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PART | — FINANCIAL INFORMATION
Item 1. Financial Statements

Principal Financial Group, Inc.
Consolidated Statements of Financial Position

September 30 December 31
2010 2009
(Unaudited)
(in millions)

Assets
Fixed maturities, available-for-sale (2010 inclu@251.4 million related to consolidated variable

interest entities $ 49,310.! % 46,220.1
Fixed maturities, trading (2010 includes $162.2ionilrelated to consolidated variable interest

entities) 1,500.( 1,032.«
Equity securities, availak-for-sale 173.¢ 214.(
Equity securities, trading (2010 includes $69.3iomilrelated to consolidated variable interestters) 215.2 221t
Mortgage loan: 11,095.¢ 11,845.¢
Real estat 1,086.¢ 1,034.¢
Policy loans 903.¢ 902.t
Other investments (2010 includes $129.2 millioatexd to consolidated variable interest entities o

which $129.1 million are measured at fair valueenttie fair value optior 3,008.¢ 2,465.:

Total investments 67,294.( 63,936.!
Cash and cash equivalents (2010 includes $150l@miklated to consolidated variable interest

entities) 2,268.¢ 2,240.«
Accrued investment incorn 710.c 691.¢
Premiums due and other receivat 1,294.° 1,065.¢
Deferred policy acquisition cos 3,240.: 3,681.
Property and equipme 461.] 489.:
Goodwill 343.¢ 386.4
Other intangible: 842.1 851.7
Separate account ass 65,659. 62,738.!
Other assets 1,341.° 1,677.¢

Total assets $ 143,456.0 $ 137,759..
Liabilities
Contractholder fund $ 38,549.! $ 39,801.¢
Future policy benefits and clair 19,753 19,248..
Other policyholder fund 583.: 559.2
Shor-term debr 132.1 101.¢
Long-term debt 1,582.: 1,584.¢
Income taxes currently payat 3.7 2.8
Deferred income taxe 558.¢ 120.z
Separate account liabiliti¢ 65,659. 62,738.!
Other liabilities (2010 includes $467.7 millionatdd to consolidated variable interest entitiesloch

$111.4 million are measured at fair value underfdlirevalue option’ 6,600.: 5,585.¢

Total liabilities 133,422.. 129,743.1
Stockholders’ equity
Series A preferred stock, par value $.01 per sWételiquidation preference of $100 per share - 3.1

million shares authorized, issued and outstandirZPiL0 and 200 — —
Series B preferred stock, par value $.01 per shiheliquidation preference of $25 per share - 10.0

million shares authorized, issued and outstandirP10 and 200 0.1 0.1
Common stock, par value $.01 per share - 2,500l®mshares authorized, 448.4 million and 447.

million shares issued, and 320.3 million and 318illion shares outstanding in 2010 and 2! 4.5 4.5
Additional paic-in capital 9,547.t 9,492.¢
Retained earning 4,591.¢ 4,160."
Accumulated other comprehensive income (li 476.¢ (1,042.()
Treasury stock, at cost (128.1 million and 128.0iom shares in 2010 and 2009, respectively) (4,725.() (4,722.)

Total stockholders’ equity attributable to Prindip&nancial Group, Inc. 9,895t 7,893.!
Noncontrolling interes 138.¢ 122.¢

Total stockholders’ equity 10,034.. 8,016.

Total liabilities and stockholders’ equity $ 143,456.0 $ 137,759..

See accompanying notes.
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Principal Financial Group, Inc.

Consolidated Statements of Operations
(Unaudited)

Revenues

Premiums and other consideratic
Fees and other revent

Net investment incom

Net realized capital gains, excluding impairmessks on availak-

for-sale securitie

Total other-than-temporary impairment losses orilawg-for-sale

securities

Portion of impairment losses on fixed maturitiesikable-for-sale

recognized in other comprehensive incc
Net impairment losses on availe-for-sale securities
Net realized capital loss:
Total revenues
Expenses
Benefits, claims and settlement exper
Dividends to policyholder
Operating expenses
Total expenses
Income before income taxes
Income taxes
Net income
Net income attributable to noncontrolling inter

Net income attributable to Principal Financial Guolnc.

Preferred stock dividends
Net income available to common stockholc

Earnings per common share
Basic earnings per common share

Diluted earnings per common share

See accompanying notes.

For the three months endec For the nine months endec
September 30, September 30,
2010 2009 2010 2009
(in millions, except per share data

865.2 $ 932.¢ 2,612 % 2,820.!
563.5 550.7% 1,685.¢ 1,539.
880.: 853.< 2,620.: 2,541.¢
28.€ 50.€ 50.7 62.5
(55.9) (162.5) (247.6) (510.0)
6.3 45.2 64.5 162.4
(49.6) (117.2) (183.9) (347.6)
(20.7) (66.€) (132.6) (285.))
2,288.t 2,270.: 6,786.. 6,616."
1,320.: 1,317.: 3,932.¢ 3,958.(
53.Z 61.€ 164.7 188.:
751.t 643.( 2,111.: 1,894..
2,125.( 2,022.( 6,208.¢ 6,040.¢
163.5 248.< 577.¢ 576.<
12.2 44.1 78.5 85.t
151. 204.2 499.1 490.¢
0.¢ 11.2 7.4 18.%
150.¢ 192.¢ 491.% 472.%
8.2 8.2 24.7 24.7
1422 % 184.7 467.C $ 447 ¢
044 $ 0.5¢ 1.4¢€ $ 1.5¢
044 $ 0.57 148 % 1.54
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Balances at January 1, 200

Common stock issue

Stocl-based compensation and additic
related tax benefit

Treasury stock acquired, comm

Dividends to preferred stockholde

Distributions to noncontrolling intere

Purchase of subsidiary shares fr
noncontrolling interes

Effects of reclassifying noncredit compon
of previously recognized impairment

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

losses on fixed maturities, available-for-

sale, ne
Comprehensive incom
Net income
Net unrealized gains, n
Noncredit component of impairme

losses on fixed maturities, available-

for-sale, ne

Foreign currency translation adjustme

net of related income tax
Unrecognized postretirement ben

obligation, net of related income

taxes
Comprehensive inconr
Balances at September 30, 20(

Balances at January 1, 201

Common stock issue

Stocl-based compensation and additio
related tax benefit

Treasury stock acquired, comm

Dividends to preferred stockholde

Distributions to noncontrolling intere

Contributions from noncontrolling intere

Effects of implementation of accounti
change related to variable interest
entities, ne

Effects of electing fair value option for fixe

maturities upon implementation of

accounting change related to embedded

credit derivatives, ne
Comprehensive incom

Net income

Net unrealized gains, n

Noncredit component of impairme

losses on fixed maturities, available-

for-sale, ne

Foreign currency translation adjustme

net of related income tax
Unrecognized postretirement ben:

obligation, net of related income

taxes
Comprehensive incomrr
Balances at September 30, 201

See accompanying notes.

(Unaudited)
Accumulated
Series A Series B Additional other Total
preferred preferred Common paid-in Retained comprehensive  Treasury Noncontrolling  stockholders’
stock stock stock capital earnings income (loss’ stock interest equity
(in millions)
$ — % 01 $ 39 $ 8,376.f $ 3,722t $ (4,911.0 $ (4,718.9 $ 96. $ 2,569.1
— — 0.6 1,122.¢ — — — — 1,123.(
— — — 27.7 — — — 27.7
— — — — — — (4.2 — (4.7
— — — — (24.9) — — — (24.9)
_ — — — — — — 7.2 (7.9
— — — (45.9 — — — 0.2 (45.7)
— — — — 9.9 9.9 — — —
— — — — 472.5 — — 18.2 490.¢
— — — — — 3,426. — — 3,426..
— — — — — (99.0 — — (99.0
— — — — — 115.2 — 0.1 115.¢
— — — — — 44.¢ — — 44.¢
3,978.1
$ — 3 01 $ 45 $ 9,480.0 $ 4,180.: $ (14340 $  (4722.) $ 98.C $ 7,606.%
$ — $ 01 $ 45 $ 9,492¢ $ 4,160.7 $ (1,042.0 $ (4722)) $ 122.¢ $ 8,016.«
— — — 20.C — — — — 20.C
— — — 34.€ — — — — 34.€
— — — — — 2.3 — 2.3
— — — — (24.9) — — — (24.9)
— — — — — — — (5.6 (5.9
— — — — — — — 14.C 14.C
— — — — (10.9) 10.7 — — —
— — — — (25.9 25.4 — — —
— — — — 4917 — — 74 499.1
— — — — 1,339.( — — 1,339.(
— — — — — (37.9 — — (37.9
— — — — — 9.1 — 0.1 9.2
— — — — — 171.¢ — — 171.¢
1,981.¢
$ — $ 01 $ 45 $ 9,547t $ 4591.¢ $ 476.6 $ (4,725.0 $ 138.6 $ 10,034..
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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 ta
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

Real estate sol

Net purchases of property and equipn

Purchases of interest in subsidiaries, net of eaghirec

Net change in other investmel

Net cash provided by investing activiti

For the nine months endec

September 30,

2010 2009
(in millions)

499.1 $ 490.¢
211.¢ 70.4
(367.5) (361.0)
(18.4) 8.C
(56.7) (101.0)
(30.9) (106.9)
1,004.¢ 1,189.¢
22.1 128.C
132.¢ 285.1
131.2 104.
(42.4) (41.7)
42.¢ 49.4
— (25.1)
33.€ 3.2
34.1 26.€
333.8 73.5
1,430.¢ 1,303.¢
1,929t 1,794..
(5,226.9) (6,600.)
1,374.. 3,770.f
3,608.¢ 3,146.(
(662.9) (271.9)
1,238.° 1,247
(23.6) (50.2)
— 22.1
(11.9) (20.6)
= (45.7)

8.8 (40.€)
305.¢ $ 1,156.:




Table of Contents

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

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 preferred stockholde

Issuance of lor-term debr

Principal repayments of lo-term debt

Net proceeds from (repayments of) s-term borrowings
Investment contract depos

Investment contract withdrawe

Net increase in banking operation depa

Other

Net cash used in financing activiti

Net increase in cash and cash equival

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

See accompanying notes.

For the nine months endec

September 30,

2010 2009
(in millions)
20 $ 1,123.(
(2.9 (4.1)
78.€ 121.:
(36.2) (57.7)
0.8 0.2
(24.7) (24.7)
1.7 745.]
(8.9 (465.9)
27.1 (397.9
3,015.7 3,438.:
(5,311.6) (6,871.)
36.C 80.2
(3.2) (4.5)
(2,207.0) (2,317.)
28.4 633.2
2,240.¢ 2,608.(
2,268.8 $ 3,241.:
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements
September 30, 2010
(Unaudited)

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

The accompanying unaudited consolidated finantééments 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 Fa8¥Q and Article 10 of Regulation S-X.
In the opinion of management, all adjustments (isting of normal recurring accruals) consideredassery for a fair presentation have been
included. Operating results for the three and mioeths ended September 30, 2010, are not necgssditative of the results that may be
expected for the year ended December 31, 2010€eTihexim unaudited consolidated financial stateimehould be read in conjunction with
our annual audited financial statements as of Déeerdl, 2009, included in our Form 10-K for theryeaded December 31, 2009, filed with
the United States Securities and Exchange Commigs&iC"). The accompanying consolidated stateroéfinancial position as of
December 31, 2009, has been derived from the aldiesolidated statement of financial positiondn#s not include all of the information
and footnotes required by U.S. GAAP for completaficial statements.

Recent Accounting Pronouncements

In October 2010, the Financial Accounting Stand&dard (“FASB”)issued authoritative guidance that modifies thénitedn 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 conseling. This guidance will be effective
for us on January 1, 2012, with retrospective @gfitbn permitted but not required. We are curreatlgluating the impact this guidance will
have on our consolidated financial statements.

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 provigiitative 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 reportingoplewill be effective for us in our December 31, @p&onsolidated financial
statements. Disclosures required by the guidarater¢tate to an activity that occurs during a réipgrperiod will be effective for us on
January 1, 2011. We do not anticipate this guidavitdnave a material impact on our consolidatathficial statements.

In April 2010, the FASB issued authoritative guidaraddressing how investments held through theagpaccounts of an insurar
entity affect the entity’s consolidation analysitis guidance clarifies that an insurance entityudth not consider any separate account
interests held for the benefit of policyholderaiminvestment to be the insurer’s interests andldhwt combine those interests with its
general account interest in the same investmenihabsessing the investment for consolidation. ghidance will be effective for us on
January 1, 2011, and will not have a material ihpacour consolidated financial statements.

In March 2010, the FASB issued authoritative gu@athat amends and clarifies the guidance on etiafuaf credit derivatives
embedded in beneficial interests in securitizedrfoial assets, including asset-backed securitiedjtdinked notes, collateralized loan
obligations and collateralized debt obligations@¥@s”). This guidance eliminates the scope excegdtomifurcation of embedded credit
derivatives in interests in securitized financisdets, unless they are created solely by suboiaiinet one financial instrument to another. '
adopted this guidance effective July 1, 2010, dedted the fair value option for our fixed matwegiwithin the scope of this guidance,
effectively reclassifying them from available-faals to trading. The cumulative change in accounpirigciple related to unrealized losses on
these fixed maturities resulted in a net $25.4iomiHecrease to retained earnings, with a correfipgnincrease to accumulated other
comprehensive income.
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements — (comtied)
September 30, 2010
(Unaudited)

1. Nature of Operations and Significant Accounting?olicies — (continued)

In January 2010, the FASB issued authoritative giuie that requires new disclosures related tosédire measurements and clari
existing disclosure requirements about the levelisdggregation, inputs and valuation techniqupscHically, reporting entities now must
disclose separately the amounts of significantstiens in and out of Level 1 and Level 2 fair valneasurements 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 settlefkatguidance clarifies that a reporting entity reeiduse judgment in determining the
appropriate classes of assets and liabilities iEmassure of fair value measurement, consideriedelrel 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 ahitities. This guidance was effective for us onukmy 1, 2010, except for the disclosures
about purchases, sales, issuances and settlemeéhésrieconciliation for Level 3 fair value measueats, which will be effective for us on
January 1, 2011. This guidance will not have a rratenpact on our consolidated financial statersent

In June 2009, the FASB issued authoritative guidandmprove the relevance, representational faliielss and comparability of the
information that a reporting entity provides infitsancial reports about a transfer of financiaeds; the effects of a transfer on its financial
position, financial performance and cash flows; arichnsferor’s continuing involvement in transéerfinancial assets. The most significant
change is the elimination of the concept of a dyalj special-purpose entity (“QSPE”). Therefora;mher QSPES, as defined under previous
accounting standards, should be evaluated for didason by reporting entities on and after theseffve date in accordance with the
applicable consolidation guidance. This guidancs affective for us on January 1, 2010, and didhaee a material impact on our
consolidated financial statements.

Also in June 2009, the FASB issued authoritativielgiice related to the accounting for VIES, whiclkeads prior guidance and
requires an enterprise to perform an analysis teradene whether the enterprise’s variable inteoeshterests give it a controlling financial
interest in a VIE. This analysis identifies thenpary beneficiary of a VIE as the enterprise withtfle power to direct the activities of a VIE
that most significantly impact the entity’s economérformance and (2) the obligation to absorbdsss the entity or the right to receive
benefits from the entity that could potentiallydignificant to the VIE. In addition, this guidan@guires ongoing reassessments of wheth
enterprise is the primary beneficiary of a VIE. thermore, we are required to enhance disclosuegsuifi provide users of financial
statements with more transparent information abownterprise’s involvement in a VIE. The enhargiedlosures are required for any
enterprise that holds a variable interest in a WIfe. adopted this guidance prospectively effectaveudry 1, 2010. Due to the implementation
of this guidance, certain previously unconsolidatéiels were consolidated and certain previously otidated VIEs were deconsolidated. 1
cumulative change in accounting principle from a@apthis guidance resulted in a net $10.7 milliatrease to retained earnings and a net
$10.7 million increase to accumulated other comgmsive income. In February 2010, the FASB issuedna@ndment to this guidance. The
amendment indefinitely defers the consolidatiorunemments for reporting enterprises’ interestsritities that have the characteristics of
investment companies and regulated money markesfurhis amendment was effective January 1, 20iddal not have a material impact
to our consolidated financial statements. The meguilisclosures are included in our consolidatedrftial statements. See Note 3, Variable
Interest Entities, for further details.

Separate Accounts

At September 30, 2010 and December 31, 2009, fherae accounts include a separate account vallg8a.5 million and
$191.5 million, respectively, which primarily indas shares of our stock that were allocated anéds® 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 calounlgtiin the consolidated statements of financialtjum, the separate account shares are
recorded at fair value and are reported as sepatatrint 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.
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements — (comtied)
September 30, 2010
(Unaudited)

2. Goodwill

The changes in carrying value of goodwill repoiitedur operating segments for the nine months es#gdember 30, 2010, were as
follows:

International

Asset
Management U.S.
U.S. Asset Global Asset and Insurance
Accumulation Management Accumulation Solutions Corporate Consolidated
(in millions)
Balances at January 1, 201 $ 726 $ 169.C $ 56.2 $ 434 $ 451 $ 386.4
Impairment — — — — (43.€) (43.€)
Foreign currency translatic — — aL{e — — 1.C
Balances at September 30, 2010 $ 726 $ 169.C $ 572 § 434 % 1t $ 343.¢

On September 30, 2010, we announced our decisiexittthe group medical insurance business. Thesiegonstituted a substantive
change in circumstances that would more likely thanreduce the fair value of our group medicalifasce reporting unit below its carrying
amount. Accordingly, we performed an interim godtimpairment test as of September 30, 2010. Assalt of the shortened period of
projected cash flows, we determined that the golbdelated to this reporting unit within our Corpe operating segment was impaired al
was written down to a value of zero. We record&d &6 million pre-tax impairment loss as an opaéxpense in the consolidated
statements of operations during both the threenamelmonths ended September 30, 2010. We had o sitinificant impairments as of
September 30, 2010.

3. Variable Interest Entities

We have relationships with and may have a varisiézest 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 r@guired to consolidate the entity in our
financial statements. On January 1, 2010, we adapithoritative guidance that changed the methatetdrmining the primary beneficiary
a VIE. Prior to January 1, 2010, the primary besiafy was the enterprise who absorbed the majofitiie entity’s expected losses, received
a majority of the expected residual returns or bétte new guidance identifies the primary benefica a VIE as the enterprise with (1) the
power to direct the activities of a VIE that mogfraficantly impact the entity’s economic perforntanand (2) the obligation to absorb losses
of the entity or the right to receive benefits frtime entity that could potentially be significaatthe VIE. The guidance also requires ongoing
assessment of whether we are the primary bengfiofaa VIE. See further discussion of the adoptioNote 1, Nature of Operations and
Significant Accounting Policies.

Consolidated Variable Interest Entities
Grantor Trusts

We contributed undated subordinated floating ratesto three grantor trusts. The trusts sepathtedash flows by issuing an
interest-only certificate and a residual certifecatlated to each note contributed. Each intenelst-eertificate 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. Vé&ined the interest-only certificates and thélred certificates were subsequently sold to
third parties.

We have determined these grantor trusts are VIEgalinsufficient equity to sustain them. As ouenest-only certificates are
exposed to the majority of the risk of loss du@aterest rate risk, we determined we were the pyrbaneficiary prior to January 1, 2010.
Beginning January 1, 2010, we determined we rethaiprimary beneficiary as a result of our conttitru of securities into the trusts.

10
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements — (comtied)
September 30, 2010
(Unaudited)

3. Variable Interest Entities — (continued)
Collateralized Private Investment Vehicles

We invest in synthetic CDOs, collateralized bontigattions, collateralized loan obligations, collaézed commodity obligations
and other collateralized structures, which are WEs to insufficient equity to sustain the entifjesllectively known ascollateralized privat
investment vehicles”). The performance of the nofebese structures is primarily linked to a stit portfolio by derivatives; each note has
a specific loss attachment and detachment poirg.nbites and related derivatives are collateralzed pool of permitted investments. The
investments are held by a trustee and can onligbi&lated to settle obligations of the trusts. Ehebligations primarily include derivatives,
financial guarantees and the notes due at matritgrmination of the trusts.

Prior to January 1, 2010, we determined we wergthmsary beneficiary of a certain number of thestties due to the nature of our
direct investment in the VIEs. As of December 3102, we consolidated five collateralized privatesistment vehicles with assets of $135.7
million. Upon adoption of the new accounting guidams of January 1, 2010, we determined we wetenyer the primary beneficiary of
three of these entities with assets of $65.4 mnillléor these three entities, we do not controbgsions affecting the economic performance
of the entities and we were not involved with tiesign of the entities. As of September 30, 2010¢@rdinue to hold $55.0 million of
investments in these entities classified on thesolidiated statements of financial position as fireaturities, available-for-sale or fixed
maturities, trading. We also determined we areptimaary beneficiary of two additional collateralizprivate investment vehicles. For all the
collateralized structures consolidated as of Sep&er80, 2010, we are the primary beneficiary begawes act as the investment manager of
the underlying portfolio and we have an ownershtpriest.

Commercial Mortgage-Backed Securities

In September 2000, we sold commercial mortgageslt@a real estate mortgage investment conduit ffe trust issued various
commercial mortgage-backed securities (“CMBS”")ifiedtes using the cash flows of the underlying ooencial mortgages it purchased.
Prior to January 1, 2010, this entity was scopeddbthe consolidation guidance as a QSPE. Basdenew accounting guidance, the
previous scope exception for QSPEs no longer eaigdsthis entity is now a VIE due to the entity ingvinsufficient equity to sustain itself.
We have determined we are the primary beneficiany@retained the special servicing role for treetswithin the trust as well as the
ownership of the bond class which controls theaterbl kick out rights of the special servicer.

Hedge Funds

We are a general partner with an insignificant ggosvnership in various hedge funds. These entititesdeemed VIEs due to the
equity owners not having decision-making abilitgf@&e January 1, 2010, we consolidated these Viiega our related parties’ ownership.
Beginning January 1, 2010, we continue to constitizese entities due to our control through ounagament relationship, related party
ownership and our fee structure in certain of tifaeds. These entities contain various fixed méesiheld as available-for-sale and trading
and equity securities held as trading.
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3. Variable Interest Entities — (continued)

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

September 30, 201
Fixed maturities, availak-for-sale $ 236.7 $ 147 $ — 3 — 3 251.¢
Fixed maturities, tradin — 162.2 — — 162.2
Equity securities, tradin — — — 69.2 69.2
Other investment — — 129.1 0.1 129.2
Cash and cash equivalel — 55.C — 95.C 150.C
Accrued investment incon 0.8 0.1 0.8 — 1.7
Premiums due and other receivat — 1.5 — 28.7 30.2

Total asset $ 2375 $ 233t $ 129.¢ $ 193.1 $ 794.(
Deferred income taxe $ 28 % — 3 — 3 (0.5 $ 2.C
Other liabilities (1) 143.% 162.: 97.¢ 64.5 467.1

Total liabilities $ 145.¢ $ 162.1 $ 97.¢ $ 64.C $ 469.7

(1) Grantor trusts contain an embedded derivatiweforecasted transaction to deliver the undeg\gacurities; collateralized private
investment vehicles include derivative liabilitiéi®ancial guarantees and obligation to redeemsatenaturity or termination of the trt
CMBS includes obligation to the bondholders; anddeefunds include liabilities to securities brokers

(2) The consolidated statements of financial positiatuded a $127.9 million noncontrolling interest fedge funds.

We did not provide financial or other support teestees designated as consolidated VIEs durinthtbe or nine months ended
September 30, 2010.

Unconsolidated Variable Interest Entities
Invested Securitie

We hold a significant variable interest in a numbieYIEs where we are not the primary benefici@wr investments in securities
issued by these VIEs are reported in fixed maasgjtavailable-for-sale and fixed maturities, trgdimthe consolidated statements of financial
position and are described below.

VIEs include CMBS, residential mortgage-backed stes and asset-backed securities. All of theg#ieswere deemed VIEs upon
the removal of the QSPE scope exception becausthiey within these entities is insufficient testain them. We currently are not the
primary beneficiary in any of the entities withimese categories of investments. This determinat@sbased primarily on the fact we do not
own the class of security that controls the unitdtaght 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 manageai®eurrently not the primary beneficiary of thes#ateralized private investment vehicles
primarily because we do not control the economifgomance of the entities and were not involvechitite design of the entities.

We have invested in various VIE trusts as a deludnoAll of these entities are classified as Vil to insufficient equity to sustain
them. Prior to January 1, 2010, we had performedaatitative analysis and concluded that althougtheld a significant variable interest in
these entities we were not the primary beneficiug to lack of majority of the risk of loss or basa they were scoped out as a QSPE.
Beginning January 1, 2010, we concluded we arehmoprimary beneficiary primarily because we docwmitrol the economic performance
the entities and were not involved with the desifjthe entities.
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3. Variable Interest Entities — (continued)

The carrying value and maximum loss exposure foruogonsolidated VIEs are as follows:

Maximum exposure to

Asset carrying value loss (1)
(in millions)
September 30, 201
Fixed maturities, availak-for-sale:
Corporate $ 439.2 $ 367.4
Residential mortga-backed securitie 3,003.¢ 2,867.t
Commercial mortga¢-backed securitie 3,814.¢ 4,570.¢
Collateralized debt obligatior 253.2 369.¢
Other debt obligation 3,128.: 3,180.¢
Fixed maturities, trading
Residential mortga-backed securitie 206.7 206.7
Commercial mortga¢-backed securitie 3.5 3.5
Collateralized debt obligatior 84.t 84.t
Other debt obligation 120.% 120.%

(1) Our risk of loss is limited to our initial ingegment measured at amortized cost for fixed magsritivailable-for-sale and to fair value for
our fixed maturities, 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 September 30, 2010, these VIEs heldldillion in total assets. We chose to
contribute $3.2 million to these VIEs during botie three and nine months ended September 30, Rldmpetitive reasons and have no
contractual obligation to further contribute to fhads.
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4. Investments
Fixed Maturities and Equity Securities

Fixed maturities include bonds, asbetked securities, redeemable preferred stock amaiic nonredeemable preferred stock. Ec
securities include mutual funds, common stock amttedeemable preferred stock. We classify fixedunités and equity securities as either
available-for-sale or trading at the time of theghase and, accordingly, carry them at fair vaiee Note 10, Fair Value Measurements, for
methodologies related to the determination ofvalue. Unrealized gains and losses related toablailfor-sale securities, excluding those in
fair value hedging relationships, are reflectedtockholders’ equity, net of adjustments relatedeferred policy acquisition costs (“DPAC”),
sales inducements, unearned revenue reservesatilegs/in cash flow hedge relationships and applecancome taxes. Unrealized gains and
losses related to hedged portions of availablesébe-securities in fair value hedging relationslaipd mark-to-market adjustments on certain
trading securities are reflected in net realizeuitahgains (losses). We also have trading seesrjtortfolios that support investment strate
that involve the active and frequent purchase atelef fixed maturities. Mark-to-market adjustmergtated to these trading securities are
reflected in net investment 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 equityusiies classified as available-for-sale is adjddte 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 losseséotain fixed maturities, available-for-sale repd in other comprehensive income
(“OCI"). For loan-backed and structured securiti#s,recognize income using a constant effectivielyaased on currently anticipated cash
flows.

The amortized cost, gross unrealized gains an@ésosgher-thatemporary impairments in OCI and fair value of fixaaturities an
equity securities available-for-sale are summaragtbllows:

Other-than-
Gross Gross temporary
unrealized unrealized impairments in
Amortized cost gains losses OCI Fair value
(in millions)
September 30, 2010
Fixed maturities, availak-for-sale:
U.S. government and agenc $ 554.7 $ 26.C $ — 3 — 3 580.7
Non-U.S. government 763.7 170.t — — 934.2
States and political subdivisio 2,315.: 115.¢ 4.5 — 2,426.¢
Corporate 33,163.! 2,535.¢ 502.% 27.€ 35,169.!
Residential mortga-backed securitie 2,867.t 136.% 0.8 — 3,003.¢
Commercial mortga¢-backed securitie 4,570.¢ 117.: 670.2 203. 3,814.¢
Collateralized debt obligatior 369.4 0.¢ 86.7 30.3 253.c
Other debt obligation 3,180.¢ 85.1 55.¢ 81.4 3,128.:
Total fixed maturities, availak-for-sale $ 47,785 $ 3,188.! $ 1,320.¢ $ 3427 $  49,310.
Total equity securities, availal-for-sale $ 180.C $ 84 $ 14.€ $ 173.¢
December 31, 200!
Fixed maturities, availak-for-sale:
U.S. government and agenc $ 550.1 $ 91 $ 0t $ — 3 558.1
Non-U.S. government 741.% 114.¢ 1.4 — 854.¢
States and political subdivisio 2,008." 53.4 13.t — 2,048.¢
Corporate 32,767.( 1,296.¢ 1,075.( 58.C 32,930.¢
Residential mortga-backed securitie 3,049.t 87.4 3.8 — 3,133.:
Commercial mortga¢-backed securitie 4,898.( 20.¢ 1,211t 107.7 3,599.
Collateralized debt obligatior 607.t 1.8 200.7 39.C 369.¢
Other debt obligation 2,994.; 34.€ 229.¢ 73.7 2,725.:
Total fixed maturities, availak-for-sale $ 47616.. $ 1,618.8 $ 2,736.. $ 2784 $  46,220.(
Total equity securities, availal-for-sale $ 2311 $ 17z $ 34.c $ 214.(
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4. Investments — (continued)

The amortized cost and fair value of fixed matastavailable-for-sale as of September 30, 201@pbyractual maturity, were as
follows:

Amortized cost Fair value
(in millions)
Due in one year or le: $ 2,436.¢ $ 2,490.¢
Due after one year through five ye 13,442.. 14,145
Due after five years through ten ye 9,278.¢ 9,987.:
Due after ten yeal 11,639.¢ 12,487..
Subtotal 36,797.! 39,111.(
Mortgagebacked and other as-backed securitie 10,988.. 10,199.!
Total $ 47,785 $ 49,310.!

