect,” “intend” and similar expresss. Forward-looking statements are made based mpoagement’s current expectations
and beliefs concerning future developments and fraential effects on us. Such forward-lookingest@ents are not guarantees of future
performance.

Actual results may differ materially from thoselumbed in the forward-looking statements as a redfulisks and uncertainties
including, but not limited to, the following: (1paerse capital and credit market conditions mayifigantly affect our ability to meet
liquidity needs, as well as our access to capitdl@ost of capital; (2) continued difficult conditis in the global capital markets and the
economy generally may materially and adverselycafber business and results of operations; (3)icoet! volatility or further declines in the
equity markets could reduce our assets under marage“AUM”) and may result in investors withdrawifrom the markets or decreasing
their rates of investment, all of which could reewir revenues and net income; (4) changes irestteates or credit spreads may adversely
affect our results of operations, financial coratitand liquidity, and our net income can vary frpemiod-to-period; (5) our investment
portfolio is subject to several risks that may diisi the value of our invested assets and the imesg returns credited to customers, which
could reduce our sales, revenues, AUM and net iec@®&) our valuation of fixed maturities and equegcurities may include methodologies,
estimations and assumptions which are subjecfffieritig interpretations and could result in changemvestment valuations that may
materially adversely affect our results of openadior financial condition; (7) the determinationtioé amount of allowances and impairments
taken on our investments requires estimations asdnaptions which are subject to differing interatiens and could materially impact our
results of operations or financial position; (8)gg unrealized losses may be realized or resfutume impairments, resulting in a reduction in
our net income; (9) competition from companies thay have greater financial resources, broadeysaofproducts, higher ratings and
stronger financial performance may impair our &piid retain existing customers, attract new cugtienand maintain our profitability; (10) a
downgrade in our financial strength or credit rgéimay increase policy surrenders and withdrawedkjce new sales and terminate
relationships with distributors, impact existingHilities and increase our cost of capital, anwbich could adversely affect our profitability
and financial condition; (11) our efforts to redube impact of interest rate changes on our piufitg and retained earnings may not be
effective; (12) if we are unable to attract andiresales representatives and develop new distiibgburces, sales of our products and
services may be reduced; (13) our internationanesses face political, legal, operational and rotis&s that could reduce our profitability in
those businesses; (14) we may face losses if dualaexperience differs significantly from our prig and reserving assumptions; (15) our
ability to pay stockholder dividends and meet duligations may be constrained by the limitationgdondends or distributions lowa
insurance laws impose on Principal Life; (16) tla¢tgrn of amortizing our DPAC and other actuarebbces on our universal life-type
insurance contracts, participating life insuranokgies and certain investment contracts may chaingeacting both the level of the asset and
the timing of our net income; (17) we may needutodf deficiencies in our “Closed Block” assets thgtport participating ordinary life
insurance policies that had a dividend scale iod@t the time of Principal Life’s 1998 conversioto a stock life insurance company; (18) a
pandemic, terrorist attack or other catastropheanéeould adversely affect our net income; (19)reimsurers could default on their
obligations or increase their rates, which couldeasiely impact our net income and profitabilityQ)2ve face risks arising from acquisitions
of businesses; (21) changes in laws, regulatioeEoounting standards may reduce our profitabi{R2®2) w e may be unable to mitigate the
impact of Regulation XXX and Actuarial Guideline,3®tentially resulting in a negative impact to eapital position and/or a reduction in
sales of term and universal life insurance prody2t) a computer system failure or security brezmlid disrupt our business, damage our
reputation and adversely impact our profitabil{®4) results of litigation and regulatory investigas may affect our financial strength or
reduce our profitability; (25) from time to time way become subject to tax audits, tax litigatiosimilar proceedings, and as a result we
may owe additional taxes, interest and penaltiesrinunts that may be material; (26) fluctuationfoheign currency exchange rates could
reduce our profitability; (27) applicable laws amg certificate of incorporation and by-laws magatiurage takeovers and business
combinations that some stockholders might consid#reir best interests and (28) our financial lessmay be adversely impacted by global
climate changes.
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Overview

We provide financial products and services throtighfollowing reportable segments:

Retirement and Investor Services, which consistauofasset accumulation operations that provideeraent savings and relal
investment products and services. We provide a cengnsive portfolio of asset accumulation prodaats services to
businesses and individuals in the U.S., with a eatration on small and medium-sized businessesoff@eto businesses
products and services for defined contribution manplans, including 401(k) and 403(b) plans, deditbenefit pension plans,
nonqualified executive benefit plans and employteeksownership plan consulting services. We al$erannuities, mutual
funds and bank products and services to the emgdogkour business customers and other individuals.

Principal Global Investors, which consists of osse&t management operatiomgnages assets for sophisticated investors a
the world, using a multi-boutique strategy thattdes the segment to provide an expanded rangevefsdi investment
capabilities including equity, fixed income andlrestate investments. Principal Global Investoss dlas experience in currency
management, asset allocation, stable value manajeme other structured investment strategies.

Principal International, which offers retiremenbgucts and services, annuities, mutual funds tiriginal asset management
and life insurance accumulation products througérations in Brazil, Chile, China, Hong Kong SARdia Mexico and
Southeast Asia.

U.S. Insurance Solutions, which provides individifaelinsurance as well as specialty benefits mthS. Our individual life
insurance products include universal and variablearsal life insurance and traditional life insaca. Our specialty benefit
products include group dental and vision insuramgiyidual and group disability insurance, group Insurance, wellness
services and non-medical fee-for-service claimsiaitnation.

Corporate, which manages the assets representiitgldhat has not been allocated to any other segnfrinancial results of
the Corporate segment primarily reflect our finagcactivities (including interest expense and prefestock dividends),
income on capital not allocated to other segmémis;-segment eliminations, income tax risks antiage income, expenses and
other after-tax adjustments not allocated to tlggrsats based on the nature of such items.

Critical Accounting Policies and Estimates

Deferred Policy Acquisition Costs and Other ActualiBalances

Incremental direct costs of contract acquisitionvai as certain costs directly related to acqigsifctivities (underwriting, policy
issuance and processing, medical and inspectiosaled force contract selling) for the successfglisition of new and renewal insurance
policies and investment contract business arealamt to the extent recoverable. Maintenance @sdsacquisition costs that are not
deferrable are charged to net income as incurred.

Amortization Based on Estimated Gross ProfiBPAC for universal life-type insurance contractsitizipating life insurance
policies and certain investment contracts are arsattover the expected lifetime of the policiesalation to EGPs. In addition to DPAC, the
following actuarial balances are also amortizeckiation to EGPs.

»  Sales inducement asset — Sales inducements arengsibat are credited to the contractholder’s astbalance as an inducement
to purchase the contract. Like DPAC, the cost efdales inducement is capitalized and amortized teeexpected life of the
contract, in proportion to EGPs.

» Unearned revenue liability — An unearned revenailility is established when we collect fees or off@icyholder assessments
that represent compensation for services to beigedvn future periods. These revenues are defamddhen amortized over the
expected life of the contract, in proportion to BEGP

* Reinsurance asset or liability — For universal-ifpe products that are reinsured, a reinsurarset as liability is established to
spread the expected net reinsurance costs orpiofitroportion to the EGPs on the underlying besén

»  Present value of future profits (“PVFP”) — This an intangible asset that arises in connectiom thi¢ acquisition of a life
insurance company or a block of insurance busif®gEP for universal life-type insurance contraptsticipating life insurance
policies and certain investment contracts is amedtiover the expected life of the contracts acduireproportion to EGPs.

We also have additional benefit reserves that stabished for annuity or universal life-type cats that provide benefit
guarantees, or for contracts that are expectetbtupe profits followed by losses. The liabilitee® accrued in relation to estimated contract
assessments.

We define EGPs to include assumptions relatingaaality, morbidity, lapses, investment yield anghbenses as well as the change
in our liability for certain guarantees and thdeatiénce between actual and expected reinsurano@pres and recoveries,
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depending on the nature of the contract. We devatogstimate of EGPs at issue and each valuatten d& actual experience emerges, the
gross profits may vary from those expected eithenagnitude or timing, in which case a true-updiual occurs as a charge or credit to
current net income. In addition, we are requiretetose our assumptions regarding future experiéfragtual experience or other evidence
suggests that earlier estimates should be revig®t. actions, reflecting actual experience and ghanpfuture estimates, can change both the
current amount and the future amortization patténime DPAC asset and related actuarial balances.

For individual variable life insurance, individuariable annuities and group annuities that haparsgée account U.S. equity
investment options, we utilize a mean reversiorhagblogy (reversion to the mean assumption), a comimdustry practice, to determine
the future domestic equity market growth rate aggion used for the calculation of EGPs. If actuat@alized U.S. equity market
performance varies from our 8% long-term assumptimassume different performance levels in thetsieom such that the mean return is
equal to the long-term assumption over the meagrsgn period. However, our mean reversion progesgrally limits assumed returns to a
range of 4-12% during the mean reversion perio@. T2% cap was reached during the third quarte0082and the mean reversion rate has
remained at the 12% cap since then. Thereford,thetmean reversion rate falls below the 12% wapwill not adjust the equity return
assumption by the amount needed to result in a metam equal to the long-term assumption.

In limited circumstances, DPAC and certain of thuarial balances noted above are amortized ingutiopm to estimated gross
revenues rather than EGPs. Estimated gross revaralede similar assumptions as EGPs and the clsapigfeiture estimates and reflectior
actual experience is done in the same manner as HiSéussed above.

Amortization Based on Premium-Paying PerioDPAC of non-participating term life insurance andividual disability policies are
amortized over the premium-paying period of thatesl policies using assumptions consistent witegheed in computing policyholder
liabilities. Once these assumptions are made fpven policy or group of policies, they will not seanged over the life of the policy unless a
loss recognition event occurs. As of March 31, 2@k&se policies accounted for 13% of our total @H#alance.

Internal ReplacementsWe review policies for modifications that resulttire exchange of an existing contract for a newreoh If
the new contract is determined to be an interrdbement that is substantially changed from tpéaoed contract, any unamortized DPAC
and related actuarial balances are written offaotlisition costs related to the new contract apétalized as appropriate. If the new contract
is substantially unchanged, we continue to amottizeexisting DPAC and related actuarial balances.

Recoverability DPAC and sales inducement assets are subjectdeaebility testing at the time of policy issue dasls recognition
testing on an annual basis, or when an event oticatsnay warrant loss recognition. Likewise, PM&Bubject to impairment testing on an
annual basis, or when an event occurs that mayamaimpairment. If loss recognition or impairmesiniecessary, the asset balances are
written off to the extent that it is determinedtthaure policy premiums and investment income rmisg profits are not adequate to cover
related losses and expenses.

Sensitivities. As of March 31, 2012, the net balance of DPAC aatated actuarial balances, excluding balancest&d by changes
in other comprehensive income, was a $2,508.2anillisset. We perform sensitivity analyses to aghesspact that certain assumptions
have on our DPAC and related actuarial balances fdllowing table shows the estimated immediatedaotf various assumption changes
on our DPAC and related actuarial balances.

Estimated impact to
net income (1)

(in millions)
Reducing the future equity return assumption by $ 5
Reducing the lor-term general account net investment returns assomipy 0.5% (2, 45
A one-time, 10% drop in equity market valu 13

(1) Reflects the net impact of changes to thAORsset, sales inducement asset, unearned reliabiligy, reinsurance asset or liability,
PVFP and additional benefit reserves. Includesrttpact on net income of changes in DPAC and relbsgances for our equity method
subsidiaries. The DPAC and related balances ofdfuéty method subsidiaries are not included inttit@l DPAC balance listed above as
they are not fully consolidated.

(2) Netinvestment return represents net investrincome plus net realized capital gains (losses)
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Transactions Affecting Comparability of Results ofOperations
Acquisitions
We entered into acquisition agreements for theWahg businesses during 2012 and 2011.

Claritas Administracdo de Recursos Ltda./Claritasviestments, Ltd On March 1, 2012, we announced the signing of anitiet
agreement to acquire a 60% indirect ownership afitéls Administracdo de Recursos Ltda./Claritag$twments, Ltd. (“Claritas”). Claritas is
a leading Brazilian mutual fund and asset managenmnpany with approximately $1.8 billion in AUMh& Sao Paulo-based company
manages equity funds, balanced funds, managed @scand other strategies for affluent clients arsditutions through its multi-channel
distribution network. Claritas will be consolidatetthin the Principal International segment. Thensaction closed on April 2, 2012.

Origin Asset Management LLPOn October 3, 2011, we finalized the purchase ®% interest in Origin Asset Management LLP
(“Origin”), a global equity specialist based in ldon. The initial payment was $63.6 million. Oridiad $2.6 billion in AUM in global and
international equities at the time of the acquisitand is consolidated within the Principal Glolmalestors segment.

HSBC AFORE, S.A. de C.MOn August 8, 2011, we finalized the purchase ofl@@% interest in HSBC AFORE, S.A. de C.V.
("HSBC AFORE"), a Mexican pension business, fromB€SBank for $206.1 million. In addition, we and HSBank have established a
distribution arrangement for the distribution ofrfeipal AFORE’s products through HSBC Bank’s exteasetwork in Mexico. HSBC
AFORE was merged into our Principal AFORE pensiompany, which is consolidated within the Princippaérnational segment.

Finisterre Capital LLP and Finisterre Holdings Linted.On July 1, 2011, we finalized the purchase of a fit#rest in Finisterre
Capital LLP and Finisterre Holdings Limited, (tolget “Finisterre Capital”), an emerging markets dalestor based in London. The initial
payment was $84.6 million, with a possible addiilbcontingent payment of up to $30.0 million in 30@lependent upon performance
targets. Finisterre Capital had $1.7 billion in Ali¥ithe time of acquisition and is accounted fothenequity method within the Principal
Global Investors segment.

Other

Individual Life Insurance Amortization.During the first quarter of 2012, our individudklinsurance business changed its basis for
amortizing DPAC and other actuarial balances oaréign of our universal life insurance productseTdctuarial balances for these products
are now amortized based on estimated gross revémtead of EGPs. This change requires an unloafiige actuarial balances to reflect
the pattern of estimated gross revenues, whichtegsin volatility within certain income statemdimte items. Specifically, fee revenues
decreased $46.6 million; benefits, claims andessigiht expenses increased $87.9 million; and opgratipenses decreased $139.6 million.
However, on a net basis the impact was a net d#8.8 million after-tax, which is not material.

Group Medical Insurance Busines©n September 30, 2010, we announced our decisierittthe group medical insurance
business (insured and administrative services amg)entered into an agreement with United Healéh8arvices, Inc. to renew group
medical insurance coverage for our customers alsubimess transitions. The exiting of the group icednsurance business does not yet
qualify for discontinued operations treatment unde3. GAAP. Therefore, the results of operationdliie group medical insurance business
are still included in our consolidated income froomtinuing operations.

With the exception of corporate overhead, amouwitged to our group medical insurance businessqursly included in segment
operating earnings have been removed from operatingings for all periods presented and are rep@ageother after-tax adjustments. The
operating revenues associated with our exited gnoeghical insurance business were $18.9 million&2#.9 million for the three months
ended March 31, 2012 and 2011, respectively. Theratfter-tax adjustments associated with the-#dteearnings (loss) of our exited group
medical insurance business were $(1.5) million®hid 1 million for the three months ended MarchZ&112 and 2011, respectively.

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

Fluctuations in foreign currency to U.S. dollar eange rates for countries in which we have opearat@an affect reported financial
results. In years when foreign currencies weakamnagthe U.S. dollar, translating foreign curresdnto U.S. dollars results in fewer U.S.
dollars to be reported. When foreign currenciesngjthen, translating foreign currencies into U@lads results in more U.S. dollars to be
reported.

82




Table of Contents

Foreign currency exchange rate fluctuations creatiances in our financial statement line itemshaite not had a material impact
on our consolidated financial results. Principaéinational segment operating earnings were neggtimpacted by $2.0 million for the three
months ended March 31, 2012, as a result of fltictns in foreign currency to U.S. dollar exchangies. For a discussion of our approaches
to managing foreign currency exchange rate risi Jt®n 3. “Quantitative and Qualitative Disclosupdsout Market Risk — Foreign
Currency Risk.”

Stock-Based Compensation Plans

For information related to our Stock-Based Compems@lans, see Item 1. “Financial Statements, $ltiidJnaudited Consolidated
Financial Statements, Note 11, Stock-Based Comgiens@lans.”

Employee and Agent Benefits Expense

The 2012 annual defined benefit pension expenssutostantially all of our employees and certaiméges expected to be $122.1
million pre-tax, which is a $29.4 million increaem the 2011 pre-tax pension expense of $92.7anillThis increase is primarily due to a
decrease in the discount rates as of Decembel031, tcreasing the service cost, interest cost,gain/loss amortization. Pre-tax pension
expense of $30.7 million and $22.4 million waseefed in the determination of net income for thre¢hmonths ended March 31, 2012 and
2011, respectively. The expected long-term returplan assets used to develop the 2012 expensénezhat the same 8.00% used to
develop the 2011 expense. The discount rate usgelvilop the 2012 expense decreased to 5.15%, filomrthe 5.80% as of March 31,
2011, 5.70% as of June 30, 2011, and 5.25% aspié®ber 30, 2011.

The 2012 annual other postretirement employee Gg®@PEB”) plan expense (income) for retired emyes is expected to be
$(55.9) million pre-tax, which is a $2.1 millionatease from the 2011 pre-tax OPEB plan income %8.8) million. This decrease in income
is primarily due to a reduction in the prior seevtredit to be recognized. The 2011 expense indl¢&.1) million in one-time credits due to
the curtailment from the group medical insurancgifess exit. Pre-tax expense (income) of $(12.8jomiand $(14.5) million was reflected
in the determination of net income for the threenthe ended March 31, 2012 and 2011, respectivély.ekpected long-term return on plan
assets used to develop the expense (income) inr2di@ined at the same 7.30% used to develop the@Qdense. The discount rate used to
develop the 2012 expense (income) decreased t&e5 d®wn from the 5.80% as of March 31, 2011, 5. &3%f June 30, 2011 and 5.25% as
of September 30, 2011.

Recent Accounting Changes
For recent accounting changes, see Item 1. “FiahStatements, Notes to Unaudited Consolidatedi€inbStatements, Note 1,
Nature of Operations and Significant Accountingi€tet” under the captions, “Accounting Changes” and “&#dAccounting

Pronouncements.”
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Results of Operations

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

For the three months ended March 31
Increase

2012 2011 (decrease’
(in millions)
Revenues
Premiums and other consideratic $ 679.6 $ 7971 % (117.9
Fees and other revent 598.( 623.( (25.0
Net investment incom 824.¢ 859.¢ (35.0
Net realized capital gains (losses), excluding iinmpent losses on
available-for-sale securitie 22.1 (5.6) 27.1
Total other-than-temporary impairment losses ornilavie-for-sale
securities (33.9) (14.0 (19.9)
Other-than-temporary impairment losses on fixedunités,
available-for-sale reclassified to (from) other grehensive
income 4.8 (38.9 43.%
Net impairment losses on availa-for-sale securitie (28.8) (52.9) 23.€
Net realized capital loss (6.7) (58.0) 51.2
Total revenue 2,095.¢ 2,221.¢ (126.0
Expenses
Benefits, claims and settlement exper 1,212t 1,188.¢ 23.€
Dividends to policyholder 50.3 53.€ (3.3
Operating expenst 556.( 717.¢ (161.9)
Total expense 1,818.¢ 1,960.¢ (141.6)
Income before income tax 277.1 261. 15.€
Income taxe: 58.2 52.7 5.5
Net income 218.¢ 208.¢ 10.1
Net income attributable to noncontrolling inter 9.2 18.€ (9.4)
Net income attributable to Principal Financial Guolnc. 209.7 190.2 19.t
Preferred stock dividenc 8.2 8.2 —
Net income attributable to common stockholc $ 2015 $ 182.( % 19.t

Three Months Ended March 31, 2012 Compared to Thidenths Ended March 31, 2011
Net Income Available to Common Stockholders

Net income available to common stockholders inedasimarily due to a $34.3 million after-tax dexse in net realized capital
losses. The change in net realized capital losssspnmarily driven by lower net impairment lossesavailable-for-sale securities and lower
mark-to-market losses on derivatives and relatelgdectivities. Partially offsetting the increasasviower earnings for the Corporate
segment due to losses versus gains associatedwvigxited group medical insurance business.

Total Revenues

Premiums decreased $225.2 million for the Corpaatenent primarily due to a reduction in averageeted medical members in
our exited group medical insurance business. MgrtiEisetting this decrease was a $79.7 millioorgase in Retirement and Investor Services
segment premiums primarily due to an increasel#ssaf single premium group annuities with life tingencies in our full service payout
business. The single premium product, which isdsiby used to fund defined benefit plan terminasiotan generate large premiums from
very few customers and therefore tends to vary fpemod to period.

Fees decreased $42.3 million for our U.S. Insur&@uatations segment primarily due to the unlockifigreearned revenue associated
with the change in basis for amortizing DPAC arttkotactuarial balances in our individual life irssuce business. In addition, fees decreasec
$15.8 million for our Corporate segment due toduotion in average fee-farervice members in our exited group medical instediusiness
Partially offsetting these decreases was a $12lmincrease in the Principal International segime
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due to higher investment management fees drivamdher average AUM. Fees in our Principal Globaklstors segment also increased
$12.6 million primarily due to higher fee incomersiming from an increase in average AUM, as welhaeased real estate transaction fees
resulting from higher transaction volumes.

Net investment income decreased primarily dueweetoyields on average invested assets and cashdéhrease was partially offset
by higher inflation-based investment returns orrage invested assets and cash as a result of higlation in Chile. For additional
information, see “Investments — Investment Results.

Net realized capital gains (losses) can be voldtile to other than temporary impairments of invbsiEsets, mark-to-market
adjustments of certain invested assets and ousidadio sell invested assets. Net realized caloisales decreased primarily due to lower net
impairment losses on available-for-sale securit@ser mark-to-market losses on derivatives andteel hedge activities due to gains versus
losses on currency swaps and forwards not desigiaatéedging instruments and higher gains on sél®ed maturities, available-for-sale.
For additional information, see “Investments — Isiveent Results.”

Total Expenses

Benefits, claims and settlement expenses incregkigl. 1 million in the U.S. Insurance Solutions segtrprimarily due to unlocking
of reserves associated with the change in basasnartizing DPAC and other actuarial balances inindividual life insurance business. In
addition, benefits, claims and settlement expemssased $42.5 million in the Retirement and ItweServices segment due to an increase
in change in reserves resulting from an increasalies of single premium group annuities with diémtingencies in our full service payout
business. Benefits, claims and settlement expeaisesncreased $38.5 million for our Principal higtional segment due to an increase it
change in reserves related to higher sales ofesimgimium annuities with life contingencies andhkiginflation-based interest crediting rates
to customers. Partially offsetting these increagas a $173.5 million decrease for the Corporatenseg) primarily due to a reduction in
average covered medical members in our exited gmoegtical insurance business.

U.S. Insurance Solutions operating expenses dexdtekisi4.4 million primarily due to lower DPAC amipation from the unlocking
associated with the change in basis for amortiBR&C and other actuarial balances in our individif@linsurance business.

Income Taxes

The effective income tax rates were 21% and 20%h@three months ended March 31, 2012 and 20&gectively. The effective
income tax rate for the three months ended Mar¢t2312, was lower than the U.S. statutory rate ariljpdue to income tax deductions
allowed for corporate dividends received, the prnesi@on of taxes on our share of earnings genefabed equity method investments
reflected in net investment income and lower tagga@f foreign jurisdictions. The effective incotaa rate for the three months ended
March 31, 2011, was lower than the U.S. statutatg primarily due to income tax deductions allovi@dcorporate dividends received, the
presentation of taxes on our share of earningsrgtatefrom equity method investments reflectedahinvestment income and the inclusion
of income attributable to noncontrolling interasincome before income taxes with no correspondirange in income taxes reported by us
as the controlling interest.

Results of Operations by Segment

For results of operations by segment see Itemibatfeial Statements, Notes to Unaudited ConsolitiBieancial Statements,
Note 10, Segment Informatic”

Retirement and Investor Services Segment
Retirement and Investor Services Segment Summaryahicial Data

Account values are a key indicator of earnings d@ihdiar the segment, as account values are thelyasich the segment generates
its fee and spread-based profits. Net cash flownaarket performance are the two main drivers obantvalue growth. Net cash flow
reflects the segment’s ability to attract and retdient deposits. Market performance reflectsordy the equity market performance, but also
the investment performance of fixed income investtmsupporting our spread business. The percegtageh in earnings of the segment
should generally track with, yet will typically bess than, the percentage growth in account valtés.trend may vary due to changes in
business and/or product mix.
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The following table presents the Retirement anaéstoer Services account value rollforward for thequks indicated:

For the three months ended March 31,

2012 2011
(in billions)

Account values, beginning of peri $ 183.: $ 178.c
Net cash flon 2.5 0.3
Credited investment performan 12.2 6.C
Other (0.2 —

Account values, end of peric $ 197 $ 184.¢

The following table presents certain summary finaingata relating to the Retirement and Investavises segment for the periods
indicated:

For the three months ended March 31
Increase

2012 2011 (decrease’
(in millions)
Operating revenue
Premiums and other consideratic $ 153t % 73.& % 79.7
Fees and other revent 370.7 363.1 7.6
Net investment incom 530.¢ 581.( (50.7)
Total operating revenut 1,055.! 1,017.¢ 37.2
Expenses
Benefits, claims and settlement expenses, includivigends to
policyholders 520.4 481.¢ 38.€
Operating expenst 347.€ 333.1 14.5
Total expense 868.( 814.¢ 53.1
Operating earnings before income ta 187.1 203.( (15.9
Income taxe: 43.t 48.¢ (5.4)
Operating earning $ 143.€ $ 1541 $ (10.5)

Three Months Ended March 31, 2012 Compared to Thidenths Ended March 31, 2011
Operating Earnings

Operating earnings decreased $2.9 million in odividual annuities business primarily due to a fae separate account dividend
received deduction true-up in the first quarte2@f1 compared to a negative separate account dividzeived deduction true-up in the first
quarter of 2012. In addition, operating earningsrélased $2.7 million in our bank and trust servingsiness primarily due to an estimated
expense for a legal settlement accrual in the diusirter of 2012. Furthermore, operating earnirggsehsed $2.6 million in our full service
accumulation business primarily due to higher sttited costs, including pension and other posgraent benefits, and lower investment
yields.

