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* Cash balance does not reflect any cash at the Principal Financial Group holding company.







By shortening their investment portfolios, insurers by definition would invest less in long-term
investments such as municipal bonds, high-quality corporate debt securities and other long-dated
securities. Life insurers are a major investor in long-term debt, which helps to finance the
infrastructure projects within the U.S. economy. The Proposals would discourage long-term
investments, which could have a detrimental impact on the economy.

The volatility of capital requirements would create a business hardship for SLHC-SIOs. To
demonstrate this troubling fact, consider the following simple example.

Hyvpothetical SLHC-SIO

. With 2% rise in
Item Baseline X
Interest rates
Total Capital $ 10 billion $5.5 billion
Total Assets $100 billion $93 billion
Percent of assets in AFS 50% 50%
Unrealized Gain / (Loss) $ Obillion (% 7 billion)
Capital Ratio 10% 5.9%
Liability Duration 7 years 7 years
Asset Duration 7 years 7 years

This hypothetical company is holding capital levels that are consistent with the Proposal’s
requirements. However, if interest rates were to rise by only 2% over a short period of time, this
company would see its strong federal regulatory capital position erode quickly under the
Proposals (this hypothetical assumes no credit losses). Using a simple rule of thumb, sudden
unrealized pre-tax losses of $7 billion would decrease this insurer’s capital ratio from 10% to
5.7%?, all conceivably without the occurrence of any negative credit event. This scenario would
create a radical negative change in capital position for the SLHC-SIO, severely impacting its
capital and business plans, entirely as the result of unrealized loss positions on portfolios the
insurer will continue to hold consistent with its long-term cash flow needs. Customer and
shareholder confidence would be negatively impacted. Yet, this insurer follows ALM practices
that align its asset and liability durations. This low ratio resulting from the Proposals would be
entirely unwarranted and not even remotely indicative of the true financial strength of the
insurer.

An unrealized loss may never, and typically does not, become realized and result in any kind of
insolvency or liquidity risk to the SLHC-SIO. However, this does not mean, nor are we
suggesting, that unrealized losses should be ignored by the regulator. Stress testing is the best

* The market value change in an asset is approximated by the change in interest rate times the duration of the
asset. Thus, the pre-tax unrealized loss is (100 x 50% x 2% x 7) = 7. With a tax adjustment, the ratio becomes
(10-(7 x 65%)) / (100-(7 x 65%)) = 5.71%. This example assumes the deferred tax asset is included in capital and
included in assets with a risk weight of 100%.
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