Actual maturities may differ because issuers masetibe right to call or prepay obligations. Ourtfaio is diversified by industry,
issuer and asset class. Credit concentrations anaged 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 gadtment sales and periodic settlements on derastiot designated as hedges, gains and
losses related to other-than-temporary impairmestgain trading securities, certain seed monegstments, fair value hedge and cash flow
hedge ineffectiveness, mark-to-market adjustmemtdesivatives not designated as hedges, chandke imortgage loan valuation allowance
and impairments of real estate held for investnagatreported as net realized capital gains (losbesstment gains and losses on sales of
certain real estate held for sale, which do nottriteecriteria for classification as a discontinugetration, are reported as net investment
income and are excluded from net realized capéaigy(losses). We also have trading securitiesgims that support investment strategies
that involve the active and frequent purchase atelaf fixed maturities for which the mark-to-matrlagljustments are reported as net
investment income and are excluded from net redlizpital gains (losses). The major component&bfealized capital gains (losses) on
investments are summarized as follows:

For the three months ended For the nine months ended

September 30, September 30,
2010 2009 2010 2009
(in millions)
Fixed maturities, availak-for-sale:
Gross gain: $ 108 $ 43¢ 3 51.: $ 107.¢
Gross losse (62.9) (154.9 (285.9) (505.9)
Portion of other-than-temporary impairment losses
recognized in OC 6.3 45.: 64.2 162.¢
Hedging, ne 80.¢ 68.2 257.¢ (165.9)
Fixed maturities, tradin 11.€ 15.7 26.2 57.t
Equity securities, availak-for-sale:
Gross gain: 0.¢ 12.€ 8.7 25.1
Gross losse (0.7) (21.7) (2.9 (35.9)
Equity securities, tradin .7 19.2 6.1 29.¢
Mortgage loan: (29.79) (39.9) (128.]) (115.¢)
Derivatives (25.9 (64.5) (232.9) 197.€
Other (21.9) 8.8 101.¢ (42.9)
Net realized capital loss: (20.9) $ (66.6) $ (132.6) $ (285.))

Proceeds from sales of investments (excludingacall maturity proceeds) in fixed maturities, avdéafor-sale were $0.2 billion and
$2.1 billion for the three months ended SeptembBe2810 and 2009, and $1.3 billion and $3.7 bilionthe nine months ended
September 30, 2010 and 2009, respectively.
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4. Investments — (continued)
Other-Than-Temporary Impairments

We have a process in place to identify fixed mégsiand equity securities that could potentiallyda credit impairment that is
other than temporary. This process involves moimitpmarket events that could impact issuers’ credihgs, 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, all securities are revieteedetermine whether an other-than-temporary dedfirvalue exists and whether
losses should be recognized. We consider releaatd ind circumstances in evaluating whether dtaethterest rate-related impairment of
a security is other than temporary. Relevant fantscircumstances considered include: (1) the exieh length of time the fair value has
been below cost; (2) the reasons for the declinalne; (3) the financial position and access itahof the issuer, including the current and
future impact of any specific events and (4) faefl maturities, our intent to sell a security oretlter it is more likely than not we will be
required to sell the security before the recovényscamortized cost which, in some cases, maynekte maturity and for equity securities,
ability and intent to hold the security for a pelriaf time that allows for the recovery in value. the extent we determine that a security is
deemed to be other than temporarily impaired, grairment loss is recognized.

Impairment losses on equity securities are receghiz net income. The way in which impairment Issse fixed maturities are
recognized in the financial statements is depenaleniie facts and circumstances related to thdfgpsecurity. If we intend to sell a security
or it is more likely than not that we would be riqd to sell a security before the recovery ofitsortized cost, less any current period credit
loss, we recognize an other-than-temporary impaitrimenet income for the difference between amedizost and fair value. If we do not
expect to recover the amortized cost basis, weotlplan to sell the security and if it is not mdikely than not that we would be required to
sell a security before the recovery of its amodizest, less any current period credit loss, thegrition of the other-than-temporary
impairment is bifurcated. We recognize the creaislportion in net income and the noncredit logtgoin OCI.

We estimate the amount of the credit loss compookatfixed maturity security impairment as thefetiénce between amortized ¢
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 sdtyuat the date of purchase or the current yielddcrete an asset-backed or floating rate
security. The methodology and assumptions for éstabg the best estimate cash flows vary dependimthe type of security. The asset-
backed securities cash flow estimates are basbomh specific facts and circumstances that maydekollateral characteristics,
expectations of delinquency and default rates, desgrity and prepayment speeds and structurabsyppcluding subordination and
guarantees. The corporate bond cash flow estinaa¢ederived from scenario-based outcomes of expectgorate restructurings or
liquidations using bond specific facts and circuamses including timing, security interests and kmsgerity.

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

For the three months endec For the nine months endec
September 30, September 30,
2010 2009 2010 2009
(in millions)
Fixed maturities, availak-for-sale $ (56.2) $ (153.0 $ (251.9) $ (498.9)
Equity securities, availat-for-sale 0.2 9.9 4.1 (11.2)
Total other-than-temporary impairment losses, et o
recoveries from the sale of previously impairecLisgies ~ $ (5.9 $ (162.9) $ (2476 $ (510.0
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4. Investments — (continued)
The change in accumulated credit losses associatieather-than-temporary impairments on fixed miies for which an amount

related to credit losses was recognized in neizeghkapital gains (losses) and an amount relatedicredit losses was recognized in OCI
(“bifurcated credit losses”) is summarized as foko

For the three months endec For the nine months endec
September 30, September 30,
2010 2009 2010 2009
(in millions)
Total other-than-temporary impairments on fixed umiéies
for which an amount related to noncredit losses was
recognized in OC $ 21 % (1139 $ (156.5 $ (312.%)
Noncredit loss recognized in O 6.3 45.3 64.2 162.¢
Credit loss impairment recognized in net realizaplital losse
(1) $ 84 $ (67.9 $ (92.2) $ (150.0)

(1) Includes additions to bifurcated credit losses gaixed in net realized capital gains (losses) dutiire period for fixed maturities for
which an other-than-temporary impairment was neviausly recognized and additional credit lossegfeviously recognized other-
than-temporary impairments of $36.0 million and R6&illion for the three months ended Septembe2B@0 and 2009, respectively,
and $176.3 million and $151.7 million for the nimenths ended September 30, 2010 and 2009, resplgciihese losses are offset by
reductions for previously recognized bifurcateddartosses on fixed maturities now sold or intentietle sold and fixed maturities
reclassified from available-for-sale to trading,ievhdid not impact net income for the period, ofi$4million and $1.3 million for the
three months ended September 30, 2010 and 20@@ctasly, and $84.1 million and $1.6 million fdret nine months ended
September 30, 2010 and 2009, respectively. Seerduiét loss rollforward table below for further dig$ on bifurcated credit losses.

Non-bifurcated other-than-temporary impairment ésssiet of recoveries from the sale of previouslgdired available-for-sale
securities, for fixed maturities recognized in regtlized capital gains (losses) during the periedev$13.9 million and $38.5 million for
the three months ended September 30, 2010 and g8@fectively, and $11.1 million and $184.7 millfon the nine months ended
September 30, 2010 and 2009, respectively.

The following table provides a rollforward of acculated credit losses for fixed maturities with bifated credit losses. The purpose
of the table is to provide detail of (1) additidnghe bifurcated credit loss amounts recognizetkirealized capital gains (losses) during the
period and (2) decrements for previously recognlzifdcated credit losses where the loss is nodomifurcated and/or there has been a
positive change in expected cash flows or accretfghe bifurcated credit loss amount.

For the three months endec For the nine months endec
September 30, September 30,
2010 2009 2010 2009
(in millions)
Beginning balanc $ (303.00 $ (100.¢) $ (204.7) $ (18.5)
Credit losses for which an other-than-temporarydimpent
was not previously recognizi (3.7 (55.29) (97.9 (127.5
Credit losses for which an other-than-temporaryampent
was previously recognize (32.9) (24.0 (78.9) (24.2)
Reduction for credit losses previously recognizedixed
maturities now sold or intended to be s — 1.2 39.7 1€
Reduction for credit losses previously recognizedixed
maturities reclassified to trading ( 44.4 — 44 .4 —
Reduction for positive changes in cash flows exgtd be
collected and amortization ( 0.€ 0.7 2.8 0.8
Ending balanc $ (294.00 $ (167.¢) $ (294.00 $ (167.9)

(1) Fixed maturities previously classified as takale-for-sale have been reclassified to trading essult of electing the fair value option
upon adoption of accounting guidance related teetlauation of credit derivatives embedded in bierafinterests in securitized
financial assets.

(2) Amounts are recognized in net investment ineom
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4. Investments — (continued)
Gross Unrealized Losses for Fixed Maturities and Egjty Securities
For fixed maturities and equity securities avaiafilir-sale with unrealized losses, including otthem-temporary impairment losses

reported in OCI, as of September 30, 2010, thesguosealized losses and fair value, aggregatedu®sitment category and length of time
that individual securities were in a continuousaatized loss position are summarized as follows:

September 30, 2010

Less than Greater than or
twelve months equal to twelve months Total
Gross Gross Gross
Carrying unrealized Carrying unrealized Carrying unrealized
value losses value losses value losses
(in millions)
Fixed maturities, availak-for-sale:
Non-U.S. government $ 0.8 $ — 3 — $ — $ 0.8 $ —
States and political subdivisio 37.2 i3 76.3 3.0 113t 4.t
Corporate 845.¢ 28.4 4,328t 501.¢ 5,173.¢ 530.:
Residential mortgage-backed
securities 107.¢ 0.8 0.t — 108.: 0.8
Commercial mortgage-backed
securities 267.t 3.7 1,306.: 869.¢ 1,573, 873.¢
Collateralized debt obligatior 11.€ 0.3 224.F 116.7 236.1 117.C
Other debt obligation 225.¢ 2.t 636.5 134.¢ 861.¢ 137.c
Total fixed maturities, availat-for-sale  $ 1,495.. $ 372 $ 6,5672.8 $ 1,626.0 $ 8,068.. $ 1,663.!
Total equity securities, availal-for-sale  $ 407 $ 713 821 § 75 8 122.¢ § 14.¢

Of the total amounts, Principal Life Insurance Camygs (“Principal Life”) consolidated portfolio regpsented $7,706.4 million in
available-for-sale fixed maturities with gross waiized losses of $1,615.3 million. Principal Lifesnsolidated portfolio consists of fixed
maturities where 71% were investment grade (ratéd ghrough BBB-) with an average price of 83 (camgyvalue/amortized cost) at
September 30, 2010. Gross unrealized losses ifixeat maturities portfolio decreased during theenmonths ended September 30, 2010,
primarily due to a decline in interest rates. Therdase is primarily attributed to the corporaté @mmercial mortgage-backed securities
sectors.

For those securities that had been in a loss paditir less than twelve months, Principal Life’sisolidated portfolio held 195
securities with a carrying value of $1,370.5 milliand unrealized losses of $31.2 million reflecémgaverage price of 98 at September 30,
2010. Of this portfolio, 85% was investment gragagd AAA through BBB-) at September 30, 2010, vaifisociated unrealized losses of
$20.0 million. The losses on these securities ¢canguily be attributed to changes in market interates and changes in credit spreads since
the securities were acquired.

For those securities that had been in a continlasssposition greater than or equal to twelve mgrhincipal Life’s consolidated
portfolio held 849 securities with a carrying vabfe$6,335.9 million and unrealized losses of $4,%8nillion. The average rating of this
portfolio was BBB with an average price of 80 ap@enber 30, 2010. Of the $1,584.1 million in uniead losses, the commercial mortgage-
backed securities sector accounts for $869.8 millicunrealized losses with an average price dridan average credit rating of BBB+. The
remaining unrealized losses consist primarily %4 million within the corporate sector at Septem®0, 2010. The average price of the
corporate sector was 90 and the average credigratas BBB. The losses on these securities carapitinbe attributed to changes in market
interest rates and changes in credit spreads giecgecurities were acquired.
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4. Investments — (continued)

For fixed maturities and equity securities avaiafilr-sale with unrealized losses, including otthem-temporary impairment losses
reported in OCI, as of December 31, 2009, the guossalized losses and fair value, aggregated\msiment category and length of time
individual securities were in a continuous unreaditoss position are summarized as follows:

December 31, 200!

Less than Greater than or
twelve months equal to twelve months Total
Gross Gross Gross
Carrying unrealized Carrying unrealized Carrying unrealized
value losses value losses value losses
(in millions)
Fixed maturities, availak-for-sale:
U.S. government and agenc $ 327 % 04 $ 1C $ 01 $ 337 $ 0.t
Non-U.S. government 24.¢ 0.t 36.€ 0.9 61.2 1.4
States and political subdivisio 242.¢ 1.6 247.¢ 11.€ 490.7 13.t
Corporate 2,595.¢ 69.2 7,958.: 1,063.¢ 10,554.: 1,133.(
Residential mortgage-backed
securities 491.¢ 3.7 0.6 0.1 492t 3.8
Commercial mortgage-backed
securities 468.1 16.7 2,217.: 1,302.k 2,685.. 1,319.:
Collateralized debt obligatior — — 366.1 239.7 366.1 239.7
Other debt obligation 335.4 23.4 902.< 280.1 1,237." 303t
Total fixed maturities, availat-for-sale  $ 4,191 $ 1156 $ 11,730 $ 2,898.¢( $ 15921 $ 3,014.¢
Total equity securities, availal-for-sale  $ 44 $ 01 $ 116.1 § 34z § 1205 § 34.c

Of the total amounts, Principal Life’s consolidagsattfolio represented $14,979.2 million in avaitafor-sale fixed maturities with
unrealized losses of $2,928.9 million. Principdkls consolidated portfolio consists of fixed maies where 83% were investment grade
(rated AAA through BBB-) with an average price df @arrying value/amortized cost) at December BD92 Due to the credit disruption that
began in the last half of 2007 and continued i uarter of 2009, which reduced liquidity aed to wider credit spreads, we saw an
increase in unrealized losses in our securitiefgmr. The unrealized losses were more pronouricdde corporate sector and in structured
products, such as commercial mortgage-backed siesuigollateralized debt obligations and assekéasecurities (included in other debt
obligations). During the second quarter of 2009 emntinuing through the end of the year, a narrgvdhcredit spreads and improvement in
liquidity resulted in a decrease in the unrealilosses in our securities portfolio relative to yead 2008.

For those securities that had been in a loss paditir less than twelve months, Principal Life’sisolidated portfolio held 406
securities with a carrying value of $3,739.3 milliand unrealized losses of $100.5 million reflegtim average price of 97 at December 31,
2009. Of this portfolio, 97% was investment gragagd AAA through BBB-) at December 31, 2009, vafsociated unrealized losses of
$82.7 million. The losses on these securities canguily be attributed to changes in market interages and changes in credit spreads since
the securities were acquired.

For those securities that had been in a continlaassposition greater than or equal to twelve mgrhincipal Life’s consolidated
portfolio held 1,481 securities with a carryinguelof $11,239.9 million and unrealized losses 08%2.4 million. The average rating of this
portfolio was BBB+ with an average price of 80 adember 31, 2009. Of the $2,828.4 million in urized losses, the commercial mortgage-
backed securities sector accounts for $1,302.5amilh unrealized losses with an average price3cdid an average credit rating of AA-. The
remaining unrealized losses consist primarily d3&8 million within the corporate sector at Decemdg 2009. The average price of the
corporate sector was 88 and the average credigratas BBB. The losses on these securities carapitinbe attributed to changes in market
interest rates and changes in credit spreads giecgecurities were acquired.

Because it was not our intent to sell the fixedurities, available-for-sale with unrealized losaes it was not more likely than not
that we would be required to sell these securitefere recovery of the amortized cost, which maynia¢urity, we did not consider these
investments to be other-than-temporarily impaire8eptember 30, 2010 and December 31, 2009.
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4. Investments — (continued)
Net Unrealized Gains and Losses on Available-for-$&Securities and Derivative Instruments

The net unrealized gains and losses on investmefiteed maturities, available-for-sale; equity sgties, 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 benefits and claims andiegdge income taxes was as follows:

September 30, 201! December 31, 200!

(in millions)

Net unrealized gains (losses) on fixed maturitesilable-for-sale (1) $ 1,794.¢ $ (1,117.9
Noncredit component of impairment losses on fixedurities, availabl-for-sale (342.%) (260.9
Net unrealized losses on equity securities, avie-for-sale (6.2 (17.7)
Adjustments for assumed changes in amortizatiote e (433.9) 211.¢
Adjustments for assumed changes in policyholdéiliiees (248.5) (75.7)
Net unrealized gains on derivative instrume 94.7 16.¢
Net unrealized gains on equity method subsidiam@snoncontrolling interest adjustme 119.: 214.1
Provision for deferred income tax benefits (tav (316.7) 397.1
Effects of implementation of accounting changetegldo variable interest entities, 1 10.7 —
Effects of electing fair value option for fixed maties upon implementation of accounting

change related to embedded credit derivatives 25.4 —
Effects of reclassifying noncredit component ofyiweasly recognized impairment losses ot

fixed maturities, availab-for-sale, ne — (9.9
Net unrealized gains (losses) on avail-for-sale securities and derivative instrume $ 6975 $ (640.9)

(1) Excludes net unrealized gains (losses) on hedgeibps of fixed maturities, available-for-sale inded in fair value hedging
relationships.

Securities Posted as Collateral

We posted $1,140.8 million in fixed maturities &September 30, 2010, to satisfy collateral requnésts primarily associated with
reinsurance arrangement and our derivative craegipart annex (collateral) agreements. In additvem posted $1,747.2 million in commerc
mortgage loans as of September 30, 2010, to satidigteral requirements associated with our obiligeunder funding agreements with the
Federal Home Loan Bank of Des Moines.
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5. Derivative Financial Instruments

Derivatives are generally used to hedge or redypeseire to market risks associated with assetsdreddpected 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 incwo@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 procuesrnof 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 expdsuluctuations in interest rates.

Interest rate swaps are contracts in which we agitheother parties to exchange, at specified irgks, the difference between fixed
rate and floating rate interest amounts based dpseignated market rates or rate indices and amr@ggon 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 liabilitedfding 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 againstebanthe value of the guaranteed minimum withdtdeaefit (“GMWB?) liability. The
GMWSB rider on our variable annuity products prosder guaranteed minimum withdrawal benefits retgamsliof the actual performance of
various equity and/or fixed income funds availallth the product.

Interest rate caps and interest rate floors, whazhbe combined to form interest rate collars cardracts that entitle the purchaser to
pay or receive the amounts, if any, by which a digecmarket rate exceeds a cap strike interest mtfalls below a floor strike interest rate,
respectively, at specified dates. We have entertedmterest rate collars whereby we receive anwifirst specified market rate falls below a
floor strike interest rate, and we pay if a spedfimarket rate exceeds a cap strike interest\Waeuse interest rate collars to manage interest
rate risk related to guaranteed minimum interest [fabilities in our individual annuities contract

A swaption is an option to enter into an interasé Iswap at a future date. We purchase swaptioofésiet existing exposures. We
have also written these options and received aiprarm order to transform our callable liabilitizgo fixed term liabilities. Swaptions
provide us the benefit of the agreed-upon strike ifthe market rates for liabilities are higheith the flexibility to enter into the current
market rate swap if the market rates for liabiditeee lower. Swaptions not only hedge against dlwendide 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 contréloésyalues 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. Weerinto exchange-traded futures with regulatédrés commissions merchants who are
members of a trading exchange. We have used exeheaded futures to reduce market risks from chamgénterest rates and to alter
mismatches between the assets in a portfolio andabilities supported by those assets.

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-denomindtautling agreements we issue, foreign currency-démeted 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.
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5. Derivative Financial Instruments — (continued)

Currency swaps are contracts in which we agree etfthr parties to exchange, at specified intenzakgries of principal and interest
payments in one currency for that of another cuyeGenerally, the principal amount of each curyeisexchanged at the beginning and
termination of the currency swap by each party. ifiterest payments are primarily fixed-to-fixedesadtowever, they may also be fixed-to-
floating rate or floating-tdixed rate. These transactions are entered intsyaut to master agreements that provide for aesimgl payment t
be made by one counterparty for payments madeeisdme currency at each due date. We use curreaps $o 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 rat#sraspect to investments or liabilities
denominated in foreign currencies that we eithéd o intend to acquire or sell. We have also usadency forwards to hedge the currency
risk associated with net investments in foreignrafpens.

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 tieén external equity index as well as
products subject to minimum contractual guarantees.

We may sell an investment-type insurance contrittt aftributes tied to market indices (an embedtierivative 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 valueeoGMWB liability related to the GMWB rider on ouarable annuity product, as previously
explained.

Credit Contracts

Credit risk relates to the uncertainty associatél 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 providinghparable exposure to fixed income
securities that might not be available in the priymaarket. They are also used to hedge credit expssn our investment portfolio. Credit
derivatives are used to sell or buy credit protectin an identified name or names on an unfundegrhetic basis in return for receiving or
paying a quarterly premium. The premium generabigresponds to a referenced name’s credit sprethe atme the agreement is executed. In
cases where we sell protection, at the same timentax 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 namégfined 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.

Other Contracts

Commodity SwapsCommodity swaps are used to sell or buy proteaimeommodity prices in return for receiving or paya
quarterly premium. We have purchased secured kihmgeourse notes from VIEs that are consolidatezlirfinancial results. These VIES
used a commodity swap to enhance the return onvastiment portfolio by selling protection on aistaortfolio of commodity trigger swap
each referencing a base or precious metal. Théofiordbf commodity trigger swaps was a portfoliodi#ep out-of-the-money European puts
on various base or precious metals. The VIEs pexdiiezzanine protection that the average spotwatéd not fall below a certain trigger
price on each commodity trigger swap in the poidfahd received guaranteed quarterly premiumstirmeuntil maturity. At the same time
the VIEs entered into this synthetic transactibeytbought a quality cash bond to match againstahemodity swaps.
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5. Derivative Financial Instruments — (continued)

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 separstiement with the same terms would
qualify as a derivative instrument, the embedded/dtve is bifurcated from the host instrument foeasurement 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 tithe 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 a guaranteed fu
as an investment option in our defined contribuptans in Hong Kong.

We have structured investment relationships witkts we have determined to be VIEs, which are dmtaded in our financial
statements. The notes issued by these trusts molblijations to deliver an underlying securitygsidual 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 providést the contractholder will receive at least tipgincipal deposit back through
withdrawals of up to a specified annual amountpeféhe account value is reduced to zero. Declindgbe equity market may increase our
exposure to benefits under contracts with the GMWB.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. Risk arises from changes itidinezalue of the underlying instruments. We asoadxposed to credit losses in the event of
nonperformance of the counterparties. Our curresditexposure is limited to the value of derivatithat have become favorable to us. This
credit risk is minimized by purchasing such agreetsi&rom financial institutions with high credittiggs and by establishing and monitoring
exposure limits. We also utilize various credit amtements, including collateral and credit triggerseduce the credit exposure to our
derivative instruments.

Our derivative transactions are generally docunteataler International Swaps and Derivatives Assmrialnc. (“ISDA”) Master
Agreements. Management believes that such agresrmpemntide for legally enforceable set-off and closé netting of exposures to specific
counterparties. Under such agreements, in conmegiith an early termination of a transaction, we jpermitted 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 a@ul cash collateral or the obligation to returnhcesllateral against fair value amounts
recognized for derivative instruments executed wWithsame counterparties under master netting mgres.

We posted $327.0 million and $273.7 million in casld securities under collateral arrangements &gpfember 30, 2010, and
December 31, 2009, respectively, to satisfy calldteequirements associated with our derivativelitigupport agreements.

Certain of our derivative instruments contain psamis that require us to maintain an investmerderating from each of the major
credit rating agencies on our debt. If the ratingoar debt were to fall below investment gradeyatild be in violation of these provisions and
the counterparties to the derivative instrumentgdeequest immediate payment or demand immediedeoagoing 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 September 30, 2010, andnbec&1, 2009, was $1,533.6 million and $1,139fianj respectively. With respect to
these derivatives, we posted collateral of $327lom and $273.7 million as of September 30, 2@h@d December 31, 2009, respectively, in
the normal course of business, which reflects mgttinder derivative credit support annex agreeméittse credit-risk-related contingent
features underlying these agreements were triggarefkeptember 30, 2010, we would be required tbgoadditional $35.0 million of
collateral to our counterparties.
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5. Derivative Financial Instruments — (continued)

As of September 30, 2010, and December 31, 2009ageeceived $305.8 million and $353.4 milliorspectively, of cash
collateral associated with our derivative credjjsort annex agreements. The cash collateral isdiedl in other assets on the consolidated
statements of financial position, with a correspngdiability reflecting our obligation to returté¢ collateral recorded in other liabilities.

Notional amounts are used to express the extemiohvolvement 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 suctuagncy swaps. Credit exposure represents the grasunt owed to us under derivative
contracts as of the valuation date. The notionaluats and credit exposure of our derivative finahicistruments by type were as follows:

September 30, 2010 December 31, 2009

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

Interest rate sway $ 19,549.. $ 19,588.!

Interest rate collar 500.( —

Swaptions 68.t —

Futures 0.1 43.c
Foreign exchange contracts

Foreign currency sway 4,708.( 5,284..

Currency forward: 79.¢ 91.t
Equity contracts:

Options 1,039.: 818.2

Futures 0.2 84.¢
Credit contracts:

Credit default swap 1,567 . 1,586.¢
Other contracts:

Embedded derivative financial instrume 3,837.( 3,344.!

Commaodity swap — 40.C
Total notional amounts at end of peri $ 31,349.. $ 30,881.!
Credit exposure of derivative instruments
Interest rate contracts

Interest rate sway $ 877.(C $ 579.1

Interest rate collar 14.1 —
Foreign exchange contracts:

Foreign currency sway 499.1 594.¢

Currency forward: 4.1 3.8
Equity contracts:

Options 238.t 149.¢
Credit contracts:

Credit default swap 8.4 15.t
Total gross credit exposu 1,641.: 1,342.¢
Less: collateral receive 344.7 395.¢
Net credit exposur $ 1296 $ 947.(
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5. Derivative Financial Instruments — (continued)

The fair value of our derivative instruments cléisgias assets and liabilities was as follows:

Derivative assets (1) Derivative liabilities (2)
September 30, 2010 December 31, 2009 September 30, 2010 December 31, 2009
(in millions)

Derivatives designated a:

hedging instruments
Interest rate contrac $ 1172 $ 81t $ 547.¢ % 309.1
Foreign exchange contrac 375.% 444 . 131.t 240.¢
Total derivatives designated as

hedging instrument $ 4927 $ 525.¢ § 679.¢ $ 549.%
Derivatives not designated as

hedging instruments
Interest rate contrac $ 6914 $ 433t $ 629.6 $ 336.¢
Foreign exchange contrac 106.: 107.t 60.7 75.C
Equity contract: 238.t 149.¢ — —
Credit contract: 8.4 15.t 213.C 84.C
Other contract o — 200.¢ 128.1
Total derivatives not designated

hedging instrument $ 1,044.¢ $ 706.2 $ 1,104.. $ 623.¢
Total derivative instrumen: $ 1,537 $ 1,232 $ 1,783 $ 1,173.¢

(1) The fair value of derivative assets is reportedhwther investments on the consolidated statenuéritsancial position.

(2) The fair value of derivative liabilities is repadtavith other liabilities on the consolidated staéats of financial position, with the
exception of certain embedded derivative liab&itiEmbedded derivative liabilities with a fair valaf $54.6 million and $23.6 million as
of September 30, 2010, and December 31, 2009, ateeply, are reported with contractholder fundstioa consolidated statements of
financial position.

