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Despite the recent collapse of Credit Suisse (CS) and failures of several United States regional banks,
we expect the fallout to be manageable for the defensive insurance sector.

Insurance liquidity is abundant. Unlike on demand and uninsured bank deposits, insurers generally
have limited confidence-sensitive funding sources. Premiums and reserves that fund investments are
broadly duration-matched and paid out for events including property loss and liability claims, or for
protection needs such as life and disability losses. Cash may be withdrawn from certain savings-
oriented products (e.qg., cash value life insurance, some annuities) though doing so often results in
penalties such as surrender charges, or the loss of valuable tax benefits and long-term income
guarantees. As such, while insurers may have material unrealized accounting losses on their mostly
high-grade fixed income investment portfolios due to the rapid rise in interest rates, they often are
willing and able to hold these securities for the long-term, thus matching cash flows to pay customer
claims.

Insurers also maintain substantial cash and highly liquid assets, as well as access to off balance sheet
funding. For example, U.S. insurers can often pledge assets to the Federal Home Loan Banks (FHLB)
rather than selling investments to raise cash. In Europe and the United Kingdom, under Solvency 2
regulation, insurers are required to hold capital and liquidity sufficient to cover rigorous capital &
liquidity stresses. This strength was demonstrated by limited disruption to insurance owners of large
pension annuities versus corporate pension managers forced to monetize losses during the U.K.
liability-driven investment (LDI) crisis in late 2022.

Limited investment exposure to distressed names. Insurers generally disclosed relatively low
exposure to Credit Suisse Additional Tier 1 (AT1), and debt and preferreds issued by Silicon Valley
Bank and Signature Bank. Insurers hold highly diverse, mainly high-grade fixed income portfolios,
thereby avoiding outsized industry or single name concentrations, while limiting onerous regulatory
requirements on lower-rated bonds and equity securities.

Insurance claims expected to be moderate. Legal liability associated with investor and other
lawsuits against the failed banks could result in insured claims under directors & officers (D&O) and
other liability classes of insurance. These risks are often broadly syndicated, play out over time
through the legal process, and tend to be manageable in the context of diverse earnings and capital.

The fact that insurers are rarely required to realize investment losses due to ‘customer runs’ is a key
reason why the industry has largely performed well through past cycles. We continue to view the
fundamentals of both property and casualty (P&C) and life insurers as strong.
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Risk considerations

Past performance is no guarantee of future results. Investing involves risk, including possible loss of principal. There is no
guarantee that the criteria used, or judgment exercised, will reflect the beliefs or values of any particular investor.

Important information
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situation and should not be construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee,
promise, forecast or prediction of future events regarding an investment or the markets in general. Information presented has
been derived from sources believed to be accurate; however, we do not independently verify or guarantee its accuracy or validity.
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(including by reason of negligence) for errors or omissions in the information or data provided.

This material may contain ‘forward-looking’ information that is not purely historical in nature and may include, among other
things, projections and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in
this material is at the sole discretion of the reader. This material is not intended for distribution to or use by any person or entity in
any jurisdiction or country where such distribution or use would be contrary to local law or regulation. This document is intent for
usein:

* The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.

e Europe by Principal Global Investors (EU) Limited, Sobo Works, Windmill Lane, Dublin D02 K156, Ireland. Principal Global
Investors (EU) Limited is regulated by the Central Bank of Ireland. In Europe, this document is directed exclusively at Professional
Clients and Eligible Counterparties and should not be relied upon by Retail Clients (all as defined by the MiFID). The contents of the
document have been approved by the relevant entity. Clients that do not directly contract with Principal Global Investors (Europe)
Limited (“PGIE”) or Principal Global Investors (EU) Limited (“PGI EU”) will not benefit from the protections offered by the rules and
regulations of the Financial Conduct Authority or the Central Bank of Ireland, including those enacted under MiFID II. Further,
where clients do contract with PGIE or PGI EU, PGIE or PGl EU may delegate management authority to affiliates that are not
authorized and regulated within Europe and in any such case, the client may not benefit from all protections offered by the rules
and regulations of the Financial Conduct Authority, or the Central Bank of Ireland.

» United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in
England, No. 03819986, which is authorised and regulated by the Financial Conduct Authority (“FCA”).

» United Arab Emirates by Principal Global Investors LLC, a branch registered in the Dubai International Financial Centre and
authorized by the Dubai Financial Services Authority as a representative office and is delivered on an individual basis to the
recipient and should not be passed on or otherwise distributed by the recipient to any other person or organization.

* Singapore by Principal Global Investors (Singapore)Limited (ACRAReg.No.199603735H), which is regulated by the Monetary
Authority of Singapore and is directed exclusively at institutional investors as defined by the Securities and Futures Act 2001. This
advertisement or publication has not been reviewed by the Monetary Authority of Singapore.

e Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS Licence No. 225385), which is regulated by
the Australian Securities and Investments Commission. This document is intended for sophisticated institutional investors only.

e This document is marketing material and is issued in Switzerland by Principal Global Investors (Switzerland) GmbH.

* Hong Kong SAR (China) by Principal Asset Management Company (Asia) Limited which is regulated by the Securities and Futures
Commission and is directed exclusively at professional investors as defined by the Securities and Futures Ordinance

e Other APAC Countries, this material is issued for institutional investors only(or professional/sophisticated/qualified investors, as
such term may apply in local jurisdictions) and is delivered on an individual basis to the recipient and should not be passed on, used
by any person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation.

Insurance products and plan administrative services provided through Principal Life Insurance Co. Principal Funds, Inc. is distributed
by Principal Funds Distributor, Inc. Securities are offered through Principal Securities, Inc., 800-547-7754, Member SIPC and/or
independent broker/dealers. Principal Life, Principal Funds Distributor, Inc., and Principal Securities are members of the Principal
Financial Group®, Des Moines, |A 50392.

© 2023 Principal Financial Services, Inc. Principal®, Principal Financial Group®, Principal Asset Management, and Principal and the
logomark design are registered trademarks and service marks of Principal Financial Services, Inc., a Principal Financial Group
company, in various countries around the world and may be used only with the permission of Principal Financial Services, Inc.

Principal Asset Management®™ is a trade name of Principal Global Investors, LLC.

MM13399 | 03/2023|2810715-032024


http://www.sipc.org/

	Slide Number 1
	Slide Number 2