Operating Revenues

Premiums increased $70.1 million in our full seevayout business primarily due to an increaselesf single premium group
annuities with life contingencies. The single premiproduct, which is typically used to fund defifeehefit plan terminations, can generate
large premiums from very few customers and theesfends to vary from period to period.

Fees increased $5.5 million and $2.7 million in Buncipal Funds and individual annuities businessespectively, primarily due to
higher fee income stemming from an increase inageeaccount values as a result of continuing ingar@nt in the equity markets and
growth in the businesses.

Net investment income decreased primarily duewetdnvestment yields as well as a decrease irageeinvested assets, excluding
the fair value adjustment associated with fixeduriies and equity securities.

Total Expenses
Benefits, claims and settlement expenses increg&e@ million in our full service payout businessarily due to an
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increase in change in reserves resulting from arease in sales of single premium group annuitiés ke contingencies. Partially offsetting
the increase in benefits, claims and settlemengmrsgs was a $17.2 million decrease in our invegtordn business primarily due to a decl
in average account values, which primarily resuftech maturities of several large medium-term natethe first quarter of 2012, and a
decrease in cost of interest credited stemming foomer variable crediting rates.

Operating expenses increased $6.5 million in ourcRral Funds business primarily due to higherribistion and commission
expenses resulting from an increase in sales agig@® account values. In addition, operating exgeimcreased $4.7 million in our bank ¢
trust services business primarily due to an es@thakpense for a legal settlement accrual in teeduarter of 2012. Furthermore, operating
expenses increased $3.3 million in our individuaiaties business primarily due to higher stafatedl costs, including pension and other
postretirement benefits.

Income Taxes

The effective income tax rates for the segment \288é and 24% for the three months ended March @12 2nd 2011, respectively.
The effective income tax rates were lower thanUdt® statutory rate primarily as a result of incamre deductions allowed for corporate
dividends received and the interest exclusion ftaxable income.
Principal Global Investors Segment
Principal Global Investors Segment Summary Finantlaata

AUM is a key indicator of earnings growth for ouirigipal Global Investors segment, as AUM is theebay which we generate
revenues. Net cash flow and market performancéharewo main drivers of AUM growth. Net cash floeflects our ability to attract and
retain client deposits. Market performance reflegsity, fixed income and real estate market perforce. The percentage growth in earnings
of the segment will generally track with the pettege growth in AUM. This trend may vary due to oj@sin business and/or product mix.

The following table presents the AUM rollforward fassets managed by Principal Global Investorf#®periods indicated:

For the three months ended March 31

2012 2011
(in billions)

AUM, beginning of perioc $ 227.¢ $ 220.1
Net cash flow 3.7 (3.9
Investment performanc 12.2 7.1
Other (1.9 (0.9

AUM, end of perioc $ 2427 % 222.¢

The following table presents certain summary finaingata relating to the Principal Global Investsegiment for the periods
indicated:

For the three months ended March 31,
Increase

2012 2011 (decrease’
(in millions)
Operating revenue:
Fees and other revent $ 1341 $ 1215 % 12.€
Net investment incom 4.C 3.8 0.2
Total operating revenu 138.1 125.: 12.¢
Expenses
Total expense 110.; 99.C 11.7
Operating earnings before income taxes and normbngy interest 27.4 26.2 1.1
Income taxe: 10.C 8.€ 14
Operating earnings attributable to noncontrollinggiest 1.2 1.1 0.1
Operating earning $ 16z $ 166 $ 0.9
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Three Months Ended March 31, 2012 Compared to Thienths Ended March 31, 2011
Operating Earnings

Operating earnings decreased due to higher comig@msad operating costs resulting from continueestment in the global
business model and increased tax expense. Thiaigein expenses was partially offset by higherdeenues driven by an increase in
average AUM, as well as increased real estateactios fees resulting from higher transaction vatsm

Income Taxes

The effective income tax rates for the segment \86fé and 33 % for the three months ended Marcl2@12 and 2011, respective
The effective income tax rate for the three momthded March 31, 2011, was lower than the U.S.tstatuate, primarily due to the inclusion
of income attributable to noncontrolling interasbiperating earnings before income taxes with meesponding change in income taxes
reported by us as the controlling interest.

Principal International Segment
Principal International Segment Summary Financial &ta

AUM is a key indicator of earnings growth for tregsnent, as AUM is the base by which we can genéra#t currency profits. Net
customer cash flow and market performance areithenain drivers of local currency AUM growth. Netstomer cash flow reflects our
ability to attract and retain client deposits. Ma&rgerformance reflects the investment returnswruaderlying AUM. The percentage growth
or decline in the earnings of our Principal Intéim@al segment will generally track with the penagye growth or decline in AUM. This trend
may vary due to changes in business and/or pradixctOur financial results are also impacted byftilations of the foreign currency to U.S.
dollar exchange rates for the countries in whichhaee business. AUM of our foreign subsidiariesasslated into U.S. dollar equivalents at
the end of the reporting period using the spotifprexchange rates. Revenue and expenses for migricsubsidiaries are translated into L
dollar equivalents at the average foreign exchaatgs for the reporting period.

The following table presents the Principal Inteimal segment AUM rollforward for the periods ingtied:

For the three months ended March 31,

2012 2011
(in billions)

AUM, beginning of perioc $ 52.¢ $ 45.¢
Net cash flow 2.2 1.2
Investment performanc 2.2 0.€
Effect of exchange rate 2.C 1.C
Other (0.7) (0.2

AUM, end of perioc $ 59.z § 48.
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The following table presents certain summary finaintata of the Principal International segmenttfa periods indicated.

For the three months ended March 31,
Increase

2012 2011 (decrease’
(in millions)
Operating revenue
Premiums and other consideratic $ 83.6 $ 66.6 $ 17.C
Fees and other revent 50.2 37.2 12.¢
Net investment incom 128.t 102.C 26.5
Total operating revenu 262.5 206.1 56.4
Expenses
Benefits, claims, and settlement exper 170.: 132.t 37.¢
Operating expenst 50.:3 44.¢ 5.7
Total expense 220.€ 177.1 43.%
Operating earnings before income taxes and normbngy interest 41.¢€ 29.C 12.¢
Income taxe: 0.2 1.2 (2.0
Operating losses attributable to noncontrollingiiast (0.2) — (0.7)
Operating earning $ 41t $ 27.8 % 14.C

Three Months Ended March 31, 2012 Compared to Thidenths Ended March 31, 2011
Operating Earnings

Operating earnings increased primarily due to higées driven by higher average AUM as a resuthefHSBC AFORE acquisitio
market performance and net customer cash flowshaiekr earnings in our equity method investmerBriazil.

Operating Revenues
Premiums increased $17.0 million in Chile primadlye to higher sales of single premium annuitieth \ifie contingencies.

Fees and other revenues increased primarily dbgker investment management fees driven by highherage AUM in Mexico as
result of the HSBC AFORE acquisition.

Net investment income increased primarily due ghhbr inflation-based investment returns on avenagested assets and cash as a
result of higher inflation in Chile and higher eiags in our equity method investment in Brazil.

Total Expenses

Benefits, claims and settlement expenses incre&ed million in Chile primarily due to an increasethe change in reserves rele
to higher sales of single premium annuities wifl tiontingencies and higher inflation-based intecesditing rates to customers.

Operating expenses increased primarily due to high&P amortization resulting from net unlockingldarue-up adjustments in
Mexico and higher compensation expenses acrossetiraent.

Income Taxes

The effective income tax rates for the segment Wéteand 4% for the three months ended March 312 20 2011, respectively.
The effective income tax rates were lower thanUdt®. statutory rate primarily due to the preseatatf taxes on our share of earnings
generated from our equity method investments. $ipally, our share of earnings generated from gqguiethod investments, net of foreign
taxes incurred, are reported within net investnieciime whereas any residual U.S. tax expense @&fibeelated to equity method
investments is reported in income taxes. Loweradas of foreign jurisdictions also contributedhe lower effective income tax rates.
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U.S. Insurance Solutions Segment
Individual Life Insurance Trends

Our life insurance premiums are influenced by lBtbnomic and industry trends. We have been prignfrilused on marketing our
universal and variable universal life insurancedpieis. As such, premiums related to our traditidif@insurance products continued to
decline. To address recent economic and indusinds, we introduced new term products in 2011. @rawfee revenues in 2012 was
reduced by the unlocking of unearned revenue asatwvith the change in basis for amortizing DPAG ather actuarial balances.

The following table provides a summary of our indixal universal and variable universal life insurarfiee revenues and our
individual traditional life insurance premiums the periods indicated:

For the three months ended March 31

2012 2011

(in millions)
Universal and variable universal life insurancer@eenues (1 $ 721 $ 115t
Traditional life insurance premiun 123.2 124.5

(1) Fee revenues reflects a $46.6 million reductioe to unlocking of unearned revenue associatiédtime change in basis for amortizing
DPAC and other actuarial balances in 2012.

Specialty Benefits Insurance Trenc

Premium and fees in our specialty benefits insurdnsiness increased in 2012 due to improved feteanhd continued recovery in
employment and salary trends.

The following table provides a summary of our spkgibenefits insurance premium and fees for thiogs indicated:

For the three months ended March 31

2012 2011
(in millions)
Premium and fee:
Group dental and vision insuran $ 143.¢ $ 135.2
Group life insuranc 80.¢ 80.1
Group disability insuranc 69.2 68.2
Individual disability insuranc 57.1 2.2
Wellness 2.8 2.€

U.S. Insurance Solutions Segment Summary Financizhta

There are several key indicators for earnings gnawbur U.S. Insurance Solutions segment. Thetalof our distribution channels
to generate new sales and retain existing busilrégss growth in our block of business, premiumeraye and fee revenues. Our earnings
growth also depends on our ability to price ourdoiais at a level that enables us to earn a maxgintbe cost of providing benefits and the
expense of acquiring and administering those prisdE@ctors impacting pricing decisions include petitive conditions, persistency, our
ability to assess and manage trends in mortalidyraarbidity and our ability to manage operatingenges.
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The following table presents certain summary finangata relating to the U.S. Insurance Solutiagnsent for the periods indicatt

For the three months ended March 31,
Increase

2012 2011 (decrease’
(in millions )
Operating revenue
Premiums and other consideratic $ 439.¢ % 428.¢ $ 11.2
Fees and other revent 87.2 129.¢ (42.7)
Net investment income 169.¢ 174.C 4.2
Total operating revenues 697.( 732.( (35.0)
Expenses
Benefits, claims and settlement exper 527.2 410.( 117.2
Dividends to policyholder 49.¢ 53.1 3.3
Operating expenses 45.¢ 191.C (145.7)
Total expenses 622.¢ 654.] (31.9)
Operating earnings before income taxes 74.2 77.¢ (3.7)
Income taxes 24.C 24.F (0.5)
Operating earnings $ 50.2 $ 534 $ (3.2

Three Months Ended March 31, 2012 Compared to Thidenths Ended March 31, 2011
Operating Earnings

Operating earnings decreased $4.0 million in oecwty benefits insurance business primarily dulewer investment yields and
higher operating expenses, slightly offset by immebloss ratios. Operating earnings in our indigidife insurance business were relatively
flat compared to the prior period. However, intfigsarter 2012 operating earnings were favorablyaicbed $3.3 million due to the net impact
of the unlocking associated with the change indfisi amortizing DPAC and other actuarial balanedsch was offset by the negative
impact of the low interest environment.

Operating Revenues

Premiums increased $14.7 million in our speciaétpdfits insurance business due to continued regavermployment and salary
trends and growth in our individual disability linébusiness. Premiums decreased $3.5 million imralividual life insurance business
primarily due to the expected continued declineffimur traditional life insurance business.

Fees and other revenues decreased $42.7 millioarimdividual life insurance business primarilyedio the unlocking of unearned
revenue associated with the change in basis fortaimg DPAC and other actuarial balances.

Total Expenses

Total expenses decreased $47.0 million in our idd&l life insurance business primarily due to ekiag associated with the char
in basis for amortizing DPAC and other actuaridhbees. Total expenses increased $15.7 millioruimspecialty benefits insurance business
due to higher variable costs associated with tbestrin premiums as well as higher staff relatestso

Income Taxes

The effective income tax rates for the segment \828é and 31% for three months ended March 31, 20822011. The effective
income tax rates were lower than the U.S. statutag/as a result of the interest exclusion fraxaliée income and income tax deductions

allowed for corporate dividends received.
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Corporate Segment
Corporate Segment Summary Financial Data

The following table presents certain summary finandata relating to the Corporate segment fopiwéods indicated:

For the three months ended March 31,
Increase

2012 2011 (decrease)
(in millions)

Operating revenue:

Total operating revenut $ (45.9) $ (33.9 $ (11.5)
Expenses

Total expense (0.9 2.1 (3.0)
Operating losses before income taxes and prefstoatt dividend: (44.9 (35.9 (8.5)
Income tax benefit (13.§) (12.0 (1.9
Preferred stock dividenc 8.2 8.2 —
Operating losse $ (38.9 $ (32.) $ (6.7

Three Months Ended March 31, 2012 Compared to Thidenths Ended March 31, 2011
Operating Losses

Operating losses increased due to a decreasenimgaion average invested assets for the segnegnésenting capital that has not
been allocated to any other segment. In additiparating losses increased due to a change in intaxreserves established for IRS tax
matters which was partially offset by a reductinrcorporate overhead expenses needed to suppe@nited group medical insurance
business.

Liquidity and Capital Resources
Liquidity and capital resources represent the dveti@ngth of a company and its ability to generstrong cash flows, borrow funds

at a competitive rate and raise new capital to rapetating and growth needs. Our legal entity stinechas an impact on our ability to meet
cash flow needs as an organization. Followingdsrelified organizational structure.

Principal Financial Growgp, [ne.

Frincipa Financial Services, Ine.

| Principal Life Insurance Principal International Entities Cher Subsidiari es
oty gty

‘ Other Subsidiaries

Our liquidity requirements have been and will coné to be met by funds from consolidated operatinaell as the issuance of
commercial paper, common stock, debt or other abpétcurities and borrowings from credit faciliti®ée believe that cash flows from these
sources are sufficient to satisfy the current Liifyirequirements of our operations, including teebly foreseeable contingencies.

We maintain a level of cash and securities whiomlgined with expected cash inflows from investmemid operations, is believed
to be adequate to meet anticipated short-termamgierm payment obligations. We will continue our pratcapital management practice
regularly exploring options available to us to nmaizie capital flexibility, including accessing thapital markets and careful attention to and
management of expenses.

Our liquidity is supported by a portfolio of U.Soveernment and agency and residential pass-throogérgmentbacked securities,
which we held $4.4 billion as of March 31, 2012attmay be utilized to bolster our liquidity positicas collateral for secured borrowing
transactions with various third parties or by disipg of the securities in the open market, if néedes of March 31,
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2012, approximately $10.4 billion, or 98%, of onstitutional guaranteed investment contracts andifig agreements cannot be redeeme
contractholders prior to maturity. Our life insucarand annuity liabilities contain provisions limg early surrenders.

As of March 31, 2012 and December 31, 2011, weshadt-term credit facilities with various financiaktitutions in an aggregate
amount of $946.0 million and $725.0 million, resjpealy. As of March 31, 2012 and December 31, 2044 had $101.2 million and $105.2
million, respectively, of outstanding borrowingsated to our credit facilities, with $23.5 milliaf assets pledged as support as of March 31,
2012. None of these credit arrangements, otherdhasommercial paper back-stop facility, are cottedifacilities. Due to the financial
strength and the strong relationships we have thigbe providers, as well as the small size of tfeskties, we are comfortable that there
very low risk that the financial institutions woulgt be able to fund these facilities. During tistfquarter of 2012, we refinanced our $579.0
million revolving credit agreement that serves &sek-stop to our commercial paper program. The faevity, effective March 30, 2012,
was increased to $800.0 million. This facility pides 100% back-stop support for our commercial pppegram. The credit agreement is
broken into two tranches, a $500.0 million four iykility that matures in March 2016, and a $300iom 364 day facility. The four year
facility is set up with PFG, PFS and Principal Lafe co-borrowers, the 364 day facility is for Pifrat Life only. The facility is supported by
eighteen banks, most if not all of which have ottedaitionships with us. We have no reason to belteat our current providers would be
unable or unwilling to fund the facility if necesgaAs of both March 31, 2012 and December 31, 2@binmercial paper outstanding was
$50.0 million.

The Holding Companies: Principal Financial Group,nc. and Principal Financial Services, IncThe principal sources of funds
available to our parent holding company, PFG, tetnits obligations, including the payments of dends on common stock, debt service and
the repurchase of stock, are dividends from sulsati as well as its ability to borrow funds at patitive rates and raise capital to meet
operating and growth needs. Dividends from Priddiife, our primary subsidiary, are limited by lovaw. Under lowa laws, Principal Life
may pay dividends only from the earned surplusragiffom its business and must receive the prigrayal of the Insurance Commissioner
of the State of lowa (“the Commissioner”) to pagcktolder dividends or make any other distribuifasuch distributions would exceed
certain statutory limitations. lowa law gives then@missioner discretion to disapprove requestsifdridutions in excess of these limits. In
general, the current statutory limitations aredheater of (i) 10% of Principal Life’s statutorylpyholder surplus as of the previous year-end
or (ii) the statutory net gain from operations frtme previous calendar year. Based on these liomist Principal Life could distribute
approximately $507.7 million in 2012. Total stoclder dividends paid by Principal Life to its parestof March 31, 2012, were $175.0
million.

Operations.Our primary consolidated cash flow sources are pmers from insurance products, pension and ann@pposdlits, asset
management fee revenues, administrative servieesfenues, income from investments and proceedstfre sales or maturity of
investments. Cash outflows consist primarily of ppayt of benefits to policyholders and beneficiariesome and other taxes, current
operating expenses, payment of dividends to patilddrs, payments in connection with investmentaisied, payments made to acquire
subsidiaries, payments relating to policy and amitsurrenders, withdrawals, policy loans, inteexpiense and repayment of short-term debt
and long-term debt. Our investment strategies anexally intended to provide adequate funds tolefits without forced sales of
investments. For a discussion of our investmenrgaihjes, strategies and a discussion of duraticchiray, see “Investments” as well as Item
3. “Quantitative and Qualitative Disclosures Abdadrket Risk — Interest Rate Risk.”

Cash Flows Activity, as reported in our consolidated statersasitcash flows, provides relevant information reljag our sources
and uses of cash.

Net cash provided by operating activities was $8@dillion and $1,195.5 million for the three montgrsded March 31, 2012, and
2011, respectively. From our insurance businesgypieally generate positive cash flows from op@&ctivities, as premiums collected
from our insurance products and income receiveah foar investments exceed policy acquisition cdsgagfits paid, redemptions and
operating expenses. These positive cash flowshareibhvested to support the obligations of ouriasae and investment products and
required capital supporting these products. Oun lasvs from operating activities are affected hg timing of premiums, fees and
investment income received and benefits and exgeraid. The decrease in cash provided by operattigties in 2012 compared to 2011
was primarily due to fluctuations in receivables gayables associated with the timing of settlerasniell as a decrease in sales of
development real estate properties in the curreat gompared to 2011.

Net cash used in investing activities was $690/5anifor the three months ended March 31, 2012ppared to net cash provided
investing activities of $715.9 million for the tlerenonths ended March 31, 2011. The increase inuseshin investing activities in 2012
compared to 2011 was primarily the result of améase in net purchases of investments in 2012 c@djpa net sales and maturities of
investments in 2011.

Net cash used in financing activities was $1,398il2on and $1,804.6 million for the three monthwled March 31, 2012 and 2011,
respectively. The decrease in cash used in fingrativities was primarily due to a decrease inwigttdrawals of investment contracts, for
which we have had net withdrawals in both 2012 20t primarily due to our decision to scale backiouestment only business, partially
offset by an increase in the acquisition of tregstiock and common stock dividends in 2012.
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Shelf RegistrationOn May 24, 2011, our shelf registration statemess filed with the SEC and became effective. Théf she
registration replaces the shelf registration ttat been in effect since June 2008. Under our custesif registration, we have the ability to
issue in unlimited amounts, unsecured senior dehirgties or subordinated debt securities, junidrosdinated debt, preferred stock, common
stock, warrants, depository shares, stock purcbastacts and stock purchase units of PFG, tredeped securities of three subsidiary trusts
and guarantees by PFG of these trust preferredisesuOur wholly owned subsidiary, PFS, may guéa, fully and unconditionally or
otherwise, our obligations with respect to any ronvertible securities, other than common stockcdeed in the shelf registration.

Preferred Stock Dividend Restrictions and Paymerithe certificates of designation for the Series A BrPreferred Stock restrict
the declaration of preferred dividends if we failheet specified capital adequacy, net incomeamkbblders’ equity levels. As of March 31,
2012, we have no preferred dividend restrictiortee @ividend payments on our preferred stock arenastdatory or cumulative, as our Board
of Directors approves each quarterly dividend payme

Short-Term DebtThe components of short-term debt as of March 8122and December 31, 2011, were as follows:

March 31, 2012 December 31, 201
(in millions)
Commercial pape $ 50.C $ 50.C
Other recourse short-term debt 51.2 55.2
Total short-term debt $ 101.2 $ 105.2

Long-Term DebtAs of March 31, 2012, there have been no significhanges to long-term debt since December 31,.2011

Stockholders’ Equity The following table summarizes our return of cdpgibtecommon stockholders.

March 31, 2012 December 31, 201
(in millions)
Dividends to stockholdel $ (54.9) $ (213.9)
Repurchase of common stock (64.2) (556.4)
Total cash returned to stockhold: $ (1185 $ (770.))

For additional stockholders’ equity informationedéem 1. “Financial Statements, Notes to Unaud@edsolidated Financial
Statements, Note 8, Stockholders’ Equity.”

Capitalization

Our capital structure as of March 31, 2012 and bdxsr 31, 2011, consisted of debt and equity sunzaaras follows:

March 31, 2012 December 31, 201
(in millions)
Debt:

Shor-term debi $ 101 $ 105.2

Long-term debi 1,570.¢ 1,564.¢

Total debi 1,672.( 1,670.(
Stockholder equity:

Equity excluding AOC 8,876.¢ 8,759.¢
Total capitalization excluding AOCI $ 10,548. $ 10,429.¢
Debt to equity excluding AOCI 1% 19%
Debt to capitalization excluding AO( 16% 16%

As of March 31, 2012, we had $633.2 million of esseapital in the holding companies, consistingash and highly liquid assets
available for debt maturities, interest, prefersaatk dividends and other holding company obligegidn addition, we continue to maintain
sufficient capital levels in Principal Life based our current financial strength ratings.

Contractual Obligations and Contractual Commitments

As of March 31, 2012, there have been no significhanges to contractual obligations and contracmmmitments since
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December 31, 2011.
Off-Balance Sheet Arrangements

Variable Interest EntitiesWe have relationships with various types of spguispose entities and other entities where we have
variable interest as described in Item Binancial Statements, Notes to Unaudited Cons@di&inancial Statements, Note 2, Variable Intt
Entities.”

Guarantees and IndemnificationgAs of March 31, 2012, there have been no significhanges to guarantees and indemnifications
since December 31, 2011. For guarantee and ind@tidih information, see Item 1. “Financial Staterse Notes to Unaudited Consolidated
Financial Statements, Note 7, Contingencies, Guaearand Indemnifications” under the caption, “@néees and Indemnifications.”

Financial Strength Rating and Credit Ratings

Our ratings are influenced by the relative ratio§sur peers/competitors as well as many otheofadhcluding our operating and
financial performance, asset quality, liquiditysesliability management, overall portfolio mixpéincial leverage (i.e., debt), risk exposures,
operating leverage, ratings and other factors.

A.M. Best Company, Inc., Fitch Rating Ltd., Moodyterestors Service and S&P publish financial stthgtings on U.S. life
insurance companies that are indicators of an &mag company’s ability to meet contractholder aplitpholder obligations. These rating
agencies also assign credit ratings on non-lifaransce entities, such as PFG and PFS. Credit satirgjindicators of a debt issuer’s ability to
meet the terms of debt obligations in a timely ne&pand are important factors in overall fundingfie and ability to access external capital.
Such ratings are not a recommendation to buypsdlbld securities. Ratings are subject to revisiowithdrawal at any time by the assigning
rating agency.

A.M. Best, Fitch, Moody’s and S&P maintain a stablglook on the U.S. life insurance sector. Howetlegse rating agencies note
that current challenges for the industry such aballsovereign uncertainty, equity market volatijlimpact of sustained low interest rates,
weakness in the real estate market, lingering ufempent and weak consumer confidence are puttiegsure on the stable outlook.

The financial strength ratings of Principal LifedaRrincipal National Life Insurance Company weffirafed with no change in
outlook by Fitch in January 2012, by Moody’s in Aist) 2011 and by A.M. Best and S&P in December 2011.

The following table summarizes our significant fie@l strength and debt ratings from the major pashelent rating organizations.
The debt ratings shown are indicative ratings. @utding issuances are rated the same as indicatings unless otherwise noted. Actual
ratings can differ from indicative ratings basedcontractual terms.