Credit Derivatives Sold

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

These credit derivative transactions are subjeetémts of default defined within the terms of toatract, which normally consist of
bankruptcy, failure to pay, or modified restructigriof the reference entity and/or issue. If a défaent occurs for a reference name or
security, we are obligated to pay the counterpamtgmount equal to the notional amount of the tislivative 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 purcdgsm®tection would reduce our total
maximum future payments by $10.0 million and $4%ilion as of September 30, 2010, and DecembeRBQ9, respectively. These credit
derivative transactions had a net asset (liabifay)value of $(0.9) million and $2.4 million a§ 8eptember 30, 2010, and December 31,
2009, respectively. Our potential loss could alsgdduced by any amount recovered in the defaottgedings of the underlying credit name.

We purchased certain investment structures witheeltddd credit features that are fully consolidaigd our financial statements.
This consolidation results in recognition of thelarlying credit derivatives and collateral withivetstructure, typically high quality fixed
maturities that are owned by a special purposeciehrhese credit derivatives reference a singfeenar 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.
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5. Derivative Financial Instruments — (continued)

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 undistamiand have not been reduced by
effect of any offsetting transactions, collatematecourse features described above.

September 30, 201/

Weighted
Maximum average
Notional Fair future expected life
amount value payments (in years)
(in millions)
Single name credit default swap:
Corporate dek
AA $ 135.C $ 09 % 135.( 4.1
A 579.( (2.7 579.( 3.0
BBB 175.( (0.9 175.C 14
BB 10.C — 10.C —
Structured financ
B 25.¢€ (21.9) 25.¢€ 6.2
CCC 22.C (20.9) 22.C 9.6
Total single name credit default swaps 946.¢ (45.€) 946.¢ 3.1
Basket and index credit default swap:
Corporate dek
A 6.C (0.7 6.C 1.2
CCC (2) 170.( (247.9 170.C 6.1
Government/municipalitie
A 40.C (9.3 40.C 5.6
Structured financ
AA 20.C (2.7) 20.C 4.7
BBB 5.C (0.5) 5.C 15.2
Total basket and index credit default swaps 241.( (160.5) 241.( 6.0
Total credit default swap protection sold $ 1,187.¢ $ (206.7) $ 1,187.¢ 3.6

(1) The increase from December 31, 2009, resulted frentonsolidation of additional collateralized i investment vehicles due to our
implementation of new authoritative guidance ralatethe accounting for VIEs effective January Q1@
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5. Derivative Financial Instruments — (continued)
December 31, 200!
Weighted
Maximum average
Notional Fair future expected life
amount value payments (in years)
(in millions)
Single name credit default swap:
Corporate dek
AA 135.C $ 0.6) $ 135.( 4.9
A 609.( 1.2 609.( 3.6
BBB 220.( 0.2 220.( 1.8
BB 10.C — 10.C 0.8
Structured financ
AA 9.6 (6.0) 9.6 2.5
BBB 16.C (15.2) 16.C 9.6
CCC 22.C (20.2) 22.C 10.4
Total single name credit default swaps 1,021.¢ (40.6) 1,021.¢ 3.6
Basket and index credit default swap:
Corporate dek
A 6.C (0.7 6.C 2.0
BBB 20.C — 20.C 0.5
CCC 15.C (11.9 15.C 3.0
Government/municipalitie
A 50.C 9.3 50.C 5.1
Structured financ
AA 20.C (5.9 20.C 5.4
BBB 5.C (1.2 5.C 15.¢
Total basket and index credit default swaps 116.C (28.4) 116.C 4.4
Total credit default swap protection sold 1,137.¢  $ (69.0) $ 1,137.¢ 3.6

We also have invested in fixed maturities clasdifis available-for-sale that contain credit defawps that do not require
bifurcation and fixed maturities classified as tradthat contain credit default swaps. These stesrare 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.
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September 30, 201!
Weighted
average
Amortized Carrying expected life
cost value (in years)
(in millions)
Corporate debt
BB $ 25.C % 17.t 6.2
CCcC 50.C 44.5 2.4
CcC 12.1 1.2 5.8
Total corporate debt 87.1 63.2 3.9
Structured finance
AA 9.t 4.8 8.2
BBB 29.t 22.t 5.8
BB 19.1 15.4 5.C
B 16.4 9.7 6.7
CCcC 22.t 6.8 6.1
CcC 2.8 0.t 8.1
C 11.¢ 5.€ 9.C
Total structured finance 1117 65.2 6.5
Total fixed maturities with credit derivatives $ 198.6 $ 128. 5.3
December 31, 200!
Weighted
average
Amortized Carrying expected life
cost value (in years)
(in millions)
Corporate debt
AA $ 15.C $ 14.: 0.7
A 15.C 14.€ 0.3
BBB 5.C 4.9 0.3
BB 48.€ 42.€ 315
CCC 51.4 43.¢ 4.5
C 22.1 6.5 6.€
Total corporate debt 158.( 127.C 3.6
Structured finance
AA 9.t 5.€ 9.1
A 7.C 5.C 6.8
BBB 41.1 23.2 6.8
BB 32.¢ 17.4 7.3
B 7.4 3.1 7.3
CCcC 16.1 5.7 19.4
CcC 18.C 0.8 7.8
C 10.¢ 3.3 12.¢
Total structured finance 142.F 64.1 11.2
Total fixed maturities with credit derivatives $ 300f $ 191.1 8.C
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5. Derivative Financial Instruments — (continued)
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 yiabdihagement to modify duration, which is a meas@isensitivity to interest rate changes.

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

We also sell callable investment-type insurancdrests and use cancellable interest rate swaphargwritten interest rate
swaptions to hedge the changes in fair value otéiiable feature.

The net interest effect of interest rate swap amdeocy 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 relatips 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 offisgttit a specific period in time due to small movetsén value. However, any amounts
recorded as fair value hedges have shown to bédyredfective in achieving offsetting changes inrfaalue both for present and future perii

The following table shows the effect of derivativedair value hedging relationships and the reldiedged items on the consolid:
statements of operations. All gains or losses oivaliives 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 ended
Derivatives in fair value hedging ended September 30, (1) Hedged items in fair value September 30, (1)
relationships 2010 2009 hedging relationships 2010 2009
(in millions) (in millions)
Interest rate contrac $ (76.7) $ (61.1) Fixed maturities, availak-for-sale $ 76.E % 49.¢
Interest rate contrac (10.9 6.7 Investmer-type insurance contrac 8.¢ (4.7
Foreign exchange contrac (5.7) 9.2 Fixed maturities, availak-for-sale 5.8 (20.5)
Foreign exchange contrac 44.: (32.1) Investment-type insurance contracts (46.6) 8.5
Total $ (485 $ (77.2) Total $ 446 $ 43.7
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 nine months nine months ended
Derivatives in fair value hedging ended September 30, (1) Hedged items in fair value September 30, (1)
relationships 2010 2009 hedging relationships 2010 2009
(in millions) (in millions)
Interest rate contrac $ (230.00 $ 198.C Fixed maturities, availak-for-sale $ 226.. % (187.¢)
Interest rate contrac (8.7 (15.0) Investmer-type insurance contrac 10.t 27.1
Foreign exchange contrac 5.2 .& Fixed maturities, availakt-for-sale (3.9 (4.2
Foreign exchange contrac 0.8 80.2 Investment-type insurance contracts (1.9 (89.9
Total $ (232.6) $ 266.1 Total $ 231z $  (254.5
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5. Derivative Financial Instruments — (continued)

(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 settlememntsnterest rate contracts and foreign exchang&acs in fair value hedging
relationships.

Amount of gain (loss) for the three Amount of gain (loss) for the nine
months ended September 30, months ended September 30,
Hedged item 2010 2009 2010 2009
(in millions)
Fixed maturities, availak-for-sale (1) $ (39.9 $ B77) % (122.9) $ (201.9
Investmer-type insurance contracts ( 18.4 26.2 61.1 79.¢

(1) Reported in net investment income on the cons@alatatements of operations.
(2) Reported in benefits, claims and settlement exgeosehe consolidated statements of operations.

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 denomindieed-rate instruments to eliminate the exposartiture 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 underlyedped 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 liabsitis 9.7 years. At September 30, 2010, we
had $114.0 million of gross unrealized gains reggbith accumulated other comprehensive income (“AD@&1 the consolidated statements of
financial position related to active hedges of éasted transactions. If a hedged forecasted tramsas no longer probable of occurring, cash
flow hedge accounting is discontinued. If it isIpable that the hedged forecasted transaction wilbocur, the deferred gain or loss is
immediately reclassified from AOCI into net inconio amounts were reclassified from AOCI into netlied capital gains (losses) as a
result of the determination that hedged cash flage probable of not occurring during the three ming months ended September 30, 2010,
or the three months ended September 30, 2009. tirennine months ended September 30, 2009, $4i0idmof gross unrealized losses
were reclassified from AOCI into net realized capgains (losses) as a result of the determindkiabhedged cash flows of a forecasted
liability issuance were probable of not occurring.
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5. Derivative Financial Instruments — (continued)

The following table shows the effect of derivativegash flow hedging relationships on the conséd statements of operations
and consolidated statements of financial positidhgains or losses on derivatives were includethim assessment of hedge effectiveness.

Derivatives in cash

Amount of gain (loss)
recognized in AOCI on
derivatives (effective portion)
for the three months ended

Location of gain (loss)
reclassified from AOCI

Amount of gain (loss)
reclassified from AOCI on
derivatives (effective portion)
for the three months ended

flow hedging September 30, into net income September 30,
relationships Related hedged iten 2010 2009 (effective portion) 2010 2009
(in millions) (in millions)
Interest rate Fixed maturities,
contracts availablefor-sale $ (75) $ (137.9) Netinvestmentincom $ 20 $ 0.¢
Net realized capite
gains (losses — 0.€
Interest rate Investment-type Benefits, claims and
contracts insurance contrac 18.€ 91.¢ settlement expensi 0.3 (0.3
Interest rate
contracts Debt — — Operating expens (1.2 (1.0
Foreign exchange  Fixed maturities,
contracts availablefor-sale (230.9 (63.49) Netinvestment incom — —
Foreign exchange Investment-type Benefits, claims and
contracts insurance contrac 139.% 99.C settlement expensi (1.6) (1.5)
Net realized capite
gains (losses (0.7 —
Total $ 19 $ (10.0) Total $ 12 $ (1.9

Derivatives in cash

Amount of gain (loss)
recognized in AOCI on
derivatives (effective portion)
for the nine months ended

Location of gain (loss)
reclassified from AOCI

Amount of gain (loss)
reclassified from AOCI on
derivatives (effective portion)
for the nine months ended

flow hedging September 30, into net income September 30,
relationships Related hedged item 2010 2009 (effective portion) 2010 2009
(in millions) (in millions)

Interest rate Fixed maturities,

contracts availablefor-sale $ (347 $ (137.§) Netinvestmentincom $ 53 $ 3.3
Interest rate Investment-type Benefits, claims and

contracts insurance contrac 62.1 143.: settlement expensi (0.9 (0.8
Interest rate

contracts Debt — 30.€ Operating expens (3.5 (1.9
Foreign exchange  Fixed maturities,

contracts availablefor-sale 136.¢ (232.9) Net investment incom — —
Foreign exchange Investment-type Benefits, claims and

contracts insurance contrac (103.¢ 171.2 settlement expensi (4.6 4.7

Net realized capite
gains (losses (0.7) 22.¢

Total $ 60.7 $ (25.€) Total $ B7 % 19.¢
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5. Derivative Financial Instruments — (continued)

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

Amount of gain (loss) for the three Amount of gain (loss) for the nine
months ended September 30, months ended September 30,
Hedged item 2010 2009 2010 2009
(in millions)
Fixed maturities, availak-for-sale (1) $ 2t % 47 $ 8t $ 12.¢
Investmer-type insurance contracts ( (2.6) (5.6 (9.9 (14.7)

(1) Reported in net investment income on the consadlatatements of operations.
(2) Reported in benefits, claims and settlement exgeosehe consolidated statements of operations.

The ineffective portion of our cash flow hedgeseigorted in net realized capital gains (lossesherconsolidated statements of
operations. The net gain resulting from the ingffecportion of interest rate contracts in castwfleedging relationships was zero for both the
three and nine months ended September 30, 2012008 The net gain (loss) resulting from the inetffee portion of foreign currency
contracts in cash flow hedging relationships w&®&(million and $1.6 million for the three monttisded September 30, 2010 and 2009,
respectively, and $0.8 million and $2.0 million tbe nine months ended September 30, 2010 and 2&skctively.

We expect to reclassify net gains of $23.3 millimm AOCI into net income in the next 12 monthsjethincludes both net defern
gains on discontinued hedges and net deferreddassperiodic settlements of active hedges. Adoalunts may vary from this amount as a
result of market conditions.

Net Investment in Foreign Operations Hedges

From time to time, we take measures to hedge dunwestments in our foreign subsidiaries from enny risks. We did not use any
currency forwards during 2010 or 2009 to hedgeratinvestment in foreign operations.

Derivatives Not Designated as Hedging Instruments

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

The following tables show the effect of derivatived designated as hedging instruments, includiagket value changes of
embedded derivatives that have been bifurcated fhenmost contract, on the consolidated statenwriperations.

Amount of gain (loss) recognized in Amount of gain (loss) recognized in net
net income on derivatives for the three income on derivatives for the nine months
months ended September 30, ended September 30,
Derivatives not designated as hedging instrumen 2010 2009 2010 2009
(in millions)

Interest rate contrac $ 0.5 $ 41.C $ 174 $ (54.7)
Foreign exchange contrac 51.4 (2.7 (27.5) 93.¢
Equity contract: (23.]) (16.7) 27.¢ (84.€)
Credit contract: 6.C 12.€ (11.2 60.¢
Other contracts (1 18.2 (8.9 (49.5) 17.C
Total $ 52 $ 265 $ (43.0 $ 33.1

(1) Primarily includes the change in fair value of eadbed derivatives.
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6. Federal Income Taxes

The effective income tax rate for the three momthded September 30, 2010, was lower than the OrSorate income tax rate of
35% (“U.S. statutory rate”) primarily due to incorta deductions allowed for corporate dividend&ieed, a third quarter adjustment to
reflect a decrease in our estimated annual effedtizome tax rate and the interest exclusion fraxaltle income.

The effective income tax rate for the nine monthdesl September 30, 2010, was lower than the Uagitaty rate primarily due to
income tax deductions allowed for corporate divtkereceived, taxes on our share of earnings genkfiedm equity method investments
reflected in net investment income and the intezgstusion from taxable income.

The effective income tax rate for the three an@ months ended September 30, 2009, was lower ligad.S. statutory rate
primarily due to income tax deductions alloweddorporate dividends received, taxes on our shaeawfings generated from equity method
investments reflected in net investment incomethadnterest exclusion from taxable income.

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 toitetkeaccount 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, 201@ytid the current recognition of Subpart F incoragwid in the active conduct of a banki
financing, insurance or similar business. As oft€eyber 30, 2010, the U.S. Congress and the Predidea yet to enact extenders
legislation. Whether or not the active financingeption legislation is enacted during the fourthnger and effective for 2010, the tax impact
of the Subpart F income will be immaterial.

The Internal Revenue Service is currently audibngfederal income tax returns for the years 20@dugh 2008. We do not expect
the results of these audits or developments inrdtheareas to significantly change the possibdegase in the amount of unrecognized tax
benefits, but the outcome of tax reviews is undead unforeseen results can occur. ConsistehtDécember 31, 2009, we estimate that it
is reasonably possible that the amount of our wgeized tax benefit could increase $0.0 to $11l0aniwithin the next twelve months.

7. Employee and Agent Benefits
Components of Net Periodic Benefit Cost

Other postretirement

Pension benefits benefits
For the three months endec For the three months endec
September 30, September 30,
2010 2009 2010 2009
(in millions)
Service cos $ 114 $ 12.¢ $ 28 $ 2.8
Interest cos 26.4 25.2 5.2 4.9
Expected return on plan ass (24.€) (29.9 (7.5) (6.5)
Amortization of prior service bene (2.5 (1.9 (0.5 (0.5
Recognized net actuarial loss 16.€ 23.2 1.2 2.4
Net periodic benefit cos $ 276 % 394§ 1.2 $ 3.1
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7. Employee and Agent Benefits — (continued)
Other postretirement
Pension benefits benefits
For the nine months ended For the nine months ended
September 30, September 30,
2010 2009 2010 2009
(in millions)
Service cos $ 34z % 384 $ 84 $ 8.4
Interest cos 79.2 75.€ 15.¢ 14.7
Expected return on plan ass (73.9) (59.7) (22.5) (19.5)
Amortization of prior service bene (7.5 (5.7 (1.5 (1.5
Recognized net actuarial loss 50.7 69.€ 3.6 7.2
Net periodic benefit cos $ 82.t ¢ 1182 $ 3¢ $ 9.3

The reduction in net periodic benefit cost for bibth three and nine months ended September 30, 20d{pared to September 30,
2009, reflects that in 2009 the return on plantassas greater than expected, resulting in an aatumin and higher than expected plan
assets at December 31, 2009. The higher assetinal@ased the expected return on plan assetslid &0d the actuarial gain reduced the
previous actuarial loss and its amortization in@R01

Impact of Amendment to Retiree Health Benefits

In September 2010, an amendment to retiree heaitbfits was announced. This amendment, which wikfbective for individuals
retiring on or after January 1, 2011, resulted ptean remeasurement as of September 30, 2010. Wmdeamendment, the company-paid
subsidy for pre-Medicare-eligible coverage will4@% and the cost of coverage for Medicare-eligibteéees (or their dependents) will no
longer be subsidized. Prior to amendment, the dylesilculation was complex and varied based oraageservice with the company at the
time of retirement. In addition to the changesifalividuals retiring on or after January 1, 201t plan was simplified to a single
consolidated plan design, the coordination with Maik was changed for certain post-1984 retiredsfze method for determining the
premium equivalent rate was changed to be basetysmi retiree experience. For the remeasuremethieafetiree health benefits as of
September 30, 2010, the assumptions used wer®%Sli&count rate to determine the benefit obliggtan7.25% weighted-average expected
long-term return on plan assets used to deterrhim@et periodic benefit cost; and a health careiniil trend rate of 9.5% pre-Medicare
and 9.0% posMedicare, decreasing to an ultimate rate of 5.0%hényear 2021. The plan amendment resulted irb&8.8Imillion reduction t
the accumulated postretirement benefit obligat®onfaSeptember 30, 2010. The plan amendment anelamement will result in a $14.0
million reduction in the 2010 net periodic postretient benefit cost, which will be reflected in tbarth quarter.

Impact from Exit of Group Medical Insurance Busines

On September 30, 2010, we announced our decisiexritthe group medical insurance business andeghtato an agreement with
United Healthcare Services, Inc. to renew meditaliiance coverage for our customers as the budia@ssitions over the next 36 months.
Our exit from the group medical insurance businveigesult in a curtailment associated with theapien and other postretirement benefits of
the impacted employees. We anticipate that theitoment will result in a gain, which will be recdgad in our consolidated financial
statements as impacted employees are terminatedh@aext 36 months.

Contributions

Our funding policy for our qualified pension planto fund the plan annually in an amount at legaakto 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 pugpoBee minimum annual contribution for 2010 will bero so we will not be required to
fund our qualified pension plan during 2010. Howevteis possible that we may fund the qualified amonqualified pension plans in 2010 for
a combined total of $40.0 million to $50.0 millidburing the three and nine months ended Septentheé2(0, we contributed $13.0 million
and $33.0 million to these plans, respectively.
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8. Contingencies, Guarantees and Indemnifications
Litigation and Regulatory Contingencies

We are regularly involved in litigation, both aglefendant and as a plaintiff, but primarily as éeddant. 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 latgsaiie class actions, or purport to be, and soniade claims for unspecified or substantial
punitive and treble damages. In addition, regujabardies such as state insurance departmentsE@etBe Financial Industry Regulatory
Authority, the Department of Labor and other retpdaagencies regularly make inquiries and conéxaminations or investigations
concerning our compliance with, among other thimgsyrance laws, securities laws, ERISA and lawsegting the activities of broker-
dealers. We receive requests from regulators dmat governmental authorities relating to indussguies and may receive additional requi
including subpoenas and interrogatories, in theréut

On November 8, 2006, a trustee of Fairmount PackRetirement 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 ofdoWhe complaint alleged, among other things, Bnaicipal Life breached its alleged
fiduciary duties while performing services to 40/lpkans 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 retairieglylenue sharing” fees from mutual funds. On Audti&t2008, the plaintiff's motion for
class certification was denied. The plaintiff's nenetion for class certification, filed May 11, 20@8as stricken by the court on March 31,
2010. Principal Life continues to aggressively defféhe lawsuit.

On August 28, 2007, a putative class action lawsas filed by Patricia Walsh (and another plaintifho subsequently withdrew) in
the United States District Court for the Southerstiirt of lowa against Principal Life and Prindéinancial Services Corporation (thé/alsh
Defendants”). The lawsuit alleges that the WalsFebBaants breached alleged fiduciary duties to gpgnts in employer-sponsored 401
(k) plans who were retiring or leaving their regperplans, including providing misleading inforrmat and failing to act solely in the
interests of the participants, resulting in allegedations of ERISA. The plaintiff's motion for a$s certification was denied on March 24,
2010. On July 7, 2010, the plaintiffs filed a vdiary dismissal with prejudice.

On October 28, 2009, Judith Curran filed a derisatiction lawsuit on behalf of the Principal Funds, and Strategic Asset
Management Portfolio in the United States Dist@iourt for the Southern District of lowa againstriéipal Management Corporation,
Principal Global Investors, LLC, and Principal Feridistributor, Inc. (the “Curran Defendants”). Tlevsuit alleges the Curran Defendants
breached their fiduciary duty under Section 36ftthe Investment Company Act by charging advisessfand distribution fees that were
excessive. The Curran Defendants filed a motiatigmiss the case on January 29, 2010. That motasngranted in part and overruled in
part. Principal Global Investors, LLC was dismis§@an the suit. The remaining Curran Defendantsaggressively defending 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/Mullaneyféwants”). 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 Litigation . On April 22, 2010, an order was entered grantirgmotion made by the Cruise/Mullaney
Defendants for change of venue to the United Staistsict Court for the Southern District of lowBhe plaintiffs have filed a Consolidated
Complaint adding five new plaintiffs. The Cruise/Mmey Defendants are aggressively defending theud.
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8. Contingencies, Guarantees and Indemnifications -eontinued)

On July 1, 2010, Debra and Russell Hurd filed afing class action lawsuit in the United StategriisCourt for the Southern
District of lowa against us and Principal Life (théurd Defendants”). The complaint alleges the HDefendants underpay out-of-network
health claims by using an allegedly flawed datalbasmlculate usual and customary charges. Pl&rie suing on behalf of “all participants
and/or beneficiaries in group health plans in tinétédl States issued, insured or administered Hyagiso which [we] have administered
claims and/or paid or denied benefits for out-dfareek benefit claims.” The complaint alleges foauses of action, all based on violations of
ERISA. The Hurd Defendants are aggressively defentlie lawsuit.

While the outcome of any pending or future litigatior regulatory matter cannot be predicted, mamagé does not believe that any
pending litigation or regulatory matter will havereaterial adverse effect on our business or fir@mmsition. The outcome of such matters is
always uncertain, and unforeseen results can oltdampossible that such outcomes could matergigct net income in a particular quarter
or annual period.

Guarantees and Indemnifications

In the normal course of business, we have proviplegtantees to third parties primarily related foraner subsidiary, joint ventures
and industrial revenue bonds. These agreementsallgrexpire through 2019. The maximum exposureeurtdese agreements as of
September 30, 2010, was approximately $221.0 millikt inception, the fair value of such guarante@s insignificant. In addition, we
believe the likelihood is remote that material pays will be required. Therefore, any liability aoed within our consolidated statements of
financial position is insignificant. Should we lexjuired to perform under these guarantees, we aineould recover a portion of the loss
from third parties through recourse provisionsuideld in agreements with such parties, the salssgfta held as collateral that can be
liquidated in the event that performance is reqlirader the guarantees or other recourse generaiiable to us; therefore, such guarantees
would not result in a material adverse effect onlmusiness or financial position. It is possiblattherformance under these guarantees could
materially affect net income in a particular quadeannual period.

We are also subject to various other indemnificatibligations issued in conjunction with divestésy acquisitions and financing
transactions whose terms range in duration and afite not explicitly defined. Certain portions leése 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.r&fare, any liability accrued within our consoliddtstatements of financial position is
insignificant. While we are unable to estimate vaéntainty the ultimate legal and financial liatyiliwvith respect to these indemnifications, we
believe that performance under these indemnifioatiwould not result in a material adverse effecbonbusiness or financial position. It is
possible that performance under these indemniinatcould materially affect net income in a pattcguarter or annual period.

9. Stockholders’ Equity

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 259.¢
Shares issue — — 59.¢
Treasury stock acquired — — 0.9
Outstanding shares at September 30, 2009 3.C 10.C 318.¢
Outstanding shares at January 1, 2 3.C 10.C 319.C
Shares issue — — 14
Treasury stock acquired — — (0.7
Outstanding shares at September 30, 2010 3.C 10.C 320.:

In May 2009 we issued 58.2 million shares of comrsimtk at a price of $19.75 per share. Net prockedsthe issuance were
$1,109.1 million. The proceeds from this offeringrey used for general corporate purposes.
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9. Stockholders’ Equity — (continued)
Comprehensive Income
For the three months ended For the nine months ended
September 30, September 30,
2010 2009 2010 2009
(in millions)

Net income $ 151 $ 204z % 499.1 $ 490.¢
Net change in unrealized gains on fixed maturigesilable-

for-sale 1,149. 3,079.¢ 2,912.( 6,176.
Net change in noncredit component of impairmergdssor

fixed maturities, availab-for-sale 6.3 (45.9) (64.9) (162.9)
Net change in unrealized gains on equity securiéiesilabl«-

for-sale 17.2 447 10.€ 28.2
Net change in unrealized gains (losses) on equéthod

subsidiaries and noncontrolling interest adjustis 2.3 (39.5) (94.9) 81.¢
Adjustments for assumed changes in amortizatiotepes (270.%) (581.¢ (648.]) (942.0
Adjustments for assumed changes in policyholdilitees (38.9 (57.6) (172.9) (97.9)
Net change in unrealized gains (losses) on deviy

instruments 28.¢ 18.€ 77.¢ (2.3
Change in net foreign currency translation adjustr 75.€ 25.7 4.7 134.¢
Change in unrecognized postretirement benefit atibg 234.2 23.1 264.¢ 69.1
Provision for deferred income taxes (384.9) (859.)) (797.%) (1,798.9
Comprehensive income $ 953.t $ 1,812.¢ $ 1,981.¢ $ 3,978.1

10. Fair Value Measurements

We use fair value measurements to record fair velwertain assets and liabilities and to estinfiagitevalue of financial instruments
not recorded at fair value but required to be disetl at fair value. Certain financial instrumeptsticularly policyholder liabilities other than
investment-type insurance contracts, are excluded these fair value disclosure requirements.
Fair Value of Financial Instruments

The carrying value and estimated fair value offiicial instruments were as follows:

September 30, 201/ December 31, 200!
Carrying amount Fair value Carrying amount Fair value
(in millions)

Assets (liabilities)

Fixed maturities, availak-for-sale $ 49,310.! $ 49,310.! $ 46,220.t  $ 46,220.1
Fixed maturities, tradin 1,500.( 1,500.( 1,032.. 1,032..
Equity securities, availak-for-sale 173.¢ 173.¢ 214.(C 214.(C
Equity securities, tradin 215.2 215.2 221t 221t
Mortgage loan: 11,095. 11,329. 11,845.4 11,407.¢
Policy loans 903.¢ 1,050.¢ 902.k 1,022.¢
Other investment 304.¢ 304.¢ 188.t 188.t
Cash and cash equivalel 2,268.¢ 2,268.¢ 2,240.¢ 2,240.¢
Derivative asset 1,537.: 1,537.: 1,232.. 1,232..
Separate account ass 65,659.: 65,659.: 62,738.! 62,738.!
Cash collatere 307.¢ 307.¢ 386.4 386.4
Investmer-type insurance contrac (34,101.) (33,111.9) (35,672.9) (34,181.()
Shor-term debi (132.7) (132.7) (101.¢) (101.¢)
Long-term debt (1,582.) (1,795.() (1,584.6) (1,608.9)
Separate account liabilitie (59,316.) (58,200.9) (56,897.¢) (55,867.)
Derivative liabilities (1,585.9) (1,585.6) (1,050.9) (1,050.9)
Bank deposit: (2,210.9 (2,222.) (2,185.9) (2,188.Y)
Cash collateral payab (307.9) (307.9) (367.9) (367.9)
Other liabilities (272.¢) (272.%) (99.2) (99.2)
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10. Fair Value Measurements — (continued)
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 (apese). The fair value hierarchy prioritizes theuts to valuation techniques used to
measure fair value into three levels.