Standard &

A.M. Best Fitch Poor's Moody's
Principal Financial Group
Senior Unsecured Debt ( BBB Baal
Preferred Stock (2 BB+ Baa3
Principal Financial Services
Senior Unsecured De BBB
Commercial Pape A-2 P-2
Principal Life Insurance Company
Insurer Financial Streng A+ AA- A Aa3
Enterprise Risk Management Rati Strong
Principal National Life Insurance Company
Insurer Financial Streng A+ AA- A Aa3

(1) Moody’s has rated Principal Financial Grougémior debt issuance “A3”
(2) S&P has rated Principal Financial Group’s erefd stock issuance “BB”

Fair Value Measurement

Fair value is the price that would be receivedeiban asset or paid to transfer a liability inaderly transaction between market
participants at the measurement date (an exit)pride fair value hierarchy prioritizes the inptdsvaluation techniques used to measure fair
value into three levels for disclosure purpose® fHir value hierarchy gives the highest priorltevel 1) to quoted
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prices in active markets for identical assetsatsilities and gives the lowest priority (Level 8)unobservable inputs. An asset or liability’s
classification within the fair value hierarchy iaged on the lowest level of significant input ®vieiluation. See Item 1. “Financial Statements,
Notes to Unaudited Consolidated Financial Statemyéte 9, Fair Value Measureme” for further details, including a reconciliatiori o
changes in Level 3 fair value measurements.

As of March 31, 2012, 43% of our net assets (liadd) were Level 1, 53% were Level 2 and 4% weegdl 3. Excluding separate
account assets as of March 31, 2012, 1% of ouagssts (liabilities) were Level 1, 98% were Levan2 1% were Level 3.

As of December 31, 2011, 41% of our net assetsilitias) were Level 1, 55% were Level 2 and 4% eveevel 3. Excluding
separate account assets as of December 31, 201df, @3 net assets (liabilities) were Level 1, 988re Level 2 and 1% were Level 3.

Changes in Level 3 fair value measurements

Net assets (liabilities) measured at fair valuaacurring basis using significant unobservabpelis (Level 3) as of March 31,
2012, were $4,660.6 million as compared to $4,641lBon as of December 31, 2011. The increaseeandl 3 assets is primarily related to
gains on other invested assets and real estatelgatin our separate account assets. This incietmgely offset by transfers out of Level 3
into Level 2 for certain long-term bonds due to oltaining prices from third party pricing vendorsusing internal models based on
substantially observable market information verslgng on broker quotes or utilizing significamabservable inputs.

Net assets (liabilities) measured at fair valu@aeacurring basis using significant unobservabpelis (Level 3) as of March 31,
2011, were $4,719.1 million as compared to $4,6&1ilHon as of December 31, 2010. The increaseiiarily related to gains on other
invested assets and real estate included in oaratpaccount assets. These increases are paoffally by net sales of separate account a
and transfers out of Level 3 to Level 2 due toahtiaining prices from third party pricing vendoersus relying on broker quotes or internal
pricing models for certain separate account long teonds.

Investments

We had total consolidated assets as of March 312,26f $153.7 billion, of which $67.3 billion wehevested assets. The rest of our
total consolidated assets are comprised primafigeparate account assets for which we do notibeastment risk. Because we generally do
not bear any investment risk on assets held inra@paccounts, the discussion and financial inféionabelow does not include such assets.

Overall Composition of Invested Assets

Invested assets as of March 31, 2012, were preduoriynhigh quality and broadly diversified acrosset class, individual credit,
industry and geographic location. Asset allocaitsodetermined based on cash flow and the riskfieeguirements of our products. As shc
in the following table, the major categories ofaésted assets are fixed maturities and commercigbage loans. The remainder is investe
other investments, residential mortgage loans,astalte and equity securities. In addition, poli@ns are included in our invested assets.

March 31, 2012 December 31, 2011
Carrying amount % of total Carrying amount % of total
(% in millions)

Fixed maturities

Public $ 35,451. 53% $ 35,350.. 53%

Private 14,918. 22 14,628.. 22
Equity securitie: 674.¢ 1 481.¢ 1
Mortgage loans

Commercia 9,964.. 15 9,396.¢ 14

Residentia 1,344t 2 1,330.¢ 2
Real estate held for se 47.1 — 44.¢ —
Real estate held for investme 1,064.¢ 2 1,048.: 2
Policy loans 873.¢ 1 885.1 1
Other investment 2,952.! 4 2,985.¢ 5

Total invested asse 67,292.( 10C% 66,151.. 10C%
Cash and cash equivalel 1,651.¢ 2,833.¢

Total invested assets and ci $ 68,943.¢ $ 68,985..
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Investment Results
Net Investment Incom:
The following table presents the yield and investhiecome, excluding net realized capital gains lasdes, for our invested assets
for the periods indicated. We calculate annualigettls using a simple average of asset classée dtdginning and end of the reporting

period. The yields for fixed maturities and equggcurities are calculated using amortized costcast respectively. All other yields are
calculated using carrying amounts.

For the three months ended March 31, Increase (decrease)
2012 2011 2012 vs. 2011
Yield Amount Yield Amount Yield Amount
(% in millions)
Fixed maturities 5.3% $ 641.C 5.5%$% 667.( 0.29% $ (26.0
Equity securitie: 3.5 5.1 2.¢ 3.¢ 0.€ 1.2
Mortgage loan- commercia 5.8 139.2 5.¢ 139.¢ (0.7 (0.6
Mortgage loan:- residentia 6.€ 22.C 5.€ 20.€ 1.C 1.1
Real estat: 4.C 11.C 11.C 28.€ (7.0) (17.€)
Policy loans 6.4 14.C 6.4 14.F — (0.5
Cash and cash equivalel 0.4 2.2 0.2 14 0.1 0.8
Other investment 1.5 11.4 0.7 4.5 0.8 6.9
Total before investment expense 5.C 845.¢ 5.3 880.¢ (0.9 (34.9)
Investment expenses (0.2) (21.7) (0.7) (20.8) — (0.3

Three Months Ended March 31, 2012 Compared to Thidenths Ended March 31, 2011

Net investment income decreased due to lower retment yields primarily on our fixed maturities ffolio and a decrease due to a
gain on sale of development real estate in the ggar with no corresponding activity in the cutrgear. These decreases were patrtially ¢
by higher inflation-based investment returns orrage invested assets and cash, most notably fitdrities and other investments, as a
result of higher inflation in Chile.
Net Realized Capital Gains (Losse

The following table presents the contributors tonealized capital gains and losses for our invkassets for the periods indicated.

Increase

For the three months ended March 31 (decrease)
2012 2011 2012 vs. 201
(in millions)

Fixed maturities, availak-for-sale- credit impairments (1 $ (28.¢) $ (50.2) $ 21.4
Fixed maturities, availak-for-sale- other 12.¢ 1.C 11.¢
Fixed maturities, tradin 3.C (4.6) 7.6
Equity securitie— credit impairments, net of recoveri — 2.1 (2.3
Derivatives and related hedge activities (3.5 (25.2) 21.7
Commercial mortgage (4.5 (7.9 3.3
Other gains 14.2 26.7 (12.5)

Net realized capital loss: $ 6.7 ¢ (8.0 $ 51.t
Q) Includes credit impairments as well as losses @ss# fixed maturities to reduce credit risk, oétealized credit recoveries on the

sale of previously impaired securities. Credit gain sales, excluding associated foreign currelncyuations that are included in
derivatives and related hedging activities, wenetgain of $0.0 million and $4.7 million for tHerée months ended March 31, 2012
and 2011, respectively.

2 Includes fixed maturities, available-for-sale impaent-related net gains of $0.0 million and $0.4liam for the three months ended
March 31, 2012 and 2011, respectively, which werdged by derivatives reflected in this line.
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Three Months Ended March 31, 2012 Compared to Thidenths Ended March 31, 2011

Net realized capital losses on fixed maturitiesilable-for-sale eredit impairments decreased primarily due to loivgrairments o
commercial mortgage-backed and other asset-badadlises as a result of improved market conditions

Net realized capital gains on fixed maturities, imde-for-sale - other increased as a result ghér gains on sales in 2012 versus
2011.

Net realized capital losses on derivatives andedlhedge activities decreased due to gains verssiss on derivatives not
designated as hedging instruments, including cayréorwards and currency swaps, due to changescimamge rates.

Other net realized capital gains decreased dumaterlequity market gains in 2012 versus 2011.
U.S. Investment Operations

Of our invested assets, $61.7 billion were helabyU.S. operations as of March 31, 2012. Our th&sted assets are managed
primarily by our Principal Global Investors segmedtir primary investment objective is to maximifieatax returns consistent with
acceptable risk parameters. We seek to proteatytwliders’ benefits by optimizing the risk/retusdationship on an ongoing basis, through
asset/liability matching, reducing the credit riakpiding high levels of investments that may lkesmed by the issuer, maintaining
sufficiently liquid investments and avoiding undagset concentrations through diversification. \Weeaqposed to two primary sources of
investment risk:

«  creditrisk, relating to the uncertainty associatgtth the continued ability of a given obligor taake timely payments of
principal and interest and
» interest rate risk, relating to the market pricd/ancash flow variability associated with changemarket yield curves.

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 criellithirough industry, issuer and asset class dfiegagon. Our Investment Committee,
appointed by our Board of Directors, is responsibteestablishing all investment policies and apprg or authorizing all investments, exc
the Executive Committee of the Board must approweiavestment transaction exceeding $500.0 millias of March 31, 2012, there are
twelve members on the Investment Committee, orvehoim is a member of our Board of Directors. Theawtimg members are senior
management members representing various areas obmpany.

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 pemaltyr to maturity at the option of the issuer anelgquire additional yield on these
investments to compensate for the risk that theeiswill exercise such option. We assess optidninall investments we make and, when
take that risk, we price for it accordingly.

Our Fixed Income Securities Committee, consistififixed income securities senior management membgoves the credit
rating for the fixed maturities we purchase. Teafsecurity analysts, organized by industry, arnalgmd monitor these investments. In
addition, we have teams who specialize in RMBS, GYIBBS, municipals and below investment grade sgesir Our analysts monitor
issuers held in the portfolio on a continuous basik a formal review documented annually or moegfiently if material events affect the
issuer. The analysis includes both fundamentatecithical factors. The fundamental analysis encesgmboth quantitative and qualitative
analysis of the issuer. The qualitative analysituides an assessment of both accounting and maeatjaggressiveness of the issuer. In
addition, technical indicators such as stock pviglatility and credit default swap levels are moretd.

Our Fixed Income Securities Committee also reviprisgate transactions on a continuous basis to agkegquality ratings of our
privately placed investments. We regularly reviaw imvestments to determine whether we should teetreem, employing the following
criteria:

*  material declines in the issuer’'s revenues or margi

» significant management or organizational changes;

» significant uncertainty regarding the issuer’s isty;

» debt service coverage or cash flow ratios thatbfallbw industry-specific thresholds;
» violation of financial covenants and

» other business factors that relate to the issuer.

A dedicated risk management team is responsiblediotralized monitoring of the commercial mortgéggn portfolio. We apply a
variety of strategies to minimize credit risk inrmommercial mortgage loan portfolio. When consiatgthe origination of new
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commercial mortgage loans, we review the cash flowdamentals of the property, make a physical assest of the underlying security,
conduct a comprehensive market analysis and congggiest industry lending practices. We use a jpetgwy risk rating model to evaluate
new and substantially all existing loans within freetfolio. The proprietary risk model is desigriedstress projected cash flows under
simulated economic and market downturns. Our lendindelines are typically 65% or less loan-to-eatatio and a debt service coverage
ratio of at least 1.5 times. We analyze investmeantside of these guidelines based on cash flowtgugenancy and other factors. The
following table presents loan-to-value and debtisercoverage ratios for our brick and mortar comuia mortgages, excluding Principal
Global Investors segment mortgages:

Weighted average loa-to-value ratio Debt service coverage ratic
March 31, 2012 December 31, 201 March 31, 2012 December 31, 201.
New mortgage: 48% 45% 3.5 3.3x
Entire mortgage portfoli 58% 60% 2.Cx 2.0x

Our investment decisions and objectives are a ifmaf the underlying risks and product profileseaich primary business operat
In addition, we diversify our product portfolio efings to include products that contain featuras will protect us against fluctuations in
interest rates. Those features include adjustabldittg rates, policy surrender charges and maridete adjustments on liquidations. For
further information on our management of interasgt risk, see Item 3. “Quantitative and Qualitafiusclosures About Market Risk —
Interest Rate Risk.”

Overall Composition of U.S. Invested Assets

As shown in the following table, the major categerof U.S. invested assets are fixed maturitiescanemercial mortgage loans. T
remainder is invested in other investments, re@tesresidential mortgage loans and equity seéesrin addition, policy loans are includec
our invested assets. The following discussion aayhe composition of U.S. invested assets, lmlti@ées invested assets of the separate
accounts.

March 31, 2012 December 31, 201,
Carrying amount % of total Carrying amount % of total
(% in millions)

Fixed maturities

Public $ 31,949.¢ 52% $ 32,081.. 53%

Private 14,918.¢ 24 14,628.: 24
Equity securitie: 583.¢ 1 395.¢ 1
Mortgage loans

Commercia 9,953.; 16 9,386.( 15

Residentia 715.2 1 746.C 1
Real estate held for se 39.1 — 36.€ —
Real estate held for investme 1,064.( 2 1,047.: 2
Policy loans 848.t 1 861.¢ 1
Other investments 1,614.. 3 1,783 3

Total invested assets 61,685.¢ 100% 60,966.; 10C%
Cash and cash equivalents 1,496. 2,741.

Total invested assets and cash $ 63,182.: $ 63,707.

Fixed Maturities

Fixed maturities consist of publicly traded and/ately placed bonds, asset-backed securities, mealde preferred stock and certain
nonredeemable preferred stock. Included in theapely placed category as of March 31, 2012 and Deee 31, 2011, were $9.5 billion and
$9.1 billion, respectively, of securities subjextertain holding periods and resale restrictiamsyant to Rule 144A of the Securities Act of
1933. Fixed maturities include trading portfolibat support investment strategies that involveattieve and frequent purchase and sale of
fixed maturities. We held $202.5 million and $27&illion of these trading securities as of March 2012 and December 31, 2011,
respectively.
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Fixed maturities were diversified by category @&lusr, as shown in the following table for the pasicndicated.

March 31, 2012 December 31, 2011
Carrying amount % of total Carrying amount % of total
(% in millions)

U.S. government and agenc $ 976.2 2% $ 1,004. 2%
States and political subdivisio 3,066.: 7 3,041.: 7
Non-U.S. government 588.2 1 676.1 1
Corporate- public 19,088.. 41 19,194.. 41
Corporate- private 12,366.! 26 11,920. 26
Residential mortga-backed pas-through securitie 3,421.: 7 3,421 7
Commercial mortga¢-backed securitie 3,503.¢ 7 3,425.° 7
Residential collateralized mortgage obligatir 1,325.: 3 1,403.¢ 3
Asset-backed securities 2,533.! 6 2,621 6

Total fixed maturities $ 46,868.. 10C% $ 46,709.. 10(%

We believe that it is desirable to hold residentialrtgage-backed pass-through securities due todteslit quality and liquidity as
well as portfolio diversification characteristi€ur portfolio is comprised of Government Nationabifjage Association, Federal National
Mortgage Association and Federal Home Loan Mortgageporation pass-through securities. In additaur, residential collateralized
mortgage obligation portfolio offers structural figas that allow cash flows to be matched to @bilities.

CMBS provide varying levels of credit protectionvefsification and reduced event risk dependinghensecurities owned and
composition of the loan pool. CMBS are predominantmprised of large pool securitizations thatdiwerse by property type, borrower and
geographic dispersion. The risks to any CMBS deatatermined by the credit quality of the underdyioans and how those loans perform
over time. Another key risk is the vintage of tharlying loans and the state of the markets duipgrticular vintage. In the CMBS market,
there is a material difference in the outlook fog performance of loans originated in 2005 andexalative to loans originated in 2006
through 2008. For loans originated prior to 20Q&jerwriting assumptions were more conservativercigg required debt service coverage
and loan-to-value ratios. For the 2006 through 206tges, real estate values peaked and the uritlegrexpectations were that values
would continue to increase, which makes those \@dmes more sensitive to market declines. The 206@fugh 2011 vintages represent a
return to debt service coverage ratios and loavatoe ratios that more closely resemble loans oaitgid prior to 2006.

We purchase ABS to diversify the overall crediksisf the fixed maturities portfolio and to providgractive returns. The principal
risks in holding ABS are structural and credit sisBtructural risks include the security’s prioiitythe issuer’s capital structure, the adequacy
of and ability to realize proceeds from the collatand the potential for prepayments. Credit risk®Ive issuer/servicer risk where collateral
values can become impaired in the event of sercieatit deterioration. Our ABS portfolio is divdisd both by type of asset and by issuer.
We actively monitor holdings of ABS to ensure ttie risk profile of each security improves or remsagonsistent. Prepayments in the ABS
portfolio are, in general, insensitive to changemterest rates or are insulated from such chabgesill protection features. In the event that
we are subject to prepayment risk, we monitor #oedrs that impact the level of prepayment andayerent speed for those ABS. In
addition, we diversify the risks of ABS by holdiagliverse class of securities, which limits our@syre to any one security.

The international exposure held in our U.S. openédi fixed maturities portfolio was 27% and 26%athl fixed maturities as of
March 31, 2012 and December 31, 2011, respectiltdlycomprised of corporate and foreign governniied maturities. The following
table presents the carrying amount of our inteomati exposure for our U.S. operation’s fixed maiesi portfolio for the periods indicated.

March 31, 2012 December 31, 2011
(in millions)

European Uniol $ 4432.¢ $ 4,132.:
United Kingdom 2,420.( 2,329.t
Australia/New Zealan 1,505.( 1,490.:
Asia-Pacific 1,218.7 1,172.:
Latin America 873.1 868.¢
Other countries (1) 2,118t 2,139.¢
Total $ 12,567.¢ $ 12,132.¢

(1) Includes exposure from 14 countries as ofdWl&1, 2012 and 14 countries as of December 311,.201
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International fixed maturities are determined by ¢tountry of domicile of the parent entity of adiindual asset. All international
fixed maturities held by our U.S. operations athezidenominated in U.S. dollars or have been sedpgo U.S. dollar equivalents. Our
international investments are analyzed internajlgduntry and industry credit investment profesalenWe control concentrations using
issuer and country level exposure benchmarks, wdnielbased on the credit quality of the issuertaadountry. Our investment policy limits
total international fixed maturities investmentsl ave are within those internal limits. Exposuré&C@nada is not included in our international
exposure. As of March 31, 2012 and December 311 ,28r investments in Canada totaled $1,771.6aniléind $1,749.1 million,
respectively.

Economic and fiscal conditions in select Europeamtries, including Greece, Ireland, Italy, Porfueyad Spain, continue to cause
credit concerns particularly to financial instituis and banks with exposure to the European peyiphgion. Our exposure to the region
within our U.S. investment operations fixed matastportfolio is modest and manageable, represgt#io and 2.4% of total fixed
maturities as of March 31, 2012 and December 311 2@spectively. Additionally, we did not hold asigvereign debt issuances of the
selected countries and had not bought or sold topealiection on sovereign issuances as of Marct2@12 and December 31, 2011.

The fixed maturities within our U.S. operationstfaio with exposure to the region are primarilyrgorate credit issuances of large
multi-national companies where the majority of rewes are coming from outside the country whergé#rent company is domiciled. Our
experience indicates multinational companies haaahstrated better market price performance arditaegings stability. As of March 31,
2012, 95% of our total portfolio exposure consiftmvestment grade bonds with an average price06f(carrying value/amortized cost) and
a weighted average time to maturity of 5 years.

The following table presents the carrying amoundwf European periphery zone fixed maturities eypo$or the periods indicated:

March 31, 2012

Select European Exposure Greece Ireland Italy Portugal Spain Total
(in millions)
Non-Sovereign
Financial institution: $ — 3 62.2 $ 604 $ — 3 171.C % 293.7
Non-financial institutions 7.5 258.1 233.2 21.€ 291.¢ 812.t
Total $ 75 $ 320 $ 2936 $ 215 $ 462¢ $  1,106.c
December 31, 201
Select European Exposure Greece Ireland Italy Portugal Spain Total
(in millions)
Non-Sovereign
Financial institution: $ — $ 62.1 $ 3.7 % — $ 1522 $ 268.(
Non-financial institutions 7.1 295.k 223.¢ 19.¢ 284.F 830.¢
Total $ 71 $ 3576 $ 2776 $ 19 $ 436.7 $  1,098.

For further details on our International investmepérations exposure to these European countgessternational Investment
Operations — Fixed Maturities Exposure.”
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Fixed Maturities Credit ConcentrationsOne aspect of managing credit risk is through itrgugssuer and asset class diversificat
Our credit concentrations are managed to establikimits. The following table presents our top &xposures as of March 31, 2012.

Amortized cost

(in millions)

Berkshire Hathaway In« $ 215.2
General Electric Cc 202.:
AT&T Inc. 183.:
Bank of America Corg 178.1
Wells Fargo & Co 176.€
HSBC Holdings PLC 157.¢
Rabobank Netherlanc 156.%
JPMorgan Chase & Ci 154.%
Verizon Communications In 154.;
Republic of Korez 150.¢

Total top ten exposures $ 1,729.

Fixed Maturities Valuation and Credit QualityValuation techniques for the fixed maturities paolitf vary by security type and the
availability of market data. The use of differentmg techniques and their assumptions could peediifferent financial results. See Item 1.
“Financial Statements, Notes to Unaudited Const#di&inancial Statements, Note 9, Fair Value Mezments” for further details regarding
our pricing methodology. Once prices are determitieely are reviewed by pricing analysts for reabtareess based on asset class and
observable market data. In addition, investmenlyateawho are familiar with specific securitiesiew prices for reasonableness through
direct interaction with external sources, revieweaafent trade activity or use of internal modell fised maturities placed on the “watch list”
are periodically analyzed by investment analystaralysts that focus on troubled securities (“Waotk@roup”). This group then meets with
the Chief Investment Officer and the Portfolio Mgaes to determine reasonableness of prices. Tliatah of impaired bonds for which
there is no quoted price is typically based onptesent value of the future cash flows expectduktoeceived. Although we believe these
values reasonably reflect the fair value of thasmugties, the key assumptions about risk premiyagfprmance of underlying collateral (if
any) and other market factors involve qualitatind anobservable inputs.

The Securities Valuation Office (“SVO”) of the Nanal Association of Insurance Commissioners (“Ii€A) monitors the bond
investments of insurers for regulatory capital eggbrting purposes and, when required, assigngiiesuo one of six investment categories.
For certain bonds, the NAIC designations closelgronithe Nationally Recognized Statistical Ratingy&nizations’ (‘“NRSRO”) credit
ratings. For most corporate bonds, NAIC designatiband 2 include bonds considered investment drgdeich rating organizations. Bonds
are considered investment grade when rated “Baa3iigher by Moody'’s, or “BBB-" or higher by S&RNAIC designations 3 through 6 are
referred to as below investment grade. Bonds amsidered below investment grade when rated “Baf fower by Moody'’s, or “BB+" or
lower by S&P.

However, for loan-backed and structured securitissiefined by the NAIC, the NAIC rating is not alg equivalent to an NRSRO
rating as described below. For non-agency RMBS,EOVAdvisors models and assigns the NAIC ratings.BMBS, Blackrock Solutions
undertakes the modeling and assignment of those€CNiAtings. Other loabacked and structured securities may be subjent fotrinsic prici
matrix as provided by the NAIC. This may resultifinal designation being higher or lower than HM@SRO credit rating.

The following table presents our total fixed matias by NAIC designation and the equivalent ratiofjfie NRSROs as of the
periods indicated as well as the percentage, baséair value, that each designation comprises.

March 31, 2012 December 31, 201
% of total % of total
NAIC Amortized Carrying carrying Carrying carrying
Rating Rating Agency Equivalent cost amount amount Amortized cost amount amount
(% in millions)
1 AAA/AA/IA $ 26,592 $ 28,130.( 60% $ 26,802.: $ 28,115. 60%
2 BBB 14,501 15,275 33 14,570.: 15,195.¢ 33
3 BB 2,755.( 2,519.. 5 2,537.t 2,405.¢ 5
4 B 676.7 532.¢ 1 759.1 582.% 1
5 CCC and lowe 333.8 266.2 1 329.4 255t 1
6 In or near defaul 282.¢ 144.1 — 273. 154.7 —
Total fixed maturities $ 45,142, $ 46,868. 10C% $ 45,272.( $ 46,709.. 10C%
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Fixed maturities include 12 securities with an aired cost of $135.8 million, gross gains of $4.liam, gross losses of $0.2
million and a carrying amount of $140.2 million@fsMarch 31, 2012, that are still pending a revieavd assignment of a rating by the SVO.
Due to the timing of when fixed maturities are ghased, legal documents are filed and the revieth®&BVO is completed, there will always
be securities in our portfolio that are unratedraveeporting period. In these instances, an etpnvaating is assigned based on our fixed
income analyst's assessment.

Commercial Mortgage-Backed Securities and Home BguAsset-Backed Securities Portfolioss of March 31, 2012, based on
amortized cost, 51% of our CMBS portfolio had rgsirof A or higher and 39% was issued in 2005 ooteednd 11% of our ABS home
equity portfolio had ratings of A or higher and 8¥as issued in 2005 or before.

The following tables present our exposure by creddlity, based on the lowest NRSRO designatiod,y@ar of issuance (“vintage”
for our CMBS portfolio as of the periods indicated.

March 31, 2012

AAA AA A BBB BB+ and Below Total
Amortized
Amortized Carrying Carrying Amortized Carrying Amortized Carrying Amortized Carrying Amortized Carrying
cost amount cost amount cost amount cost amount cost amount cost amount
(in millions)
2003 &

Prior $ 715 $ 70z $ 75.C $ 75.1 $ 564 $ 57.2 $ 78z $ 727 $ 157.1 $ 1147 $ 438.2 $ 390.€
2004 91.2 95.5 56.¢ 57.1 46.€ 45.2 252 19.€ 119.£ 95.7 339.7 313.¢
2005 338.1 366.€ 43.7 48.5 254 23.7 70.€ 59.4 246.2 158.C 724.( 656.2
2006 165.¢ 173.2 4.8 5.€ 67.C 72.2 37.7 38.7 184.% 120.¢ 459.1 410.€
2007 224.¢ 221.¢ 35.7 40.C 148.7 168.7 237.% 254.% 716. 447.1 1,362.° 1,131.¢
2008 11.4 11.7 15.C 17.1 331 38.1 — — 33.7 33.2 93.2 100.z
2009 102.2 106.2 52.7 55.1 — — — — — — 154.¢ 161.¢
2010 60.€ 66.2 19.5 20.€ — — — — — 80.2 87.1
2011 104.¢ 107.1 58.€ 60.€ — — — — — — 163.¢ 167.¢
2012 35.C 34.2 48.5 49.2 — — — — — — 83.5 83.€
Total $ 1,205 $ 1,253.. $ 410.5 $ 430.6 $ 3775 $ 405.5 $ 449.C $ 444.¢ $ 1457.. $ 969.€ $ 3,899.C $ 3,503.¢

December 31, 201
AAA AA A BBB BB+ and Below Total
Amortized Carrying Amortized Carrying Amortized Carrying Amortized Carrying Amortized Carrying Amortized Carrying
cost amount cost amount cost amount cost amount cost amount cost amount
(in millions)
2003 &

Prior $ 147.C $ 142.: $ 81 $ 814 $ 72z $ 70z $ 94€ $ 85z $ 117.¢ $ 79 $ 512.¢ $ 459.(
2004 146.5 149.¢ 56.¢ 56.¢ 45.2 41.€ 25.1 18.¢ 794 54.7 353.( 321.€
2005 362.( 392.¢ 43t 48.C 18.2 17.1 77.5 61.€ 225.( 128.7 726.% 647.¢
2006 203.¢ 209.2 4.8 5.6 58.€ 62.€ 14.€ 14.5 151.¢ 89.¢ 433.% 382.1
2007 292.2 288.¢ 22.¢ 25.1 152.% 165.2 300.¢ 306.¢ 637.2 347.¢ 1,405 1,133.¢
2008 — — 15.C 16.2 33.1 36.4 — — 38.1 32.7 86.2 854
2009 123.¢ 127.% 16.1 16.2 — — — — — — 139.% 143.¢
2010 76.2 80.¢ 7.7 7.6 — — — — — — 83.¢ 88.4
2011 165.% 164.( — — — — — — — — 165.% 164.(
Total $  1516: $  1554° $  248.( $ 257.: $ 380.1 $ 393.¢ $ 512.¢ $ 4867 $  1,249. $ 7337 $  3,906. $  3,425.

The following tables present our exposure by creddlity, based on the lowest NRSRO designatiod vamage for our ABS home

equity portfolio supported by subprime first lierortyages as of the periods indicated.

2003 &
Prior
2004
2005
2006
2007

Total

March 31, 2012

AAA AA A BBB BB+ and Below Total
Amortized Carrying Amortized Carrying Amortized Carrying Amortized Carrying Amortized Carrying Amortized Carrying
cost amount cost amount cost amount cost amount cost amount cost amount
(in millions)

$ 28 $ 28 % 5C $ 51 % 111 $ 102 $ 55.7 $ 50.€ $ 1172 $ 90.1 $ 191.¢ $ 158.¢

— — — — 22.F 21.7 2.2 2.1 47.C 38.t 711 62.2

3.C 3.1 — — 722 48.¢ 75.2 51.¢

— — — — — — 14.4 11.€ 14.4 11.€

— — — — — — — — 37.1 30.1 37.1 30.1

$ 28 $ 28 $ 8C $ 82 $ 336 $ 32 $ 57¢ $ 527 $ 287.¢ $ 219.2 $ 390.: $ 315.(
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December 31, 201.

AAA AA A BBB BB+ and Below Total
Amortized
Amortized Carrying Carrying Amortized Carrying Amortized Carrying Amortized Carrying Amortized Carrying
cost amount cost amount cost amount cost amount cost amount cost amount
(in millions)
2003 &

Prior  $ 123 $ 125 $ 73 % 70 $ 127 $ 120 $ 61z $ 548 $ 1027 $ 771 $ 1962 $ 163.2
2004 15 14 12.€ 11.¢ 8.4 7.8 21 2.1 47.1 38.: 717 $ 61.
2005 — — 3.0 3.1 — — — — 67.€ 43.2 70.8 $ 46.4
2006 — — — — — — — — 14. 9.5 14 $ 95
2007 — — — — — — — — 37. 27.¢ 37z $ 27.€
Total $ 136 $ 137 $ 22¢ $ 22 $ 211 $ 19.6 $ 63.2 $ 56.¢ $ 269.7 $ 196.C $ 390.6 $ 308.¢

Fixed Maturities Watch ListWe monitor any decline in the credit quality ofdtkmaturities through the designation of “problem
securities,” “potential problem securities” andstreictured securities”. We define problem secusiireour fixed maturity portfolio as

securities: (i) as to which principal and/or int#rpayments are in default or where default isgiged to be imminent in the near term, or

(i) issued by a company that went into bankrugeipsequent to the acquisition of such securitiess défine potential problem securities in
our fixed maturity portfolio as securities included an internal “watch list” for which managemeasttoncerns as to the ability of the issuer
to comply with the present debt payment terms ahi¢hvmay result in the security becoming a probtarbeing restructured. The decision
whether to classify a performing fixed maturity g8ty as a potential problem involves significanbgctive judgments by our managemer
to the likely future industry conditions and dey@itents with respect to the issuer. We define restrad securities in our fixed maturity
portfolio as securities where a concession has peerted to the borrower related to the borrowinancial difficulties that would not have
otherwise been considered. We determine that @abas should occur in those instances where greatmomic value will be realized under
the new terms than through liquidation or othepdsgstion and may involve a change in contractuahdtows. If the present value of the
restructured cash flows is less than the curresit @bthe asset being restructured, a realizedaldpss is recorded in net income and a new
cost basis is established.

The following table presents the total carrying amtoof our fixed maturities portfolio, as well as problem, potential problem and
restructured fixed maturities for the periods iadéd.

March 31, 2012 December 31, 201
($ in millions)

Total fixed maturities (public and private) $ 46,868.: $ 46,709..
Problem fixed maturities (1) $ 366.2 $ 343.5
Potential problem fixed maturitie 159.¢ 166.:
Restructured problem fixed maturiti 15.7 14.€
Total problem, potential problem and restructuiigdd maturities $ 541.7 $ 524.¢
Total problem, potential problem and restructuigdd maturities as a percent of tc
fixed maturities 1.1€% 1.12%
Q) The problem fixed maturities carrying amount is ofedther-than-temporary impairment losses.

Fixed Maturities ImpairmentsWe have a process in place to identify securities tould potentially have a credit impairment tis:
other than temporary. This process involves moinigpmarket events that could impact issuers’ cnedings, business climate, management
changes, litigation and government actions andratinglar factors. This process also involves maniity late payments, pricing levels,
downgrades by rating agencies, key financial rafinancial statements, revenue forecasts and ftastprojections as indicators of credit
issues.

Each reporting period, a group of individuals imlthg the Chief Investment Officer, our Portfolio Negers, members of our
Workout Group and representatives from Investmaodinting review all securities to determine whetireother-than-temporary decline in
value exists and whether losses should be recaynlde analysis focuses on each issuer’s abiligetwice its debts in a timely fashion.
Formal documentation of the analysis and our dewis prepared and approved by management.

We consider relevant facts and circumstances iluating whether a credit or interest-rate relatagairment of a security is other
than temporary. Relevant facts and circumstancesidered include: (1) the extent and length of tihefair value has been below cost;
(2) the reasons for the decline in value; (3) tharfcial position and access to capital of theagsimcluding the current and future impact of
any specific events; (4) for structured securitibs,adequacy of the expected cash flows and {Gntent to sell the security or whether it is
more likely than not we will be required to sektbecurity before recovery of its amortized cosicvhin some cases, may extend to maturity.
To the extent we determine that a security is deetmd®de other than temporarily impaired, an impainirioss is recognized. For additional
details, see Item 1. “Financial Statements, Natddrtaudited Consolidated Financial Statements, Rpte
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Investments.”

We would not consider a security with unrealizeskks to be other than temporarily impaired wh&nribt our intent to sell the
security, it is not more likely than not that wewld be required to sell the security before recpwédithe amortized cost, which may be
maturity, and we expect to recover the amortizest basis. However, we do sell securities undeagedircumstances, such as when we have
evidence of a change in the issuer’s creditworfgneshen we anticipate poor relative future pertomoe of securities, when a change in
regulatory requirements modifies what constitutpgmissible investment or the maximum level ofistiments held or when there is an
increase in capital requirements or a change kwesghts of debt securities. Sales generate baithsgand losses.

There are a number of significant risks and unagrés inherent in the process of monitoring craupairments and determining if
an impairment is other than temporary. These @sidsuncertainties include: (1) the risk that oweasment of an issusrability to meet all ¢
its contractual obligations will change based oanges in the credit characteristics of that isg@@rthe risk that the economic outlook will
worse than expected or have more of an impact@istiuer than anticipated, (3) the risk that ouestiment professionals are making
decisions based on fraudulent or misstated infaoman the financial statements provided by iss@erd (4) the risk that new information
obtained by us or changes in other facts and cistaimces lead us to change our intent to not sebelcurity prior to recovery of its amortized
cost. Any of these situations could result in arghao net income in a future period.

The net realized loss relating to other-than-terapocredit impairments and credit related salefixefl maturities was $28.8 million
and $54.9 million for the three months ended M&th2012 and 2011, respectively.
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Fixed Maturities Available-for-Sale

The following tables present our fixed maturitiemitable-for-sale by industry category and the aided gross unrealized gains and
losses, including other-than-temporary impairmessés reported in AOCI, as of the periods indicated

March 31, 2012

Gross Gross Carrying
Amortized cost unrealized gains unrealized losses amount
(in millions)
Finance— Banking $ 4,638 $ 1221 % 324.C $ 4,436.¢
Finance— Brokerage 370.t 20.t 2.4 388.¢
Finance— Finance Companie 211.¢ 10.€ 2.2 220.1
Finance— Financial Othe 549.: 64.1 0.5 612.¢
Finance— Insurance 2,922.¢ 194.: 49.4 3,067."
Finance— REITS 1,044.° 39.7 15.¢ 1,068.¢
Industrial— Basic Industry 1,773.: 135.: 4.2 1,904..
Industrial— Capital Good: 2,040.: 152.2 6.8 2,185.¢
Industrial— Communication: 2,068.! 184.t 12.¢ 2,240.(
Industrial— Consumer Cyclice 1,559.¢ 133.: 5.6 1,687.(
Industrial— Consumer No-Cyclical 3,193 282.5 2.8 3,473.:
Industrial— Energy 1,929.¢ 213.1 1.C 2,142.(
Industrial— Other 571.¢ 34.€ 1.4 604.¢
Industrial— Technology 888.2 60.¢ 6.8 942.2
Industrial— Transportatior 576.2 44.: 4.7 615.¢
Utility — Electric 2,762.¢ 250.t 17.1 2,996.:
Utility — Natural Gas 995.( 96.4 3.8 1,087.¢
Utility — Other 225.¢ 22.% — 247.¢
FDIC guarantee 55.C 0.3 — 55.:
Government guarante: 1,229.¢ 118.C 4.4 1,343..
Total corporate securitie 29,606.. 2,179.¢ 466.: 31,319,
Residential mortgage-backed pass-through
securities 3,125.( 184.2 0.8 3,308.¢
Commercial mortga¢-backed securitie 3,894.¢ 154.¢ 550.( 3,499.:
Residential collateralized mortgage obligatir 1,310.: 31.7 32.4 1,309.¢
Asse-backed securitie— Home equity (1 390.2 0.5 75.7 315.(
Asse-backed securitie— All other 1,765.: 23.7 1.€ 1,787.:
Collateralized debt obligatio— Credit 82.¢ — 47.t 35.4
Collateralized debt obligatio— CMBS 95.¢ 2.2 16.C 82.1
Collateralized debt obligatior— Loans 218.¢ 0.8 3.3 216.1
Collateralized debt obligatio— ABS 15.C — 1.7 13.c
Total mortgage-backed and other asset-backed
securities 10,897. 397.% 729.( 10,566.!
U.S. government and agenc 771.2 31.2 1.3 801.1
States and political subdivisio 2,692.¢ 228.2 3.7 2,917.:
Non-U.S. governments 498.¢ 89.5 0.1 588.2
Total fixed maturities, availak-for-sale $ 44,466. $ 2,926« $ 1,200.c $ 46,192,

(1) This exposure is all related to sub-prime tigage loans.
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December 31, 201

Gross Gross
Amortized unrealized unrealized Carrying
cost gains losses amount
(in millions)
Finance— Banking $ 4,520.7 $ 79.¢ $ 445 $ 4,155.:
Finance— Brokerage 381.( 15.4 6.7 389.7
Finance— Finance Companie 216.2 8.¢ 4.7 220.¢
Finance— Financial Othe 532.¢ 55.k 1.1 586.¢
Finance— Insurance 2,966.: 227.2 73.C 3,120.t
Finance— REITS 1,015.; 28.% 22.C 1,021.t
Industrial— Basic Industry 1,656.¢ 135.: 5.4 1,786.!
Industrial— Capital Good: 2,133.( 146.¢ 14.: 2,265.!
Industrial— Communication: 2,033.: 179.¢ 23.¢ 2,189.:
Industrial— Consumer Cyclice 1,606." 130.t 12.4 1,724.¢
Industrial— Consumer No-Cyclical 3,084.( 286.: 3.7 3,366.¢
Industrial— Energy 1,978.« 220.¢ 1.2 2,198.:
Industrial— Other 596.1 32.t 3.9 624.7
Industrial— Technology 851.: 57.7 9.3 899.7
Industrial— Transportatior 626.2 457 10.2 661.€
Utility — Electric 2,709.¢ 276.( 18.¢ 2,966.
Utility — Natural Gas 1,034.; 100.z 1.8 1,132.¢
Utility — Other 197.1 20.1 — 217.2
FDIC guarantee 80.C 0.€ — 80.¢€
Government guaranteed 1,219.( 107.¢ 7.8 1,319.(
Total corporate securitie 29,437.. 2,155t 665.¢ 30,926.!
Residential mortgar-backed pas-through securitie 3,130.¢ 185.€ 0.7 3,315.°
Commercial mortga¢-backed securitie 3,894.: 117.C 597.¢ 3,413.°
Residential collateralized mortgage obligatir 1,408.: 32.C 51.k 1,388.¢
Asse-backed securitie— Home equity (1 390.¢ 0.2 82.€ 308.¢
Asse-backed securitie— All other 1,808.( 68.1 2.8 1,873..
Collateralized debt obligatio— Credit 82.¢ — 34.4 48.4
Collateralized debt obligatio— CMBS 98.7 1.€ 18.t 81.¢
Collateralized debt obligatio— Loans 203.2 0.3 8.8 194.%
Collateralized debt obligatio— ABS 15.C — 1.1 13.€
Total mortgage-backed and other asset-backed
securities 11,031” 404.¢ 798.1 10,638.
U.S. government and agenc 7725 32.¢ — 805.1
States and political subdivisio 2,670.( 218.2 b.5 2,882.°
Non-U.S. government 580.7 96.° 0. 676.]
Total fixed maturities, availat-for-sale $ 44,491 § 2,907.¢ $ 14700 $ 45,929..
Q) This exposure is all related to sub-prime mortgages.

Of the $1,200.4 million in gross unrealized losae®f March 31, 2012, there were $4.7 million isskes attributed to securities
scheduled to mature in one year or less, $60.2omidlttributed to securities scheduled to matutevéen one to five years, $37.5 million
attributed to securities scheduled to mature batfige to ten years, $369.0 million attributed &zsrities scheduled to mature after ten years
and $729.0 million related to mortgage-backed ahdrABS that are not classified by maturity yetes.of March 31, 2012, we were in a
$1,726.0 million net unrealized gain position ampared to a $1,437.3 million net unrealized gawsitpn as of December 31, 2011. Of the
$288.7 million increase in net unrealized gainstfierthree months ended March 31, 2012, an appedgi$0.5 million net unrealized loss «
be attributed to an approximate 22 basis pointase in interest rates which is more than offgatdi unrealized gains related to other
market factors.

Fixed Maturities Available-for-Sale Unrealized Loss.We believe that our long-term fixed maturities fait is well diversified
among industry types and between publicly tradetiivately placed securities. Each year, we ditleetmajority of our net cash inflows ir
investment grade fixed maturities. Our currentg@ols to limit the percentage of cash flow investetielow investment grade assets to 10%
of cash flow. During first quarter 2012, we did aatively increase our investment in availablegate below investment grade assets. While
Principal Life’s general account investment retunage improved due to the below investment
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grade asset class, we manage its growth stratBgigalimiting it to no more than 10% of the tofaded maturities portfolios.

We invest in privately placed fixed maturities tthance the overall value of the portfolio, incredsersification and obtain higher
yields than are possible with comparable qualitiplicumarket securities. Generally, private placetagmovide broader access to manager
information, strengthened negotiated protectiveeoawits, call protection features and, where aggbca higher level of collateral. They are,
however, generally not freely tradable becausesifictions imposed by federal and state secutdigs and illiquid trading markets.

The following table presents our fixed maturitiemitable-for-sale by investment grade and belovestment grade and the
associated gross unrealized gains and lossesdinglthe other-thatemporary impairment losses reported in OCI, abt®feriods indicate:

March 31, 2012 December 31, 2011

Gross Gross Gross Gross
Amortized unrealized unrealized Carrying Amortized unrealized unrealized Carrying
cost gains losses amount cost gains losses amount
(in millions)
Investment grade
Public $ 28,138.! $ 2,043 $ 306.7 $ 29,875.. $28,497.¢ $ 1,989.&L $ 435.C $ 30,052
Private 12,468.! 801.% 227.% 13,043.: 12,298.. 757.2 373.¢ 12,681.
Below investment
grade:
Public 1,925.. 34.2 340.7 1,618.¢ 1,834. 21.c 365.1 1,490.¢
Private 1,933.¢ 47.1 325.7 1,655.! 1,861. 139.1 296.4 1,704..
Total fixed maturities,
available-for-sale $ 44,466. $ 2,926« $ 1,200.. $ 46,192 $44,491.¢ $ 2,907.¢ $ 1,470.0 $ 45,929.

The following tables present the carrying amourmt #re gross unrealized losses, including other-tharporary impairment losses
reported in OCI, on investment grade fixed matesitivailable-for-sale by aging category as of #réogs indicated.

Three months or les

Greater than three to six mon!

Greater than six to nine mont

Greater than nine to twelve moni

Greater than twelve to twer-four months
Greater than twen-four to thirty-six months
Greater than thir-six months

Total fixed maturities, available-for-sale

Three months or les
Greater than three to six mon!
Greater than six to nine mont
Greater than nine to twelve mont
Greater than twelve to twer-four months
Greater than twen-four to thirty-six months
Greater than thirty-six months
Total fixed maturities, available-for-sale

March 31, 2012

Public Private Total
Gross Gross Gross
Carrying unrealized Carrying unrealized Carrying unrealized
amount losses amount losses amount losses
(in millions)
$ 776.2 $ 84 $ 441 $ 58 $ 1,217¢ $ 14.2
155.7% 5.2 65.7 1.3 221.¢ 6.5
393.2 14.7 293.C 8.6 686.2 23.€
384.: 18.¢ 251.¢ 10.€ 635.¢ 29.4
150.1 17.2 167.5 10.1 317.¢ 27.2
91.2 8.9 3.2 0.3 94.4 9.2
1,030.: 233k 1,009.: 190.: 2,039.! 423.¢
$ 2981. $ 306.7 $ 2,231! $ 227.. $ 5212¢ $ 534.(
December 31, 201
Public Private Total
Gross Gross Gross
Carrying unrealized Carrying unrealized Carrying unrealized
amount losses amount losses amount losses
(in millions)

$ 897t $ 141 $ 472.C $ 4¢ $ 1,369t $ 19.C
1,022.¢ 33.7 747.1 24.C 1,770.( 57.1
420.5 40.7 337.¢ 20.2 757.% 60.¢
61.€ 5t 65.2 34 127.C 8.9
135.C 15.¢ 184.F 20.t 319t 36.2
65.7 16.: 30.C 5t 95.7 21.¢
1,122.* 308.¢ 1,138.( 295.: 2,260.t 604.2
$ 3,725 $ 435 $ 2,974.. $ 373.6 $ 6,699.¢ $ 808.¢

The following tables present the carrying amount e gross unrealized losses, including other-tearporary impairment losses
reported in OCI, on below investment grade fixeduriies available-for-sale by aging category athefperiods indicated.
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March 31, 2012

Public Private Total
Gross Gross Gross
Carrying unrealized Carrying unrealized Carrying unrealized
amount losses amount losses amount losses
(in millions)
Three months or les $ 34€ $ 01 $ 2240 $ 12C $ 258.6 $ 12.1
Greater than three to six mon! 26.Z 1.2 19.C 0.8 45,z 2.0
Greater than six to nine mont 63.5 3.7 53.¢ 3.8 117.1 7.5
Greater than nine to twelve moni 52.¢ 5.7 32.2 0.€ 84.¢ 6.3
Greater than twelve to twer-four months 35.C 13.€ 64.€ 8.5 99.¢ 22.1
Greater than twen-four to thirty-six months — — 16.C 4.1 16.C 4.1
Greater than thir-six months 721.2 316.4 485.£ 295.¢ 1,206.¢ 612.c

Total fixed maturities, available-for-sale  $ 933.2 $ 3407 $ 895.C $ 3257 $ 1,828.. $ 666.4

December 31, 2011

Public Private Total
Gross Gross Gross
Carrying unrealized Carrying unrealized Carrying unrealized
amount losses amount losses amount losses
(in millions)
Three months or les $ 1232 % 36 $ 725 $ 6.2 $ 195.7 $ 9.9
Greater than three to six mon! 71.2 8.1 165.4 12.4 236.7% 20.t
Greater than six to nine mont 74.: 11t 30.¢ 1.2 105.1 13.4
Greater than nine to twelve moni 16.¢€ 9.5 29.F 1.€ 46.4 11.1
Greater than twelve to twer-four months 42.2 11.¢ 18.¢ 4.4 61.1 16.2
Greater than twen-four to thirty-six months 17.€ 3.€ 1.3 0.3 19.2 3.9
Greater than thirty-six months 693.( 317.( 483.k 269.5 1,176. 586.f

Total fixed maturities, available-for-sale $ 1,039.C $ 365.1 $ 8017 $ 296« $ 1,840.0 $ 661.5

The following tables present the carrying amourmt 8@ gross unrealized losses, including other-tharporary impairment losses
reported in OCI, on fixed maturities available-&ate where the estimated fair value had declined@mained below amortized cost by 20%
or more as of the periods indicated.

March 31, 2012

Problem, potential problem, All other fixed maturity
and restructured securities Total
Gross Gross Gross
Carrying unrealized Carrying unrealized Carrying unrealized
amount losses amount losses amount losses
(in millions)
Three months or les $ 38.2 $ 15¢ $ 46.7 $ 147 $ 84.¢ $ 30.€
Greater than three to six mont — — 33.7 14.4 33.7 14.4
Greater than six to nine mont 54.C 25.7 307.: 130.¢ 361.: 156.5
Greater than nine to twelve mont 18.7 11.4 66.4 40.¢ 85.1 52.Z
Greater than twelve months 147.¢ 245.4 426.2 397.% 574.( 642.i

Total fixed maturities, availat-for-sale $ 258.7 $ 2984 % 880.2 $ 508.( $ 1,139.C $ 896.4

December 31, 2011

Problem, potential problem, All other fixed maturity
and restructured securities Total
Gross Gross Gross
Carrying unrealized Carrying unrealized Carrying unrealized
amount losses amount losses amount losses
(in millions)
Three months or les $ 424 $ 14.C $ 2317 $ 755 $ 2741 $ 89.5
Greater than three to six moni 74.4 32.2 587.< 263.¢ 661.7 296.1
Greater than six to nine mont 18.2 11.€ 77.€ 47.2 95.¢ 58.¢
Greater than nine to twelve mont 3.5 1.€ 6.S 8.5 10.4 10.1
Greater than twelve montl 171.¢ 262.4 452.¢ 387.¢ 624.7 650.(

Total fixed maturities, availak-for-sale $ 3104 % 321¢ $ 13560 $ 7827 $ 1666, $ 11041
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Mortgage Loans

Mortgage loans consist of commercial mortgage laanseal estate and residential mortgage loansc@hging amount of our
commercial mortgage loan portfolio was $9,953.2iamland $9,386.0 million as of March 31, 2012 &etember 31, 2011, respectively.
The carrying amount of our residential mortgage Ipartfolio was $715.3 million and $746.0 millios af March 31, 2012 and December 31,
2011, respectively.

Commercial Mortgage LoansiVe generally report commercial mortgage loans aheastate at cost adjusted for amortization of
premiums and accrual of discounts, computed u$iagriterest method and net of valuation allowances.

Commercial mortgage loans play an important roleuninvestment strategy by:

»  providing strong risk-adjusted relative value inmgarison to other investment alternatives;
» enhancing total returns and
»  providing strategic portfolio diversification.

As a result, we have focused on constructing @ sbigh quality portfolio of mortgages. Our portfois generally comprised of
mortgages originated with conservative loan-to-gatatios, high debt service coverages and genarpbpe property types with a strong
credit tenancy.

Our commercial mortgage loan portfolio consistsnatiily of non-recourse, fixed rate mortgages ofyfat near fully leased
properties. The mortgage portfolio is comprisednarily of credit oriented retail properties, offipeoperties and general-purpose industrial
properties.