* Level 1— Fair values are based on unadjusted quoted pricagive markets for identical assets or liatgifit Our Level 1 assets and
liabilities primarily include exchange traded egusecurities, 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 lidiles primarily include fixed maturities (includg public and private bonds), equity
securities, over-the-counter derivatives and oitvegstments for which public quotations are notilatée but that are priced by third-
party pricing services or internal models usingssabtially all observable inputs.

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

Determination of Fair Value

The following discussion describes the valuatiothodologies used for assets and liabilities measatéair value on a recurring
basis or disclosed at fair value. The techniquiized in estimating the fair values of financiakiruments are reliant on the assumptions |
Care should be exercised in deriving conclusiomaiabur business, its value or financial positiasdd on the fair value information of
financial instruments presented below.

Fair value estimates are made at a specific poititrie, based on available market information amfyjnents about the financial
instrument. Such estimates do not consider thantpact of the realization of unrealized gains @sks. In addition, the disclosed fair value
may not be realized in the immediate settlememh®fiinancial instrument. We validate prices thioag investment analyst review process,
which includes validation through direct interaatimith external sources, review of recent tradévaigtor use of internal models. In
circumstances where broker quotes are used to walirestrument, we generally receive one non-boydjuote. Broker quotes are validated
through an investment analyst review process, winickudes validation through direct interactioniwitxternal sources and use of internal
models or other relevant information. We did nokmany significant changes to our valuation proegskiring 2010.

Fixed Maturities

Fixed maturities include bonds, asset-backed s#sirredeemable preferred stock and certain neeradble preferred stock. When
available, the fair value of fixed maturities issbd on quoted prices of identical assets in actiaekets. These are reflected in Level 1 and
primarily include U.S. Treasury bonds and active®gded redeemable corporate preferred securities.

When quoted prices are not available, our firsbyisi is to obtain prices from third party pricingndors. We have regular interact
with these vendors to ensure we understand thieingrmethodologies and to confirm they are utilziobservable market information. Their
methodologies vary by asset class and include snfuth as estimated cash flows, benchmark yiedgerted trades, broker quotes, credit
quality, industry events and economic events. Fixaturities with validated prices from pricing sess, which includes the majority of our
public fixed maturities in all asset classes, aeegally reflected in Level 2. Also included in le#2 are corporate bonds where quoted mi
prices are not available, for which a matrix priciraluation approach is used. In this approachyrites are grouped into pricing categories
that vary by sector, rating and average life. Gagting category is assigned a risk spread basedusties of observable public market data
from the investment professionals assigned to fipesgcurity classes. The expected cash flows®f&tzturity are then discounted back at the
current Treasury curve plus the appropriate riskap. Although the matrix valuation approach presid fair valuation of each pricing
category, the valuation of an individual securityhin each pricing category may actually be impddig company specific factors.
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10. Fair Value Measurements — (continued)

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 utilizerd@rnal pricing model specific to the asset utiligrelevant market information, to the extent
available, which are reflected in Level 3 and aariude fixed maturities across all asset classess@ models primarily use projected cash
flows discounted using a rate derived from mark&gdriest rate curves and relevant risk spreadsf S&gptember 30, 2010, less than 1% of our
fixed maturities were valued using internal pricngdels, which have been classified as Level 3tas®eordingly.

Equity Securities

Equity securities include mutual funds, common Istaxed nonredeemable preferred stock. Fair valuesjoity securities are
determined using quoted prices in active markatgifntical 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 assumptiocesnoed appropriate given the circumstances andstensiwith what other market
participants would use when pricing such securitidsch are reflected in Level 3.

Mortgage Loans

Mortgage loans are not measured at fair value me@aring basis. Fair values of commercial anddessiial mortgage loans are
primarily determined by discounting the expecteshcfows at current treasury rates plus an apgkcask spread, which reflects credit
quality and maturity of the loans. The risk spr&abased on market clearing levels for loans withmparable credit quality, maturities and
risk. The fair value of mortgage loans may alsdased on the fair value of the underlying realtestallateral, which is estimated using
appraised values.

Policy Loans

Policy loans are not measured at fair value orcarrang basisFair values of policy loans are estimated by distiog expected cas
flows using a risk-free rate based on the U.S. Jusacurve.

Derivatives

The fair values of exchange-traded derivativesdatermined through quoted market prices, whichreftected in Level 1.
Exchange-traded derivatives include interest ratbegjuity futures that are settled daily such their fair value is not reflected in the
consolidated statements of financial position. Tievalues 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 constejected 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 marketseaions, 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 axsddh on current ratings of each entity. We
utilize the LIBOR interest rate curve to value poasitions, 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@Ea@priate.

Interest Rate Contractd/Ve use discounted cash flow valuation techniqueketermine the fair value of interest rate swasgus
observable swap curves as the inputs. These deetesf in Level 2. In addition, we have a limitaghmber of complex inflation-linked interest
rate swaps and interest rate collars that are glalsing broker quotes. These are reflected in L8véle use option pricing models to
determine the fair value of swaptions using obd@e/awap interest rate curves and observable ichpliatilities as inputs. These are
reflected in Level 2.
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10. Fair Value Measurements — (continued)

Foreign Exchange ContractsWe use discounted cash flow valuation techniquastttilize 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 valuedyumioker 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 observabldiedpolatilities, 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 Standisdounted cash flow model that utilizes observaladfault
probabilities and recovery rates as inputs or brpkiees to determine the fair value of credit déifawaps. These are reflected in Level 3.

Other ContractsWe use broker prices to determine the fair valueoofimodity swaps. These are reflected in Level 3.
Other Investments

Other investments reported at fair value primaritiude seed money investments, for which thevalue is determined using the
net asset value of the fund. The net asset valtleediuind represents the price at which we feelweeld be able to initiate a transaction. Seed
money investments in mutual funds for which theasstet value is published are reflected in Lev&ekd money investments in mutual fu
or other investment funds in markets that do netlampublished net asset value are reflected il 2v

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 differenfidftem our pool of loans.

The carrying amounts of other assets classifieattasr investments in the accompanying consolidst@:ments of financial
position, which are not measured at fair value oacarring basis, approximate their fair values.

Cash and Cash Equivalents

Certain cash equivalents are reported at fair vafua 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.

The carrying amounts of cash and cash equivalbatsate not reported at fair value on a recurriagjdapproximate their fair value.
Separate Account Asse

Separate account assets include equity secudeds,securities and derivative instruments, forollair values are determined as
previously described, and are reflected in Levéleljel 2 and Level 3. Separate account assetsralkmle commercial mortgage loans, for
which the fair value is estimated by discounting éxpected total cash flows using market ratesattgaaipplicable 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 accounetsiclude 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.

Cash Collateral and Cash Collateral Payable

Cash collateral is not measured at fair value mecarring basis. The carrying amounts of cash et received and posted under
derivative credit support annex (collateral) agreetas and the carrying amount of the payable agsakwith our obligation to return the cash
collateral received approximate their fair value.
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10. Fair Value Measurements — (continued)
Investmen-Type Insurance Contracts

Investment-type insurance contracts are not medsiriir value on a recurring basis. The fair ealof our reserves and liabilities
for investment-type insurance contracts are eséichasing discounted cash flow analyses based oentunterest rates, including non-
performance risk, being offered for similar contsawith maturities consistent with those remairfioigthe investment-type contracts being
valued. Investment-type insurance contracts inclnderance, annuity and other policy contracts deanot involve significant mortality or
morbidity risk and are only a portion of the poloyder liabilities appearing in the consolidateatetnents of financial position. Insurance
contracts include insurance, annuity and othercgalontracts that do involve significant mortalitymorbidity risk. The fair values for our
insurance contracts, other than investment-typéracts, are not required to be disclosed.

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 lialdhktare 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

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 credéagis for debt-like instruments that we
have issued and are available in the market.

Short-Term Debt

Short-term debt is not measured at fair value mtarring basis. The carrying amount of short-tdeht approximates its fair value
because of the relatively short time between oaitiim of the debt instrument and its maturity.

Long-Term Debt

Long-term debt is not measured at fair value oacainring basis. Fair values for debt issues aimattd using discounted cash flow
analysis based on our incremental borrowing ratsifailar borrowing arrangements.

Separate Account Liabilitie:

Separate account liabilities are not measuredratdéue on a recurring basis. Fair values of safgaaccount liabilities, excluding
insurance-related elements, are estimated basethddet assumptions around what a potential acquioeitd pay for the associated block of
business, including both the separate accountsagedtliabilities. As the applicable separate antassets are already reflected at fair value,
any adjustment to the fair value of the block issasumed adjustment to the separate accounttiiedililo compute fair value, the separate
account liabilities are originally set to equal agte account assets because these are pass-tbomigdtts. The separate account liabilities
are reduced by the amount of future fees expeoted tollected that are intended to offset upfemujuisition costs already incurred that a
potential acquirer would not have to pay. The estéd future fees are adjusted by an adverse davidiscount and the amount is then
discounted at a risk-free rate as measured byiéhe gn U.S. Treasury securities at maturitiesredid) with the estimated timing of fee
collection.

Bank Deposits

Bank deposits are not measured at fair value @tarring basis. The fair value of deposits of otind?pal Bank subsidiary with no
stated maturity, such as demand deposits, savangisinterest-bearing demand accounts, is equbktarnount payable on demand (i.e., their
carrying amounts). The fair value of certificatésleposit is based on the discounted value of echial cash flows. The discount is estimi
using the rates currently offered for depositsiwiilar remaining maturities. The fair value estigmtlo not include the benefit that results
from the low-cost funding provided by the depasibilities compared to the cost of borrowing furmishe market.
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10. Fair Value Measurements — (continued)
Other Liabilities

Certain obligations reported in other liabilitiegliude embedded derivatives to deliver underlymgusities of structured investments
to third parties. The fair value of the embeddedvagives is calculated based on the value of theedying securities. We have had an
embedded derivative in which the fair value of timelerlying securities was obtained from a thirdyaricing vendor and was reflected in
Level 2. We also have an embedded derivative irthvttie fair value of the underlying securitiesafcalated utilizing the yield, credit quali
and average maturity of each security, which ieotéd in Level 3.

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

Other liabilities related to financing obligatioase not measured at fair value on a recurring ba&his fair value of these obligations
is based on the discounted value of contractudl ftaws.

Assets and Liabilities Measured at Fair Value on &ecurring Basis

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

As of September 30, 201

Assets |
(liabilities)
measured at fair Fair value hierarchy level
value Level 1 Level 2 Level 3
(in millions)
Assets
Fixed maturities, availak-for-sale
U.S. government and agenc $ 580.7 $ 30.2 $ 550.2 $ —
Non-U.S. government 934.Z — 909.: 24.¢
States and political subdivisio 2,426.¢ — 2,426.¢ —
Corporate 35,169.! 98.€ 34,432. 638.t
Residential mortga-backed securitie 3,003.¢ — 3,003.¢ —
Commercial mortga¢-backed securitie 3,814.¢ — 3,798.: 16.t
Collateralized debt obligatior 253.3 — 153.¢ 99.t
Other debt obligations 3,128.: — 3,013.¢ 114.¢
Total fixed maturities, available-for-sale 49,310.! 128.¢ 48,287 .4 893.¢
Fixed maturities, tradin 1,500.( 250.¢ 953.¢ 295.¢
Equity securities, availak-for-sale 173.¢ 124.: 2.5 47.C
Equity securities, tradin 2152 123.2 92.C —
Derivative assets (: 1,537.: — 1,487." 49.¢
Other investments (: 207.7 14.: 64.% 129.1
Cash equivalents (3) 1,321.( 207.¢ 1,113.C —
Sub-total excluding separate account assets 54,265.! 849.1 52,000.! 1,415.!
Separate account assets 65,659.: 47,203.1 14,586.: 3,869.f
Total assets $ 119,924 $ 48,052.¢ $ 66,587.( $ 5,285.(
Liabilities
Investmer-type insurance contracts ( $ (54.6) $ — $ — $ (54.6)
Derivative liabilities (1) (1,585.¢) — (1,359.0) (226.€)
Other liabilities (4) (254.%) — (97.0 (157.7)
Total liabilities $ (1,894.9) $ — $ (1,456.0) $ (438.9)
Net asset: $ 118,030.0 $ 48,052.¢ $ 65,131.( $ 4,846.:
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As of December 31, 200
Assets
(liabilities)
measured at fair Fair value hierarchy level
value Level 1 Level 2 Level 3
(in millions)
Assets
Fixed maturities, availak-for-sale
U.S. government and agenc $ 558.1 $ 251 $ 533.¢ $ —
Non-U.S. government 854.¢ — 838.¢ 16.1
States and political subdivisio 2,048.¢ — 2,037.: 11.5
Corporate 32,930. 100.¢ 32,092 737.%
Residential mortga-backed securitie 3,133.: — 3,133.: —
Commercial mortga¢-backed securitie 3,599.° — 3,565.¢ 34.:
Collateralized debt obligatior 369.¢ — 72.8 296.¢
Other debt obligations 2,725.: — 2,648.¢ 76.€
Total fixed maturities, available-for-sale 46,220.! 125.¢ 44,922.. 1,172.¢
Fixed maturities, tradin 1,032« 189.¢ 779.t 63.5
Equity securities, availak-for-sale 214.( 139.¢ 2.4 717
Equity securities, tradin 221t 130.¢ 90.¢€ —
Derivative assets (. 1,232.: — 1,177.¢ 54.4
Other investments (: 74.0 15.7 59.C —
Cash equivalents (3) 1,565.! 815.1 750.2 —
Sub-total excluding separate account assets 50,560. 1,416.¢ 47,781.4 1,362.:
Separate account assets 62,738.! 40,503.( 18,114. 4,120.’
Total assets $ 113,299.. $ 41,919.¢ $ 65,896.. $ 5,482.¢
Liabilities
Investmer-type insurance contracts ( $ (23.6) $ — $ — $ (23.6)
Derivative liabilities (1) (1,050.9) — (957.7) (93.7)
Other liabilities (4) (99.2) — (10.0) (89.1)
Total liabilities $ (1,173.9 $ — 3 (967.2) $ (206.9)
Net assets $ 112,125.0 $ 41,919.¢ $ 64,929.. $ 5,276.!

(1) Within the consolidated statements of financialifhms, derivative assets are reported with othgegtments and derivative liabilities :
reported with other liabilities. Refer to Note Serivative Financial Instruments, for further infaxtion on fair value by class of
derivative instruments. Our derivatives are pritydrevel 2, with the exception of some credit défawaps and other swaps that are
Level 3.

(2) Primarily includes seed money investments and,rimégg in 2010, commercial mortgage loans of codsidid VIES reported at fair
value.

(3) Includes sho-term investments with a maturity date of three rhemtr less when purchast

(4) Includes bifurcated embedded derivatives thategented at fair value within the same line itenthe consolidated statements of
financial position in which the host contract ipoeted and, beginning in 2010, other liabilitieslirde obligations of consolidated VIEs
reported at fair value
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10. Fair Value Measurements — (continued)

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 September 30, 20: Changes in
Ending unrealized
Beginning Total realized/unrealized gains Purchases, asset / gains (losses)
asset / (losses) sales, (liability) included in
(liability) Included in issuances balance net income
balance as Included in other and Transfers as of relating to
of June 30, net income comprehensive settlements in (out) of September positions still
2010 (1) income (4) Level 3 30, 2010 held (1)
(in millions)
Assets
Fixed maturities, availak-for-sale
Non-U.S. government $ 24€ % —  $ 04 $ 0.1 $ — 24¢ % =
State and political subdivisiol 12.4 — 0.1 — (12.5) — —
Corporate 628.( (7.9 27.1 24 (11.7) 638.t (E3)
Commercial mortga¢-backed securitie 27.1 (0.7 — 0.2 (20.7) 16.5 (0.3
Collateralized debt obligatior 165.€ — 10.z (73.¢) (2.5 99.F —
Other debt obligations 82.2 — 1.6 (2.3 32.¢ 114.¢ —
Total fixed maturities, available-for-sale 939.¢ (7.4) 39.4 (73.€) (4.5 893.¢ (5.6
Fixed maturities, tradin 240.€ 6.7 — 48.5 — 295.¢ 6.7
Equity securities, availak-for-sale 43.¢ 0.E 3.7 (2.0) — 47.C 0.E
Derivative asset 37.4 12.5 — (0.7 — 49.¢ 12.5
Other investment 130.< 2.2 — (3.5 — 129.1 2.2
Separate account assets 3,960.- 138.( 0.5 (224.%) 4.9 3,869.! 110.(
Liabilities
Investmer-type insurance contrac (78.2) 18.7 — 4.9 — (54.€) 20.C
Derivative liabilities (236.9 11.7 (1.0 0.9 — (226.€) 10.1
Other liabilities (3) (145.9) 5.2 (12.9 4.7 — (157.%) 518

44




Table of Contents

10. Fair Value Measurements — (continued)

Assets
Fixed maturities, availat-for-sale
Non-U.S. government
Corporate
Commercial mortga¢-backed securitie
Collateralized debt obligatior
Other debt obligations
Total fixed maturities, available-for-sale
Fixed maturities, tradin
Equity securities, availat-for-sale
Derivative asset
Separate account assets

Liabilities

Investmer-type insurance contrac
Derivative liabilities

Other liabilities (3)

Principal Financial Group, Inc.
Notes to Consolidated Financial Statements — (comtied)

September 30, 2010

(Unaudited)

For the three months ended September 30, 20! Changes in
Ending unrealized
Beginning Total realized/unrealized gains asset / gains (losses)
asset / (losses) Purchases, (liability) included in
(liability) Included in sales, balance net income
balance as Included in other issuances Transfers as of relating to
of June 30, net income comprehensive and in (out) of September positions still
2009 (1) income settlements Level 3 30, 2009 held (1)
(in millions)
$ 48.C $ (10.5) $ 13 $ (25.9) — 138 % —
796.( 9 136.¢ (152.¢) (51.2) 737.t (2.3
34.2 — 4.4 (2.0 — 36.€ —
248.1 (18.€ 51.¢ (3.2 — 278.( (18.¢)
117.¢ 0.7 5.9 1.2 (36.7) 85.2 0.7
1,243.° (21.2) 200.1 (184.9 (87.9) 1,150.¢ (21.¢)
68.2 4.2 — — 9.3 63.1 4.2
25.1 14 20.¢ (21.5) 9.C 34.¢ —
67.€ (6.0 (0.2) 0.¢ — 62.4 239
4,886." (383.9 — (6.3) (43.7) 4,453.¢ (393.9)
(31.9) 9.9 — 6.0 — (35.0 (8.2
(165.5) 37.2 0.6 11.7 — (116.0) 35.1
(32.0) — (60.9) 4.7 — (97.6) —
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Assets
Fixed maturities, availat-for-sale
Non-U.S. government
State and political subdivisiol
Corporate
Commercial mortga¢-backed securitie
Collateralized debt obligatior
Other debt obligations
Total fixed maturities, available-for-sale
Fixed maturities, tradin
Equity securities, availat-for-sale
Derivative asset
Other investment
Separate account assets

Liabilities

Investmer-type insurance contrac
Derivative liabilities

Other liabilities (3)

September 30, 2010
(Unaudited)

For the nine months ended September 30, 20: Changes in
Beginning Ending unrealized
asset / Total realized/unrealized gains Purchases, asset / gains (losses)
(liability) (losses) sales, (liability) included in
balance as Included in issuances balance net income
of Included in other and Transfers as of relating to
December net income comprehensive  settlements in (out) of September positions still
31, 2009 (1) income (4) Level 3 30, 2010 held (1)
(in millions)
16.1 — $ 0t $ 8.3 — $ 24¢ $ —
11.t — 1.C — (12.5) — —
737.3 0. 38.2 (139.9) (7.5 638.t 29
34.c 0.7 1.C 11.t (30.2) 16.5 0.2
296.¢ (14.9) 222 (116.5) (88.9) 99.5 1.9
76.€ — 4.€ 38.1 (4.9 114.¢ —
1,172.¢ (4.6) 67.7 (198.5) (143.9) 893.¢ 1.0
63.E 8.1 — 224.% — 295.¢ 7.8
71.7 3.0 (6.7) (19.5 1.5 47.C 31
54.4 (1.9 — (2.8) — 49.¢ 0.6)
— 23.1 — 106.( — 129.1 23.1
4,120." 196.2 0.2 (461.7) 14.4 3,869.! 159.2
(23.¢) (49.5) — 18.5 — (54.¢) (49.6)
(93.7) (9.6 (3.9 (120.0) — (226.€) (12.7)
(89.7) 16.C (40.9) (44.2) — (157.%) 16.C
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10. Fair Value Measurements — (continued)
For the nine months ended September 30, 20! Changes in
Beginning Ending unrealized
asset / Total realized/unrealized gains asset / gains (losses)
(liability) (losses) Purchases, (liability) included in
balance as Included in sales, balance net income
of Included in other issuances Transfers as of relating to
December net income comprehensive and in (out) of September positions still
31, 2008 (1) income settlements Level 3 30, 2009 held (1)
(in millions)
Assets
Fixed maturities, availat-for-sale
Non-U.S. government $ 452 $ (109 3 24 % (239 % — 3 135 $ =
Corporate 750.¢ (23.9 135.1 (287.0) 162. 737.k (30.4)
Commercial mortgage-backed
securities 58.C 0.3 8.7 (10.¢) (19.29) 36.€ —
Collateralized debt obligatior 236.¢ (60.2) 117.€ (8.9 (7.9) 278.( (59.9)
Other debt obligations 82.C (2.3 20.€ 28.¢ (44.2 85.% (1.6)
Total fixed maturities, available-for-sale 1,173.( (96.¢) 284.¢ (301.0 91.1 1,150.¢ (91.9)
Fixed maturities, tradin 60.7 12.7 — — (10.9) 63.1 12.7
Equity securities, availat-for-sale 56.2 1.4 23.4 (55.2) 9.0 34.¢ —
Derivative asset 100.7% (35.6) (0.2 (2.5) — 62.4 (22.5)
Separate account assets 6,042.: (1,377.9) — (169.6) (41 4,453.¢ (1,278.9)
Liabilities
Investmer-type insurance contrac (60.2) 6.2 — 18.¢ — (35.0 6.6
Derivative liabilities (266.9) 134.¢ 44 11.7 — (116.0) 133.1
Other liabilities (3) (103.¢) — 20.1 (13.9 — (97.¢) —
(1) Both realized gains (losses) and mark-to-markegalimed gains (losses) are generally reportedtineadized capital gains (losses)

()

(3)

(4)

within the consolidated statements of operatiomzliRed and unrealized gains (losses) on certaé fimaturities, trading and certain
derivatives used in relation to certain tradingtfabios are reported in net investment income watthie consolidated statements of
operations

Gains and losses for separate account assets dopantt net income as the change in value of sépaxount assets is offset by a
change in value of separate account liabilitieselgm currency translation adjustments relatedhéolternational Asset Management
and Accumulation segment separate account asgetsarded in accumulated other comprehensive iacomd are offset by foreign
currency translation adjustments of the correspandeparate account liabilitie

Certain embedded derivatives reported in otheiliids are part of a cash flow hedge, with theseffve portion of the unrealized gains
(losses) recorded in accumulated other comprehenstome

As a result of our implementation of new authoraguidance related to the accounting for VIEgetf/e January 1, 2010, certain
previously unconsolidated VIEs were consolidated egrtain previously consolidated VIEs were decbdated. The fair value of the
Level 3 assets and liabilities of the newly corsatied and deconsolidated VIEs is primarily includetixed maturities, trading; other
investments; derivative liabilities and other ligh#s. As a result of our implementation of nevitaritative guidance related to the
accounting for embedded credit derivatives effectiuly 1, 2010, we elected the fair value optiarnckrtain securities previously
included in fixed maturities, availal-for-sale, effectively reclassifying them to fixed méies, trading.
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10. Fair Value Measurements — (continued)
Transfers
Transfers between fair value hierarchy levels acegnized at the beginning of the reporting period.

Assets transferred into Level 3 during the threatin® ended September 30, 2010 and 2009, were 885fidnh and $70.6 million,
respectively, and during the nine months endede®aper 30, 2010 and 2009, were $210.5 million arkbd&million, respectively. The ass
transferred into Level 3 primarily include thossets for which we are now unable to obtain pri¢hogn a recognized third party pricing
vendor and, to a lesser extent, assets added tovatch list” that were previously priced using atmix pricing valuation approach that may
no longer be relevant when applied to asset-spgegitfiations.

Assets transferred out of Level 3 during the thmemths ended September 30, 2010 and 2009, weré B6fion and $201.3 millior
respectively, and during the nine months endede®aper 30, 2010 and 2009, were $341.0 million argV &million, respectively. The
majority of assets that transferred out of Leval@ude those for which we are now able to obtainipg from a recognized third party
pricing vendor.

Significant transfers into Level 2 during the nmenths ended September 30, 2010, primarily incl#&@28.3 million of separate
account assets that transferred out of Level 1liet@l 2 during the three months ended June 30).28ifnificant transfers out of Level 2
during the three and nine months ended Septemb@030, primarily included $3,300.3 million and 80.6 million, respectively, of
separate account assets that transferred out @l Pemto Level 1. These transfers related to fymetquity securities that were valued using
adjusted prices provided by a third party vendoofasoth December 31, 2009 and June 30, 2010, whictflected in Level 2, and that were
valued at the local close price of the exchangeravtiee assets traded as of both March 31, 201@Gaptember 30, 2010, which is reflected in
Level 1. When events materially affecting the vadaeur between the close of the local exchangdtemilew York Stock Exchange, we use
adjusted prices determined by a third party priciegdor to update the foreign market closing pri€ber transfers into and out of Level 2
during the three and nine months ended Septemh@030, primarily include those that transferretl@fiand into Level 3, respectively.

Significant transfers into Level 1 during the thesel nine months ended September 30, 2010, araf devel 1 during the nine
months ended September 30, 2010, included theaeparcount assets transferred out of and intol vespectively. We did not have any
significant transfers out of Level 1 during thegimonths ended September 30, 2010.

Assets and Liabilities Measured at Fair Value on &onrecurring Basis

Certain assets are measured at fair value on @&oaming basis. During the nine months en8egtember 30, 2010, certain mortg
loans had been impaired or written down to faiueadf $ 238.3 million. The impairments resultediloss of $ 12.@nillion and $66.9 millior
for the three and nine months ended September030, 2espectively, that was recorded in net redlcagpital gains (losses) as part of the
mortgage loan valuation allowance. These collat@éeglendent mortgage loans are a Level 3 fair vale@surement, as fair value is based on
the fair value of the underlying real estate cellak, which is estimated using appraised valuesitivalve significant unobservable inputs.

During the nine months ended September 30, 2040estate had been written down to fair value oft $iillion. This write down
resulted in a loss of $0.3 million for the nine Mfehended September 30, 2010, that was recordeet irealized capital gains (losses). This is
a Level 3 fair value measurement, as the fair vafueal estate is estimated using appraised vahasnvolve significant unobservable
inputs.

During the nine months ended September 30, 201drtgage servicing rights had been written dowratovalue of $6.0 million,
resulting in a charge of $0.3 million and $0.9 raill for the three and nine months ended Septenthe2@®L0, respectively, that was recorded
in operating expenses. These mortgage servicitgsraye a Level 3 fair value measurement, as firevis determined by calculating the
present value of the future servicing cash flowsrfithe underlying mortgage loans.
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10. Fair Value Measurements — (continued)
During the nine months ended September 30, 2010ewamded a goodwill impairment. See Note 2, Godidfor further details.

During the nine months ended September 30, 200&gage loans had been written down to fair valu&4¥ million. This write
down resulted in a loss of $0.1 million and $7.2iom for the three and nine months ended Septer@®e2009, respectively, that was
recorded in net realized capital gains (lossesgs€&lcollateral-dependent mortgage loans are a Befed value measurement, as fair value is
based on the fair value of the underlying realtestallateral, which is estimated using appraisgdes that involve significant unobservable
inputs .

During the nine months ended September 30, 20@Pestate had been written down to fair value 0®$0illion. This write down
resulted in a loss of $0.4 million and $0.8 millifmm the three and nine months ended Septemb&0B®, respectively, that was recorded in
net realized capital gains (losses). This is a L8Vair value measurement, as the fair value efrthal estate is estimated using appraised
values that involve significant unobservable inputs

Fair Value Option

As a result of our implementation of new authoraguidance related to the accounting for VIEgetie January 1, 2010, we
elected fair value accounting for certain assetsl@bilities of newly consolidated VIEs for whidtwas not practicable for us to determine
the carrying value. The fair value option was edddor commercial mortgage loans reported with oitneestments and obligations reported
with other liabilities in the consolidated statenseof financial position. The changes in fair vabfghese items are reported in net realized
capital gains (losses) on the consolidated statesmdroperations.

The fair value and aggregate contractual prinapadunts of commercial mortgage loans for whichfélirevalue option has been
elected were $129.1 million and $128.0 million pedtively, as of September 30, 2010. The chang@rivalue of the loans resulted in a $2.2
million and $23.1 million pre-tax gain for the terand nine months ended September 30, 2010, rasggchone of which related to
instrument-specific credit risk. None of these loarere more than 90 days past due or in nonacstatals. Interest income on these
commercial mortgage loans is included in net inwestt income on the consolidated statements of tipasaand is recorded based on the
effective interest rates as determined at the mipsf the loan. For the three and nine months e@dgdember 30, 2010, we recorded $2.6
million and $8.0 million of interest income on teesommercial mortgage loans, respectively.

The fair value and aggregate unpaid principal arteoahobligations for which the fair value optioashbeen elected were $111.4
million and $220.1 million, respectively, as of Smpber 30, 2010. The change in fair value of tHegabons resulted in a $4.4 million and
$10.1 million pre-tax gain, which includes a $5.8lion and $16.0 million pre-tax gain related tsirument-specific credit risk that is
estimated based on credit spreads and qualitygsator the three and nine months ended Septemb@030, respectively. Interest expense
recorded on these obligations is included in ojregagxpenses on the consolidated statements odtipes and was $2.2 million and $6.8
million for the three and nine months ended Septrb, 2010, respectively.
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11. Segment Information

We provide financial products and services throtighfollowing segments: U.S. Asset Accumulatiomlgall Asset
Management, International Asset Management and atation and U.S. Insurance Solutions. In addittbere is a Corporate segment. The
segments are managed and reported separately bahaysprovide different products and servicesghtifferent strategies or have different
markets and distribution channels.

Prior to third quarter 2010, amounts now reportethe U.S. Insurance Solutions segment and améomésir group medical
insurance business now reported in the Corporat@eet were reported together in the Life and Healsarance segment. This change was
made due to our decision to exit the group medisalrance business (insured and administrativacgerwonly) and has no impact on our
consolidated financial statements for any periagsented. Our segment results for 2009 have bettegdo conform to the current segment
presentation. With the exception of corporate ogadh amounts related to our group medical insurbasiess previously included in
segment operating earnings have been removed fpemating earnings for all periods presented andegerted as other after-tax
adjustments.

The U.S. Asset Accumulation segment provides meinet and related financial products and servicesasily to businesses, their
employees and other individuals.

The Global Asset Management segment provides assgigement services to our asset accumulationdsssiour insurance
operations, the Corporate segment and third-pdidmts.

The International Asset Management and Accumulageggment consists of Principal International, whiels operations in Brazil,
Chile, China, Hong Kong Special Administrative Ragilndia, Indonesia, Malaysia, Mexico, Singapard @hailand. We focus on countries
with large middle classes, favorable demographicsgaowing longterm savings, ideally with defined contribution kets. We entered the
countries through acquisitions, start-up operatams joint ventures.

The U.S. Insurance Solutions segment provides iicidal life insurance and specialty benefits, wrgohsists of group dental and
vision insurance, individual and group disabilisgurance and group life insurance, throughout thiged States.

The Corporate segment manages the assets repngsespital that has not been allocated to any atbgment. Financial results of
the Corporate segment primarily reflect our finagcactivities (including interest expense and prefiéstock 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 irsgtisg, as a basis for determining employee cosgtem and in evaluating
performance on a basis comparable to that useddwisies 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 defdnmu-end fee revenues for sales charges on metiné products and services, net realized
capital gains and losses distributed, noncontmliimierest capital gains and losses and certaikeh&alue adjustments to fee revenues. Net
realized capital gains (losses), as adjusted, drgheriodic settlements and accruals on derivatisteuments not designated as hedging
instruments and exclude certain market value ami@ists of embedded derivatives and realized cagdtials (losses) associated with our e»
group medical insurance business. Segment openatitgmues exclude net realized capital gains (8)gsxcept periodic settlements and
accruals on derivatives not designated as hedgstguiments), including their impact on recognitadrfront-end fee revenues and certain
market value adjustments to fee revenues, revenuedur exited group medical insurance businessevehue from our terminated
commercial mortgage securities issuance opergfiegment operating revenues include operating re@gfmam real estate properties that
qualify for discontinued operations. While thessris may be significant components in understanaimjassessing the consolidated finai
performance, management believes the presentdtgegment operating earnings enhances the undeéns¢pof our results of operations by
highlighting earnings attributable to the normailgoing operations of the business.

The accounting policies of the segments are camgistith the accounting policies for the consokdbfinancial statements, with the
exception of income tax allocation. The Corporatgnsent functions to absorb the risk inherent iarimteting 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 estorasolution of any disputes.
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11. Segment Information — (continued)

The following tables summarize selected finanaifbimation by segment and reconcile segment ttaalsose reported in the

consolidated financial statements:

Assets:
U.S. Asset Accumulatio
Global Asset Manageme
International Asset Management and Accumula
U.S. Insurance Solutior
Corporate
Total consolidated assets

September 30, 2010 December 31, 2009

Operating revenues by segmeni

U.S. Asset Accumulatio $
Global Asset Manageme

International Asset Management and Accumula

U.S. Insurance Solutior

Corporate

Total segment operating revenues

Net realized capital losses (except periodic satlgs and
accruals on derivatives not designated as hedgstguiments),
including recognition of front-end fee revenues aatain
market value adjustments to fee rever

Exited group medical insurance busin

Terminated commercial mortgage securities issuapeeation

Total revenues per consolidated statements of bpesa $

Operating earnings (losses) by segment, net of réda income
taxes:

U.S. Asset Accumulatio $

Global Asset Manageme

International Asset Management and Accumula

U.S. Insurance Solutior

Corporate

Total segment operating earnings, net of relatedrre taxes
Net realized capital losses, as adjustec
Other after-tax adjustments (2)

Net income available to common stockholders pesacliated
statements of operatio $

(in millions)

$ 108,811.. $ 106,881.!

1,302.¢ 1,276."

12,307 10,301

16,144.¢ 15,097.

4,890." 4,201.¢

$ 143,456.0 $ 137,759..

For the three months ended For the nine months ended
September 30, September 30,
2010 2009 2010 2009
(in millions)

997.C $ 1,025.¢ $ 3,031.( $ 3,024..
118.( 111z 346.1 319.(
200.1 156.1 569.2 381.¢
690.7% 701.¢ 2,070.: 2,106.¢
(19.7) (33.4) (81.2) (103.2)
1,986." 1,961.( 5,935.¢ 5,728.¢
(42.9) (86.1) (199.5) (336.6)
344.1 396.( 1,050.: 1,225.
— (0.6) — (0.7)
2,288. $ 2,270.. $ 6,786.. $ 6,616."
147¢ % 154 $ 4332 3 385.1
15.C 10.t 39.: 25.t
33.1 33.1 106.C 79.2
47.3 56.2 141.¢ 148.1
(23.9) (35.9) (89.4) (108.7)
218.¢ 219.1 630.7 529.¢
(30.9 (53.9) (156.9) (154.6)
(45.€) 19.C (6.6) 73.C
1422 $ 1847 $ 467.C $ 447 ¢
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11. Segment Information — (continued)

(1) Net realized capital losses, as adjusted, is derssfollows:

For the three months endec For the nine months endec
September 30, September 30,
2010 2009 2010 2009
(in millions)
Net realized capital loss: $ (20.7) $ (66.€) $ (132.¢) $ (285.))
Periodic settlements and accruals on derivativési@esignated as
hedging instrument (20.5) (20.2) (69.8) (47.9
Certain market value adjustments to fee reve 2.3 — 2.3 (1.5
Recognition of fror-end fee revenue 1.2 0.7 5.2 (2.1
Net realized capital losses, net of related revexujestment: (42.9) (86.1) (199.5) (336.€)
Amortization of deferred policy acquisition andesalnducement
costs (26.7) 16.7 (71.3) 106.%
Capital (gains) losses distribut 0.1 (7.5) (2.2 (14.9
Certain market value adjustments of embedded derés 0.¢ 2.3 6.7 8.8
Net realized capital (gains) losses associated exited groug
medical insurance busine 1.8 — 2.4 (0.2)
Noncontrolling interest capital (gains) los! 0.€ (9.9 4.7 (15.5)
Income tax effec 34.7 31.1 111.1 96.¢
Net realized capital losses, as adjus $ 309 $ (534 $ (156.9 $ (154.9

(2) For the three months ended September 30, 2010, aftlee-tax adjustments included the negative efdétosses associated with our
exited group medical insurance business that doeget qualify for discontinued operations accongtireatment under U.S. GAA

For the three months ended September 30, 2009, afteetax adjustments included the positive effect ohgaissociated with our exit
group medical insurance business that does najugify for discontinued operations accounting timeent under U.S. GAAP ($19.5
million) and the negative effect of losses assedatith our terminated commercial mortgage se@asissuance operation that has been
exited but does not qualify for discontinued operat accounting treatment under U.S. GAAP ($0.%ioni).

For the nine months ended September 30, 2010, aftezrtax adjustments included the negative effestiting from the tax impact of
healthcare reform, which eliminates the tax dedilitif of retiree prescription drug expenses reddie our employees incurred after 2012
($7.8 million) and the positive effect of gains@sated with our exited group medical insurancerrss that does not yet qualify for
discontinued operations accounting treatment ubd&r GAAP ($1.0 million).

For the nine months ended September 30, 2009, aftezrtax adjustments included the positive eftdaains associated with our exited
group medical insurance business that does najuaify for discontinued operations accounting tment under U.S. GAAP ($73.8
million) and the negative effect of losses assedatith our terminated commercial mortgage se@gissuance operation that has been
exited but does not qualify for discontinued opierat accounting treatment under U.S. GAAP ($0.8ioni).
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11. Segment Information — (continued)

The following table summarizes operating revenoe®iir products and services:

For the three months ended For the nine months ended
September 30, September 30,
2010 2009 2010 2009
(in millions)
U.S. Asset Accumulatior
Full service accumulatio $ 328. $ 329.: 3 991.¢ $ 952.2
Principal Fund: 123.% 113.1 372.c 324.(
Individual annuities 253.2 2472 759.5 713
Bank and trust service 23.t 22.2 68.4 61.c
Eliminations (24.3) (21.9) (74.1) (65.€)
Total Accumulatior 704.¢ 690.( 2,117.¢ 1,985.:
Investment only 157.C 200.1 495.2 626.(
Full service payou 135.1 135.F 417.¢ 413.2
Total Guarantee 292.1 335.¢ 913.1 1,039..
Total U.S. Asset Accumulatic 997.( 1,025.¢ 3,031.( 3,024.:
Global Asset Management ( 118.( 111.2 346.1 319.C
International Asset Management and Accumula 200.1 156.1 569.4 381.¢
U.S Insurance Solution
Individual life insuranc 339t 338.¢ 1,019.¢ 1,012.¢
Specialty benefits insuran 351.2 362.5 1,050.: 1,093.¢
Total U.S. Insurance Solutiol 690.7 701.£ 2,070.: 2,106.¢
Corporate (19.7) (33.9) (81.2) (103.9
Total operating revenut $ 1,986. $ 1,961.( $ 5935 $ 5,728.¢
Total operating revenut $ 1,986. $ 1,961.( $ 5935.. $ 5,728.¢
Net realized capital losses (except periodic satlgs and
accruals on derivatives not designated as hedgstguments)
including recognition of front-end fee revenues aadain
market value adjustments to fee rever (42.9) (86.1) (199.5) (336.€)
Exited group medical insurance busin 344.1 396.( 1,050.: 1,225.
Terminated commercial mortgage securities issuapeeatior — (0.6) — (0.7
Total revenues per consolidated statements of tipes: $ 2,288t § 2,270.0 $ 6,786.0 $ 6,616..

(1) Reflects intersegment revenues of $48.9 million and $49.4 milfarthe three months ended September 30, 201Q@D@, respectively
and $148.2 million and $144.3 million for the nimenths ended September 30, 2010 and 2009, resplgciihese revenues are
eliminated within the Corporate segme
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12. Stock-Based Compensation Plans

As of September 30, 2010, we have the 2010 Stamnhive Plan (formerly known as the 2005 Stock mtiee Plan), the Employee
Stock Purchase Plan, the 2005 Directors Stock BlarStock Incentive Plan, the Directors Stock Rlad the Long-Term Performance Plan
(“Stock-Based Compensation Plans”). As of May 100%, no new grants will be made under the Stockritice Plan, the Directors Stock
Plan or the Long-Term Performance Plan.

As of September 30, 2010, the maximum number of steaves of common stock that were available fontguader the 2010 Stock
Incentive Plan and the 2005 Directors Stock Plas ¥a2 million.

The compensation cost that was charged againshiador stock-based awards granted under the Saskd Compensation Plan:
as follows:

For the nine months endec
September 30,

2010 2009
(in millions)
Compensation co: $ 36.E $ 37.€
Related income tax bene 12.4 12.2
Capitalized as part of an as 1.8 2.8

Nonqualified Stock Options

Nonqualified stock options were granted to certaitployees under the 2010 Stock Incentive Plan.|'dptéions granted were 0.8
million for the nine months ended September 30020he fair value of these options was determirmdgithe Black-Scholes option
valuation model assuming a weighted-average exgetitédend yield of 2.3 percent, a weighted-averegeected volatility of 66.6 percent, a
weighted-average risk-free interest rate of 2.8@erand a weighted-average expected term of & y&€he weighted-average estimated fair
value of stock options granted during the nine herinded September 30, 2010, was $11.48 per share.

As of September 30, 2010, there were $6.3 millibtotal unrecognized compensation costs relatettvested stock options. The
costs are expected to be recognized over a weigivexdge service period of approximately 1.6 years.

Performance Share Awards

Performance share awards were granted to certgifogaes under the 2010 Stock Incentive Plan. Tadlormance share awards
granted were 0.4 million for the nine months en8egtember 30, 2010. The performance share awaadgedrrepresent initial target awards
and do not reflect potential increases or decre@sesting from the final performance objectivebdetermined at the end of the performi
period. The actual number of shares to be awartitb@nd of each performance period will rangevbenh 0% and 150% of the initial target
awards. The fair value of performance share awiardetermined based on the closing stock pricaiotommon shares on the grant date.
weighted-average grant date fair value of thestopaance share awards granted was $22.21 per corshaoa.

As of September 30, 2010, there were $6.6 millibtotal unrecognized compensation costs relatethttvested performance share
awards granted. The costs are expected to be reedgover a weighted-average service period of@pprately 1.6 years.

Restricted Stock Units

Restricted stock units were issued to certain eygas and agents pursuant to the 2010 Stock InesRtan and non-employee
directors pursuant to the 2005 Directors Stock Plaxal restricted stock units granted were 1.2iomilfor the nine months ended
September 30, 2010. The fair value of restrictedlstinits is determined based on the closing goicie of our common shares on the grant
date. The weighted-average grant date fair valubexfe restricted stock units granted was $22.5¢gamon share.

As of September 30, 2010, there were $ 30.8 miltibtotal unrecognized compensation costs relatethvested restricted stock
unit awards granted. The costs are expected tedmgnized over a weighted-average period of apprataly 1.8 years.
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Employee Stock Purchase Plan

Under the Employee Stock Purchase Plan, employaesased 0.5 million shares for the nine monthedrigkptember 30, 2010.
The weighted-average fair value of the discounthenstock purchased was $3.52 per share.

As of September 30, 2010, a total of 8.0 milliomefv shares are available to be made issuable foy thss plan.
13. Earnings Per Common Share

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

For the three months endec For the nine months endec
September 30 September 30
2010 2009 2010 2009
(in millions, except per share data
Net income $ 151 $ 2042 $ 499.1 $ 490.¢
Subtract:
Net income attributable to noncontrolling inter 0.S 11.2 7.4 18.2
Preferred stock dividends 8.2 8.2 24.7 247
Net income available to common stockholc $ 1422 $ 1847 $ 467.C $ 447 ¢
Weightec-average shares outstand
Basic 320.7 319.1 320.2 289.¢
Dilutive effects:
Stock options 0.8 0.S 0.8 0.2
Restricted stock unit 1.5 1.5 14 0.¢
Performance share awards 0.3 — 0.3 —
Diluted 323.C 321.F 322.7 291.1
Net income per common sha
Basic $ 044 % 0.5¢ $ 1.4€¢ $ 1.5¢
Diluted $ 044 $ 057 $ 145 $ 1.5¢

The calculation of diluted earnings per sharelfierthree and nine months ended September 30, 2012089, excludes the
incremental effect related to certain outstandioglsbased compensation grants due to their altiihek effect.

14. Condensed Consolidating Financial Information

Principal Life has established special purposeieatio issue secured medium-term notes. Undegoribgram, the payment
obligations of principal and interest on the nass secured by funding agreements issued by Painicife. 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 consadlidgfinancial 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 basisfaseptember 30, 2010 and December 31, 2009, artddmine months ended
September 30, 2010 and 2009.

In presenting the condensed consolidating finarstakments, 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’dénest in Principal Life even though all such
subsidiaries meet the requirements to be consetidatder U.S. GAAP. Earnings of subsidiaries dmexefore, reflected in the parent’s
investment and earnings. All intercompany balarcgbstransactions, including elimination of the péieinvestment in subsidiaries, between
PFG, Principal Life and PFS and all other subsiéghave been eliminated, as shown in the colunimfations and Other.” These
condensed consolidating financial statements shimeilicad in conjunction with the consolidated fitiahstatements. The financial
information may not necessarily be indicative afulés of operations, cash flows or financial pasithad the subsidiaries operated as
independent entities.
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14. Condensed Consolidating Financial Information —{continued)

Condensed Consolidating Statements of Financial Picisn

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 incor
Premiums due and other receival
Deferred policy acquisition cos
Property and equipme
Goodwill
Other intangible:
Separate account ass
Other assets
Total assets
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 cost
Total stockholders’ equity attributable to PFG
Noncontrolling interes
Total stockholders’ equity
Total liabilities and stockholders’ equity

September 30, 2010

Principal Principal Life Principal Financial Principal
Financial Insurance Services, Inc. and Financial
Group, Inc. Company Other Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)
$ 112 $ 43,479.. $ 6,225.( $ (405.) $ 49,310
575.2 484.2 440.¢ — 1,500.(
— 171z 2.€ — 173.¢
— 0.3 214.¢ — 215.2
— 9,436.’ 2,119.( (459.9) 11,095.
— 9.8 1,078.¢ (1.9 1,086.¢
— 879.1 24.1 — 903.¢
10,162.: 3,253.: 4,886.¢ (17,608.9) 693.:
5.€ 2,182 734.7 (607.%) 2,315.:
550. 817.1 1,092. (191.6) 2,268.¢
3. 648.2 63.£ 4.9 710.:
201. 883.< 319.¢ (209.9) 1,294.
— 2,979.: 260.¢ — 3,240.:
— 395.1 66.C — 461.1
— 54.: 289.t — 343.¢
— 30.€ 811.2 — 842.1
— 59,058.: 6,601.: — 65,659.
12.5 724.¢ 872.( (267.6) 1,341."
$ 11521! $ 125488. $ 26,103.0 $ (19,656.) $ 143,456.
$ — $ 38674 $ 1327 $ (257.9) $ 38,549
— 15,938.« 3,856.¢ (41.9) 19,753.!
— 560.4 22.€ — 583.:
— — 132.1 — 132.1
1,351.° 99.t 627.( (496.7) 1,582.:
(8.4) (256.0) 8.1 260.( 3.7
(26.6) 318.7 278.: (11.6) 558.¢
— 59,058.: 6,601.: — 65,659.
309.: 3,227.( 4,138.. (1,074.9) 6,600.:
1,626.( 117,620.. 15,797 (1,621.9) 133,422..
0.1 — — — 0.1
4.5 2.5 - (2.5) 4.5
9,547.t 6,133.¢ 8,318.¢ (14,452.) 9,547.%
4,591 .¢ 1,291.¢ 1,323.¢ (2,615.) 4,591 .¢
476.¢ 441 ; 519.£ (960.6) 476.¢
(4,725.0) — — — (4,725.0)
9,895t 7,868.¢ 10,162.: (18,030.9) 9,895t
— — 143.3 (4.5 138.¢
9,895.! 7,868.¢ 10,305.: (18,035.() 10,034..
$ 11521! $ 125488. $ 26,103.0 $ (19,656.) $ 143,456.!
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14. Condensed Consolidating Financial Information —{continued)

Condensed Consolidating Statements of Financial Picisn

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 incor
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 debt
Income taxes currently payat
Deferred income taxe
Separate account liabiliti¢
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 |
Treasury stock, at co

Total stockholder equity attributable to PF
Noncontrolling interes

Total stockholder equity

Total liabilities and stockholde’ equity

December 31, 2009

Principal Principal Life Principal Financial Principal
Financial Insurance Services, Inc. and Financial
Group, Inc. Company Other Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)
1245 $ 40,928. $ 5635.f $ (468.2) $ 46,220.(
348.1 461.¢ 222t — 1,032..
— 211.¢ 2.4 — 214.(
— 0.3 221.2 — 221t
— 9,930. 2,344 (429.6) 11,845.(
— 19.4 1,017.. (2.2 1,034.¢
— 881.% 21.2 — 902.t
8,423.: 3,337.7 3,198.¢ (14,331.0) 628.%
5.3 1,692.: 621. (482.5) 1,837.(
304.¢ 1,249. 713.( (26.9) 2,240.
2.C 634.¢ 61.2 (5.9) 691.¢
2.C 843.< 220.1 — 1,065.¢
— 3,454.¢ 226.¢ — 3,681.¢
— 420.¢ 68.4 — 489.:
— 96.¢ 289.¢ — 386.4
— 33.7 818.( — 851.7
— 57,380.! 5,357.7 — 62,738.!
13.C 632.3 823.% 209.c 1,677.¢
9,222.¢ $ 122,210.. $ 21,863.0 $ (15,536.) $ 137,759.
— $ 40,021 $ 372 % (257.00 $ 39,801.!
— 15,954 3,317.: (23.5) 19,248..
— 539.1 20.1 — 559.2
— — 101.¢ — 101.¢
1,351.¢ 99.5 644.1 (510.9) 1,584.¢
(14.7) (260.5) 15.€ 262.: 2.8
(27.0) (544.¢) 295.: 396.1 120.2
— 57,380.! 5,357.7 — 62,738.!
19.C 2,670.¢ 3,524.( (628.0 5,585.¢
1,329.: 115,861. 13,312.¢ (760.9) 129,743.
0.1 — — — 0.1
4.5 2.5 — (2.5) 4.5
9,492.¢ 6,408.¢ 8,586.t (14,995.) 9,492.¢
4,160. 1,024.: 834.( (1,858.) 4,160."
(1,042.0 (1,086.9) (997.9) 2,084.: (1,042.0)
(4,722.) — — — (4,722.)
7,893.t 6,348.¢ 8,423.: (14,772.0) 7,893.¢
— — 127.( (4.2) 122.¢
7,893.! 6,348.¢ 8,550.! (14,776.) 8,016.¢
9,222.¢ $ 122,210.. $ 21,863.0 $ (15,536.) $ 137,759.
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14. Condensed Consolidating Financial Information —{continued)

Condensed Consolidating Statements of Operations
For the nine months ended September 30, 2010

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
availablefor-sale securitie

Portion of impairment losses on fixed maturities,
available-for-sale recognized in other
comprehensive incon

Net impairment losses on availa-for-sale securities

Net realized capital gains (losst
Total revenues

Expenses

Benefits, claims and settlement exper

Dividends to policyholder

Operating expenses
Total expenses

Income (loss) before income tax

Income taxes (benefit:

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

Net income attributable to noncontrolling inter
Net income attributable to PF

Preferred stock dividends

Net income available to common stockholc

Principal
Financial
Principal Principal Life Services, Inc. and Principal
Financial Insurance Other Financial
Group, Inc. Company Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)
— 8 2,396.t 216.C $ — 8 2,612.¢
0.1 1,066.¢ 828.2 (209.0) 1,685.¢
30.€ 2,110. 455.1 241 2,620.:
0.7 235.2 (182.¢) (2.4) 50.7
— (236.7) (10.9) — (247.9)
— 59.5 4.8 — 64.3
— (177.2) (6.1) — (183.9)
0.7 58.( (188.9) (2.4) (132.0)
31.7 5,631.: 1,310.c (187.9) 6,786.
— 3,566.¢ 379.2 (13.7) 3,932.¢
— 164.7 — — 164.%
87.t 1,454.( 746.4 (176.9 2,111
87.t 5,185.: 1,125.¢ (189.9) 6,208.¢
(55.€) 446.] 184.¢ 2.E 577.€
(21.6) 114.: (14.0) (0.2) 78.E
525.¢ (28.€) 334.¢ (831.7) —
4917 303.( 533. (829.0 499.1
— — 7.5 (0.1) 7.4
4917 303.( 525.¢ (828.9) 4917
240 — — — 24.7
$ 467.C $ 303.C 525.¢ $ (828.9 $ 467.C
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14. Condensed Consolidating Financial Information —{continued)

Condensed Consolidating Statements of Operations
For the nine months ended September 30, 2009

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

Portion of impairment losses on fixed maturities,

available-for-sale recognized in other
comprehensive incon
Net impairment losses on availa-for-sale
securities
Net realized capital gains (losst
Total revenues
Expenses
Benefits, claims and settlement exper
Dividends to policyholder
Operating expenses
Total expenses

Income (loss) before income tax

Income taxes (benefit:

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

Net income attributable to noncontrolling inter
Net income attributable to PF

Preferred stock dividends

Net income available to common stockholc

Principal
Financial
Principal Principal Life Services, Inc. and Principal
Financial Insurance Other Financial
Group, Inc. Company Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)
$ — $ 2,615 $ 2052 % — 3 2,820.t
— 999.¢ 746.¢ (207.9) 1,539.
1.4 2,251.¢ 260.1 28.5 2,541.¢
1.C (316.9) 447.1 (69.5) 62.5
— (507.7%) (2.9 — (510.0)
— 161.Z 1.2 — 162.4
— (346.5) (1.2) — (347.6)
1.C (662.6) 446. (69.5) (285.])
2.4 5,204 . 1,658.: (248.9) 6,616."
— 3,741.: 229.% (12.9) 3,958.(
— 188.3 — — 188.3
61.2 1,256. 742.5 (166.0 1,894..
61.2 5,185.¢ 971.¢ (178.9) 6,040.¢
(58.9) 18.4 686.1 (69.9) 576.
(23.2) (41.6) 149.7 0.8 85.5
508.: 3457 (10.4) (843.5) —
472.F 405.¢ 526.€ (914.7) 490.¢
— — 18.4 (0.2) 18.%
472.F 405.¢ 508.z (914.1) 472.F
24.1 — — — 24.1
$ 447.¢ $ 405.¢ $ 508.: $ (914.0) $ 447.¢
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14. Condensed Consolidating Financial Information —{continued)

Condensed Consolidating Statements of Cash Flows
For the nine months ended September 30, 2010

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

Operating activities
Net cash provided by (used in) operating activi  $ (1779 $ 1,769.¢ $ 6311 $ (294.00 $ 1,929
Investing activities
Available-for-sale securities

Purchase (61.9) (4,278.9) (846.€) (40.0 (5,226.9

Sales 95.t 1,029.° 248.¢ — 1,374.:

Maturities 81.1 3,079.. 447 ¢ — 3,608.¢
Mortgage loans acquired or originai — (680.0 (206.7) 223.7 (662.9
Mortgage loans sold or repe — 1,132.¢ 299. (193.9 1,238.°
Real estate acquire — (0.2 (23.6) — (23.9)
Net purchases of property and equipr — (0.7) (20.7) — (11.9
Dividends and returns of capital received from

unconsolidated entitie 301.¢ 193.¢ 301.¢ (797.0 —
Net change in other investmel 13.2 (19.9 (116.2) 131.€ 8.8
Net cash provided by investing activiti 430.2 456.4 94.4 (675.7) 305.¢
Financing activities
Issuance of common sto 20.C — — — 20.C
Acquisition of treasury stoc (2.3 — — — (2.3
Proceeds from financing element derivati — 78.€ — — 78.€
Payments for financing element derivati — (36.2) — — (36.2)
Excess tax benefits from share-based payment

arrangement — 0.2 0.t — 0.8
Dividends to preferred stockholde (24.9) — — — (24.7)
Issuance of lor-term deb — — 26.€ (25.9) 1.7
Principal repayments of lo-term debt — — (8.9 — (8.9
Net proceeds from (repayments of) s-term

borrowings — — (5.0 32.1 27.1
Dividends and capital paid to pare — (301.€) (495.9) 797.C —
Investment contract depos — 2,916.( 99.7 — 3,015.°
Investment contract withdrawe — (5,311.9 — — (5,311.9)
Net increase in banking operation depa — — 36.C — 36.C
Other — (3.2) — — (3.9
Net cash used in financing activiti (7.0 (2,657.) (346.2 803.¢ (2,207.0
Net increase (decrease) in cash and cash equis 245.¢ (431.5) 379.: (165.2) 28.4
Cash and cash equivalents at beginning of period 304.¢ 1,249.. 713.( (26.49) 2,240.«
Cash and cash equivalents at end of period $ 550.¢ $ 817.7 $ 1,092.0 $ (191.¢) $ 2,268.¢
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14. Condensed Consolidating Financial Information —{continued)

Condensed Consolidating Statements of Cash Flows
For the nine months ended September 30, 2009

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

Operating activities
Net cash provided by (used in) operating activi  $ (403.9) $ 2,052.. $ 1622 % (16.6) $ 1,794 .
Investing activities
Available-for-sale securities

Purchase (691.5) (4,995.¢) (992.6) 79.C (6,600.7)

Sales 634.( 2,878." 258.2 (0.€) 3,770.