Our commercial mortgage loan portfolio is divesesifiby geography and specific collateral propermpetyCommercial mortgage
lending in the state of California accounted fo#@2and 22% of our commercial mortgage loan portfabmof March 31, 2012 and
December 31, 2011, respectively. We are, thereboqgopsed to potential losses resulting from theafscatastrophes, such as earthquakes,
that may affect the region. Like other lenders geaerally do not require earthquake insurance fopgrties on which we make commercial
mortgage loans. With respect to California propgsithowever, we obtain an engineering report spdoiach property. The report assesses
the building’s design specifications, whether it li@en upgraded to meet seismic building codestenchaximum loss that is likely to result
from a variety of different seismic events. We albdain a report that assesses, by building andrgebic fault lines, the amount of loss our
commercial mortgage loan portfolio might suffer and variety of seismic events.

The typical borrower in our commercial loan poritidk a single purpose entity or single assetyniis of March 31, 2012 and
December 31, 2011, 28% and 30%, respectively,etttmmercial mortgage loan portfolio was comprisechortgage loans with principal
balances of less than $10.0 million. The total nemdf commercial mortgage loans outstanding wase®®8B975 as of March 31, 2012 and
December 31, 2011, respectively. The average lizano$ our commercial mortgage portfolio was $1fillion and $9.7 million as of
March 31, 2012 and December 31, 2011, respectively.

Commercial Mortgage Loan Credit Monitoring-or further details on monitoring and managemermtursfcommercial mortgage lo
portfolio, see Item 1. “Financial Statements, Ndteblnaudited Consolidated Financial Statements$e I8pInvestments — Mortgage Loan
Credit Monitoring.”

We categorize loans that are 60 days or more dedimij loans in process of foreclosure and loanis botrowers or credit tenants in
bankruptcy that are delinquent as “problem” loareuation allowances or charge-offs have been neizeg on most problem loans. We
categorize loans that are delinquent less thare§® where the default is expected to be cured@artslwith borrowers or credit tenants in
bankruptcy that are current as “potential problémaths. The decision whether to classify a loanndglént less than 60 days as a potential
problem involves significant subjective judgmengsnlanagement as to the likely future economic diom and developments with respect
to the borrower. We categorize loans for whichdhiginal note rate has been reduced below marketaans for which the principal has be
reduced as “restructured” loans. We also consimnd that are refinanced more than one year bayenariginal maturity or call date at
below market rates as restructured.

There has been a decrease in the total level dfgorg potential problem and restructured commeroiadtgages during first quarter
2012 primarily due to loan payoffs, foreclosuras] anprovement in collateral occupancies and valliee South Atlantic and Pacific regic
account for over 85% of the problem, potential peaband restructured commercial mortgages as o€Mat, 2012. The South Atlantic,
Pacific, and East North Central regions accounte@¥er 90% of the problem, potential problem, eestructured commercial mortgages as
of December 31, 2011. Office and apartment propedccounted for over half of the problem, potéptiablem and restructured commercial
mortgages as of both March 31, 2012 and Decemhe2(11.

The following table presents the carrying amoumtsroblem, potential problem and restructured comuiaémortgages
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relative to the carrying amount of all commerciaritgages for the periods indicated.

March 31, 2012 December 31, 201
($ in millions)

Total commercial mortgages $ 9,953.: $ 9,386.(
Problem commercial mortgages $ 64.7 $ 112.7
Potential problem commercial mortgag 102.t 152.¢
Restructured problem commercial mortgages 52.€ 7.5
Total problem, potential problem and restructureshmercial mortgages $ 219.t $ 273.(
Total problem, potential problem and restructurechmercial mortgages as a percent of total
commercial mortgage 2.21% 2.91%

Commercial Mortgage Loan Valuation Allowanc&he valuation allowance for commercial mortgagefoimcludes loan specific
reserves for loans that are deemed to be impagr@ctl as reserves for pools of loans with similaaracteristics where a property risk or
market specific risk has not been identified butvihich we anticipate a loss may occur. For furithetiails on the commercial mortgage
valuation allowance, see Item 1. “Financial StatetsieNotes to Unaudited Consolidated Financialegtants, Note 3, Investments —
Mortgage Loan Valuation Allowance.”

The valuation allowance decreased $12.4 milliorttierthree months ended March 31, 2012, and dexteki.8 million for the yei
ended December 31, 2011. The decrease in thedévaluation allowance during 2012 was relatechitogame market factors as those
causing the decrease in the level of problem, pialgoroblem and restructured commercial mortgajesg the three months ended
March 31, 2012. The decrease in the level of vanallowance during 2011 was primarily relatedd@an write downs, payoffs and loan s:
and the related release of valuation allowancechvis partially offset by current period provisioiifie South Atlantic region accounts for the
highest level of reserves at both March 31, 2012Ra&cember 31, 2011.

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

March 31, 2012 December 31, 201
($ in millions)

Balance, beginning of peric $ 64.6 $ 80.€
Provision 7.C 17.C
Charge-offs (19.9 (32.9
Recoveries — 0.1
Balance, end of period $ 524 $ 64.€
Valuation allowance as % of carrying value bef@serves 0.52% 0.6<%

Residential Mortgage LoansThe residential mortgage loan portfolio is compostldome equity mortgages with an amortized cost
of $583.1 million and $611.0 million and first liemortgages with an amortized cost of $167.5 milkma $171.0 million as of March 31,
2012 and December 31, 2011, respectively, primaelg by our Bank and Trust Services business.hibinee equity loans are generally
second lien mortgages made up of closed-end lazohéirees of credit. Non-performing residential ngage loans, which are defined as loans
90 days or greater delinquent plus non-accrualdomaled $22.5 million and $24.0 million as ofigla31, 2012 and December 31, 2011,
respectively. We establish the residential mortdaga valuation allowance at levels considered adegjto absorb probable losses within the
portfolio based on management’s evaluation of the and current risk characteristics of the poitfdBuch evaluation considers numerous
factors, including, but not limited to net chargétcends, loss forecasts, collateral values, gaplgic location, borrower credit scores,
delinquency rates, industry condition and econaneieds. The changes in the valuation allowanceeperted in net realized capital gains
(losses) on our consolidated statements of opasatio

Our residential mortgage loan portfolio, and intjgatar our home equity loan portfolio, experien@adincrease in loss severity frc
sustained elevated levels of unemployment alony @ontinued depressed collateral values beginmrgp10. While these factors continue to
drive charge-offs, loss rates are showing sigretaifilization and the portfolio balance is declqiifhe following table represents our
residential mortgage valuation allowance for thequks indicated.
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March 31, 2012 December 31, 201
($ in millions)

Balance, beginning of peric $ 36.C $ 37.1
Provision 6.4 28.t
Charge-offs (8.3 (339
Recoveries 1.2 3.2
Balance, end of period $ 35.: $ 36.C
Valuation allowance as % of carrying value bef@aserves 4.7% 4.€%
Real Estate

Real estate consists primarily of commercial equésl estate. As of March 31, 2012 and Decembe2@11, the carrying amount of
our equity real estate investment was $1,103.Jianjllor 2%, and $1,083.9 million, or 2%, of U.Svésted assets, respectively. Our
commercial equity real estate is held in the fofrwlolly owned real estate, real estate acquirezhudpreclosure of commercial mortgage
loans and majority owned interests in real estzite yentures.

Equity real estate is categorized as either “retadte held for investment” or “real estate helddale.”Real estate held for investms
totaled $1,064.0 million and $1,047.3 million asvtdrch 31, 2012 and December 31, 2011, respectiVély carrying value of real estate t
for investment is generally adjusted for impairmehenever events or changes in circumstances tedicat the carrying amount of the asset
may not be recoverable. Such impairment adjustmametsecorded as net realized losses and, acctydarg reflected in our consolidated
results of operations. For the three months endatiM31, 2012 and year ended December 31, 20T&, wexe no such impairment
adjustments.

The carrying amount of real estate held for sals $20.1 million and $36.6 million as of March 3012 and December 31, 2011,
respectively. There were no valuation allowancesf&garch 31, 2012 or December 31, 2011. Once watity a real estate property to be
sold and commence a plan for marketing the propemtyclassify the property as held for sale. Waldith a valuation allowance subject to
periodic revisions, if necessary, to adjust theytag value of the property to reflect the loweritsfcurrent carrying value or the fair value,
less associated selling costs.

We use research, both internal and external, wmewend appropriate product and geographic allogatmd changes to the equity
real estate portfolio. We monitor product, geogragimd industry diversification separately and tbgeto determine 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 StateefaMarch 31, 2012. By property type, there i®aaentration in office, industrial, and retail
that represented approximately 77% of the equiy estate portfolio as of March 31, 2012.

Other Investments

Our other investments totaled $1,614.1 million &&larch 31, 2012, compared to $1,783.5 million BBecember 31, 2011.
Derivative assets accounted for $944.5 million $hd.56.5 million in other investments as of Mardh 3012 and December 31, 2011,
respectively. The remaining invested assets inoheaty method investments, which include realtegpaoperties owned jointly with venture
partners and operated by the partners.

International Investment Operations

Of our invested assets, $5.6 billion were held byRrincipal International segment as of MarchZ112. The assets are managed by
either our Principal Global Investors segment othgylocal Principal International affiliate. Duethe regulatory constraints in each country,
each company maintains its own investment poliddasshown in the following table, the major catégsiof international invested assets as
of March 31, 2012 and December 31, 2011, were firatlrities, other investments, residential moréglagns and equity securities. In
addition, policy loans are included in our investsdets. The following table excludes investedtasdehe separate accounts.
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March 31, 2012 December 31, 201
Carrying amount % of total Carrying amount % of total
($ in millions)

Fixed maturities- Public $ 3,501.¢ 63% $ 3,269.. 63%
Equity securitie: 91.4 2 86.(C 2
Mortgage loans

Commercia 11.2 — 10.€ —

Residentia 629.2 11 584.¢ 11
Real estate held for se 8.C — 8.2 —
Real estate held for investme 0.8 — 0.8 —
Policy loans 25.4 — 23.t 1
Other investment 1,338.¢ 24 1,202.; 23

Total invested assets 5,606.: 10C% 5,185. 10C%
Cash and cash equivalel 155.5 92.2

Total invested assets and cash $ 5,761." $ 5,277.:

Investments in equity method subsidiaries and dfieancing leases accounted for $705.8 million &6@3.6 million, respectively,
of other investments as of March 31, 2012. Investsii equity method subsidiaries and direct fimagdeases accounted for $667.5 million
and $507.5 million, respectively, of other inveshtseas of December 31, 2011. The remaining oth@siments as of both March 31, 2012
and December 31, 2011, are primarily related tovdgve assets and other short-term investments.

Fixed Maturities Exposure

Economic and fiscal conditions in select Europeaumtries, including Greece, Ireland, Italy, Porfumyad Spain, continue to cause
credit concerns particularly to financial instituis and banks with exposure to the European pegiphgion. Our exposure to the region
within our International investment operations fixeaturities portfolio is manageable, representid§s and 7.7% of our total International
invested assets as of March 31, 2012 and Decenih@031, respectively. Portfolio holdings with egpee to this region consist of fixed
maturities issued in the same countries as ournational operations by local subsidiaries of tliedpean parent. Nearly all of the exposu
to bonds issued in Chile. In addition, we did noldhany sovereign debt issuances of the selectaatiges and had not bought or sold credit
protection on sovereign issuances as of March @12 2nd December 31, 2011.

Financial sector exposure is to local subsidiamkisasubject to local capital requirements and ankegulation. The current
financial exposure carries an average AAA locahgafrom S&P and the average time to maturity isy&8rs. Non-financial sector exposure
consists primarily of infrastructure bonds, whick hacked by the project itself, often with minimoewenue guarantees from the governn
The current non-financial exposure carries an @A local rating from S&P. The current Italianp@sure has an average time to maturity
of 14 years. In addition, the current Spanish eMposas an average time to maturity of 13 yearsofAdarch 31, 2012, our total portfolio
exposure had an average price of 107 (carryingeYaimortized cost).

The following table presents the carrying amoundwf European periphery zone fixed maturities eypo$or the periods indicated.

March 31, 2012 December 31, 201.
Select European Exposure Italy Spain Total Italy Spain Total
(in millions)
Non-Sovereign
Financial institution: $ — 3 2575 3% 2575 $ — 3 2415 $ 241k
Non-financial institutions 46.¢ 119.: 166.1 52.t 112.¢ 164.¢
Total $ 466 $ 376.6 $ 4236 $ 52E $ 353.¢ $ 406.

For further details on our U.S. investment operaiexposure to these European countries, see lt&tment Operations — Fixed
Maturities.”
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Item 3. Quantitative and Qualitative Disclosures Alout 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, althetegghlso have exposures to changes in equity paicdgoreign currency exchange rates.

We enter into market-sensitive instruments primdal purposes other than trading. The active mamemt of market risk is an
integral part of our operations. We manage ourallararket risk exposure within established ridetance ranges by using the following
approaches:

e rebalance our existing asset or liability portfslio

»  control the risk structure of newly acquired assets liabilities or

» use derivative instruments to modify the markek dsaracteristics of existing assets or liabilitesassets expected to be
purchased.

Interest Rate Risk

Interest rate risk is the risk that we will incwo@omic losses due to adverse changes in interiest IlOne source of interest rate risk
is the inherent difficulty in obtaining assets thature or have their rate reset at the exact siameeas the liabilities they support. Assets may
have to be reinvested or sold in the future to rtteetiability cash flows in unknown interest ravironments. Secondly, there may be tin
differences between when new liabilities are priaad when assets are purchased or procured thatoag fluctuations in profitability if
interest rates move materially in the interim. Adrsource of interest rate risk is the prepaynugnitons embedded within asset and liability
contracts that can alter the cash flow profilesfrohat was originally expected.

One of the measures we use to quantify our expdsurgerest rate risk is duration. To calculateation, we project asset and
liability cash flows. These cash flows are discednio a net present value basis using a spot giglee, which is a blend of the spot yield
curves for each of the asset types in the portf@igration is calculated by re-calculating thesghciows, redetermining the net present va
based upon an alternative level of interest ratied,determining the percentage change in fair value

We manage interest rate risks in a number of waifferences in durations between assets and li@silare measured and kept
within acceptable tolerances. Derivatives are atsamonly used to mitigate interest rate risk dueatsh flow mismatches and timing
differences. Prepayment risk is controlled by limgtour exposure to investments that are prepayaitf®ut penalty prior to maturity at the
option of the issuer. We also require additionald/ion these investments to compensate for thetresissuer will exercise such option.
Prepayment risk is also controlled by limiting 8ades of liabilities with features such as putstber options that can be exercised against the
company at inopportune times. For example, as atMal, 2012, approximately $10.4 billion, or 988bpur institutional GICs and funding
agreements cannot be redeemed by contractholdersgmaturity.

We are also exposed to interest rate risk basend tigodiscount rate assumption used for purposealoing our pension and other
postretirement benefit obligations.

Duration-Managed. Our exposure to interest rate risk stems larg@four substantial holdings of guaranteed fixed liabilities
in our Retirement and Investor Services segmentaitfgely manage the duration of assets and ltaslin these products by minimizing the
difference between the two.

As of March 31, 2012, the difference between tlseand liability durations on our primary duratimanaged portfolio was -0.12,
as compared to -0.35 as of December 31, 2011.dUnation gap indicates that, as of March 31, 284 sensitivity of the fair value of our
assets to interest rate movements is less thawftita¢ fair value of our liabilities. Our goaltis minimize the duration gap. Currently, our
guidelines indicate that total duration gaps betwtbe asset and liability portfolios should be witk/-0.25. The value of the assets in this
portfolio was $26,074.4 million and $26,811.6 noitlias of March 31, 2012 and December 31, 2011ectisply.

Duration-Monitored. For products such as whole life insurance and téenmsurance that are less sensitive to intenatst risk, and
for other products such as individual fixed defdramnuities, we manage interest rate risk baseddrondeling process that considers the
target average life, maturities, crediting rated assumptions of policyholder behavior. As of MaBdh 2012, the weighted-average
difference between the asset and liability duration these portfolios was -3.44, as compared @8-&s of December 31, 2011. This duration
gap indicates that, as of March 31, 2012, the seitgiof the fair value of our assets to intereste movements is less than that of the fair
value of our liabilities. We attempt to monitordhduration gap consistent with our overall risk/aesvtolerances. The value of the assets in
these portfolios was $25,566.4 million and $25,851illion as of March 31, 2012 and December 31,120é&spectively.
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Non Duration-Managed.We also have a block of participating general ant@ension business that passes most of the actual
investment performance of the assets to the custdrhe investment strategy of this block is to maixe investment return to the customer
on a “best efforts” basis, and there is little orattempt to manage the duration of this portfsiice there is little or no interest rate risk. The
value of the assets in these portfolios was $5268llion and $5,400.0 million as of March 31, 204r2d December 31, 2011, respectively.

Using the assumptions and data in effect as of Maig 2012, we estimate that a 100 basis point idnate, parallel increase in
interest rates increases the net fair value opoutfolio by approximately $911.2 million, compareith an estimated $871.9 million increase
as of December 31, 2011. The following table detié estimated changes by risk management stratbgytable also gives the weighted-
average duration of the asset portfolio for eadhgmary, and the net duration gap (i.e., the weidfateerage difference between the asset and
liability durations).

March 31, 2012

Net Net
Value of Duration duration fair value
Risk Management Strategy total assets of assets gap change
(in millions) (in millions)

Primary duratio-managec $ 26,074.. 3.7¢ 0.12 $ 31.c
Duratior-monitored 25,566.- 4.2¢ (3.49 879.¢
Non duratio-managed 5,253.¢ 4.1¢ N/A N/A
Total $ 56,894. $ 911.2

Our selection of a 100 basis point immediate, pelradcrease or decrease in interest rates is athgfical rate scenario we use to
demonstrate potential risk. While a 100 basis pioimbediate, parallel increase does not represantiew of future market changes, it is a
near term reasonably possible hypothetical chamafeltustrates the potential impact of such evewthile these fair value measurements
provide a representation of interest rate sensjtithey are based on our portfolio exposuresptiat in time and may not be representativ
future market results. These exposures will chasye result of ongoing portfolio transactions ispanse to new business, management’s
assessment of changing market conditions and &lillavestment opportunities.

Debt Issued and OutstandingThe primary risk for our long-term borrowings igdrest rate risk at the time of maturity or early
redemption, when we may be required to refinanesdfobligations. We continue to monitor the intiera® environment and to evaluate
refinancing opportunities as maturity dates apgnoac

The aggregate fair value of long-term debt, excelgdiccrued interest, was $1,773.0 million and $1,7/illion, as of March 31,
2012 and December 31, 2011, respectively. As oftM&1, 2012, a 100 basis point immediate, pard#elease in interest rates would
increase the fair value of debt by approximatel2%Z million, as compared to an estimated $129llomiincrease as of December 31, 2011.
As of March 31, 2012, a 100 basis point inmedip#eallel increase in interest rates would decréaséair value of debt by approximately
$123.2 million, as compared to an estimated $1a8llion decrease as of December 31, 2011. Debbtisetorded at fair value on the
consolidated statements of financial position.

Our selection of a 100 basis point immediate, pelradcrease or decrease in interest rates is athgfical rate scenario we use to
demonstrate potential risk. While a 100 basis poambediate, parallel increase or decrease doesepotsent our view of future market
changes, it is a near term reasonably possiblethgpoal change that illustrates the potential iotjgd such events. While these fair value
measurements provide a representation of inteastensitivity, they are based on our long-terist dbligations at a point in time and may
not be representative of future obligations. Thegeosures will change as a result of ongoing chawtgeur outstanding long-term debt
obligations.

Use of Derivatives to Manage Interest Rate RiskiVe use or have previously used various derivativential instruments to
manage our exposure to fluctuations in interestsrahcluding interest rate swaps, interest rallansg swaptions and futures. We use interest
rate swaps and futures contracts to hedge changetgiest rates subsequent to the issuance ofsanaince 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 sensitivity to the interest rate of Bjgegssets and liabilities as well as an entirefptio. We use interest rate collars to manage
interest rate risk related to guaranteed minimuter@st rate liabilities in our individual annuitiesntracts. We purchase swaptions to offset
existing exposures. Occasionally, we have soldlalia investment-type agreement and used writiegrést rate swaptions to transform the
callable liability into a fixed term liability.

Derivatives in our portfolio with interest rate séivity were in a net liability position with afavalue of $446.4 million and $424.6
million as of March 31, 2012 and December 31, 20&4pectively. The following table shows the inttmate sensitivity of our derivatives
measured in terms of fair value. These exposurkghénge as a result of ongoing portfolio and rnisknagement activities.
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March 31, 2012

Weighted Fair value (no accrued interest)
Notional average -100 basis +100 basis
amount term (years) (1) point change No change point change
(% in millions)
Interest rate swag $ 19,923. 514 $ (439.7) $ (474.2) $ (514.0
Interest rate collar 500.( 10.9( 58.t 25.€ 12.€
Swaptions 325.( 3.47 0.€ 2.2 7.4
Futures (2) 30.t 0.24 (1.2 — 1.2
Total $ 20,779.. $ (381.§ $ (446.9) $ (492.%)

(1) Based on maturity date.
2 We use U.S. Treasury futures to manage our ovegfurmmmitment position, and our position in theset@acts changes daily.

Our selection of a 100 basis point immediate, pelradcrease or decrease in interest rates is athgfical rate scenario we use to
determine potential risk. While a 100 basis paimtniediate, parallel increase or decrease does pisent our view of future market chang
it is a near term reasonably possible hypothetibahge that illustrates the potential impact ohsenents. While these fair value
measurements provide a representation of inteagssensitivity, they are based on our derivatméfplio exposures at a point in time and
may not be representative of future market restitese exposures will change as a result of ongibémnigative transactions.

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 foreign currency-denomindtgutling agreements issued to nonqualified instindl investors in the international
market, foreign currency-denominated fixed matesitand our international operations.

We estimate that as of March 31, 2012, a 10% imatedinfavorable change in each of the foreign aggrexchange rates to which
we are exposed would result in no material chaodbd net fair value of our foreign currency denmaibéd instruments identified above
because we effectively hedge foreign currency démated instruments to minimize exchange rate ingadhich is consistent with our
estimate as of December 31, 2011. However, fluictngtin foreign currency exchange rates do affeetttanslation of operating earnings and
equity of our international operations into our solidated financial statements.

For our Principal International segment, we estenihat a 10% immediate unfavorable change in ehttedoreign currency
exchange rates to which we were exposed would tesedted in a $188.5 million, or 10%, reductioritie total equity excluding
noncontrolling interests of our international ogignas as of March 31, 2012, as compared to an atu5167.8 million, or 10%, reduction
of December 31, 2011. We estimate that a 10% unéd® change in the average foreign currency exgiaates to which we were exposed
through our international operations would haveiltes in a $4.6 million, or 11%, reduction in theeoating earnings of our international
operations for the three months ended March 312 284 compared to an estimated $3.4 million, or @%uction for the three months ent
March 31, 2011.

The selection of a 10% immediate unfavorable cham@#l currency exchange rates should not be coadtas a prediction by us of
future market events, but rather as an illustratibthe potential impact of such an event. Thegmsures will change as a result of a change
in the size and mix of our foreign operations.

Use of Derivatives to Manage Foreign Currency RiskThe foreign currency risk on funding agreementsfaredi maturities is
mitigated by using currency swaps that swap theidorcurrency interest and principal payments tofenctional currency. The notional
amount of our currency swap agreements associatedaseign-denominated liabilities was $2,311.3lioin and $2,454.3 million as of
March 31, 2012 and December 31, 2011, respectiVélg.notional amount of our currency swap agreesnassociated with foreign-
denominated fixed maturities was $1,298.2 million $1,390.1 million as of March 31, 2012 and Decen®i, 2011, respectively.

With regard to our international operations, wemipt to do as much of our business as possibleifunctional currency of the
country of operation. At times, however, we arehiedo do so, and in these cases, we use foreigmege derivatives to economically he
the resulting risks. Our operations in Chile hadency swaps with a notional amount of $75.4 milland $75.4 million as of March 31, 2(
and December 31, 2011, respectively, which werd tsswap cash flows on U.S. dollar-denominateddbdo a local currency. Chile also
utilized currency forwards with a notional amouh$&76.5 million and $147.3 million as of March 2012 and December 31, 2011,
respectively, in order to mitigate currency expesuwlated to bonds denominated in currencies oltiaer Chilean pesos.
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Additionally, from time to time we take measurestage our net equity investments in our foreigosiliaries from currency risks.
There were no outstanding net equity investmengegsih 2012 or 2011.

Equity Risk

Equity risk is the risk that we will incur econoniaisses due to adverse fluctuations in a particedarmon stock. As of March 31,
2012 and December 31, 2011, the fair value of quitg securities was $674.8 million and $481.9 imiil| respectively. As of March 31,
2012, a 10% decline in the value of the equity sgea would result in an unrealized loss of $6miflion, as compared to an estimated
unrealized loss of $48.2 million as of DecemberZL 1.

We are also exposed to the risk that asset-bassdixrease as a result of declines in assets onahsrgement due to changes in
investment prices and the risk that asset manageeesncalculated by reference to performance cbeltbwer. We estimate that an
immediate 10% decline in the S&P index, followedab2% per quarter increase would reduce our aropexhting earnings by approximat
four to six percent. The risk of decreased assetdband asset management fees could also impaestimates of total gross profits used as a
basis for amortizing deferred policy acquisitiorstsoand other actuarial balances.

The selection of a 10% unfavorable change in thitemqarkets should not be construed as a predidtious of future market
events, but rather as an illustration of the paéimhpact of such an event. Our exposure will deas a result of changes in our mix of
business.

We also have equity risk associated with (1) fideferred annuity contracts that credit interestustomers based on changes in an
external equity index; (2) variable annuity contsatat have a GMWB rider that allows the custotogeceive at least the principal deposit
back through withdrawals of a specified annual amoeven if the account value is reduced to z&3pyériable annuity contracts that have a
guaranteed minimum death benefit ("GMDB”) that altothe death benefit to be paid, even if the accealue has fallen below the GMDB
amount; (4) investment-type contracts in whichrétern is tied to an external equity index andifgestment-type contracts in which the
return is subject to minimum contractual guarant®és are also subject to equity risk based upomadisets that support our benefit plans.

Use of Derivatives to Manage Equity RiskWe economically hedge the fixed deferred annuibdpct, where the interest credite:
linked to an external equity index, by purchasipgians that match the produstprofile. We economically hedge the GMWB exposuitéch
includes interest rate risk and equity risk, udurgres, options and interest rate swaps. We ecaabgnhedge the investment contract
exposure to an external equity index using equtlyaptions.

The fair value of both the GMWB embedded derivatind associated hedging instruments are senditifieaincial market
conditions and the variance related to the chamdgii value of these items for a given periodaigely dependent on market conditions at the
end of the period. We recognized a pre-tax lostherderivatives used to economically hedge our GMWaBKket risk of $113.0 million and
$32.2 million for the three months ended MarchZ11,2 and 2011, respectively. We recognized a pregda on the change in fair value of
the GMWB embedded derivative that is primarily tethto market risk impacts (excluding spread réiftgcour own creditworthiness) of
$138.1 million and $22.9 million for the three miosiended March 31, 2012 and 2011, respectivelyitidddlly, we recognized a przx loss
on the change in value of the GMWB liability reldt® other factors of $68.7 million and $26.8 naitlifor the three months ended March 31,
2012 and 2011, respectively, primarily relatedntcorporating a spread reflecting our own creditivioetss. We reflect the actual and expe
changes in value of the GMWB embedded derivativktha associated hedging instruments in our estingtoss profits, which resulted in a
pre-tax decrease in DPAC amortization of $25.9ianland $14.7 million for the three months endeddie81, 2012 and 2011, respectively.

Credit Risk

Credit risk relates to the uncertainty associat&l the continued ability of a given obligor to neatimely payments of principal and
interest. Our ability to manage credit risk is edisé to our business and our profitability. Sesnit2. “Management’ Discussion and Analys
of Financial Condition and Results of Operationdnvestments” for additional information about ctettk.

Use of Derivatives to Diversify or Hedge Credit Ris. We purchase credit default swaps to hedge credid®xes in our investme
portfolio and total return swaps to hedge our itwmesit portfolio from credit losses. We sell cretbfault swaps to offer credit protection to
investors. When selling credit protection, if thex@n event of default by the referenced nameangebligated to pay the counterparty the
referenced amount of the contract and receivetimmehe referenced security. For further informaton credit derivatives sold, see Item 1.
“Financial Statements, Notes to Unaudited Constddl&inancial Statements, Note 4, Derivative Fitelnostruments” under the caption,
“Credit Derivatives Sold.”

We economically hedged credit exposure in our pbothy purchasing credit default swaps with a ol amount of $370.8 millio
and $607.0 million and total return swaps of $100illion and $15.0 million as of March 31, 2012 @bdcember 31, 2011,
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respectively. We had credit exposure through crefdult swaps with a notional amount of $140.0iariland $147.4 million as of March &
2012 and December 31, 2011, respectively, by img# various tranches of synthetic collateralizietht obligations. In addition, we sold
credit default swaps creating replicated assets avitotional amount of $770.6 million and $775.9ion as of March 31, 2012 and
December 31, 2011, respectively.

Derivative Counterparty Risk

In conjunction with our use of derivatives, we arposed to counterparty risk, or the risk thatdbenterparty fails to perform the
terms of the derivative contract. We actively mantgs risk by:

. obtaining approval of all new counterparties by ltneestment Committee;

. establishing exposure limits that take into accowmt-derivative exposure we have with the counttypes well as derivative
exposure

. pe?forming similar credit analysis prior to apprbea each derivatives counterparty that we do wkading money on a
long-term basis

. diversifying our risk across numerous approved tenparties;

. implementing credit support annex (collateral) agnents (“CSAs”) with a majority of our counterpastito further limit
counterparty exposures, which provide for nettihg>gosures

. limiting exposure to A credit or better for coungarties without CSAs;

. conducting stress-test analysis to determine thérmam exposure created during the life of a proipedransaction and

. daily monitoring of counterparty credit ratingspesures and associated collateral levels.

We believe the risk of incurring losses due to resfgrmance by our counterparties is manageablefufitrer information on
derivatives, see Item 1. “Financial Statementsgllidd Unaudited Consolidated Financial Statemétdte 4, Derivative Financial
Instruments.”

Based on our accounting policy, our disclosed expomeasures the fair value of derivatives thaeHscome favorable to us and,
therefore, is a combined credit exposure if alhef involved counterparties failed to fulfill theibligations. In the hypothetical scenario wt
all of our counterparties fail to fulfill their olglations, our exposure would be $1,041.7 milliomyvkver, including collateral received our
exposure would be reduced to $894.9 million at M&t, 2012. For further information on derivativgesure, see Item 1. “Financial
Statements, Notes to Unaudited Consolidated FiahBtatements, Note 4, Derivative Financial Inseats” under the caption, “Exposure.”

We manage our exposure on a net basis, wherebgtymnitive and negative exposures for each copantigrwith agreements in
place. Netting positive and negative exposures avgidld an exposure of $184.0 million, which isuedd to $37.2 million with pledged
collateral at March 31, 2012. As of March 31, 2042, held total collateral of $146.8 million in tf@m of cash and securities and we posted
$485.0 million in cash and securities as collatayaur counterparties. We have not incurred anteria losses on derivative financial
instruments due to counterparty nonperformancea fesult of our management of our counterpartyaistk the collateralization of our
derivative portfolio, any deterioration in our dexiive counterparties’ credit would not materiaitypact our financial statements as of
March 31, 2012.

Item 4. Controls and Procedures
Changes in Internal Control Over Financial Reporting

There was no change in our internal control oveairicial reporting during our last fiscal quarteatthas materially affected, or is
reasonably likely to materially affect, our intekantrol over financial reporting.

Disclosure Controls and Procedures

In order to ensure that the information that we tdisclose in our filings with the SEC is recordpthcessed, summarized and
reported on a timely basis, we have adopted digrbosontrols and procedures. Disclosure contradspaincedures include, without limitatic
controls and procedures designed to ensure thaniattion required to be disclosed by us in the nspgbat we file with or submit to the SEC
is accumulated and communicated to our managemnehtding our Chief Executive Officer and our Chighancial Officer, as appropriate
allow timely decisions regarding required discl@sur

Our Chief Executive Officer, Larry D. Zimpleman,chaur Chief Financial Officer, Terrance J. Lillliave reviewed and evaluated
our disclosure controls and procedures as of Mai¢l2012, and have concluded that our disclosun&@ls and procedures are effective.
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PART Il — OTHER INFORMATION
Item 1. Legal Proceedings

Disclosure concerning material legal proceedingsteafound in Part I, Item 1. “Financial Statemehistes to Unaudited
Consolidated Financial Statements, Note 7, Contioigs, Guarantees and Indemnifications” under #ptien, “Litigation and Regulatory
Contingencies,” which is incorporated here by teference.

Item 1A. Risk Factors

In addition to the other information set forth mist report, consideration should be given to tlotois discussed in Part I, Item 1A.
“Risk Factors” in our Annual Report on Form 10-K fbe year ended December 31, 2011. If any of tfesers were to occur, they could
materially adversely affect our business, financa@idition or future results, and could cause dceslts to differ materially from those
expressed in forward-looking statements in thiore@here have been no material changes with ct$pehe risk factors discussed in our
Annual Report on Form 10-K for the year ended Ddwemn31, 2011.
Item 2. Unregistered Sales of Equity Securities andse of Proceeds

The following table presents the amount of our camrshare purchase activity for the periods inditate

Issuer Purchases of Equity Securities

Maximum number
(or approximate
dollar value) of

Total number of shares (or units)
shares (or units) that may yet be
Average purchased as part purchased under
Total number of price paid of publicly the plans or
shares (or units) per share announced programs (in
Period purchased (1) (or unit) plans or programs millions) (2)
January 1, 201— January 31, 201 675 $ 26.21 — 3 —
February 1, 201— February 29, 201 285,32: 27.8¢ — 100.(
March 1, 2012 — March 31, 2012 2,048,99i 27.4: 1,823,73! 50.C
Total 2,334,99 1,823,73!

(1) Includes the number of shares of common stditiked to execute certain stock incentive awanud shares purchased as part of a puk
announced program.
(2) During February 2012, our Board of Directorghaunized a repurchase program of up to $100.0aniltif our outstanding common stock.
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SIGNATURE

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdréiport to be signed on its

behalf by the undersigned thereunto duly authorized

Dated: May 2, 2012

PRINCIPAL FINANCIAL GROUP, INC.

By /s/ Terrance J. Lilli:
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Exhibit 10.1.5

AMENDED AND RESTATED
PRINCIPAL FINANCIAL GROUP, INC.
2010 STOCK INCENTIVE PLAN

SECTION 1.
PURPOSE

The purpose of the “AMENDED AND RESTATED PRINCIPALUNANCIAL GROUP, INC. 2010 STOCK INCENTIVE PLAN
(the “Plan”) is to foster and promote the long-tdimancial success of the Company and its subsediand materially increase shareholder
value by (\@ motivating superior performance by means of pernce-related incentives, () lencouraging and providing for the acquisition
of an ownership interest in the Company by the Camgfs and its Subsidiaries’ employees and agents( &) enabling the Company to
attract and retain the services of outstanding eysgs upon whose judgment, interest, and spedat #iie successful conduct of its
operations is largely dependent.

SECTION 2.
DEFINITIONS

€)) Definitions. Whenever used herdie, following terms shall have the respective megsset forth below:

(1) “Agent” means each insurance agent (whethaobg statutory employee) and each other indiviguaviding personal service to
the Company or any Subsidiary who, in either ceseot an Employee.

(2) “Approved Retirement” means termination of atiegpant’s employment or service (i) on or aftee normal retirement date or
any early retirement date established under anpetbbenefit pension plan maintained by the Compargy Subsidiary and in which the
Participant participates; (Jifor those Participants who are either U.S. tagpapr whose principal place of employment is & tnited
States and who do not participate in a defined fitgplan maintained by the Company or a Subsidiarypr after attaining age 57 and having
completed at least 10 years of service; or)(filir those Participants who are not U.S. taxpagadswhose principal place of employment
is outside the United States, and who do not ppéie in a defined benefit plan maintained by tlen@any or a Subsidiary, the later of:
attaining age 57 and having completed at leasteBdsyof service, or the date that the Participatigfies all eligibility and other requirements
under a national or other government sponsoredgsibtial security system covering such Particigamualify for immediate
commencement of retirement income payments unadr sational or other government sponsored pubb@ssecurity system, as
determined by the Committee, for each non - U.@sdliction (iv) with the approval of the Committéghich may be given at or after grant),
on or after attaining age 50 and completing suclogef service as the Committee shall determioenftime to time.

(3) “Award” means an Option, SAR, award of Res&itStock or Performance Shares, an award of Riestr&ock Units or
Performance Units or an Other Stock-Based Award.

(4) “Beneficial Owner” means such term as defime®ule 13d-3 under the Exchange Act.
(5) “Board” means the Board of Directors of the Qamy.

(6) “Cause” means ()idishonesty, fraud or misrepresentation,)(tiie Participant’s engaging in conduct that isiiigus to the
Company or any Subsidiary in any way, including, tat limited to, by way of damage to its reputatar standing in the industry, (Jithe
Participant’s having been convicted of, or entexqulea of nolaontenderédo, a crime that constitutes a felony; () ithe breach by the
Participant of any written covenant or agreemetti whie Company or any Subsidiary not to disclosmisuse any information pertaining to,
or misuse any property of, the Company or any Sli#nsi or not to compete or interfere with the Compar any Subsidiary or (va
violation by the Participant of any policy of the@pany or any Subsidiary.

(7) “Change of Control” means the occurrence of ang or more of the following:

0] any SEC Person becomes the Benéfiianer of 40% or more of the Common Stock or ofiNg Securities
representing 40% or more of the combined votinggroef all Voting Securities of the Company (suchS#C Person, a “40 %
Owner™); or

(i) the Incumbent Directors cease foy esason to constitute at least a majority of tlvau; or
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(iii) consummation of a merger, reorgatiaa consolidation, or similar transaction (anytleé foregoing, a “
Reorganization TransactiGhwhere the SEC Persons who were the direct arentowners of the outstanding Common Stock and
Voting Securities of the Company immediately befeweh Reorganization Transaction are not or ddbacbme, immediately after
the consummation of such Reorganization Transadfiendirect or indirect owners of 60% of each bf the then-outstanding
common stock of the Surviving Corporation and)(the combined voting power of the then-outstandinting Securities of the
Surviving Corporation, in substantially the sam&pestive proportions as such SEC Persons’ ownedghipe Common Stock and
Voting Securities of the Company immediately befeweh Reorganization Transaction; or

(iv) approval by the Company’s stockhofdand consummation of a plan or agreement forateea other disposition
of all or substantially all of the consolidatedetssof the Company or a plan of liquidation of @@mpany; or

(v) any other event or circumstance @ies of events or circumstances) that the Boaatl dhtermine to constitute a
Change of Control.

(8) “Change of Control Price” means the highestg@per share of Common Stock offered in conjunatith any transaction
resulting in a Change of Control (as determinegaad faith by the Committee if any part of the offé price is payable other than in cash
in the case of a Change of Control occurring sdbglyeason of a change in the composition of ther8ahe highest Fair Market Value of 1
Common Stock on any of the 30 trading days immedbigireceding the date on which a Change of Contrours.

(9) “Code” means the Internal Revenue Code of 188@&mended.

(10) “Committee” means the Human Resou@asmittee of the Board or such other committednefBoard as the Board shall
designate from time to time.

(11) “Common Stock” means the common stafdhe Company, par value $0.01 per share.
(12) “Company” means Principal Financiab@g, Inc., a Delaware corporation, and any succelsoeto.
(13) “Disability” means, with respect toyaRarticipant, long-term disability as defined undry long-term disability plan

maintained by the Company or a Subsidiary in wihiighParticipant participates. In the event of gagstion as to whether a Participant has a
Disability, the plan administrator of the releviong-term disability plan shall determine whetheligability exists, in accordance with such
plan.

(14) “Domestic Partner” means any persaalifying to be treated as a domestic partner cddiépant under the applicable
policies, if any, of the Company or Subsidiary whamploys the Participant.

(15) “Employee” means any employee (inahgdéach officer) of the Company or any Subsidiary.
(16) “Exchange Act” means the Securitiestiange Act of 1934, as amended.
a7) “Executive Officer” means any officgfrthe Company or any Subsidiary who is subjet¢héoreporting requirements under

Section 16(b) of the Exchange Act.

(18) “Fair Market Value” means, on any dalte price of the last trade, regular way, in@mmmon Stock on such date on the
New York Stock Exchange or, if at the relevant tinhe Common Stock is not listed to trade on thesNerk Stock Exchange, on such otl
recognized quotation system on which the tradingegrof the Common Stock are then quoted (the fegiple exchange”). In the event that
(1) there are no Common Stock transactions on thkcappe exchange on any relevant date, Fair Mavledtie for such date shall mean the
closing price on the immediately preceding datevbich Common Stock transactions were so reported d@r) the applicable exchange
adopts a trading policy permitting trades after/d.FEastern Standard Time (“ESTHair Market Value shall mean the last trade, raguiay,
reported on or before 5 P.M. EST (or such earlidater time as the Committee may establish franetto time).

(19) “Family Member” means, as to a Papticit, any () child, stepchild, grandchild, parent, steppargrandparent, spouse,
mother-in-law, father-in-law, son-in-law or daughie-law (including adoptive relationships), or Destic Partner of such Participant,
(i) trusts for the exclusive benefit of one or maretspersons and/or the Participant and)(adiiher entity owned solely by one or more such
persons and/or the Participant.




(20) “40% Owner” shall have the meaningiea thereto in the definition of Change of Cohtro
(21) “Incentive Stock Option” (ISO) means@ption within the meaning of Section 422 of thed€.

(22) “Incumbent Directors” means, as of daye, the individuals then serving as memberb®Board who were also members
of the Board as of the date two years prior todée of determination; provided tteaty member appointed or elected as a member of the
Board after such prior date, but whose electiomamnination for election, was approved by a votevotten consent of at least a majority of
the directors then comprising the Incumbent Direcghall also be considered an Incumbent Direattgss such person’s election, or
nominated for election, to the Board was as a tefubr in connection with, a proxy contest or @Rjanization Transaction.

(23) “Net Exercised” shall mean the exer@$an Option or any portion thereof by the dealjvef the greatest number of whole
shares of Common Stock having a Fair Market Valuéhe date of exercise not in excess of the diffeeebetween the aggregate Fair Market
Value of the shares of Common Stock subject tdxpgon (or the portion of such Option then beingreised) and the aggregate exercise
price for all such shares of Common Stock undeQpgon (or the portion thereof then being exemtjsaith any fractional share that would
result from such equation to be payable in cash.

(24) “Nonstatutory Stock Option” (NSO) meaan option which is not an Incentive Stock Optigthin the meaning of
Section 422 of the Code.

(25) “Option” means the right to purchagem@®non Stock at a stated price for a specified pesfdime. For purposes of the
Plan, an Option may be either)an “Incentive Stock Option” (ISO) within the meag of Section 422 of the Code or () ian option which i:
not an Incentive Stock Option (a “Nonstatutory &t@ption” (NSO)).

(26) “Other Stock-Based Award” means anraved, or related to, shares of Common Stock othan an Award of Options,
SAR, Restricted Stock, Performance Shares, Resiri8tock Units or Performance Units, as grantetheyCommittee in accordance with the
provisions of Section 9 hereof.

(27) “Participant” means any Employee or Agent geated by the affirmative action of the Committeei(s delegate) to participate
in the Plan.

(28) “Performance Criteria” means the obijes established by the Committee for a Perforrad®eriod pursuant to Section 7
(c) for the purpose of determining the extent tacltan award of Performance Shares or Performands bas been earned.

(29) “Performance Periodieans the period selected by the Committee durlighwperformance is measured for the purpo
determining the extent to which an award of Perfumoe Shares or Performance Units has been earned.

(30) “Performance Share” means an awardtgdapursuant to Section 7 of the Plan of a cotiedcight to receive one share of
Common Stock (or the Fair Market Value thereofastcor any combination of cash and Common Stoctetessmined by the Committee),
a fraction or multiple thereof, upon the achievetmanwhole or in part, of the applicable PerforroarCriteria.

(31) “Performance Unit” means an award ggdrpursuant to Section 7 of the Plan of a coniedeight to receive a fixed or
variable dollar denominated unit (or a unit dencaéd in the Participant’s local currency), or &fi@n or multiple thereof, upon the
achievement, in whole or in part, of the applica®éeformance Criteria. The Committee shall deteemvhether the earned portion of any
such Performance Units shall be payable in casmr@an Stock or any combination thereof.

(32) “Period of Restriction” means the pdrspecified by the Committee or established pumsteathe Plan during which a
Restricted Stock or Restricted Stock Unit awarslisject to forfeiture.

(33) “Prior Plan” means the Principal Fio@h Group Inc. Stock Incentive Plan and the PpatFinancial Group, Inc., 2005
Stock Incentive Plan.

(34) “Reorganization Transaction” shall bakie meaning ascribed thereto in the definitio@lodnge of Control.

(35) “Restricted Stock” means an awardtot made pursuant to Section 6 that is forfeitdlyi¢he Participant until the

completion of a specified period of future servittes achievement of pre-established performancectitgs or until otherwise determined by
the Committee or in accordance with the terms efRlan.




(36) “Restricted Stock Unit” means a coatual right awarded pursuant to Section 6 thatlestthe holder to receive shares of
Common Stock (or the value thereof in cash) upercttimpletion of a specified period of future seevic the achievement of pre-established
performance objectives or at such other time oesimetermined by the Committee or in accordande tivé terms of the Plan.

(37) “SAR” means a stock appreciation rigtegnted under Section 8 of the Plan in respeotefor more shares of Common
Stock that entitles the holder thereof to receivéommon Stock (unless otherwise determined byCii@mittee at the time of grant), an
amount per share of Common Stock equal to the exifeany, of the Fair Market Value on the date 3R is exercised over the Fair Market
Value on the date the SAR is granted.

(38) “SEC Person” means any person (as wrahis defined in Section 3(a)(9) of the ExchaAg® or group (as such term is
used in Rule 13d-5 under the Exchange Act), otheen tain affiliate or any employee benefit plan oy eelated trust) of the Company or any
of its affiliates.

(39) “Subsidiary” means { any corporation in which the Company owns, digect indirectly, at least 50% of the total
combined voting power of all classes of stock afhsoorporation, (i) any partnership or limited liability company irhigh the Company
owns, directly or indirectly, at least 50% of thapital interests or profits interest of such panshg or limited liability company and ( jjiany
other business entity in which the Company owreat 50% of the equity interests thereof, providhed, in any such case, the Company is
in effective control of such corporation, partnépstimited liability company or other entity.

(40) “Surviving Corporation” means the corgtion resulting from a Reorganization Transactorif securities representing at
least 50% of the aggregate voting power of suchltieg corporation are directly or indirectly ownbg another corporation, such other
corporation.

(41) “Voting Securities'means, with respect to any corporation, securitfessich corporation that are entitled to vote gelhein the
election of directors of such corporation.

SECTION 3.
POWERS OF THE COMMITTEE; GENERAL TERMS OF AWARDS

€)) Power to GrantThe Committee shall determine those Employedfoaigents to whom an Award shall be granted and
the terms and conditions of any and all such Awaitise Committee may establish different terms @mtlitions for different Awards and
different Participants and for the same Particifaneach Award such Participant may receive, wéetin not granted at different times.

(b) Rules, Interpretations and Determaret. The Plan shall be administered by the Commitieee Committee shall have
full authority to interpret and administer the Rlsmestablish, amend, and rescind rules and réguoarelating to the Plan, to provide for
conditions deemed necessary or advisable to priftedhterests of the Company, to construe thederhany Award or any document
evidencing the grant of such Award and to makethkér determinations necessary or advisable foatiministration and interpretation of the
Plan in order to carry out its provisions and pegm Unless otherwise expressly provided hereuadgmpower, discretion or authority
conveyed to or reserved to the Committee may beceses by it in its sole and absolute discreti@®terminations, interpretations, or other
actions made or taken by the Committee shall ke, flyinding, and conclusive for all purposes andrugll persons.

(c) Delegation of Authority The Committee may delegate to the Company’sf@iecutive Officer and/or to such other
officer(s) of the Company the power and authotyntake and/or administer Awards under the Plan reisipect to individuals who are below
the position of Senior Vice President (or any agaics title), pursuant to such conditions and litiotes as the Committee may establish;
providedthat only the Committee or the Board may seled, gnant Awards to, Executive Officers or exercieg ather discretionary
authority under the Plan in respect of Awards grdrid such Executive Officers. Unless the Commistieall otherwise specify, any delegate
shall have the authority and right to exerciselfinithe scope of such person’s delegated authaityf the same powers and discretion that
would otherwise be available to the Committee pamsto the terms hereof. The Committee may alpoiapagents (who may be officers or
employees of the Company) to assist in the admétish of the Plan and may grant authority to spefsons to execute agreements or other
documents on its behalf. All expenses incurretthénadministration of the Plan, including, withdiatitation, for the engagement of any
counsel, consultant or agent, shall be paid byCiwpany.

(d) Restrictive Covenants and Other Comas. Without limiting the generality of the foregointpe Committee may
condition the grant of any Award under the Planrugiee Participant to whom such Award would be grdraigreeing in writing to certain
conditions (such as restrictions on the abilityrémsfer the underlying shares of Common Stocljowenants in favor of the
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Company and/or one or more Subsidiaries (includiithout limitation, covenants not to compete, twsolicit employees and customers
not to disclose confidential information, that ntegve effect following the termination of the Pagant’'s employment or service with the
Company and its Subsidiaries and after the ComntockSubject to the Award has been transferretiédParticipant), including, without
limitation, the requirement that the Participarsgdirge any profit, gain or other benefit receivedeispect of the Award prior to any breach of
any such covenant.

(e) Participants Based Outside the Un8edes To conform with the provisions of local laws amgyulations, or with local
compensation practices and policies, in foreigmtaes in which the Company or any of its Subsiésoperate, but subject to the limitations
set forth herein regarding the maximum number afahissuable hereunder and the maximum awardytsiagle Participant, the Committee
may (i) modify the terms and conditions of Awards grartte®articipants employed outside the United Stgtdon-US Awards”),

(i) establish subplans with modified exercise procesland such other modifications as may be negessadvisable under the
circumstances (* Subplaris and (i) take any action which it deems advisable to obtzomply with or otherwise reflect any necessary
governmental regulatory procedures, exemptionppravals with respect to the Plan. The Committéesision to grant Non-US Awards or
to establish Subplans is entirely voluntary, anthatcomplete discretion of the Committee. The @ittee may amend, modify or terminate
any Subplans at any time, and such amendment, itatitth or termination may be made without priotie®to the Participants. The
Company, Subsidiaries, and members of the Comnsttak not incur any liability of any kind to anwRicipant as a result of any change,
amendment or termination of any Subplan at any.tifiee benefits and rights provided under any Sambpt by any Non-US Award ()iare
wholly discretionary and, although provided by eitthe Company or a Subsidiary, do not constiteggilar or periodic payments and J are
not to be considered part of the Participant’srgada compensation under the Participant’s emplayméth the Participant’s local employer
for purposes of calculating any severance, resigmatedundancy or other end of service paymermisation, bonuses, long-term service
awards, indemnification, pension or retirement fiesieor any other payments, benefits or rightaioy kind. If a Subplan is terminated, the
Committee may direct the payment of NO& Awards (or direct the deferral of payments whars@unt shall be determined) prior to the d
on which payments would otherwise have been maug,ia the Committee’s discretion, such paymentg beamade in a lump sum or in
installments.