Maturities — 2,746.¢ 399.2 — 3,146.(
Mortgage loans acquired or originai — (269.9 (70.5) 68.1 (271.9)
Mortgage loans sold or repe — 1,056.! 247k (56.¢) 1,247.:
Real estate acquire — — (50.2) — (50.2)
Real estate sol — — 22.1 — 22.1
Net purchases of property and equipn — (7.8 (12.9) — (20.6¢
Purchases of interests in subsidiaries, net of cas

acquired — — (45.7) — (45.7)
Dividends received from (contributions to)

unconsolidated entitie (496.0 38.¢€ 149.( 308.4 —
Net change in other investmel 0.1 57.1 3.8 (101.%) (40.6)
Net cash provided by (used in) investing activi (553.9) 1,504.¢ (91.7) 296.4 1,156.:
Financing activities
Issuance of common sto 1,123.( — — — 1,123.(
Acquisition of treasury stoc (4.2 — — — 4.2
Proceeds from financing element derivati — 121.: — — 121.:
Payments for financing element derivati — (57.9) — — (57.7)
Excess tax benefits from share-based payment

arrangement — — 0.2 — 0.2
Dividends to preferred stockholde (24.9) — — — (24.7)
Issuance of lor-term debt 745.1 — 40.C (40.0) 745.1
Principal repayments of lo-term debt — — (465.9) — (465.9)
Net repayments of sh-term borrowings — — (365.9) (32.0) (397.9)
Capital received from (dividends paid to) par — (249.0 457 .2 (308.9 —
Investment contract depos — 3,438.: — — 3,438..
Investment contract withdrawe — (6,871.) — — (6,871.)
Net increase in banking operation depa — — 80.2 — 80.2
Other — (4.5 — — (4.5
Net cash provided by (used in) financing activi 1,839.: (3,522.9) (253.5) (380.9) (2,317.9)
Net increase (decrease) in cash and cash equis 882.¢ 34.2 (182.¢) (100.¢) 633.2
Cash and cash equivalents at beginning of perio (2.0 1,598.¢ 1,192.: (180.9) 2,608.(
Cash and cash equivalents at end of period $ 880.¢ $ 1,632.¢ $ 1,009.! $ (281.7) $ 3,241..
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14. Condensed Consolidating Financial Information —{continued)

On June 11, 2008, our shelf registration statemeastfiled with the SEC and became effective. Thadfslkgistration replaces the
shelf registration that had been in effect sinageJ2004, as it was scheduled to expire in the fioguarter of 2008. Under our current shelf
registration, we have the ability to issue unsedwenior debt securities or subordinated debt &exsjijunior subordinated debt, preferred
stock, common stock, warrants, depository shatesk purchase contracts and stock purchase unR& G, trust preferred securities of three
subsidiary trusts and guarantees by PFG of thasepreferred securities. Our wholly owned subsidiBFS, may guarantee, fully and
unconditionally or otherwise, our obligations withtspect to any non-convertible securities, othen tommon stock, described 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 feeat the information for PFG on a
consolidated basis as of September 30, 2010 anenilsr 31, 2009, and for the nine months ended Séete30, 2010 and 2009.

In presenting the condensed consolidating finarst&tkements, 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, evenigh all such subsidiaries meet the
requirements to be consolidated under U.S. GAAIEgs of subsidiaries are, therefore, reflecteth@parent’s investment and earnings.
All intercompany balances and transactions, inclgdilimination of the parent’s investment in sulzsiés, between PFG, PFS and Principal
Life and all other subsidiaries have been elimidates shown in the column “Eliminations and Oth@he&se condensed consolidating
financial statements should be read in conjunatiith the consolidated financial statements. Thariirial information may not necessarily be
indicative of results of operations, cash flowdioancial position had the subsidiaries operatemhdspendent entities.
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14. Condensed Consolidating Financial Information —{continued)

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 receivat

Deferred policy acquisition cos
Property and equipme
Goodwill
Other intangible:
Separate account ass
Other assets

Total assets
Liabilities
Contractholder fund
Future policy benefits and clair
Other policyholder fund
Shor-term debt
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 cost

Total stockholders’ equity attributable to PFG

Noncontrolling interes
Total stockholders’ equity

Total liabilities and stockholders’ equity

September 30, 2010

Notes to Consolidated Financial Statements — (comtied)

Condensed Consolidating Statements of Financial Picisn

Principal Life
Insurance
Principal Principal Company and Principal
Financial Financial Other Financial
Group, Inc. Services, Inc. Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated
(in millions)
$ 112 % — $ 49,299. $ — $ 49,310
575.2 — 924.¢ — 1,500.(
— — 173.¢ — 173.¢
— — 215.2 — 215.2
— — 11,095.¢ — 11,095.¢
— — 1,086.¢ — 1,086.¢
— — 903.¢ — 903.¢
10,162.: 10,179.¢ 693.1 (20,341.) 693.%
5.€ 46.4 2,263.: — 2,315
550.4 673.5 2,058.¢ (1,013.9 2,268.¢
3.C — 707.: — 710.<
201. — 1,092.. 0.9 1,294,
— — 3,240.: — 3,240.:
— — 461.1 — 461.1
— — 343.¢ — 343.¢
— — 842.1 — 842.1
— — 65,659. — 65,659.
12.5 9.4 1,318.¢ 1.C 1,341,
$ 11,521 $ 10,908.¢ $ 142,379. $ (21,353.) $ 143,456.
$ —  $ — $ 38549! $ — $ 38,549
— — 19,753.! — 19,753.!
— — 583.: — 583.%
— 75.C 400.7 (343.¢) 132.1
1,351.° — 230.¢ — 1,582.:
(8.4) (5.9 0.8 17.1 3.7
(26.€) (9.0) 608.E (14.9) 558.¢
— — 65,659. — 65,659.
309.: 686.¢ 6,274.¢ (670.6) 6,600..
1,626.( 746.¢ 132,060.! (1,011.9) 133,422..
0.1 — — — 0.1
4.5 - 17.€ (7.9 4.5
9,547.t 8,318.¢ 7,709.¢ (16,028.9) 9,547.t
4,591 1,323.¢ 1,930.: (3,254.0) 4,591.¢
476.¢ 519. 523.7 (1,043.) 476.¢
(4,725.0) — (2.0 2.C (4,725.0)
9,895t 10,162.: 10,179.¢ (20,341.) 9,895t
— — 138.¢ — 138.¢
9,895.¢ 10,162.: 10,318.: (20,341.) 10,034..
$ 11,521! $ 10,908.¢ $ 142,379. $ (21,353.) $ 143,456.
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14. Condensed Consolidating Financial Information —{continued)

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 receivat

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 debr
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 stot
Common stocl
Additional paic-in capital
Retained earning

Accumulated other comprehensive |

Treasury stock, at co

Total stockholderséquity attributable to PF

Noncontrolling interes
Total stockholder equity

Total liabilities and stockholde’ equity

Condensed Consolidating Statements of Financial Picisn

December 31, 2009

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)
$ 1245 3 —  $ 46,096.. $ — $  46,220.¢
348.1 — 684.: — 1,032..
— — 214.( — 214.C
— — 221.t — 221.t
— — 11,845.¢ — 11,845.¢
— — 1,034.¢ — 1,034.¢
— — 902.t — 902.t
8,423.: 8,468.¢ 628.1 (16,891.) 628.3
5.3 49.4 1,782.c (0.1) 1,837.(
304.¢ 534.¢ 2,256.¢ (855.9 2,240.¢
2.C — 689.¢ — 691.¢
2.C — 1,062.¢ 0.6 1,065.¢
— — 3,681. — 3,681.
— — 489.: — 489.:
— — 386.¢ — 386.2
— — 851.7 — 851.7
— — 62,738.! — 62,738.!
13.C 9.4 1,644.( 11.5 1,677.¢
$ 9,222.t % 9,061t $ 137,209.. $ (17,734.9) $ 137,759.
$ —  $ —  $ 39,801.¢ $ — $ 39,801
— — 19,248.. — 19,248..
— — 559.2 — 559.2
— 75.C 338.1 (312.)) 101.€
1,351.¢ — 232.¢ — 1,584.¢
(14.7) (5.4 9.1 13.€ 2.8
(27.0 (4.2) 149.¢ 1.8 120.2
— — 62,738.! — 62,738.!
19.C 573.1 5,540.: (546.4) 5,585.¢
1,329.: 638.5 128,618.. (842.9 129,743.1
0.1 — — — 0.1
4.5 - 17.€ (7.9 4.5
9,492.¢ 8,586.¢ 7,965.¢ (16,552.) 9,492.¢
4,160.’ 834.( 1,468.: (2,302.9) 4,160.
(1,042.() (997.9) (981.5) 1,978.¢ (1,042.0)
(4,722.) — (2.0) 2.C (4,722.)
7,893t 8,423.: 8,468.¢ (16,891.) 7,893t
— — 122.¢ — 122.¢
7,893.! 8,423.! 8,591.! (16,891.) 8,016.¢
$ 9,222.t $ 9,061.t $ 137,209.0 $ (17,734.) $ 137,759.
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14. Condensed Consolidating Financial Information —{continued)

Condensed Consolidating Statements of Operations
For the nine months ended September 30, 2010

Revenues

Premiums and other consideratic

Fees and other revent

Net investment income (los

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

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

Portion of impairment losses on fixed maturities,
available-forsale recognized in other comprehen:
income

Net impairment losses on availe-for-sale securities

Net realized capital gains (losst
Total revenues

Expenses

Benefits, claims and settlement exper

Dividends to policyholder

Operating expenses
Total expenses

Income (loss) before income tax

Income taxes (benefit:

Equity in the net income of subsidiaries

Net income

Net income attributable to noncontrolling inter
Net income attributable to PF

Preferred stock dividends

Net income available to common stockholc

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

— $ — $ 2,612.¢ — $ 2,612.¢

0.1 — 1,686.4 (0.6) 1,685.¢

30.¢ (2.6) 2,591t 0.5 2,620.

0.7 (0.2) 50.1 — 50.7

— — (247.6) — (247.6)

— — 64.: — 64.5

— — (183.7) — (183.9)

0.7 (0.2) (133.7) — (132.0)

31.7 (2.7) 6,757.c (0.2) 6,786.

— — 3,932.¢ — 3,932.¢

— — 164.: — 164.7

87.t 0.8 2,023.( (0.2) 2,111.:

87.t 0.8 6,120.! (0.7 6,208.¢

(55.€) (3.5 636.¢ - 577.€
(21.6) 0.4 99.7 - 78.5
525.¢ 529.¢ — (1,055.) —
491.7 525.¢ 537.2 (1,055.7) 499.1

— — 7.4 — 7.4

4917 525.¢ 529.¢ (2,055.) 491.5

24.7 — — — 24.1

467.C $ 525.¢ $ 529.¢ (1,055.7) $ 467.C
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14. Condensed Consolidating Financial Information —{continued)

Condensed Consolidating Statements of Operations
For the nine months ended September 30, 2009

Revenues

Premiums and other consideratic

Fees and other revent

Net investment income (los

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

Total other-than-temporary impairment losses on
availablefor-sale securitie

Portion of impairment losses on fixed maturities,
available-forsale recognized in other comprehen:
income

Net impairment losses on availa-for-sale securities

Net realized capital gains (losst
Total revenues

Expenses

Benefits, claims and settlement exper

Dividends to policyholder

Operating expenses
Total expenses

Income (loss) before income tax

Income taxes (benefit:

Equity in the net income of subsidiaries

Net income

Net income attributable to noncontrolling inter
Net income attributable to PF

Preferred stock dividends

Net income available to common stockholc

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

— — 3 2,820 % — $ 2,820.f

— 0.1 1,549.( (9.7 1,539.¢

14 (0.2 2,540.¢ 0.3 2,541.¢

1.C (0.4) 61.¢ — 62.

— — (510.0) — (510.0)

— — 162.¢ — 162.4

— — (347.9) — (347.9)

1.C (0.4) (285.7) — (285.))

24 (0.5) 6,624.. (9.4) 6,616.

— — 3,958.( — 3,958.(

— — 188.: — 188.<

61.Z 27.2 1,815.( (9.9 1,894..

61.5 27.2 5,961.; (9.4) 6,040.¢

(58.9) (27.9) 662.¢ — 576.:
(23.2) (17.6) 126.% — 85.5
508.2 518.% — (1,026.9) —
472.% 508.2 536.¢ (1,026.5) 490.¢

— — 18.5 — 18.5

472.5 508.2 518.: (1,026.9 472.5

24.7 — — — 24.1

4478 $ 508.. $ 518.2 $ (1,026.5 $ 447 €
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14. Condensed Consolidating Financial Information —{continued)

Condensed Consolidating Statements of Cash Flows
For the nine months ended September 30, 2010

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 (used in) operat

activities $ 1779 $ 9.6 $ 2,103.c % (93.9) $ 1,929.!
Investing activities
Available-for-sale securities

Purchase (61.9) — (5,165.9) — (5,226.5

Sales 95.t — 1,278.¢ — 1,374.:

Maturities 81.1 — 3,527.: — 3,608.:
Mortgage loans acquired or originai — — (662.9 — (662.9
Mortgage loans sold or repe — — 1,238.° — 1,238.°
Real estate acquire — — (23.9) — (23.9)
Net purchases of property and equipn — — (11.9 — (11.9
Dividends and returns of capital received from

unconsolidated entitie 301.¢ 321.¢ — (623.9) —
Net change in other investmel 13.& 22.F 6.5 (33.9 8.8
Net cash provided by investing activiti 430.2 343.¢ 188.: (656.5) 305.¢
Financing activities
Issuance of common sto 20.C — — — 20.C
Acquisition of treasury stoc (2.3 — — — (2.3
Proceeds from financing element derivati — — 78.€ — 78.€
Payments for financing element derivati — — (36.2) — (36.2)
Excess tax benefits from share-based payment

arrangement — — 0.8 — 0.8
Dividends to preferred stockholde (24.7) — — — (24.7)
Issuance of lor-term deb — — 1.7 — 1.7
Principal repayments of lo-term debt — — (8.9 — (8.9
Net proceeds from sh«-term borrowings — — 58.€ (31.5) 27.1
Dividends and capital paid to pare — (301.¢ (321.¢ 623.2 —
Investment contract depos — — 3,015.° — 3,015.°
Investment contract withdrawe — — (5,311.9) — (5,311.9)
Net increase in banking operation depa — — 36.C — 36.C
Other — — (3.2) — (3.2)
Net cash used in financing activiti (7.0 (301.6 (2,490.) 591.7 (2,207.0
Net increase (decrease) in cash and

equivalents 245.¢ 139.1 (198.9 (158.7) 28.4
Cash and cash equivalents at beginning of period 304.€ 534.4 2,256.¢ (855.9) 2,240.
Cash and cash equivalents at end of period $ 550.¢ $ 673 $ 2,058.c $ (1,013%) $ 2,268.¢
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14. Condensed Consolidating Financial Information —{continued)

Condensed Consolidating Statements of Cash Flows
For the nine months ended September 30, 2009

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 (used in) operat
activities $ (403.9) $ 87.C $ 2,141° % (310 $ 1,794.
Investing activities
Available-for-sale securities

Purchase (691.5 (50.0 (5,859.9) — (6,600.7)

Sales 634.( — 3,136.! — 3,770.

Maturities — — 3,146.( — 3,146.(
Mortgage loans acquired or originai — — (271.9) — (271.9)
Mortgage loans sold or repe — — 1,247.: — 1,247.:
Real estate acquire — — (50.2) — (50.2)
Real estate sol — — 22.1 — 22.1
Net purchases of property and equipn — — (20.6¢) — (20.6¢)
Purchases of interests in subsidiaries, net of ¢

acquired — — (45.7) — (45.7)
Dividends received from (contributions to)

unconsolidated entitie (496.0 156.: — 339.7 —
Net change in other investmel 0.1 37.2 (42.2) (35.9) (40.6)
Net cash provided by (used in) investing activ (553.9) 143.¢ 1,262.: 303.¢ 1,156.:
Financing activities
Issuance of common sto 1,123.( — — — 1,123.(
Acquisition of treasury stoc 4.7 — — — 4.2
Proceeds from financing element derivati — — 121.: — 121.:
Payments for financing element derivati — — (57.7) — (57.7)
Excess tax benefits from share-based payment

arrangement — — 0.2 — 0.2
Dividends to preferred stockholde (24.7) — — — (24.7)
Issuance of lor-term debr 745.1 — — — 745.]
Principal repayments of lo-term debt — (454.¢ (11.9 — (465.9)
Net proceeds (repayments) of sl-term

borrowings — (396.0 27.2 (28.6) (397.9
Capital received from (dividends paid to) par — 496.( (156.9) (339.9) —
Investment contract depos — — 3,438.: — 3,438..
Investment contract withdrawe — — (6,871.) — (6,871.)
Net increase in banking operation depac — — 80.2 — 80.2
Other — — (4.5) — (4.5
Net cash provided by (used in) financ

activities 1,839.1 (354.6) (3,433.9 (368.9) (2,317.9)
Net increase (decrease) in cash and

equivalents 882.¢ (124.0 (30.0 (95.9) 633.2
Cash and cash equivalents at beginning of period (2.0 546.( 2,728 (664.5) 2,608.(
Cash and cash equivalents at end of period $ 880.€ $ 422.C $ 2,698.! $ (759.9 $ 3,241.:

15. Subsequent Event

On November 1, 2010, our Board of Directors dedane annual common stock dividend of approxima$dly6.2 million, equal to
$0.55 per share, payable on December 3, 2010 monam stockholders of record as of November 19, 2010
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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 September 30, 2010, compared with Déezr@1, 2009, and our
consolidated results of operations for the threkrdne months ended September 30, 2010 and 2088aad in conformity with U.S. GAAP.
The discussion and analysis includes, where apjatepfactors that may affect our future finangiatformance. The discussion should be
read in conjunction with our Form 10-K, for the yeaded December 31, 2009, filed with the SEC ardihaudited consolidated financial
statements and the related notes to the finaneitdments 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 otleerelopments, and contain words and phrases suelmtsipate,” “believe,” “plan,”
“estimate,” “expect,” “intend” and similar expresss. Forward-looking statements are made based mpoagement’s current expectations
and beliefs concerning future developments and ffaential 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 resfulisks 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 adversely affegtlmusiness and results of operations; (3) contiruadatility 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 reewzir revenues and net income; (4) changes iresiteates 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 diisih 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 opernagior 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, broadeysaoBproducts, 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 doligations may be constrained by the limitationsdondends lowa insurance laws impose
on Principal Life; (16) the pattern of amortizingrdPAC and other actuarial balances on our unaldife-type insurance contracts,
participating life insurance policies and certaiméstment contracts may change, impacting botlethet of the asset and the timing of our
income; (17) we may need to fund deficiencies in@losed Block assets; (18) a pandemic, terrotiatk or other catastrophic event could
adversely affect our net income; (19) our reinsupeuld default on their obligations or increassrthates, which could adversely impact our
net income and profitability; (20) we face riskssarg from acquisitions of businesses; (21) changdsws, regulations or accounting
standards may reduce our profitability; (22) a catepsystem failure or security breach could disoy business, damage our reputation
adversely impact our profitability; (23) resultslitigation and regulatory investigations may affear financial strength or reduce our
profitability; (24) from time to time we may becorsebject to tax audits, tax litigation or similanpeedings, and as a result we may owe
additional taxes, interest and penalties in amotlatsmay be material; (25) fluctuations in forenrency exchange rates could reduce our
profitability; (26) applicable laws and our stochdher rights plan, certificate of incorporation amgtlaws may discourage takeovers and
business combinations that our stockholders mighsicler in their best interests and (27) our fimgnesults may be adversely impacted by
global climate changes.
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Overview

We provide financial products and services throtighfollowing reportable segments:

U.S. Asset Accumulation, which consists of our aaseumulation operations that provide retirement ielated financial
products and services. We provide a comprehensiitéopo of asset accumulation products and ses/toebusinesses and
individuals in the U.S., with a concentration onadirand medium-sized businesses. We offer to baseseproducts and services
for defined contribution pension plans, includir@l{) and 403(b) plans, defined benefit pensiom@laon-qualified executive
benefit plans and employee stock ownership plasuting services. We also offer annuities, mutualds and bank products
and services to the employees of our businessmoestoand other individuals.

Global Asset Management, which consists of ourtame@agement operations conducted through Prin@fmdal Investors an
its affiliates. Global Asset Management offers atersive range of equity, fixed income and reahtesinvestments as well as
specialized overlay and advisory services to itibal investors.

International Asset Management and Accumulatiorickvbonsists of Principal International, offersnehent products and
services, annuities, mutual funds, institutionaleasnanagement and life insurance accumulationuptedhrough operations in
Brazil, Chile, China, Hong Kong Special AdminisivatRegion, India, Indonesia, Malaysia, Mexico,d&ipore and Thailand.

U.S. Insurance Solutions, which provides individifelinsurance and specialty benefits throughbetW.S. Our individual life
insurance products include universal and variahlearsal life insurance and traditional life insaca. Our specialty benefits
products include group dental and vision insuramgiyidual and group disability insurance and grdife insurance.

Corporate, which manages the assets representiitgldhat has not been allocated to any other sagnfrinancial results of t
Corporate segment primarily reflect our financimgj\aties (including interest expense and prefestatk dividends), income ¢
capital not allocated to other segments, inter-sagraliminations, income tax risks and certain mepexpenses and other after-
tax adjustments not allocated to the segments @séuke nature of such items.

Recent Event

Common Stockholder Dividend

On November 1, 2010, our Board of Directors declane annual common stock dividend of approxima$dly6.2 million, equal to
$0.55 per share, payable on December 3, 2010 monom stockholders of record as of November 19, 2010

Healthcare Reform

During the first quarter of 2010, federal legistativas enacted that reformed the healthcare sy#terang the many changes, the
newly enacted healthcare legislation eliminategdiealeductibility of retiree prescription drug exges incurred after 2012, up to the
Medicare Part D subsidy amount, which had beenvalibto encourage employers to offer retiree drugage. There was no impact for the
three months ended September 30, 2010; howeveraegnized a $7.8 million negative impact to nebime for the nine months ended
September 30, 2010, associated with the releases gfortion of our deferred tax asset on accrusieesprescription drug expenses related to
our employees that will no longer be tax-deductifter December 31, 2012.

For additional healthcare reform information, seetH, ltem 1A. “Risk Factors.”

70




Table of Contents
Transactions Affecting Comparability of Results ofOperations
Group Medical Insurance Business

On September 30, 2010, we announced our decisierittthe group medical insurance business (insaneadministrative services
only) and have entered into an agreement with dritealthcare Services, Inc. to renew group medisairance coverage for our customers
as the business transitions in the next 36 moiithes.exiting of the group medical insurance busimess not yet qualify for discontinued
operations treatment under U.S. GAAP. Thereforerésults of operations for the group medical iasoe business are still included in our
consolidated income from continuing operations.

As a result of our decision to exit the group matliosurance business, amounts for our group meidisarance business, which had
previously been reported in the Life and Healttutagce segment, are now reported in the Corpoegtmant and the Life and Health
Insurance segment has been renamed the U.S. lesuBatutions segment. Our segment results for @08 been restated to conform to the
current segment presentation. With the exceptiaogforate overhead, amounts related to our groeglical insurance business previously
included in segment operating earnings have beaoved from operating earnings for all periods pnésg and are reported as other after-tax
adjustments. The operating revenues associatecwitbxited group medical insurance business wé4d.& million and $396.0 million for
the three months ended September 30, 2010 and 28@fectively, and $1,050.2 million and $1,225.4iom for the nine months ended
September 30, 2010 and 2009, respectively. The after-tax adjustments associated with the aéirrearnings (losses) of our exited group
medical insurance business were $(45.8) million®t®@l5 million for the three months ended SepterB8e2010 and 2009, respectively, and
$1.0 million and $73.8 million for the nine montlisded September 30, 2010 and 2009, respectively.

Brasilprev Seguros e Previdencia S.

On April 30, 2010, we signed definitive agreemenith Banco do Brasil (“Banco”), including the Shaotders Agreement
governing the operations of our pension joint vemtBrasilprev Seguros e Previdencia S.A. (“Brasif). The agreements result in
Brasilprev having, for 23 years, the exclusive righdistribute pension products within the Baneolonetwork and a reduction in our
economic interest to 25%, which resulted in a $Téillion after-tax net realized capital gain in thecond quarter of 2010. Brasilprev will
continue to be jointly managed and reported asjaityemethod investment in our International Adgletnagement and Accumulation
segment. Due to the decline in our economic inteves expect to see a decline in our earnings tlumoperation in the near term.

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

Fluctuations in foreign currency to U.S. dollar keange rates for countries in which we have operatian affect reported financial
results. In years when foreign currencies weakamagthe 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.

Foreign currency exchange rate fluctuations creatiances in our financial statement line itemst €ansolidated net income was
positively impacted by $0.2 million and negativetypacted by $4.9 million for the three months en8egtember 30, 2010 and 2009,
respectively, and positively impacted by $27.4 imiiland negatively impacted by $27.0 million foe thine months ended September 30,
2010 and 2009, respectively, as a result of fluana in foreign currency to U.S. dollar exchangtes. For a discussion of our approaches to
managing foreign currency exchange rate risk, ®e 8. “Quantitative and Qualitative Disclosureso@bMarket Risk — Foreign Currency
Risk.”

Stock-Based Compensation Plans

For information related to our Stock-Based Compeasd@lans, see Item 1. “Financial Statements, dltidJnaudited Consolidated
Financial Statements, Note 12, Stock-Based Compiend@lans.”
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Defined Benefit Pension Expense

The 2010 annual pension benefit expense for sulietgrall of our employees and certain agents lgding any curtailment gain
recognized during the fourth quarter of 2010 tlesutts from our decision to exit the group medicalirance business) is expected to be
$110.4 million pre-tax, which is a $47.2 millionalease from the 2009 pre-tax pension expense af.61fillion. This decrease is primarily
due to actual asset returns in 2009 that were grétan expected, resulting in an actuarial gathtagher than expected plan assets as of
December 31, 2009. The higher asset value incrahsegkpected return on plan assets in 2010 analctii@rial gain reduced the previous
actuarial loss and its amortization in 2010. Fatitohal information, see Item 1. “Financial Staemts, Notes to Unaudited Consolidated
Financial Statements, Note 7, Employee and AgeneBis.” Approximately $27.6 million and $82.8 niilh of pre-tax pension expense was
reflected in the determination of net income far three and nine months ended September 30, 284@katively. In addition, approximately
$27.6 million of pre-tax pension expense (excluding curtailment gain recognized during the fouytlarter of 2010 that results from our
decision to exit the group medical insurance bussipwiill be reflected in the fourth quarter of 20T@e expected long-term return on plan
assets and the discount rate used to develop t&{pense remained at the same 8.0% and 6.0% mnedpsctively, used to develop the
2009 expense.

Recent Accounting Pronouncements

For recent accounting changes, see Item 1. “FiadStatements, Notes to Unaudited ConsolidatedriginhStatements, Note 1,
Nature of Operations and Significant Accountingi¢les”

Results of Operations

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

For the three months ended September 30, For the nine months ended September 30,
Increase Increase
2010 2009 (decrease) 2010 2009 (decrease)
(in millions)
Revenues
Premiums and other consideratic $ 865.. $ 932¢ $ (675 $ 2612f $ 2,820% $ (208.0)
Fees and other revent 563.t 550.% 12.¢ 1,685.¢ 1,539. 146.5
Net investment incom 880.: 853.: 27.C 2,620.1 2,541.¢ 78.4
Net realized capital gains, excluding
impairment losses on available-for-sale
securities 28.¢ 50.€ (21.7) 50.7 62.t (11.9)
Total other-than-temporary impairment
losses on availak-for-sale securitie (55.9) (162.5 106.€ (247.¢ (510.0 262.¢
Portion of impairment losses on fixed
maturities, available-for-sale recognize
in other comprehensive incor 6.2 45.2 (39.0 64.3 162. (98.7)
Net impairment losses on available-for-sale
securities (49.6 (117.9 67.€ (183.9 (347.6) 164.:
Net realized capital losses (20.7) (66.6) 45.¢ (132.6) (285.9) 152.
Total revenues 2,288.! 2,270.: 18.2 6,786.: 6,616." 169.<
Expenses
Benefits, claims and settlement exper 1,320.: 1,317.: 3.2 3,932.¢ 3,958.( (25.9)
Dividends to policyholder 53.2 61.¢ (8.7) 164.5 188.: (23.6)
Operating expenses 751.F 643.( 108.k 2,111.: 1,894.. 217.]
Total expenses 2,125.( 2,022.( 103.( 6,208.! 6,040.: 168.1
Income before income taxes 163.t 248.% (84.¢) 577.€ 576.: 1.3
Income taxes 12.2 44.1 (31.9) 78.F 85.F (7.0
Net income 151.2 204.Z (52.9 499.1 490.¢ 8.3
Net income attributable to noncontrolli
interest 0.¢ 11.2 (10.4) 7.4 18.5 (10.9)
Net income attributable to Principal Financ
Group, Inc. 150.4 192.¢ (42.5) 491.5 472.5 19.2
Preferred stock dividends 8.2 8.2 — 24.7 24.1 —
Net income available to common
stockholder: $ 1422 $ 1847 $ (42.5) $ 467.C $ 447 $ 19.2
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Three Months Ended September 30, 2010, Comparetiieee Months Ended September 30, 2009
Net Income Available to Common Stockholders

Net income available to common stockholders deecasimarily due to an impairment of goodwill are/srance accruals in the
third quarter of 2010 associated with our decis@maxit the group medical insurance business.