® Maximum Individual Grants Subject to adjustment as provided in Section,4(d Participant shall be granted (i) Options
or SARs (with tandem Options and SARs being countdg once with respect to this limit) during an§-Bionth period with respect to more
than 3,000,000 shares of Common Stock or (ii)Retetli Stock, Restricted Stock Units, Performance&hand/or Other StodRased Award
during any 12-month period that are denominateshares of Common Stock with respect to more th&02® shares of Common Stock. In
addition to the foregoing, the maximum dollar vapagyable to any participant in any 12-month penidith respect to Performance Units
and/or Other Stock-Based Awards that are valuel sgiference to cash or property other than shdr€smmon Stock is $10,000,000.

(9) Dividends and Dividends Equivalentdnless otherwise determined by the Committeéhatime of grant, to the extent
that shares of Common Stock are issued at thedfrgeant of any Award under the Plan, the Participshall be entitled to receive all
dividends and other distributions paid with resgedhose shares, provided that if any such divddesr distributions are paid in shares of
Common Stock, such shares shall be subject tcatine $orfeiture restrictions and restrictions omsfarability as apply to the shares subject
to such Award on which such dividends or distribng were paid. To the extent that shares of Comatock are not issued at the time of
grant of any Award, the Committee shall determitetiier, and to what extent, the Participant shaklititled to receive the payment of
dividend equivalents in respect of that numberustanding shares of Common Stock corresponditigetghares subject to such Award.
Unless otherwise determined by the Committee after grant, any additional shares credited ineespf any dividends or dividend
equivalents payable in respect of any shares ofr@@mStock subject to any Award shall become veatetinonforfeitable upon the same
terms and conditions as are applicable to the sharderlying the Award in respect of which they pagable (including, with respect to any
Award that will become earned and vested upon tananent of Performance Criteria, the achievenogisuch Performance Criteria).

SECTION 4.
COMMON STOCK SUBJECT TO PLAN

€)) Number Subject to Section 4(d) below, unless the stadeis of the Company approve an increase in suotber by a
shareholder vote, the maximum number of shareair@on Stock that may be made issuable or distfiieitander the Plan is 24,000,000.
The number of shares of Common Stock subject ©Ogtion or SAR shall be counted against such limibae share for each share issued or
issuable, provided that when a SAR is grantedrnidean with an Option, so that only one may be egettivith the other terminating upon
such exercise, the number of shares of Common Sidujlect to the tandem Option and SAR award syl lee taken into account once (and
not as to both awards) for purposes of this limitd for purposes of the provisions of Section #@pw). Without limiting the generality of
the foregoing, the maximum number of shares agiiotwincentive Stock Options may be granted shatllexceed 10 million shares. The
shares to be delivered under the Plan may coirsigtiole or in part, of treasury Common Stock athatized but unissued Common Stock,
not reserved for any other purpose.




(b) Canceled or Terminated Awardany shares of Common Stock subject to an Awasddetermined under Section 4(a)) or
any award made or granted under the Prior Planhafibicany reason expires without having been egettiis canceled or terminated or
otherwise is settled without the issuance of angn@on Stock shall again be available for grant utiderPlans. In applying the immediately
preceding sentence, if | shares otherwise issuable or issued in respeot @k part of, any Award that are withheld toeraxes shall not
be treated as having been issued under the Plafighdny SARs are settled in shares of Common StoepiOptions are Net Exercised,
only the net number of shares of Common Stock tssueespect of such SARs or Options shall be deleissied under the Plan. In additi
shares of Common Stock tendered to exercise odisgu®ptions or other Awards or to cover taxeslsilab be available for issuance under
the Plan (and shall be counted as one share fpopes of Section 4(a)), except and unless suclkeshae tendered more than ten years after
the effective date of the Plan.

(c) Repurchased Sharel addition to the shares otherwise authorizedssuance hereunder, any shares of Common Stock
that are acquired by the Company through the agijdic of the cash proceeds received in connectitinthve exercise of Options shall alsc
available for issuance under the Plan in the saamner as though such shares had been tendereertisexthe corresponding Options.

(d) Adjustment Due to Change in Capitiian. In the event of any Common Stock dividend or CamrBtock split,
recapitalization (including, but not limited togtipayment of an extraordinary dividend to the dhalders of the Company), merger,
consolidation, combination, spin-off, distributiohassets to shareholders (other than ordinary dagtends), exchange of shares, or other
similar corporate change, the aggregate numberares of Common Stock available for grant undeti®ed(a) or subject to outstanding
Awards and the respective exercise prices or basesp if any, applicable to outstanding Awardd wé appropriately adjusted by the
Committee, in its discretion, and the Committeegedmination shall be conclusive.

(e) Assumption of Options and Other Bgpiiased Awards In the event that there is a merger, stock msetor other
transaction whereby the Company or any of its Sliases acquires another business or any portieretif, and that pursuant to the
arrangements governing such acquisition, the Cognpgrees to provide options and/or other awardespect of the Common Stock upon
the assumption or in substitution of existing egilndsed awards for other securities held by emglewad other service providers of the
acquired business, the shares of Common Stockaubjsuch assumed or substituted awards shalienobunted against the limits set forth
under Section 4(a) (and no shares related to artyassumed or substituted awards shall be addée ttumber of awards issuable under this
Plan pursuant to Section 4(b)), and none of theigians of the Plan that would otherwise limit @nstrain the ability of the Company to
make such assumption or substitution (such asrhagions hereof that require the issuance of @tieith an exercise price at least equal to
the Fair Market Value on the date of grant) shafilp to the awards issued in substitution of thaas granted in respect of the employees
and service providers of such acquired business.

SECTION 5.
STOCK OPTIONS

@) Grant of Options Subject to the provisions of Section 3(f) andti®® 4 above, Options may be granted to Parti¢gpan
such time or times as shall be determined by thar@ittee. Options granted under the Plan may heoftypes: () Incentive Stock
Options and (i) Nonstatutory Stock Options. Except as othenpigwided herein, the Committee shall have completeretion in
determining the number of Options, if any, to banged to a Participant, except that Incentive S@pkons may only be granted to
Employees. The terms and conditions of each Omfiant, including, but not limited to, the type®@ption granted, the exercise price, the
duration of the Option, the number of shares of @am Stock to which the Option pertains, shall bieenced in writing. Each such Option
grant may also contain such other terms and camdithot inconsistent with the provisions of thenRia the Committee shall determine.

(b) Exercise Price Nonstatutory Stock Options and Incentive Stogki@hs granted pursuant to the Plan shall havexarcise
price no less than the Fair Market Value of a sisdb@ommon Stock on the date on which the Optiagrasited. No Option granted hereur
may have its exercise price reduced (other thasyaunt to the provisions of Section 4(d)) unlessis|ation is expressly authorized by
shareholder action in accordance with Section 11.

(c) Exercise of OptionsThe Committee shall determine the exercise sdbethplicable with respect to any Option granted
hereunder. Such schedule may require a minimumgef service that must be completed before all portion of such Option shall be
exercisable, and may establish performance-baswetitems to the exercise of such Option which araddition to, in lieu of, or as an
alternative to any service requirement. Excepithsrwise expressly provided in the Plar) (ijpon a termination of employment due to de
Disability or Approved Retirement or ()iiin connection with a Change of Control, and uslé® Committee shall determine that special
circumstances (including, but not limited to, tlohi@vement of performance objectives) justify aneption, the minimum period of service
required to exercise an Option, in whole or in psinall be one year. Subject to the provisionthisf Section 5, once any portion of any
Option has become exercisable it shall remain ésadvte for its full term. The Committee shall detine the term of each Nonstatutory
Stock Option or Incentive Stock Option granted hader, but, except
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as expressly provided below, in no event shallsarcsh Option be exercisable for more than ten (&#ayyafter the date on which it is granted.

(d) Payment The Committee shall establish procedures gomgrtiie exercise of Options. No shares shall beeated
pursuant to any exercise of an Option unless aeregts satisfactory to the Committee have been teaagsure full payment of the exercise
price therefor. Without limiting the generality thfe foregoing, payment of the exercise price maynlade () in cash or its equivalent;

(ii.) by exchanging shares of Common Stock (which ateéhe subject of any pledge or other securityreg) which have been owned by
person exercising the Option for at least six (6nths at the time of exercise; ()iiby any combination of the foregoing; provididat the
combined value of all cash and cash equivalents qrad the Fair Market Value of any such Common IStendered to the Company, valued
as of the date of such tender, is at least equaldb exercise price; or (Jun accordance with any other procedure or arravege approved
by the Committee. Additionally, to the extent aarthed by the Committee (whether at or after gra@ptions may be Net Exercised subject
to such terms and conditions as the Committee muay fime to time impose.

(e) Incentive Stock OptionaNotwithstanding anything in the Plan to the cant, no Option that is intended to be an Incer
Stock Option may be granted after the tenth (18timjiversary of the effective date of the Plan améienm of this Plan relating to Incentive
Stock Options shall be interpreted, amended oregltenor shall any discretion or authority granteder the Plan be so exercised, so as to
disqualify the Plan under Section 422 of the Cadgewithout the consent of any Participant affedtesteby, to disqualify any Incentive Stc
Option under such Section 422.

® Termination of Employment or Service

0] Due to Death In the event a Participant's employment or sgrverminates by reason of death, any Options
granted to such Participant shall become immegiaetrcisable in full and may be exercised by thdi€ipant’s designated
beneficiary or, if none is named, by the persommeined in accordance with Section 12(b) belovargttime prior to the earlier to
occur of (i) the expiration of the term of the Options or ) tine third (3rd) anniversary (or such earlier datehe Committee shall
determine at the time of grant) of the Participaudiath.

(i) Due to Disability In the event a Participant’s employment or sEri$ terminated by reason of Disability, any
Options granted to such Participant shall becormeédiately exercisable in full and may be exercisgthe Participant (or, in the
event of the Participarg’death after termination of employment or serviben the Option is exercisable pursuant to its setwg the
Participant’s designated beneficiary or, if nonaasned, by the person determined in accordanceSeittion 12 (b) below), at any
time prior to the earlier to occur of J the expiration of the term of the Options ortine third (3rd) anniversary (or such earlier
as the Committee shall determine at the time afty@f the Participant’s termination of employmentservice.

(iii) Approved Retirement Unless otherwise determined by the Committes &llowing the time of grant, in the
event a Participant’s employment or service terteiméy reason of Approved Retirement, the Partitiphall be entitled to exercise
(regardless of whether and to what extent exertggadior thereto) () the number of Options (the “ Last Year Optidhgranted
during the year in which the Participant’s employtnar service terminates by reason of ApprovedrBetént (the ‘Retirement Yee
") equal to the product of (xthe Last Year Options, multiplied by ()ya fraction not greater than one, the numeratevto€h is
( A) the number of days during the Retirement Yeamduvhich the Participant was employed and)(tBe denominator of which
365 (the “ PreRation Factof’), and (_ii) any Options granted to such Participant prichtoRetirement Year. Any exercisable
Options held by a Participant at the time of theiBipant’s Approved Retirement (including any L&&ar Options) may be
exercised by the Participant (or, in the evenhefRarticipant’s death after termination of empleytor service when the Option is
exercisable pursuant to its terms, by the Partitipalesignated beneficiary or, if none is namgdthe person determined in
accordance with Section 12 (b) below), at any fomer to the expiration date of the term of the iOps$ (or such shorter period
following the Participans Approved Retirement as the Committee shall deterit the time of grant). Any of the Last Year iOps
that are not exercisable at the date of a Partitip&pproved Retirement shall be cancelled on siate.

(iv) Termination of Employment For Causén the event a Participant’s employment or senig terminated by the
Company or any Subsidiary for Cause or by the &pant other than due to the Participant’'s deatbalblity, Approved
Retirement, any Options granted to such Particiffaithave not yet been exercised shall expireeatitne of such termination and
shall not be exercisable thereafter.

(v) Termination for Resignationin the event a Participant employment or sertécminates due to the Participant’s
voluntary resignation other than on account of Appd Retirement (a “Resignation”), any of the R#tint’s then outstanding
Options that are exercisable on the date of sugigRation may be exercised by the Participantifothe
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event of the Participant’s death after such Resigndy the Participant’s designated beneficiaryifanone is named, by the person
determined in accordance with Section 12 (b) belonjil the later of (i) the thirtieth (30th) daglfiowing the Participant’s
Resignation, or (ii) if, immediately prior to suBtesignation, the Participant was subject to the omy’s policies restricting sales
its securities (a “Restricted Participanthe last day of the first Trading Window that conmoes [on or] following the termination
Participant’s Resignation, but in no event follogiihe expiration of the term of such Options. Anystanding Options that are not
exercisable at the time of a Participant’s Resignathall expire at the time of such Resignatiod simall not be exercisable
thereafter. The “Trading Window” is a period dyriwhich officers and other key employees of the Gany and its Subsidiaries
may sell Common Stock without restrictions underdpplicable policies of the Company. A Tradinghdéw generally opens on
the third business day following the Company’s eays release and closes on thé"l5 day of therlasth of the quarter in which
the Trading Window is opened (or the previous ddlye 15" of the last month of the quarter is nbtiainess day).

(vi) Termination of Employment for Any GthReason Unless otherwise determined by the Committes at
following the time of grant, in the event the empieent or service of the Participant shall termirfateany reason other than one
described in Section 5(f)(i), (ii), (iii), (iv) afv) above, any Options granted to such Participdrith are exercisable at the date of the
Participant’s termination of employment or servicay be exercised by the Participant (or, in thenewéthe Participang death afte
termination of employment or service when the Qptexercisable pursuant to its terms, by theiétpaint’s designated beneficial
or, if none is named, by the person determined¢@omlance with Section 12 (b)), until the late(ipthe thirtieth (30th) day
following the Participant’s termination of employmer service, or (i) if the Participant was a Riesed Participant, the last day of
the first Trading Window that commences [on or]duling the termination of Participant’s serviceamnployment), but in no event
following the expiration of the term of such OptionAny Options that are not exercisable at the tiithe Participant’s termination
of employment or service shall expire at the tirheuxh termination and shall not be exercisablectiter.

SECTION 6.
RESTRICTED STOCK AND RESTRICTED STOCK UNITS

€)) Grant of Restricted Stocklhe Committee may grant Restricted Stock or fitéstl Stock Units to Participants at such
times and in such amounts, and subject to such tehas and conditions not inconsistent with thenRis it shall determine. If Restricted
Stock is evidenced by the issuance of stock ceatdis, the Committee shall require that such stedificates be held in the custody of the
Secretary of the Company until the Period of Retitm lapses, and that, as a condition of suchriRest Stock award, the Participant shall
have delivered a stock power, endorsed in blaréting to the Common Stock covered by such awditke terms and conditions of each
grant of Restricted Stock or Restricted Stock Uslitall be evidenced in writing.

(b) Restrictions on TransferabilityExcept as provided in Section 12(a), no Resi&tock may be sold, transferred, pledged,
assigned, or otherwise alienated or hypothecatébtie lapse of the Period of Restriction. Then@oittee shall determine the Period of
Restriction applicable with respect to any awar&estricted Stock; provided, however, that, exespdtherwise expressly provided in the
Plan the Period of Restriction with respect to angh Award shall not be less than three years lbwtlapse ratably over such three year
Period of Restriction. Notwithstanding the foreggisuch minimum three-year Period of Restrictioallsnot be applicable with respect to
any grant made to a newly-hired employee made itpemsate for equity-based or other forms of cormgtéars forfeited from a prior
employer or grants made in satisfaction of incentiv other compensation payable to the Participargspect of service to the Company or
any of its Subsidiaries. The Committee may provige the Period of Restriction on Restricted Steldll lapse, in whole or in part, upon the
achievement of performance criteria (and withogard to the minimum service requirement), whickecia shall be selected from those
available to the Committee under Section 7(c), joked, however, thany Award of Restricted Stock made to any ExecufMficer that is
intended to qualify as other performance based emsgtion under Section 162(m) of the Code shadgect to the same restrictions and
limitations applicable to Performance Share Awandder Section 7(d) and subject to the certificat@quired under Section 7(e).

(c) Rights as a Shareholdddnless otherwise determined by the Committeheatime of grant and subject to Section 3(g),
Participants holding shares of Restricted Stock exaycise full voting rights and other rights ashareholder with respect to those shares
during the Period of Restriction.

(d) Termination of Employment Due to Didiéy or Death. Unless otherwise determined by the Committebeatitme of
grant, in the event a Participam&mployment or service terminates by reason ddtilisy or death, any shares related to Restri€&gxatk helc
by such Participant shall become non-forfeitabléhendate of termination.

(e Termination for Approved Retiremeritnless otherwise determined by the Committebetime of grant, in the event a
Participant’s employment or service terminatesdason Approved Retirement, the following numbestares of Restricted Stock shall
become non-forfeitable at the time the restrictimosild have lapsed had the Participant continueriployment: (i) in
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case of any Award of Restricted Stock made to fatticipant in the Retirement Year, the numberhafres equal to the product of (i) the
number of shares granted pursuant to such Awaed"(thst Year Shares”), multiplied by the Pro-Ratfeactor and (ii) in the case of any
Award of Restricted Stock made prior to the RetiegaimYear, the number of shares related to such dwhlotwithstanding the foregoing, ,!
Committee may waive any forfeiture and transfetrigtfons with respect to up to the portion of alyard of Restricted Stock described in
the immediately preceding sentence as is necefwaitye Participant to satisfy any applicable tashivolding obligations in connection with
such Award arising at the time of such terminatbemployment. Any of the Last Year Shares thditwadt become nonforfeitable in
accordance with this Section 6(e) shall be candellesuch date.

® Termination of Employment for Any ir Reason Unless otherwise determined by the Committew after the time of
grant, in the event the employment or service efRhrticipant shall terminate for any reason atihan one described in Section 6(d), any
Restricted Stock awarded to such Participant aghtoh the Period of Restriction has not lapsedidieforfeited.

(9) Restricted Stock UnitsThe Committee may elect to grant any Particifesdtricted Stock Units, which are intended to be
the economic equivalent of an award of RestrictetlS Any such Restricted Stock Units Award shallmade on substantially the same
terms as apply to an Award of Restricted Stock utitie Section 6, except that a Participant reogiduch Award shall not have any rights
a shareholder prior to the actual issuance of &l@hmon Stock (although, pursuant to Section 3@ Gommittee may authorize the
payment of dividend equivalents on such rights etjuthe dividends that would have been payablethadtorresponding equity rights been
outstanding shares of Common Stock). Notwithstagtlie foregoing provisions of this Section 6(g)Xh& time that an award of Restricted
Stock Units is made (or, if later, at such timeves/ be permitted under transitional relief avaigabhder Section 409A of the Code), the time
at which such award shall be payable (as opposeti¢én it becomes non-forfeitable) shall eithesé)isfy the requirements for such award to
be treated as a shagrm deferral within the meaning of Section 409Ah# Code or (ii) shall be an event or fixed datenjore than one sui
permissible event or date, in the alternative) Whéca permissible payment event or date for defecompensation subject to Section 409
the Code. For purposes of subclause (i) of theédiately preceding sentence, if an award of ResttiStock Units fails to specify an
otherwise permissible event or date for paymeuet pdtyment date for any vested portion of any suwardshall be the earlier of § within
60 days of the originally stated time vesting date where multiple dates are used for differentipas of such award, each such vesting date
for each such portion), determined without regardrty accelerated vesting otherwise applicableith sward, or (i) as provided in
Section 10, the occurrence of a Change of Conthithvis also a change in ownership or effectivetimdof the Company within the meaning
of Section 409A of the Code.

SECTION 7
PERFORMANCE SHARES AND PERFORMANCE UNITS

€)) Generally The Committee shall have the authority to deteenthe Participants who shall receive Performaitares and
Performance Units, the number of Performance Staaréshe number and value of Performance Units Pacticipant receives for each or
any Performance Period, and the Performance Griggmplicable in respect of such Performance Stear@$erformance Units for each
Performance Period. The Committee shall deterthiealuration of each Performance Period (the duratf Performance Periods may differ
from each other), and there may be more than orferR&nce Period in existence at any one time amyoParticipant or all or any class of
Participants. Performance Periods may be no shibde twelve months. Each grant of Performanaa&hand Performance Units shall be
evidenced in writing and shall specify the numbfgPerformance Shares and the number and valuerfdrB®nce Units awarded to the
Participant, the Performance Criteria applicabéreto, and such other terms and conditions nonsistent with the Plan as the Committee
shall determine. No shares of Common Stock wilisseed at the time an Award of Performance Shamsmde, and the Company shall not
be required to set aside a fund for the paymeRteoformance Shares or Performance Units.

(b) Earned Performance Shares and PesficenUnits Performance Shares and Performance Units shedinbe earned, in
whole or in part, based upon the attainment ofifipddPerformance Criteria or the occurrence of amgnt or events, including a Change of
Control, as the Committee shall determine, either after the time of grant. In addition to treheevement of the specified Performance
Criteria, the Committee may, at the grant datedi@m payment of Performance Shares and Perforembimits on the Participant completing
a minimum period of service following the date odugt or on such other conditions as the Committed specify.

(c) Performance CriteriaAt the discretion of the Committee, Performa@citeria may be based on the total return to the
Companys shareholders, inclusive of dividends paid, dutirgapplicable Performance Period (determineaeithabsolute terms or relati
to the performance of one or more similarly sitdatempanies or a published index covering the perdoce of a number of companies), or
upon the attainment of one or more of the followéngeria, whether in absolute terms or relativéhi| performance of one or more similarly
situated companies or a published index coveriagogrformance of a number of companies: stock poigerating earnings, net earnings,
return on equity, income, market share, combinéd,rievel of expenses, growth in revenue, earnlmgfsre interest, taxes, depreciation and
amortization, cash flow, earnings per share, badiesper share, return on
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invested capital, return on assets, economic \adigled, improvements in or attainment of workingitedpevels, and, in the case of persons
who are not Executive Officers, such other critasamay be determined by the Committee. Perform@niteria may be established on a
Company-wide basis or with respect to one or moriess units or divisions or Subsidiaries. Whetaldishing Performance Criteria for a
Performance Period, the Committee may exclude amyl textraordinary items” as determined under Ly&nerally accepted accounting
principles including, without limitation, the chag or costs associated with restructurings of tr@any or any Subsidiary, discontinued
operations, other unusual or ngeeurring items, and the cumulative effects of actimg changes. Except to the extent that thecesesof (o
the ability to exercise) such discretion in theecaAwards to Executive Officers intended to bieeotperformancéased compensation unc
Section 162(m)(4) of the Code would cause thenaitdd satisfy that requirement, the Committee rabsp adjust the Performance Criteria
any Performance Period as it deems equitable ogrétion of unusual or non-recurring events affegtihe Company, changes in applicable
tax laws or accounting principles, or such othetdes as the Committee may determine.

(d) Special Rule for Performance Criterid, at the time of grant, the Committee intemdBerformance Share Award or
Performance Unit to qualify as other performancgedacompensation within the meaning of Sectionh®2( of the Code, the Committee
must establish Performance Criteria for the applie®erformance Period no later than thé"90 day #fe Performance Period begins (or
by such other date as may be required under Setéiadfm) of the Code), and the Committee shall meththe authority in respect of such
Awards to exercise any discretion applicable toaagof Performance Shares or Performance Unieraike conveyed by this Section 7, if
the ability to exercise such discretion would casiseh Award not to qualify as other performancesdasompensation.

(e) Certification of Attainment of Penfisance Criteria As soon as practicable after the end of a Pedace Period and prior
to any payment in respect of such Performance @gettie Committee shall certify in writing the numioé Performance Shares and the
number and value of Performance Units which haemtsarned on the basis of performance in relatiaghe established Performance
Criteria.

® Payment of AwardsEarned Performance Shares and the value of&®erormance Units shall be distributed to the
Participant or, if the Participant has died, to Bagticipant’s beneficiary, as soon as practicaliler the expiration of the Performance Period
and the Committee’s certification under paragraf@) @bove, but in no event later than the Marclflthe calendar year following the end of
the Performance Period, provided tha) éarned Performance Shares and the value of eRBeréatmance Units shall not be distributed to a
Participant until any other conditions on paymemtuch Awards established by the Committee have ba#sfied, and ()i any amounts
payable in respect of Performance Shares or PeaftcenUnits pursuant to Section 10 shall be digeithin accordance with Section 10. The
Committee shall determine whether Performance Srerd the value of earned Performance Units dve tiistributed in the form of cash,
shares of Common Stock or in a combination thergitf, the value or number of shares payable todierchined based on the Fair Market
Value of Common Stock on the date of the Commigteettification under paragraph 7(e) above.

(9) Newly Eligible ParticipantsNotwithstanding anything in this Section 7 te ttontrary, the Committee shall be entitled to
make such rules, determinations and adjustmeritslaems appropriate with respect to any Partidipdo becomes eligible to receive
Performance Shares or Performance Units afterdhmerezncement of a Performance Period.

(h) Termination of Employment

0] Termination of Employment due to Apped Retirement, Disability or DeathUnless otherwise determined by
the Committee at or after the time of grant, aiPigdnt whose employment or service terminatesaagon of Approved Retirement,
Disability or death shall be entitled to receive #ame payment or distribution in respect of Peréorce Shares and Performance
Units (without pro-ration) that would have been alalg for the Performance Period had his or her eyapént continued until the
end of the applicable Performance Period. Anyd®erédnce Shares or value of Performance Units beappayable in accordance
with the preceding sentence shall be paid at tiredame as Performance Shares and the value adrRenfice Units are paid to ott
Participants (or at such earlier time as the Coesitnay permit). Any rights that a Participanbeneficiary may have in respect of
any Performance Shares or Performance Units odistgat the date of such termination of employntkat may not be earned (or
that are eligible to be earned, but are not earimea}cordance with this section 7(h)(i) shall bedited and canceled, effective as of
the date of the Participant’s termination of empieynt or service (or, if eligible to be earned, &g not earned, the date of the
Committee’s certification pursuant to Section 7(e))

(i) Termination for any Other Reasotnless otherwise determined by the Committes after the time of grant, in
the event the employment or service of the Padittighall terminate during a Performance Periodifiyrreason other than the one
described in Section 7(h)(i), all of the Participamights to Performance Shares and Performandes Un
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related to such Performance Period shall be imntedgliforfeited and canceled as of the date of saaiination of employment.

(iii) Cause Notwithstanding anything in this Section 7 te ttontrary, a Participant’s rights in respect ofamed
Performance Shares and Performance Units shdlléwents be immediately forfeited and canceledfate date of the Participant’s
termination of employment for Cause.

SECTION 8
STOCK APPRECIATION RIGHTS

@ Grant of SARs SARs may be granted to any Participants, ali¢®ants, or any class of Participants at sucletontimes
as shall be determined by the Committee. SARslmayranted in tandem with an Option, or may betgdon a freestanding basis, not
related to any Option. The term and conditionarof SAR grant shall be evidenced in writing, anallshclude such provisions not
inconsistent with the Plan as the Committee shetkminine.

(b) Terms and Conditions of SAR&nless the Committee shall otherwise deterntimeterms and conditions (including,
without limitation, the exercise period of the SARe vesting schedule applicable thereto and tipadatof any termination of service on the
Participant’s rights with respect to the SAR) apglile with respect to_()iSARs granted in tandem with an Option shall Hestantially
identical (to the extent possible taking into actdhe differences related to the character of3AR) to the terms and conditions applicabl
the tandem Options and ()ifreestanding SARs shall be substantially idehficathe extent possible taking into account tHietences
related to the character of the SAR) to the temusanditions that would have been applicable usdetion 5 above were the grant of the
SARs a grant of an Option.

(c) Exercise of Tandem SARSARs which are granted in tandem with an Opti@y only be exercised upon the surrende
the right to exercise such Option for an equivalenhber of shares and may be exercised only witheet to the shares of Common Stock
which the related Option is then exercisable.

(d) Payment of SAR AmountUpon exercise of a SAR, the holder shall betledtio receive payment, in cash, in shares of
Common Stock or in a combination thereof, as ddateechby the Committee, of an amount determined bitiptying:

0] the excess, if any, of the Fair Metrkalue of a share of Common Stock at the datxefcise over the Fair
Market Value of a share of Common Stock on the datgant, by

(i) the number of shares of Common Stevitk respect to which the SARs are then beingased.

SECTION 9.
OTHER STOCK-BASED AWARDS

€)) Other StoeBased Awards The Committee may grant other types of equityeldaand equity-related awards in addition to
Options, SARs, Restricted Stock, Performance Sh&estricted Stock Units and Performance Unitdutling, but not limited to, the outrig
grant of Common Stock in satisfaction of obligaf@f the Company or any Subsidiary under anothempemsatory plan, program or
arrangement, modified awards intended to compli witstructured in accordance with the provisiohapplicable non-U.S. law or practice,
or the sale of Common Stock, in such amounts ahgksuto such terms and conditions as the Comméttedl determine, including, but not
limited to, the satisfaction of Performance CraerNotwithstanding the immediately preceding secee except in the case of Other Stock-
Based Awards issued in satisfaction of an obligatibthe Company or any Subsidiary to make a paymnecash in respect of a Participant
(including, but not limited to, when an annual @ng-term incentive compensation award is satisfigd the issuance of shares of Common
Stock instead of cash or in respect of a Partitipatcrued benefit under a deferred compensatem) pexcept as provided under Section 10,
no Participant shall be entitled to vest in anyhs@ther Stock-Based Award on a schedule which iserfavorable to the Participant than
ratably over a period of three years from the déigrant. Each such Other Stock-Based Award $ie#tvidenced in writing and specify the
terms and conditions applicable thereto. Any SDdfer Stock-Based Award may entail the transfexadfial shares of Common Stock or the
payment of the value of such Award in cash basen tipe value of a specified number of shares of @omStock, or any combination of 1
foregoing, as determined by the Committee. Thasesf any Other StocBased Award need not be uniform in applicationltdox any class
of) Participants, and each Other Stock-Based Awaadted to any Participant (whether or not at #Hraestime) may have different terms.

(b) Termination of Employment or Servicdn addition to any other terms and conditioret thay be specified by the Committee
but subject to the limitations set forth in Sect8{a), each Other Stock Based Award shall speh#yimpact of
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termination of employment upon the rights of a iegrant in respect of such Award. At the discretad the Committee, such conditions may
be the same as apply with respect to Restricteck@toRestricted Stock Units, or may be contaimtethat are more or less favorable to the
Participant.

SECTION 10.
CHANGE OF CONTROL

@) Accelerated Vesting and PaymeBiubject to the provisions of Section 10(b) belowthe event of a Change of Control
(1) each Option and SAR then outstanding shall Hg &xercisable regardless of the exercise schemhkrwise applicable to such Option
and/or SAR, (L)) the Period of Restriction shall lapse as to esdrdre of Restricted Stock then outstanding,)(e&ch outstanding Restricted
Stock Unit shall become fully vested and payable,)(each outstanding Performance Share Award andfehce Unit Award shall be
deemed earned at the target level of performanceuich Award, and (v) each outstanding Other SBa&ed Award shall become fully
vested and payable. In addition, in connectiomwitch a Change of Control, the Committee maytsidiscretion, provide that each Option
and/or SAR shall, upon the occurrence of such Chafgontrol, be canceled in exchange for a paympenshare in cash (the “Settlement
Payment”) in an amount equal to the excess, if ahthe Fair Market Value over the exercise primesuch Option or the base price of such
SAR. Should the Committee authorize any SettlerRayments in respect of Options, the Committee deagrmine that any Options which
have an exercise price per share below the Faik&iafalue shall be deemed cancelled and satidfiddllifor a deemed Settlement Payment
of zero. The Committee may also direct that eaestitted Stock Unit, Other Stock-Based Award, &enince Share and/or Performance
Unit shall be settled in cash with its value detfeed based on the Change of Control Price.

(b) Alternative Awards Notwithstanding Section 10(a), except as oth&svgpecified in Section 10(c) below, no canceltatio
acceleration of exercisability, vesting, cash eatnt or other payment shall occur with respeangpAward if the Committee reasonably
determines in good faith, prior to the occurrenta Ghange of Control, that such Award shall bedned or assumed, or new rights
substituted therefor (such honored, assumed otigitbd award hereinafter called an “Alternative &w”), by a Participant’s employer (or
the parent or an affiliate of such employer) imnagely following the Change of Control; providdtht any such Alternative Award must:

0] be based on stock which is tradedorestablished U.S. securities market;

(i) provide such Participant with riglead entitlements substantially equivalent to dtdvehan the rights, terms and
conditions applicable under such Award, includimgt not limited to, an identical or better exeraseresting schedule and identical
or better timing and methods of payment;

(iii) have substantially equivalent ecoriowalue to such Award (determined at the timehef Change of Control and
using valuation principles permitted under Treasy.R81.424-1); and

(iv) have terms and conditions which pdevthat in the event that, during ther2énth period following the Change
Control, the Participant’s employment or servicaismluntarily terminated for any reason (includimgit not limited to a termination
due to death, Disability or without Cause) or Camndively Terminated (as defined below), all of kURarticipant’s Options and/or
SARs shall be deemed immediately and fully exebtésahe Period of Restriction shall lapse as the# the Participant’s
outstanding Restricted Stock awards, each of thigcRant's outstanding Restricted Stock Unit aveasehd other Stock-Based
Awards shall be payable in full and each such Ak¢ive Award shall be settled for a payment pehesdiare of stock subject to the
Alternative Award in cash, in immediately transtaeg publicly traded securities or in a combinatibareof, in an amount equal to,
in the case of an Option or SAR, the excess ofdinenarket value of such stock on the date ofRheicipant’s termination over the
corresponding exercise or base price per shardratitg case of any Restricted Stock, RestrictediStnit, or Other Stock-Based
Award, the fair market value of the number of skarkestock subject or related thereto.

For this purpose, a Participant’'s employment ovisershall be deemed to have been Constructivelsnifated if, without the Participant’s
written consent, the Participant terminates emplaryhor service within 120 days following either Y & material reduction in the Participant’
base salary or a Participant’s incentive compeosaipportunity, or (Y the relocation of the Participant’s principal ggeof employment or
service to a location more than 35 miles away ftbenParticipant’s prior principal place of employmher service.

(c) Section 409A Should any event constitute a Change of Coftrgburposes of the Plan, but not constitute a ghaf
control within the meaning of Section 409A of thedg, with respect to any Award that is deferred pensation for purposes of
Section 409A (i.e., that is not exempt from theligppion of such Section by reason of an avail@xemption, such as for stock rights,
restricted property or awards qualifying as sherir deferral within the meaning of such SectionA89the Code), no
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payment or distribution shall be made to any affiéd®articipant by reason of such Change of Cofaitiough any other modification or
enhancement to the Award, such as acceleratechgestiall still apply) and the value of such Awasddetermined by the Committee prior to
such Change of Control shall be paid to the aftk&articipant on the earlier to occur of)(the day after the six month anniversary of such
Participant’s termination of employment and Y \whichever of the following is applicable to su&tvard (A) with respect to any unvested
Award that would have become vested solely upomp#ssage of time and the continued performanceruice, the date the Award would
have otherwise become vested without regard t€ttenge of Control, ( Bwith respect to any unvested Award that wouldehbecome
vested upon the achievement of specified Perform&@niteria, on the last day of the applicable Renfmce Period or ( Tif the Award was
already vested at the time the Change of Contralis; on the date on which the Award would haveregpor been payable in accordance
with its terms. If an event occurs that constgudeChange of Control both for purposes of the Rla@hSection 409A of the Code, then
Section 10(b) shall not be applicable with respeetny Award that is deferred compensation for pags of Section 409A (i.e., that is not
exempt from the application of such Section by oeas an available exemption, such as for stochtsigrestricted property or awards
qualifying as short-term deferral within the meanof such Section 409A of the Code).

SECTION 11
AMENDMENT, MODIFICATION, AND TERMINATION OF PLAN

The Board may, at any time and from time to timead) modify, suspend, or terminate this Plan, ioletor in part, without notice to or the
consent of any Participant, Employee or Agent; jgted, however, thatany amendment which would J increase the number of shares
available for issuance under the Plan,)(Idwer the minimum exercise price at which an Optjor the base price at which a SAR) may be
granted or otherwise permit the repricing of anistanding Options or SARs (other than in the cantéa transaction referenced in Section 4
(d)), (iii.) extend the maximum term for Options or SARs gedritereunder or (ivotherwise amend the Plan in a material fashiahwoulc
require the approval of shareholders under theiggk rules and regulations of any exchange armaated quotation system on which the
Common Stock is listed to trade shall be subjethécapproval of the Company’s shareholders. Neramtment, modification, or termination
of the Plan shall in any manner adversely affegtAanard theretofore granted under the Plan, withtbatconsent of the Participant.

SECTION 12.
MISCELLANEOUS PROVISIONS

€)) Transferability No Award granted under the Plan may be soldsfeared, pledged, assigned, or otherwise alierated
hypothecated, other than in accordance with Sedi®fb) below, providethatthe Committee may permit transfers of Awards (othan
Incentive Stock Options) to Family Members (inchgliwithout limitation, transfers effected by a destic relations order) subject to such
terms and conditions as the Committee shall determi

(b) Beneficiary DesignationEach Participant under the Plan may from timgnt@ name any beneficiary or beneficiaries
(who may be named contingently or successivelyttom any benefit under the Plan is to be paid owbgm any right under the Plan is to
be exercised in case of the Participant’s deathiiged that, if the Participant shall not have designated lagyeficiary under this Plan, the
Participant’s beneficiary shall be deemed to bepirson designated by the Participant under thepglite insurance plan of the Company or
a Subsidiary in which such Participant participdtesess such designated beneficiary is not a laémber). Each designation made
hereunder will revoke all prior designations by siane Participant with respect to all Awards presip granted (including, solely for
purposes of this Plan, any deemed designationl),tsh& a form prescribed by the Committee, antll vé effective only when received by
the Committee in writing during the Participanifetime. In the absence of any such effectiveglesion (including a deemed designation),
benefits remaining unpaid at the Participant’s ldeétall be paid to or exercised by the Particigasiirviving spouse, if any, or otherwise tc
by the Participant’s estate. Except as otherwipeessly provided herein, nothing in this Plamiended or may be construed to give any
person other than Participants any rights or reesednder this Plan.

(c) Deferral of PaymentAt the time any Award is granted (or such eatime as the Committee may require), the Committee
may permit a Participant to elect, upon such teantsconditions as the Committee may establisheterdeceipt of shares of Common Stock
that would otherwise be issued in connection witiAavard.

(d) No Guarantee of Employment or Pggtiibn. The existence of this Plan, as in effect attémg or from time to time, or
any grant of Award under the Plan shall not interfe@ith or limit in any way the rights of the Conmyaor any Subsidiary to terminate any
Participant’s employment or other service proviggationship at any time, nor confer upon any Bgudint any rights to continue in the
employ or service of the Company or any Subsidiargny other affiliate of the Company. Excepttte extent expressly selected by the
Committee to be a Participant, no person (whethaoban Employee, an Agent or a Participant) shiadinytime have a right to be selected
for participation in the Plan or, having been seld@s a Participant, to receive any additionalrdsvhereunder, despite having previously
participated in an incentive or bonus plan of tleenpany or an affiliate. The existence
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of the Plan shall not be deemed to constitute &rachof employment between the Company or anfiatiand any Employee, Agent or
Participant, nor shall it constitute a right to @min the employ or service of the Company or affijiate. Except as may be provided in a
separate written agreement, employment with oriseffer the Company or any affiliate is at-will aeiher party may terminate the
participant’s employment or other service providgationship at any time, for any reason, with @haut cause or notice.

(e) Tax Withholding The Company or an affiliate shall have the righleduct from all payments or distributions hewder
any federal, state, foreign or local taxes or otii#igations required by law to be withheld witlspect thereto. The Company may defer
issuance of Common Stock in respect of any Awatd surch requirements are satisfied. The Committes, in its discretion, permit a
Participant to elect, subject to such conditionthasCommittee shall impose, ) io have shares of Common Stock otherwise todets
under the Plan withheld by the Company or)(té deliver to the Company previously acquiredreh@f Common Stock, in either case for the
greatest number of whole shares having a Fair Mafakie on the date immediately preceding the datevhich the applicable tax liability is
determined not in excess of the minimum amountireduo satisfy the statutory withholding tax olafions with respect to any Award.

® No Limitation on Compensation; Scaygd. iabilities. Nothing in the Plan shall be construed to lithé right of the
Company to establish other plans if and to thergyermitted by applicable law. The liability oftifCompany or any affiliate under this Plan
is limited to the obligations expressly set foritthe Plan, and no term or provision of this Playre construed to impose any further or
additional duties, obligations, or costs on the @any or any affiliate thereof or the Committee expressly set forth in the Plan.

(9) Requirements of LawThe granting of Awards and the issuance of shaf€ommon Stock shall be subject to all
applicable laws, rules, and regulations, and t sypprovals by any governmental agencies or ndtgwtarities exchanges as may be
required.

(h) Term of Plan The Plan shall be effective upon the date, yf, @am which it is approved by the Company’s shaldds.
The Plan shall continue in effect, unless soomeniteated pursuant to Section 11 above, until théhtanniversary of the date of such
shareholder approval.

0] Governing Law The Plan, and all Awards granted hereunder {aaderms and conditions of any document evidencing
any such grant), shall be construed in accordaiitteand governed by the laws of the State of Detaywaithout regard to principles of
conflict of laws.

()] No Impact On BenefitsExcept as may otherwise be specifically statedkeu any employee benefit plan, policy or
program, Awards shall not be treated as compemsfiigourposes of calculating an Employee’s or Atgeright or benefits under any such
plan, policy or program.

(k) No Constraint on Corporate ActioExcept as provided in Section 11 above, nothongained in this Plan shall be
construed to prevent the Company, or any affiliten taking any corporate action (including, bot himited to, the Company’s right or
power to make adjustments, reclassifications, @tiggtions or changes of its capital or businagseftre, or to merge or consolidate, or
dissolve, liquidate, sell, or transfer all or arartpof its business or assets) which is deemed tioyhe appropriate, or in its best interest,
whether or not such action would have an adverfeetadn this Plan, or any awards made under tkis.PNo director, beneficiary, or other
person shall have any claim against the Compangnyiof its affiliates, as a result of any suchaact

() Indemnification Each member of the Board and each member a@dinemittee shall be indemnified and held harmles
the Company and each Employer against and fromaasy cost, liability, or expense that may be ingabspon or reasonably incurred by
such member of the Board or Committee in conneatiitim or resulting from any claim, action, suit,pmoceeding to which such member r
be made a party or in which such member may bevueddy reason of any action taken or failure toualer the Plan (in the absence of bad
faith) and against and from any and all amountd pgisuch member in settlement thereof, with thex@any’s approval, or paid by such
member in satisfaction of any judgment in any saction, suit, or proceeding against such membewigedthatsuch member shall give the
Company an opportunity, at its own expense, to leaaod defend the same before such member undsitakandle and defend it
individually. The foregoing right of indemnificati shall not be exclusive and shall be independiany other rights of indemnification to
which any such person may be entitled under theg@miyis Certificate of Incorporation or By-Laws, bgntract, as a matter of law, or
otherwise.

(m) Rights as a StockholdeA Participant shall have no rights as a stoatt@iolvith respect to any shares of Common Stock
covered by any Award until the Participant shallénhbecome the holder of record of such shares.
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(n) CaptionsThe headings and captions appearing herein seetéd only as a matter of convenience. They dadefine,
limit, construe, or describe the scope or interthefprovisions of the Plan.

On behalf of the Board of Directors of the Compahis Amended and Restated Principal Financial @rtnc. 2010 Stock Incentive Plan |
been executed this 28 day of February, 2012.

By:

Michael T. Dar
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Exhibit 12

Principal Financial Group, Inc.
Computation of Earnings to Fixed Charges Ratio

The ratio of earnings to fixed charges is a measticair ability to cover fixed costs with currerdrjpd earnings. A high ratio
indicates that earnings are sufficiently coveringmitted expenses. The following table sets fddhthe periods indicated, our ratios of: (1)
earnings to fixed charges before interest creditethvestment products and (2) earnings to fixeatgés.

For the three months

ended March 31, For the year ended December 31,
2012 2011 2011 2010 2009 2008 2007(1)
(in millions)

1. Income from continuing operations

before income taxe $ 2771 $ 261t $ 8931 $ 7857 $ 6451 $ 4181 $ 1,072«
2. Interest expens 32.C 31.2 140.t 122.¢ 118.C 110.: 115.%
3. Interest factor of rental expen i1E 1.€ 6.1 6.4 6.7 8.8 12.5
4 Undistributed income from equity

investee: (26.9) (24.5) (116.0) (83.9 (68.7) (18.9) (71.6)
5.  Earnings before interest credited on

investment produci 284.F 269.¢ 923.7 831.€ 701.1 518.4 1,128..
6. Interest credited on investment prodt 98.7 117.¢ 442.¢ 579.2 725.% 993.t 988.:
7. Earnings $ 3832 $ 387« $ 1,366.0 $ 1,410.¢ $ 1,426« $ 1,511.¢ $ 2,116.
8. Interest expens $ 32 $ 31z $ 140f $ 122¢ $ 118 $ 1102 $ 115:
9. Interest factor of rental expen 1kt 1.€ 6.1 6.4 6.7 8.8 12.c
10. Preferred stock dividends by registr. 8.2 8.2 33.C 33.C 33.C 33.C 33.C
11. Fixed charges before interest credited on

investment produci 41.7 41.C 179.¢ 162.3 157.7 152.1 160.¢
12. Interest credited on investment prodt 98.7 117.€ 442.¢ 579.2 725.5 993.t 988.3
13. Fixed charge $ 1404 $ 1586 $ 622.C $ 741f $ 883.C $ 1,145.¢ $ 1,148
14. Ratio of earnings to fixed charges before

interest credited on investment

products (Line item 5/Line item 1. 6.€ 6.€ 5.1 5.1 4.4 3.4 7.C
15. Ratio of earnings to fixed charges (Line

item 7/Line item 13 2.7 24 2.2 1.¢ 1€ 1.2 1.8

(1) 2007 information was not retrospectivelyasted to reflect the DPAC Guidance and the Reinsgraccounting Change.




Exhibit 18
May 2, 2012

Board of Directors

Principal Financial Group, Inc.
711 High Street

Des Moines, lowa 50392

Ladies and Gentlemen:

Note 1 of the Notes to the Consolidated Finandialenents of Principal Financial Group, Inc. (tr@rany) included in its Form -Q for
the three months ended March 31, 2012, descrilkmsgels in the method of accounting principles rdl&ehe recognition of the cost of long
duration universal life and variable universal li&nsurance contracts and the calculation of eséthgross profits. In conjunction with this
change, the Company also changed its accountingydol estimated gross profits. Under the Comparprevious method, the Company
recognized all reinsurance cash flows as part@htt cost of reinsurance and amortized this balamer the estimated lives of the underly
policies in proportion to the pattern of estimaggdss profits on the underlying policies. Under tie& method, any difference between actual
and expected reinsurance cash flows are recogmzssinings immediately instead of being deferned @mortized over the life of the
underlying policies. In conjunction with this chaghe Company also changed its policy for deteimgiestimated gross profits relating to
these contracts to include the difference betwetimband expected reinsurance cash flows, whendqusly these effects had not been
included. There are no authoritative criteria fetemining a ‘preferable’ method for accounting tfee cost of reinsurance and the
determination of estimated gross profits basecdherparticular circumstances; however, we conclhdesuch changes in the method of
accounting are acceptable alternatives which, basgebur business judgment to make this changdarttie stated reason, is preferable in
your circumstance:

We have not conducted an audit in accordance Wélstandards of the Public Company Accounting Ogiet8oard (United States) of any
financial statements of the Company as of any dafer any period subsequent to December 31, 28id therefore we do not express any
opinion on any financial statements of Principaldficial Group, Inc. subsequent to that date.

/sl Ernst & Young LLF




Exhibit 31.1
CERTIFICATIONS
I, Larry D. Zimpleman, certify that:
1. | have reviewed this quarterly report on Form 1@f@rincipal Financial Group, Inc.;
2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omsgitéde a material fact necessary

to make the statements made, in light of the cistances under which such statements were madmislieading with respect to tl
period covered by this report;

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, angdtfie periods presented in this
report;

4, The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and procedures

(as defined in Exchange Act Rules 13a-15(e) and1Hd)) and internal control over financial repogti(as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a) Designed such disclosure controls and proceduresused such disclosure controls and procedures tlesigned under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isifige prepared,;

b) Designed such internal control over financial réipgr, or caused such internal control over finah@aorting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

C) Evaluated the effectiveness of the registsdtsclosure controls and procedures and preséntbds report our conclusiol
about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehlis report based on
such evaluation; and

d) Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ameport) that has materially
affected, or is reasonably likely to materiallyesff, the registrant’s internal control over finaieeporting; and

5. The registrant’s other certifying officer(s) antddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitac@mmittee of the registrant’s board of direct@spersons performing the
equivalent functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contra¢iofinancial reporting
which are reasonably likely to adversely affectrgistrant’s ability to record, process, summasiad report financial
information; and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: May 2, 2012
/sl Larry D. Zimplemat

Larry D. Zimplemar
Chairman, President and Chief Executive Off




Exhibit 31.2
CERTIFICATIONS
[, Terrance J. Lillis, certify that:
1. | have reviewed this quarterly report on Form 1@f@rincipal Financial Group, Inc.;
2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omsgitéde a material fact necessary

to make the statements made, in light of the cistances under which such statements were madmislieading with respect to tl
period covered by this report;

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, angdtfie periods presented in this
report;

4, The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and procedures

(as defined in Exchange Act Rules 13a-15(e) and1Hd)) and internal control over financial repogti(as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a) Designed such disclosure controls and proceduresused such disclosure controls and procedures tlesigned under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isifige prepared,;

b) Designed such internal control over financial réipgr, or caused such internal control over finah@aorting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

C) Evaluated the effectiveness of the registsdtsclosure controls and procedures and preséntbds report our conclusiol
about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehlis report based on
such evaluation; and

d) Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ameport) that has materially
affected, or is reasonably likely to materiallyesff, the registrant’s internal control over finaieeporting; and

5. The registrant’s other certifying officer(s) antddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitac@mmittee of the registrant’s board of direct@spersons performing the
equivalent functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contra¢iofinancial reporting
which are reasonably likely to adversely affectrgistrant’s ability to record, process, summasiad report financial
information; and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: May 2, 2012

/sl Terrance J. Lilli:
Terrance J. Lillis
Senior Vice President and Chief Financial Offi




Exhibit 32.1

Certification Pursuant to Section 1350 of Chapter 8
of Title 18 of the United States Code

I, Larry D. Zimpleman, Chairman, President and €kieecutive Officer of Principal Financial Groumcl, certify that (i) the
Form 104Q for the quarter ended March 31, 2012, fully cdegplith the requirements of Section 13(a) of theuBities Exchange Act of 19

and (ii) the information contained in the Form 1Ge@the quarter ended March 31, 2012, fairly présen all material respects, the financial
condition and results of operations of Principaldficial Group, Inc.

/sl Larry D. Zimplemau
Larry D. Zimplemar

Chairman, President and Chief Executive Off
Date: May 2, 201.




Exhibit 32.2

Certification Pursuant to Section 1350 of Chapter 8
of Title 18 of the United States Code

I, Terrance J. Lillis, Senior Vice President andeERinancial Officer of Principal Financial Groupg., certify that (i) the Form 10-
Q for the quarter ended March 31, 2012, fully caesplvith the requirements of Section 13(a) of teeusities Exchange Act of 1934 and (ii)

the information contained in the Form 10-Q for therter ended March 31, 2012, fairly presents|limaterial respects, the financial
condition and results of operations of Principaldficial Group, Inc.

/sl Terrance J. Lilli:
Terrance J. Lillis

Senior Vice President and Chief Financial Offi
Date: May 2, 201.