Total Revenues

Premiums decreased $50.4 million for the Corpasatgment primarily due to a reduction in averageeoed medical members in ¢
exited group medical insurance business. In addipoemiums decreased $21.0 million for the U.Sutance Solutions segment due to a
reduction in average covered members in our sggdiahefits insurance business.

Fees for the International Asset Management andifetation segment increased $6.5 million primadliye to higher investment
management fees driven by higher average AUM asultrof market performance and net customer daslsfIn addition, fees for the U.S.
Insurance Solutions segment increased $6.5 miiiianarily due to growth in the universal life andriable universal life insurance lines of
business.

Net investment income increased primarily due ghhbr inflation-based investment returns on avenagested assets and cash as a
result of inflation in Chile during 2010 compareddeflation in 2009. This increase was partialfisef by a decrease in average invested
assets, excluding the fair value adjustment asteatiaith fixed maturities and equity securitiesparily due to our decision to scale back
investment only business. For additional informati®ee “Investments — Investment Results.”

Net realized capital gains (losses) can be voldtile to other-than-temporary impairments of invéstesets, mark-to-market
adjustments of certain financial instruments anddacision to sell invested assets. Net realizgitaldosses decreased primarily due to Ic
impairments, net of noncredit losses recognizeathier comprehensive income, on fixed maturitiegjlatle-for-sale and lower losses on
commercial mortgage loans. For additional inforomtisee “Investments — Investment Results.”

Total Expenses

Operating expenses increased $60.7 million folQtbporate segment primarily due to an impairmergazfdwill and severance
accruals associated with our decision to exit tieeig medical insurance business. Operating expensesased $51.4 million for the U.S.
Asset Accumulation segment primarily due to andéase in DPAC amortization expense resulting fraongter equity market performance
the third quarter of 2009 compared to the thirdrgranf 2010 and, to a lesser extent, higher cormigrsand distribution expenses resulting
from an increase in sales and average accountsialue

Income Taxes

The effective income tax rates were 7% and 18%hfethree months ended September 30, 2010 and g&@@ctively. The effecti
income tax rate for the three months ended Septe®ih@010, was lower than the U.S. statutory pai@arily due to income tax deductions
allowed for corporate dividends received, a thivarer adjustment to reflect a decrease in oumeséid annual effective income tax rate and
the interest exclusion from taxable income. Theai¥e income tax rate for the three months endgatesnber 30, 2009, was lower than the
U.S. statutory rate primarily due to income taxwigibns allowed for corporate dividends receivedes on our share of earnings generated
from equity method investments, which are refleétedet investment income, and the interest exglufiiom taxable income. The effective
income tax rate decreased to 7% from 18% for thexetinonths ended September 30, 2010 and 2009¢teghe primarily due to a decrease
in our income before income taxes with no propodie change in permanent tax differences.
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Nine Months Ended September 30, 2010, Compared itteNMonths Ended September 30, 2009
Net Income Available to Common Stockholders

Net income available to common stockholders inadasimarily due to higher fees in our full servaaeeumulation and Principal
Funds businesses stemming from an increase ingava@ount values, which resulted from improvedtgauoarkets during the latter half of
2009. In addition, our International Asset Manageti@d Accumulation segment had higher profitappitimarily due to the strengthening
of the Latin American currencies against the Ud@lad, higher investment returns on assets notibgckegment insurance products asar
of inflation in Chile during 2010 compared to d¢ifba in 2009 and higher fee revenues driven by éiglverage AUM as a result of net
customer cash flows and market performance. Oub&lasset Management segment also had higher @odfiy due to higher fee revenues
driven by an increase in average AUM as well akdrighorrower fees from our real estate businesss@ increases in net income available to
common stockholders were partially offset by anampent of goodwill and severance accruals in ti@ tjuarter of 2010 associated with
our decision to exit the group medical insurancgiess. The reduction in net realized capital lwss®s offset by a corresponding increase in
DPAC amortization expense, resulting in an insigaifit impact to net income available to commonldtotders. Higher net realized capital
losses in 2009 within our full service accumulatio individual annuities businesses resultedwetdDPAC amortization expense in 2009.

Total Revenues

Premiums decreased $167.4 million for the Corpasatenent primarily due to a reduction in averagesced medical members in
our exited group medical insurance business. litiadd premiums decreased $70.6 million for the UrSurance Solutions segment due to a
reduction in average covered members in our sggdiahefits insurance business.

Fees for the U.S. Asset Accumulation segment ise@&91.4 million, primarily due to higher fee ino® stemming from an incree
in average account values as a result of the inggt@quity markets during the latter half of 20@Batidition, fees for the U.S. Insurance
Solutions segment increased $25.9 million primatilg to growth in the universal life and variabteversal life insurance lines of business.

Net investment income increased primarily due ghhbr inflation-based investment returns on avenagested assets and cash as a
result of inflation in Chile during 2010 compar@ddeflation in 2009. This increase was patrtiallisef by a decrease in average invested
assets, excluding the fair value adjustment asteatiaith fixed maturities and equity securitiesparily due to our decision to scale back
investment only business. For additional informati®ee “Investments — Investment Results.”

Net realized capital gains (losses) can be voldtile to other-than-temporary impairments of invésigsets, mark-to-market
adjustments of certain financial instruments anddacision to sell invested assets. Net realizgitaldosses decreased primarily due to Ic
impairments, net of noncredit losses recognizeasthier comprehensive income and recoveries frons safefixed maturities, available-for-
sale and a gain associated with the second quri€r signing of our Shareholders Agreement withddgpertaining to our Brasilprev joint
venture. These items were partially offset by amaase in the residential mortgage loan loss pimvi®r our Bank and Trust Services
business in 2010, which primarily related to thenkcequity portfolio. For additional information,esénvestments — Investment Results.”

Total Expenses

Benefits, claims and settlement expenses decréd$615 million for the Corporate segment primadlie to a reduction in average
covered medical members in our exited group medhicalrance business. Benefits, claims and settlemeenses also decreased $84.5
million for the U.S. Asset Accumulation segmentpaiily due to a decrease in cost of interest ceeditemming from lower variable
crediting rates and a decline in average accodnesawhich primarily resulted from our decisiorsttale back our investment only business.
Partially offsetting these decreases was a $148libmincrease in our International Asset Managatrend Accumulation segment, primarily
due to higher inflation-based interest creditingsao customers in Chile and the strengtheningefChilean peso against the U.S. dollar. In
addition, benefits, claims and settlement expemszsased $51.9 million for the U.S. Insurance 8ohs segment primarily due to higher
gross claims.
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Operating expenses increased $157.6 million fokkg& Asset Accumulation segment primarily duenidreerease in DPAC
amortization expense resulting from stronger equigyket performance in 2009 compared to 2010 and Jésser extent, higher commission
and distribution expenses resulting from an in@easales and average account values. Operatpanegs increased $41.3 million for the
Corporate segment primarily due to impairment asdyill and severance accruals associated with ecisibn to exit the group medical
insurance business. Partially offsetting the inseelexpenses for the Corporate segment was aeéciémounts credited to employee
accounts in a nonqualified defined contributiongien plan, which was offset by a corresponding cédn in net realized capital gains
related to the assets backing this nonqualified.pla

Income Taxes

The effective income tax rates were 14% and 15%h@mnine months ended September 30, 2010 and & ctively. The
effective income tax rates were lower than the Wt&utory rate primarily due to income tax deduudiallowed for corporate dividends
received, taxes on our share of earnings genefiaedequity method investments, which are refleétedet investment income, and the
interest exclusion from taxable income.

Results of Operations by Segment

For results of operations by segment see Itemihaticial Statements, Notes to Unaudited ConsolitlBieancial Statements,
Note 11, Segment Informatic’

U.S. Asset Accumulation Segment
U.S. Asset Accumulation Segment Summary Financiat®

Account values are a key indicator of earnings gindiar the segment, as account values are the laasetby which the segment
generates much of its fee and spread-based reveweesash flow and market performance are thenam drivers of account value growth.
Net cash flow reflects the segm’s ability to attract and retain client depositsafidet performance reflects not only the equity meark
performance, but also the investment performandxed income investments supporting our spreadniass. The percentage growth or
decline in earnings of the businesses that makbaisgegment should closely track the percentagethror decline in account values. This
trend may vary due to changes in business andéalupt mix.

The following table presents the U.S. Asset Accwatioh account value rollforward for the periodsigaded.

For the three months ended September 3i For the nine months ended September 3i
2010 2009 2010 2009
(in billions)

Account values, beginning of peri $ 160.C $ 1511 $ 163.¢ $ 146.1
Net cash flow (1 (0.9 (1.2 (1.5 (0.9
Credited investment performan 9.8 12.¢ 7.7 17.€
Other 0.8 (0.1) 0.1 (0.9

Account values, end of peric $ 170z $ 1625 $ 170z $ 162.5

(1) Includes net cash flow of $(0.7) billion and $(0ad)ion for the three months ended September B@02and 2009, respectively, and
$(2.3) billion and $(3.9) billion for the nine mrstended September 30, 2010 and 2009, respectieslylfing from the decision to sc
back our investment only busine
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The following table presents certain summary finangata relating to the U.S. Asset Accumulatiogrsent for the periods
indicated.

For the three months ended September 30, For the nine months ended September 30,
Increase Increase
2010 2009 (decrease) 2010 2009 (decrease)
(in millions)
Operating revenue
Premiums and other consideratic $ 50¢ % 502 % 0t % 196.¢ $ 169.2 $ 27.7
Fees and other revent 331.¢ 330.¢ 1.C 1,006.¢ 914.¢ 92.2
Net investment incom 605.2 635.¢ (30.0) 1,827.t 1,940.¢ (113.9
Total operating revenu 997.( 1,025.¢ (28.€) 3,031.( 3,024.. 6.€
Expenses
Benefits, claims and settlement expense:
including dividends to policyholde 512.¢ 540.z (27.¢) 1,559.! 1,667.. (207.%)
Operating expenst 295.] 277.( 18.1 912.2 861.¢ 50.2
Total expense 807.t 817.2 9.7 2,471, 2,529.; (57.49)
Operating earnings before income ta 189.t 208.¢ (18.9) 559.: 495.: 64.C
Income taxe: 42.1 53.¢ (11.9) 125.¢ 110.2 15.7
Operating earning $ 1474 $ 154¢ $ (72 $ 4332 $ 385.1 $ 48.5

Three Months Ended September 30, 2010, Comparetihieee Months Ended September 30, 2009
Operating Earnings

Operating earnings decreased $12.1 million in puestment only business primarily due to higheravpmistic fee income in 2009
as a result of efforts to scale back and termilialdities prior to the contractual maturity wilimited activity in 2010. In addition, operating
earnings decreased $4.2 million in our individuataities business primarily due to an increaseR#AD amortization expense resulting from
stronger equity market performance in the thirdrggraof 2009 compared to the third quarter of 286, to a lesser extent, reduced interest
margins in our fixed deferred annuity businessti@r offsetting the decrease in operating earsings a $9.7 million increase in our full
service accumulation business primarily due to @ighes stemming from an increase in average atealues, which resulted from
improved equity markets during the latter half 609.

Operating Revenues

Premiums increased $1.7 million in our individuahaities business primarily due to an increasealessof annuities with life
contingencies. Offsetting the increase in premiuwras a $1.2 million decrease in our full serviceqaybusiness primarily due to a decrease
in sales of single premium group annuities with tbntingencies. The single premium product, wisdigpically used to fund defined benefit
plan terminations, can generate large premiums frem few customers and therefore tends to vamnfperiod to period.

Fees increased $8.4 million in our Principal Fubdsiness primarily due to an increase in managefeerincome and distribution
income stemming from an increase in sales and geexecount values, which resulted from an improwverimethe equity markets during the
latter half of 2009. In addition, fees increased/$illion and $3.7 million in our full service aomulation and individual annuities
businesses, respectively, primarily due to higkerihcome stemming from an increase in averageuatealues as a result of the improved
equity markets during the latter half of 2009. @ffsg the increase in fees was a $16.4 milliorrglzse in our investment only business
primarily due to fees received in 2009 relatingtoopportunistic early extinguishment of mediummertes with limited corresponding
activity in 2010.

Net investment income decreased primarily duedeaease in average invested assets, excludirfgithalue adjustment
associated with fixed maturities and equity semsjtresulting from our decision to scale backinuestment only business.
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Total Expenses

Benefits, claims and settlement expenses decré&2ked million in our investment only business priityadue to a decrease in cost
of interest credited stemming from lower variahiediting rates and a decline in average accouniegalwhich primarily resulted from our
decision to scale back this business. In additiengfits, claims and settlement expenses decr&s2anillion in our full service
accumulation business primarily due to a decraasest of interest credited stemming from loweriafgle crediting rates.

Operating expenses in our individual annuities fess increased $10.9 million primarily due to higpPAC amortization expense
related to stronger equity market performance éntttird quarter of 2009 compared to the third qarasf 2010 and, to a lesser extent, reduced
interest margins in our fixed deferred annuity hass. In addition, operating expenses in our Ryaid¢tunds business increased $6.4 million
primarily due to an increase in distribution expEnstemming from an increase in sales and averageiat values, which resulted from an
improvement in the equity markets during the lalttaif of 2009.

Income Taxes

The effective income tax rates for the segment \288é and 26% for the three months ended Septenth&030 and 2009,
respectively. The effective income tax rates werveer than the U.S. statutory rate primarily assaulteof income tax deductions allowed for
corporate dividends received and the interest siafufrom taxable income. The effective tax raterdased to 22% from 26% for the three
months ended September 30, 2010 and 2009, resplgctivimarily due to a decrease in our pre-taxoine with no proportionate change in
permanent tax differences.

Nine Months Ended September 30, 2010, Compared itteNMonths Ended September 30, 2009
Operating Earnings

Operating earnings increased $40.4 million and B twillion in our full service accumulation and Riippal Funds businesses,
respectively, primarily due to higher fees stemnfilogn an increase in average account values, wieishlted from improved equity markets
during the latter half of 2009. In addition, opé@rgtearnings increased $8.8 million in our indivétlannuities business due to growth in this
block of business. Partially offsetting the incee@soperating earnings was a $19.9 million de@é@a®ur investment only business primarily
due to an opportunistic early extinguishment of medterm notes in 2009 with limited correspondirg\aty in 2010.

Operating Revenues

Premiums increased $20.4 million in our individaahuities business primarily due to an increasales of annuities with life
contingencies. In addition, premiums increased $¥lBon in our full service payout business prifiadue to an increase in sales of single
premium group annuities with life contingenciese®ingle premium product, which is typically usedund defined benefit plan
terminations, can generate large premiums from f@mycustomers and therefore tends to vary fronogen period.

Fees increased $62.6 million and $12.9 millionun full service accumulation and individual annestbusinesses, respectively,
primarily due to higher fee income stemming fromrarease in average account values as a resthle aproved equity markets during the
latter half of 2009. In addition, fees increase@.84million in our Principal Funds business prirhadue to an increase in management fee
income and distribution income stemming from armréase in sales and average account values, whiohniy resulted from improved equ
markets during the latter half of 2009. Partialfisetting the increase in fees was a $26.6 mildeorease in our investment only business
primarily due to fees received in 2009 relatingtoopportunistic early extinguishment of mediummertes with limited corresponding
activity in 2010.

Net investment income decreased primarily duedeaease in average invested assets, excludirfgithalue adjustment
associated with fixed maturities and equity semsjtresulting from our decision to scale backinuestment only business.
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Total Expenses

Benefits, claims and settlement expenses decré&®se@ million in our investment only business priityadue to a decrease in cost
of interest credited stemming from lower variahiediting rates and a decline in average accouniegalwhich primarily resulted from our
decision to scale back this business. In additengfits, claims and settlement expenses decr&age8 million in our full service
accumulation business primarily due to a decraasest of interest credited stemming from loweriafale crediting rates. Partially offsetting
the decrease in benefits, claims and settlemergresgs was a $20.1 million increase in our individuauities business primarily due to an
increase in change of reserves resulting from highkes of annuities with life contingencies.

Operating expenses in our full service accumuldbiasiness increased $23.0 million primarily duancadjustment for prior period
and an increase in DPAC amortization expense faguttom stronger equity market performance intthied quarter of 2009 compared to the
third quarter of 2010. Furthermore, operating esgsrin our individual annuities business incre&@318 million primarily due to an increa
in DPAC amortization expense resulting from strargguity market performance in 2009 compared td201d, to a lesser extent, reduced
interest margins in our fixed deferred annuity hass. In addition, operating expenses increased $dilion in our Principal Funds business
primarily due to higher distribution expenses résglfrom an increase in sales and average aca@imes.

Income Taxes

The effective income tax rates for the segment \#8fé and 22% for the nine months ended Septemh&03® and 2009,
respectively. The effective income tax rates weweel than the U.S. statutory rate primarily assaulteof income tax deductions allowed for
corporate dividends received and the interest siatufrom taxable income.
Global Asset Management Segment
Global Asset Management Segment Summary Financialt®

AUM is a key indicator of earnings growth for ouloBal Asset Management segment, as AUM is the bpsehich we generate
revenues. Net cash flow and market performancéharewvo 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 paréorce. The percentage growth or decline
in earnings of the segment will generally trackhwitie percentage growth or decline in AUM. Thisittenay vary due to changes in business
and/or product mix.

The following table provides the AUM rollforwardrfassets managed by Global Asset Management ferethieds indicated.

For the three months ended September 30, For the nine months ended September 30,
2010 2009 2010 2009
(in billions)

AUM, beginning of perioc $ 202.1 $ 190¢ $ 205.: $ 190.(
Net cash flow (1 — (0.9 4.7 (4.0
Investment performanc 12.1 15.2 14.F 23.¢
Operations disposed ( — — — (3.9
Other 1.4 0.8 0.5 0.1

AUM, end of period $ 215.¢ $ 206.1 $ 215.¢ $ 206.1

(1)  Includes net cash flow of $(0.7) billion and $(0dd)ion for the three months ended September 8202and 2009, respectively, and
$(2.3) billion and $(3.9) billion for the nine mdistended September 30, 2010 and 2009, respectieslylting from the U.S. Asset
Accumulation segme’s decision to scale back its investment only buss

(2) Includes disposition of certain asset managemamtacts within Post Advisory Group, LL!
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The following table presents certain summary finantata relating to the Global Asset Managemegtremt for the periods
indicated.

For the three months ended September 30, For the nine months ended September 30,
Increase Increase
2010 2009 (decrease) 2010 2009 (decrease)
(in millions)
Operating revenue
Fees and other revent $ 1145 3 108t $ 6.C $ 3357 $ 3122 $ 23.4
Net investment incom S5 2.8 0.7 10.4 6.7 3.7
Total operating revenu 118.( 111.: 6.7 346.1 319.C 27.1
Expenses
Total expense 93.2 93.1 0.2 280.5 276.¢ 4.2
Operating earnings before income taxes ar
noncontrolling interes 247 18.2 6.5 65.€ 427 22.¢
Income taxe: 8.1 6.2 1.9 23.C 14.c 8.7
Operating earnings attributable to
noncontrolling interes 1.€ 195 0.1 3.3 2.¢ 0.4
Operating earning $ 15C $ 10 $ 45 $ 39.2 % 258 $ 13.¢

Three Months Ended September 30, 2010, Comparetiieee Months Ended September 30, 2009
Operating Earnings

Operating earnings increased primarily due to higee revenues driven by an increase in average AldMell as higher borrower
fees from our real estate business resulting frigher volumes.

Income Taxes
The effective income tax rates for the segment \88r& and 34% for the three months ended Septedih&010 and 2009,
respectively. The effective income tax rate wasdothan the U.S. statutory rate for both the timeaths ended September 30, 2010 and
2009, primarily due to the inclusion of income iatitable to noncontrolling interest in operatingréiags before income taxes with no
corresponding change in income taxes reported lag dilse controlling interest.
Nine Months Ended September 30, 2010, Compared itteNMonths Ended September 30, 2009

Operating Earnings

Operating earnings increased primarily due to higée revenues driven by an increase in average AdMell higher borrower fees
from our real estate business resulting from higiodumes.

Operating Revenues

Fees increased primarily due to an increase irageeAUM as well as higher borrower fees from oat estate business.

Net investment income increased primarily due #3843 in our equity method investment in 2009 waty \ittle activity in 2010.
Total Expenses

Total expenses increased primarily due to highadf stlated costs resulting from higher compensagixpense, which were partially
offset by lower intangible amortization expenseagain intangibles were fully amortized as of Daber 31, 2009.
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Income Taxes

The effective income tax rates for the segment \888é and 33% for the nine months ended Septemh&030® and 2009,
respectively. The effective income tax rate for tivee months ended September 30 2009, was lowertlteaU.S. statutory rate, primarily due
to the inclusion of income attributable to noncotiing interest in operating earnings before incdamess with no corresponding change in
income taxes reported by us as the controllingéste

International Asset Management and Accumulation Segent
International Asset Management and Accumulation Segnt Summary Financial Dat:

AUM is a key indicator of earnings growth for thegsnent, as AUM is the base by which we can genéra# currency profits. Net
customer cash flow and market performance arenthertain 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 International &d9danagement and Accumulation segment will geheti@ck with the percentage growth
decline in AUM. This trend may vary due to changpeBusiness and/or product mix. Our financial resate also impacted by fluctuations of
foreign currency to U.S. dollar exchange rategHercountries in which we have business. AUM offoueign subsidiaries is translated into
U.S. dollar equivalents at the end of the reporfiagod using the spot foreign exchange rates. Reagand expenses for our foreign
subsidiaries are translated into U.S. dollar edaivta at the average foreign exchange rates farejherting period.

The following table presents the International Addanagement and Accumulation AUM rollforward fbetperiods indicated.

For the three months ended September 3! For the nine months ended September 3|
2010 2009 2010 2009
(in billions)

AUM, beginning of perioc $ 38.1 $ 28.71 $ 34€ $ 23.1
Net cash flown 1.C 0.€ 2.9 2.3
Investment performanc 1.4 1.5 3.C 3.2
Effect of exchange rate 1.8 0.€ 1.2 3.C
Other — — 0.€ (0.2)

AUM, end of period $ 422 $ 314 $ 422 $ 31.4

The following table presents certain summary finalndata of the International Asset Management/Aacclmulation segment for t
periods indicated.

For the three months ended September 3| For the nine months ended September 3|
Increase Increase
2010 2009 (decrease) 2010 2009 (decrease)
(in millions)
Operating revenue
Premiums and other consideratic $ 712 % 67.6 $ 34 % 186.2 $ 184.C $ 2.3
Fees and other revent 37.2 30.7 6.5 105.7 83.2 22.t
Net investment incom 91.7 57.€ 34.1 277.4 114.¢ 162.¢
Total operating revenu 200.1 156.1 44.C 569.¢ 381.¢ 187.¢
Expenses
Benefits, claims and settlement exper 131.% 92.C 39.7 362.5 218.¢ 144.1
Operating expenst 33.¢ 31.Z 2.5 99.t 81.1 18.4
Total expense 165.5 123.: 42.2 462.( 299.f 162.5
Operating earnings before income ta 34.¢ 32.¢ 1.8 107.¢ 82.2 25.1
Income taxes (benefit: 1.t (0.2 1.7 1.2 3.C (1.8
Operating earnings (losses) attributable to
noncontrolling interes — (0.7 0.1 0.2 (0.1) 0.3
Operating earning $ 331 $ 331 $ — $ 106.C $ 794 $ 26.€
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Three Months Ended September 30, 2010, Comparetiieee Months Ended September 30, 2009
Operating Earnings

Operating earnings increased primarily due to higée revenues driven by higher average AUM asaltref net customer cash
flows and market performance and higher investmatotns on assets not backing segment insurandeigioas a result of inflation in Chile
during 2010 compared to deflation in 2009. Thesedases were offset by lower earnings in our equiyhod investment in Brazil as a result
of the decline in our economic interest.

Operating Revenues

Premiums in Chile increased $3.4 million primadiye to the strengthening of the Chilean peso ag#ia<J.S. dollar, which was
partially offset by lower sales of single premiurmaities with life contingencies.

Fees and other revenues in Mexico and Chile collglgtincreased $6.0 million primarily due to highevestment management fees
driven by higher average AUM as a result of locatket performance and net customer cash flowsddiitian, fees and other revenues
increased due to the strengthening of the Latin #aae currencies against the U.S. dollar.

Net investment income in Chile increased $41.0iomlprimarily due to higher inflatiobased investment returns on average invt
assets and cash as a result of inflation in 20b@pewed to deflation in 2009 and the strengthenfrige Chilean peso against the U.S. dollar.

Total Expenses

Benefits, claims and settlement expenses in Chileeased $40.4 million primarily due to higherétitbn-based interest crediting
rates to customers and the strengthening of thie&@hpeso against the U.S. dollar.

Operating expenses increased primarily due to 20@8nse savings initiatives to align with 2009 rexas, higher non-deferrable
commission expense due to higher deposits andrémegshening of the Latin American currencies agigihe U.S. dollar. These increases
were partially offset by lower present value ofufiet profits amortization resulting from net unlaaiand true-up adjustments in Mexico.

Income Taxes

The effective income tax rates for this segmenew#t and (1)% for the three months ended SepteBiheér010 and 2009,
respectively. The effective income tax rates weweel than the U.S. statutory rate primarily dugates on our share of earnings generated
from equity method investments. Specifically, obare of earnings generated from equity method tmests, net of foreign taxes incurred,
are reported within net investment income wheregsrasidual U.S. tax expense or benefit relatati¢cequity method investment is reported
in income taxes. Lower tax rates of foreign jurisidins also contributed to the lower effective imeptax rates.

Nine Months Ended September 30, 2010, Compared itteNMonths Ended September 30, 2009
Operating Earnings

Operating earnings increased primarily due to trengthening of the Latin American currencies agfiihe U.S. dollar, higher
investment returns on assets not backing segmsmtance products as a result of inflation in CHileing 2010 compared to deflation in 2C
and higher fee revenues driven by higher averag®l &9 a result of net customer cash flows and marédbrmance. These increases were
partially offset by 2009 expense savings initiagite align with 2009 revenues and lower earningsuinequity method investment in Brazil
a result of the decline in our economic interest.

Operating Revenues

Fees and other revenues in Mexico and Chile collglgtincreased $17.2 million primarily due to heghinvestment management f
driven by higher average AUM as a result of locatket performance and net customer cash flowslandttengthening of the Latin
American currencies against the U.S. dollar. Initafd fees and other revenues in Hong Kong in@d&3.9 million primarily due to higher
investment management fees driven by higher avekiidé as a result of market performance and netarust cash flows.
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Net investment income in Chile increased $157.Ganilprimarily due to higher inflation-based invexsnt returns on average
invested assets and cash as a result of inflati@®10 compared to deflation in 2009 and the sthemng of the Chilean peso against the
U.S. dollar.

Total Expenses

Benefits, claims and settlement expenses in Chileeased $143.1 million primarily due to highetatibn-based interest crediting
rates to customers and the strengthening of thie&@hpeso against the U.S. dollar.

Operating expenses increased primarily due to 28@@nse savings initiatives to align with 2009 raies and the strengthening of
the Latin American currencies against the U.S.adoll

Income Taxes

The effective income tax rates for this segmenewlét and 4% for the nine months ended Septemb&030, and 2009,
respectively. The effective income tax rates wereel than the U.S. statutory rate, primarily dugates on our share of earnings generated
from equity method investments. Specifically, ohar® of earnings generated from equity method tnmvests, net of foreign taxes incurred,
are reported within net investment income wheregsrasidual U.S. tax expense or benefit relateti¢cequity method investment is reported
in income taxes. Lower tax rates of foreign jurgsidins also contributed to the lower effective imeptax rates.

U.S. Insurance Solutions Segment
Individual Life Insurance Trends

Our life insurance premiums are influenced by lemtbnomic and industry trends. In addition, we curgito shift our marketing
emphasis to universal life insurance products fo@ditional life insurance products, which inclygirticipating whole life and adjustable life
products. Due to this shift in marketing emphgsiemiums related to our traditional life insurapeeducts have declined, while fee revenues

from our universal and variable universal life irmce products have grown.

The following table provides a summary of our indiwal universal and variable universal life insurarfiee revenues and our
individual traditional life insurance premiums ftve periods indicated.

For the three months ended September 3i For the nine months ended September 3!
2010 2009 2010 2009
(in millions)
Universal and variable universal life insurance
revenue $ 97.: $ 90.¢ $ 281t $ 258.¢
Traditional life insurance premiun 126.( 134.1 388.: 414.7

Specialty Benefits Insurance Trenc

Premium and fees for our specialty benefits’ grptgrducts decreased due to lapses outpacing salegllaas the economic impact
on employment levels of our existing employer costes. Employment levels have continued to shrirtikaba slower rate during the three
months ended September 30, 2010. Individual digalpitemium, however, increased due to strong sabelsstable lapses.

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

For the three months ended September 30, For the nine months ended September 30,
2010 2009 2010 2009
(in millions)
Premium and fee:
Group dental and vision insurar $ 129.¢ % 134: % 385.¢ $ 406.£
Group life insuranc 77.2 82.¢ 235.¢ 250.¢
Group disability insuranc 66.1 71.¢ 198.1 218.¢
Individual disability insuranc 50.C 46.3 145.¢ 135.¢
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U.S. Insurance Solutions Segment Summary Financizdta

There are several key indicators for earnings gnawbur U.S. Insurance Solutions segment. Thetalof our distribution channels
to generate new sales and retain existing busiirégss growth in our block of business, premiumerave and fee revenues. Our earnings
growth also depends on our ability to price ourduais at a level that enables us to earn a makgintbe cost of providing benefits and the
expense of acquiring and administering those prisd&@ctors impacting pricing decisions includesjgtency, our ability to assess and
manage trends in mortality and morbidity experiemce ability to manage operating expenses and etitiye conditions.

The following table presents certain summary finangata relating to the U.S. Insurance Solutiagnsent for the periods indicatt

For the three months ended September 30, For the nine months ended September 30,
Increase Increase
2010 2009 (decrease) 2010 2009 (decrease)
(in millions)
Operating revenue
Premiums and other consideratic $ 418t % 439t % (2100 $ 1,265 $ 1,335¢ $ (70.€)
Fees and other revent 107.¢ 101.¢ 6.C 311.¢ 292.¢ 18.€
Net investment incom 164.€ 160.: 4.3 493.7 478.2 15.F
Total operating revenut 690.7 701. (20.7) 2,070.: 2,106.¢ (36.5)
Expenses
Benefits, claims and settlement exper 424.F 401.( 23.t 1,283.: 1,232.° 50.5
Dividends to policyholder 52.¢ 61.2 8.3 163.€ 185.¢ (22.2)
Operating expenst 144.¢ 155.F (11.7) 416.] 469.2 (53.])
Total expense 621.¢ 617.7 4.1 1,862.¢ 1,887." (24.8)
Operating earnings before income ta 68.¢ 83.7 (14.9) 207.2 218.¢ (12.9)
Income taxe: 21.€ 27.t (5.9 65.€ 70.€ (5.0
Operating earning $ 47 % 56.z2 $ B89 $ 141¢ $ 148.1 $ (6.7)

Three Months Ended September 30, 2010, Comparetihieee Months Ended September 30, 2009
Operating Earnings

Operating earnings in our U.S. Insurance Solutgatgnent decreased primarily due to DPAC unlockingyir individual life
insurance business.

Operating Revenues
Premiums decreased $11.6 million in our speciadtydfits insurance business due to lapses outpaaieg and a decline in
employment levels of our existing employer cust@nremiums in our individual life insurance busmédecreased $9.4 million primarily

due to the expected continued decline from theadsing block of traditional life insurance business

Fees and other revenues increased $6.5 milliominnalividual life insurance business primarily doegrowth in the universal life
and variable universal life insurance lines of hass.

Net investment income increased primarily due tinarease in average invested assets.

Total Expenses

Benefits, claims and settlement expenses increés@e@ million in our individual life insurance bussss as a result of higher gross
claims. While a substantial amount of the highesgrclaims are offset by the benefit of reinsurannder U.S. GAAP we defer much of the
benefit of reinsurance, which causes an increasepiorted net benefits in the current period. BHytdffsetting the increase in benefits,
claims and settlement expenses was a $7.5 milkenedise in our specialty benefits insurance busithes to a decrease in membership and a
stable loss ratio.

Dividends to policyholders decreased primarily assalt of updating the policyholder dividend saaleeflect the experience of the
Closed Block.
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Operating expenses decreased $10.4 million inralividual life insurance business primarily dueatdecrease in DPAC
amortization, which was offset by a correspondimggease in gross claims. The decrease in DPAC aatioh related to claims more than
offset an increase due to DPAC unlocking.

Income Taxes

The effective income tax rates for this segmenevdii% and 33% for the three months ended Septed®h@010 and 2009,
respectively. The effective income tax rates weveek than the U.S. statutory rate as a resultefriterest exclusion from taxable income
income tax deductions allowed for corporate divitkereceived.

Nine Months Ended September 30, 2010, Compared itteNMonths Ended September 30, 2009
Operating Earnings

Operating earnings in our specialty benefits inscesbusiness decreased $4.9 million due to woese @xperience and the adverse
impacts of the economic environment on premium gino@perating earnings decreased $1.8 million inindividual life insurance business
due to the DPAC impacts of lower equity market parfance.

Operating Revenues

Premiums in our specialty benefits insurance busigecreased $43.5 million as growth in the indialdlisability business was
more than offset by a decline in our group produymtsmiums driven by lapses outpacing sales anecéiree in employment levels of our
existing employer customers. Premiums decreased $2iflion in our individual life insurance busiregrimarily due to the expected
continued decline from the decreasing block ofitiawlal life insurance business.

Fees and other revenues increased $20.8 millionrimndividual life insurance business primarilyedo growth in the universal life
and variable universal life insurance lines of hass.

Net investment income increased primarily due tinarease in average invested assets.
Total Expenses

Benefits, claims and settlement expenses increbig&@ million in our individual life insurance busiss as a result of higher gross
claims. While a substantial amount of the highesgrclaims are offset by the benefit of reinsurannder U.S. GAAP we defer much of the
benefit of reinsurance, which causes an increasepiorted net benefits in the current period. Blytdffsetting the increases in benefits,
claims and settlement expenses was a $22.5 midkenease in our specialty benefits insurance bssidee to a decline in membership.

Dividends to policyholders decreased primarily assalt of updating the policyholder dividend scaleeflect the experience of the
Closed Block.

Operating expenses in our individual life insurahasiness decreased $39.9 million primarily due tlecrease in DPAC
amortization, which was offset by a correspondimggease in gross claims. The decrease in DPAC aatioh related to claims more than
offset the increase due to lower equity marketqrarince. Operating expenses decreased $13.2 niilliour specialty benefits insurance
business primarily due to actively managing expsisealign with a decline in membership and lowapkyee defined benefit pension and
other postretirement benefit costs.

Income Taxes

The effective income tax rate for this segment 828 for both the nine months ended September 3@ aAd 2009. The effective
income tax rate was lower than the U.S. statutaty as a result of the interest exclusion fromhbexancome 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 fopiéwéods indicated.

For the three months ended September 30, For the nine months ended September 30,
Increase Increase
2010 2009 (decrease) 2010 2009 (decrease)
(in millions)
Operating revenue
Total operating revenut $ (19.1) $ (33.9) $ 14: % 812 $ (103.2) $ 22.C
Expenses
Total expenses 7.2 16.1 (8.9 27.4 35.¢ (8.5
Operating losses before income taxes,
preferred stock dividends and noncontrol
interest (26.9) (49.5 23.2 (108.6) (239.)) 30.5
Income tax benefit (10.5) (22.9) 11.¢ (43.7) (55.]) 11.4
Preferred stock dividenc 8.2 8.2 — 247 247 —
Operating losses attributable to noncontrolling
interest (0.1 — (0.1) (0.2) — (0.2)
Operating losses $ (239 $ (35.9 $ 114 $ (89.9 $ (108.9) $ 19.2

Three Months Ended September 30, 2010, Comparetiieee Months Ended September 30, 2009
Operating Losses

Operating losses decreased primarily due to ae#ser in earnings on average invested assets feegfmeent, representing capital
that has not been allocated to any other segment.

Operating Revenues

Operating revenues increased primarily due to liiglierage annualized investment yields on averagested assets for the
segment, representing capital that has not beecaadld to any other segment.

Total Expenses

Total expenses decreased primarily due to a deiclinet amounts credited to employee accountsiongualified defined
contribution pension plan as well as lower inteegiense on corporate debt.

Income Taxes

Income tax benefits decreased primarily due tocaedese in operating losses before income taxes.
Nine Months Ended September 30, 2010, Compared itteNMonths Ended September 30, 2009

Operating Losses

Operating losses decreased primarily due to ae#ser in earnings on higher average invested deséf® segment, representing
capital that has not been allocated to any othgmset.

Operating Revenues

Operating revenues increased primarily due to arease in earnings on higher average investedsasséhe segment, representing
capital that has not been allocated to any othgmsat.
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Total Expenses

Total expenses decreased due to a decline in ritrgmcredited to employee accounts in a nongedliiefined contribution
pension plan.

Income Taxes
Income tax benefits decreased primarily due tocaedese in operating losses before income taxes.
Liquidity and Capital Resources
Liquidity and capital resources represent the diveti@ngth of a company and its ability to generstrong cash flows, borrow funds

at a competitive rate and to raise new capital ¢éetnoperating and growth needs. Our legal entiticgire has an impact on our ability to v
cash flow needs as an organization. Followingssvelified organizational structure.

Principal Financial Group, [ne.

FPrincipal Financial 5 ervices, [ne.

| Principal Life Inswance Frineipal International Entities Oiher Bubsidiaies
C ofn patiy

‘ Other Subsidiaries

Our liquidity requirements have been and will coné to be met by funds from consolidated operatenwell as the issuance of
commercial paper, common stock, debt or other abpécurities and borrowings from credit facilitig#gée 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-termamgiterm payment obligations. We will continue our matcapital management practice
regularly exploring options available to us to nmaizie capital flexibility, including accessing thapital markets and careful attention to and
management of expenses.

As of September 30, 2010, approximately $13.0dwillior 98%, of our institutional guaranteed investtrcontracts and funding
agreements cannot be redeemed by contractholdersgg@maturity. Our life insurance and annuitybligties contain provisions limiting early
surrenders. Given market conditions, we maintaméadtorically high position of cash and cash eglgirt holdings through much of 2009.
market conditions improved through 2010 we havealveducing our cash and cash equivalent holdingsliQuidity is also supported by a
portfolio of U.S. government and agency and redidepass-through government-backed securitiesjra¢h we held $4.0 billion as of
September 30, 2010, that may be utilized to botstediquidity position, as collateral for secureairowing transactions with various third
parties or by disposing of the securities in theromarket, if needed.

As of September 30, 2010, we had short-term cfadifities with various financial institutions imaggregate amount of $713.3
million. As of September 30, 2010 and December2BD9, we had $132.1 million and $101.6 million pedtively, of outstanding borrowin
related to our credit facilities, with $29.2 milliof assets pledged as support as of Septemb20380, None of these credit arrangements,
other than our commercial paper back-stop facititg, committed facilities. Due to the financiaksigth and the strong relationships we have
with these providers, as well as the small sizéhe$e facilities, we are comfortable that there v@ry low risk that the financial institutions
would not be able to fund these facilities. Oumddréacilities include a $579.0 million commerc@per program, of which $75.0 million was
outstanding as of September 30, 2010. Our comnigrager program has a back-stop facility to provi@8% support for our commercial
paper program, of which there were no outstandaigrizes as of September 30, 2010. The Istmfacility is a five year facility that matui
in June 2012. The facility is supported by fourtbanks, most if not all of which have other relatibips with us. We have no reason to
believe that our current providers would be unailanwilling to fund the facility if necessary.
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The Holding Companies: Principal Financial Group,ric. and Principal Financial Services, IncThe principal sources of funds
available to our parent holding company, PFG, tetnits obligations, including the payments of danids on common stock, debt service and
the repurchase of stock, are dividends from suasati as well as its ability to borrow funds at patitive rates and raise capital to meet
operating and growth needs. Dividends from Prindiife, our primary subsidiary, are limited by lodaw. 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 paycktholder dividends or make any other distribuifosuch 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 aredgheater of (i) 10% of Principal Life’s statutorylpyholder surplus as of the previous year-end
or (ii) the statutory net gain from operations frtm previous calendar year. Based on these limmitst Principal Life could distribute
approximately $608.7 million in 2010. No dividendsre paid as of September 30, 2010; however, oa 4un2010, Principal Life distribut
paid-in and contributed surplus in the amount d¥®8 million to its parent company.

Operations.Our primary consolidated cash flow sources are prers from life and health insurance and speciadtydiit products,
pension and annuity deposits, asset managemergverues, administrative services fee revenuespiedrom investments and proceeds
from the sales or maturity of investments. Casli@mus consist primarily of payment of benefits tolipyholders and beneficiaries, income
and other taxes, current operating expenses, payshdividends to policyholders, payments in contimecwith investments acquired,
payments made to acquire subsidiaries, paymersneglto policy and contract surrenders, withdraypblicy loans, interest expense and
repayment of short-term debt and long-term debt.iGuestment strategies are generally intendeddwige adequate funds to pay benefits
without forced sales of investments. For a disarssi our investment objectives, strategies angeudsion of duration matching, see
“Investments” as well as Item 3. “Quantitative @dalitative Disclosures About Market Risk — Intd@rBsite Risk.”

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

Net cash provided by operating activities was $3.92nillion and $1,794.4 million for the nine mosténded September 30, 2010,
and 2009, respectively. As an insurance businessypically generate positive cash flows from ofiagpactivities, as premiums collected
from our insurance products and income receiveah foar investments exceed policy acquisition cdstsgfits 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 fiasvs from operating activities are affected hg timing of premiums, fees and
investment income received and benefits and exggrad. The increase in cash provided by operatitigities in 2010 compared to 2009
was primarily due to fluctuations in receivables gayables associated with the timing of settlenasniell as an increase in cash received
from fees and other revenues. This increase waislhaoffset by an increase in cash paid for béeetlaims and settlement expenses as well
as a decrease in cash received from premiums aed atnsiderations.

Net cash provided by investing activities was $908illion and $1,156.2 million for the nine montisded September 30, 2010,
respectively. The decrease in cash provided bysiimg activities in 2010 compared to 2009 was prilpghe result of a decrease in net sales
of investments in 2010.

Net cash used in financing activities was $2,20il0on and $2,317.4 million for the nine monthsded September 30, 2010 and
2009, respectively. The decrease in cash usedanding activities was primarily due to a decréasget withdrawals of investment contra
for which we have had net withdrawals in both 2@h@ 2009 primarily due to our decision to scalekme investment only business, as v
as a decrease in the repayment of debt in 2010 a@dpo 2009. These decreases were partially dffstte issuance of common stock and
long-term debt in 2009 with no corresponding atiim 2010.

On November 1, 2010, our Board of Directors declane annual common stock dividend of approxima$dly6.2 million, equal to
$0.55 per share, payable on December 3, 2010 nonom stockholders of record as of November 19, 2010

Shelf RegistrationWe currently have an effective shelf registratidmak allows us the ability to issue, in unlimiteg@unts,
unsecured senior debt securities or subordinatetisgeurities, junior subordinated debt, prefesteadk, common stock, warrants, depository
shares, stock purchase contracts and stock purchéseof PFG, trust preferred securities of ttgebsidiary trusts and guarantees by PFG of
these trust preferred securities. Our wholly owselasidiary, PFS, may guarantee, fully and uncoowktiy or otherwise, our obligations with
respect to any non-convertible securities, othen tommon stock, described in the shelf registnatio
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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
September 30, 2010, we have no preferred dividesitictions. The dividend payments on our prefeegaity are not mandatory or
cumulative, as our Board of Directors approves epcrterly dividend payment.

Short-Term DebtThe components of short-term debt as of Septenthe2®BL0, and December 31, 2009, were as follows:

September 30, 201! December 31, 200!
(in millions)
Commercial pape $ 75.C $ 75.C
Other recourse short-term debt 57.1 26.€
Total short-term debt $ 132.1 $ 101.€

Long-Term DebtAs of September 30, 2010, there have been no ggnifchanges to long-term debt since Decembe?(®19.

Stockholders’ Equity For additional stockholders’ equity informationedéem 1. “Financial Statements, Notes to Unaudited
Consolidated Financial Statements, Note 9, Stoddrs] Equity.”

Capitalization

Our capital structure as of September 30, 2010 Lawember 31, 2009, consisted of debt and equityrsarized as follows:

September 30, 201! December 31, 200!
(in millions)

Debt:

Shor-term debr $ 1321  $ 101.€

Long-term debt 1,582.: 1,584.¢

Total debt 1,714.. 1,686..
Stockholder' equity:

Equity attributable to Principal Financial Groupgl excluding accumulated other

comprehensive incon 9,418.° 8,935.!

Total capitalization excluding accumulated othempoehensive income $ 11,132.¢ $ 10,621.
Debt to equity excluding accumulated other compmsive income 18% 19%
Debt to capitalization excluding accumulated ottmnprehensive incorr 15% 16%

As of September 30, 2010, we had $1,073.1 millibexcess capital, consisting of cash and highlyitiqassets in the holding
companies available for debt maturities, interest preferred dividend expenses and other holdimgpamy obligations. We continue to
maintain sufficient capital levels in Principal €ibased on our current financial strength ratings.

Contractual Obligations and Contractual Commitments

As of September 30, 2010, there have been no Egnifchanges to contractual obligations and cothied commitments since
December 31, 2009.

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@dl&inancial Statements, Note 3, Variable Intt
Entities.”

Guarantees and IndemnificationsAs of September 30, 2010, there have been no gigntfchanges to guarantees and
indemnifications since December 31, 2009. For gutamand indemnification information, see ItemHinancial Statements, Notes to
Unaudited Consolidated Financial Statements, No@o@tingencies, Guarantees and Indemnificationslen the caption, “Guarantees and
Indemnifications.”
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Financial Strength Rating and Credit Ratings

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

Nationally Recognized Statistical Rating Organizasi (“NRSROs") publish financial strength ratingsld.S. life insurance
companies that are indicators of an insurance cagipability to meet contractholder and policyhaldbligations. NRSROs also assign
credit ratings on non-life insurance entities, sastPFG and PFS. Credit ratings are indicatorsdefba issuer’s ability to meet the terms of
debt obligations in a timely manner, and are imgoarfactors in overall funding profile and ability access external capital. Such ratings are
not a recommendation to buy, sell or hold secwitiRatings are subject to revision or withdrawadrat time by the assigning NRSRO.

Each of A.M. Best Company, Inc., Fitch Ratings Ltdoody’s Investors Service and Standard & Poaridsed its outlook for the
U.S. life insurance sector to negative from stableid-to-late 2008. In the last few months, A.Me€B, Moody’s and Fitch have revised their
outlooks to stable. Standard & Poor’s indicatesilitreview its outlook later in 2010, or early 2D1The rating agencies indicate they believe
the economic recovery will be slow moving, hampegmarnings recovery, and creating the potentialifidher credit losses, particularly in 1
commercial and residential mortgage asset clabkmgever, all agencies also indicate there are ipessigns for the U.S. life insurance
sector.

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

A.M. Best Fitch Standard & Poor’s Moody'’s
Principal Financial Group
Senior Unsecured Debt ( BBB Baal
Preferred Stock (Z 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 Group’s sexiebt issuance “A3”
(2) S&P has rated Principal Financial Group’s prefestatk 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 priorltgvel 1) to quoted prices in active markets
for identical assets or liabilities and gives tbeést priority (Level 3) to unobservable inputs. @sset or liability’s classification within the
fair value hierarchy is based on the lowest le¥alignificant input to its valuation. See Iltem Eiffancial Statements, Notes to Unaudited
Consolidated Financial Statements, Note 10, Falin&/®easurements” for further details.

As of September 30, 2010, 41% of our net assetsilities) were Level 1, 55% were Level 2 and 4%eMeevel 3. Excluding
separate account assets as of September 30, 201df, dur net assets (liabilities) were Level 1, 9%re Level 2 and 2% were Level 3.

As of December 31, 2009, 37% of our net assetsilitias) were Level 1, 58% were Level 2 and 5% &vkevel 3. Excluding
separate account assets as of December 31, 2008, @% net assets (liabilities) were Level 1, 9%8re Level 2 and 2% were Level 3.
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Changes in Level 3 Fair Value Measurements

The net change for all assets and liabilities messat fair value on a recurring basis using sigaift unobservable inputs (Level 3)
for the nine months ended September 30, 2010, svédlaws:

Balance as o Balance as o
September 30, 2010 December 31, 2009 Net change
(in millions)

Assets

Fixed maturities, availak-for-sale $ 8938 $ 1,172.¢ $ (278.9)
Fixed maturities, tradin 295.¢ 63.5 232.%
Equity securities, availak-for-sale 47.C 717 (24.7)
Derivative asset 49.¢ 54.¢ (4.6
Other investment 129.] — 129.]
Separate account ass 3,869.! 4,120. (251.9)
Liabilities

Investmer-type insurance contrac (54.€) (23.6) (31.0
Derivative liabilities (226.€) (93.9) (132.9
Other liabilities (157.7) (89.1) (68.€)
Net total $ 4,846.. $ 5276.! $ (430.9)

The decrease in the fair value of Level 3 instrutsiéor the nine months ended September 30, 20J0insarily related to fixed
maturities, available-for-sale and separate accassets. The decrease in fixed maturities, avaHadtsale is primarily the result of our
obtaining prices from third party pricing vendoessus relying on broker quotes or internal prigimadels for certain structured securities,
resulting in the transfer of those assets out @EL8 to Level 2, and is also the result of sallesentain corporate securities. Additionally, as a
result of our implementation of new authoritativédance related to the accounting for embeddedtatedvatives effective July 1, 2010, we
elected the fair value option for certain secusifieeviously included in fixed maturities, availedfbr-sale, effectively reclassifying them to
fixed maturities, trading. The decrease in sepaateunt assets is primarily a result of real estates. These decreases are partially offset b
a net increase in fair value of Level 3 instrumeptated to the implementation of new authoritatiuédance related to the accounting for
VIEs effective January 1, 2010. As a result ofriees guidance, certain previously unconsolidatedsviliere consolidated and certain
previously consolidated VIEs were deconsolidatdee fair value of Level 3 assets and liabilitieshe newly consolidated and deconsolid:
VIEs is primarily included in the net change fotefil maturities, trading; other investments; deealiabilities and other liabilities.
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The net change for all assets and liabilities messat fair value on a recurring basis using sigaift unobservable inputs (Level 3)
for the nine months ended September 30, 2009, wédlaws:

Balance as of Balance as of
September 30, 2009 December 31, 2008 Net change
(in millions)

Assets

Fixed maturities, availak-for-sale $ 1,150.¢ $ 1,173.C $ (22.7)
Fixed maturities, tradin 63.1 60.7 2.4
Equity securities, availat-for-sale 34.¢ 56.2 (21.9
Derivative asset 62.4 100.% (38.9
Separate account ass 4,453.¢ 6,042.: (1,588.9)
Liabilities

Investmer-type insurance contrac (35.0 (60.2) 25.2
Derivative liabilities (116.0 (266.9 150.¢
Other liabilities (97.6) (103.9) 6.2
Net total $ 5516.! $ 7,002. $ (1,485.Y)

The decrease in the fair value of Level 3 instrutsiéor the nine months ended September 30, 20@@insarily attributed to separs
account assets. The decrease in separate accseaty @sprimarily a result of unrealized losseseal estate. Unrealized losses on separate
accounts do not impact net income in the consaitlatatements of operations, as the change in vakeparate account assets is offset by a
change in value of separate account liabilities.

Investments

We had total consolidated assets as of Septemh@030, of $143.5 billion, of which $67.3 billionere invested assets. The rest of
our total consolidated assets are comprised priynafriseparate account assets. Because we gendoatlgt bear any investment risk on as
held in separate accounts, the discussion anddialeinformation below does not include such assets

Overall Composition of Invested Assets

Invested assets as of September 30, 2010, wererpieantly high quality and broadly diversified assasset class, individual cre
industry and geographic location. Asset allocaitodetermined based on cash flow and the riskfeenguirements of our products. As shc
in the following table, the major categories ofaésted assets are fixed maturities and commercigbage loans. The remainder is investe
residential mortgage loans, real estate, equityrgtéxs and other assets. In addition, policy loarssincluded in our invested assets.
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September 30, 201! December 31, 200!
Carrying amount % of total Carrying amount % of total
($ in millions)

Fixed maturities

Public $ 35,979.. 54% $ 33,719.( 53%

Private 14,831.: 22 13,533.: 21
Equity securitie: 389.( 1 435.k 1
Mortgage loans

Commercia 9,560." 14 10,129.. 16

Residentia 1,535.; 2 1,716.: 2
Real estate held for se 43.C — 35.4 —
Real estate held for investme 1,043.¢ 2 999.7 2
Policy loans 903.¢ 1 902.t 1
Other investments 3,008.¢ 4 2,465.! 4

Total invested assets 67,294 .( 100% 63,936.! 10(%
Cash and cash equivalents 2,268¢ 2,240 ~—

Total invested assets and cash $ 69,563.- $ 66,176.!

Investment Results
Net Investment Incomu

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 cosicast respectively. All other yields are
calculated using carrying amounts.

For the three months ended September 3! Increase (decrease For the nine months ended September 3I Increase (decrease
2010 2009 2010 vs. 200! 2010 2009 2010 vs. 200¢
Yield Amount Yield Amount Yield Amount Yield Amount Yield Amount Yield Amount
($ in millions)
Fixed maturities 58% $ 717.¢ 56% $ 676.2 0.2% $ 41F 5.6% $2,117. 5.6% $ 2,034. 0.2% $ 832
Equity securitie: 3.8 3.9 4.1 4.6 0.2 0.7) 34 11.C 4.z 14.C 0.9 (3.0
Mortgage loan— commercia 6.C 145.€ 5.8 152.¢ 0.2 (6.8) 5.¢ 438.7 5 (2 469.5 0.1 (30.6)
Mortgage loan— residentia 5.7 21.t 4.C 17.7 1.7 3.8 5.2 63.2 3.€ 48.2 1.6 14.¢
Real estat: 4.7 12.7 8.2 8.3 14 4.4 4.3 34.C 3.7 26.€ 0.6 7.2
Policy loans 6.7 15.1 7.1 16.C (0.4) 0.8 6.€ 46.C 6.€ 46.2 0.0 0.3
Cash and cash equivalel 0.2 1.8 0.4 35 (0.2) 2.7) 03 4.8 0.t 10.4 0.2 (5.5
Other investments (2.3 (16.6) 0.2 12 (2.3 (15.9 1.9 (27.0 1.2 (23.9) 0.2 (3.9
Total before investment expenses 5.2 901.¢ 5.1 877.1 0.2 24.2 5.2 2,688.¢ 5.1 2,625.¢ 0.2 62.5
Investment expenses (0.2) (21.) 0.2 (24.9 0.1 2.8 0.2) (68.0 0.2) (83.€ 0.0 15.¢
Net investment income 5.2% $ 880.c 4.5% $ 8588 0.2% $ 27.C 5.1% $2,620.: 4.6% $ 2,541.¢ 0.2% $ 784
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Three Months Ended September 30, 2010 Comparedhe& Months Ended September 30, 2009

Net investment income increased primarily due ghhr inflation-based investment returns on avenagested assets, most notably
fixed maturities, related to inflation in Chile duy 2010 versus deflation during 2009 and the gtieening of the Chilean peso against the
U.S. dollar. This increase was partially offsetébglecrease in average invested assets primarilyodudr decision to scale back our
investment only business.

Nine Months Ended September 30, 2010 Compared teeNVlonths Ended September 30, 2009
Net investment income on fixed maturities, mortglgas-residential and other invested assets iseteprimarily due to higher
inflation-based investment returns related to tidlain Chile during 2010 versus deflation durif@9 and the strengthening of the Chilean
peso against the U.S. dollar. This increase wasafigroffset by a decrease in average investedtagwimarily due to our decision to scale
back our investment only business. Also offsetthngincrease were lower yields on floating rateeBtments supporting floating rate
liabilities.
Net Realized Capital Gains (Losse

The following table presents the contributors tbrealized capital gains (losses) for our investeskts for the periods indicated.

For the three months endec Increase For the nine months endec Increase
September 30, (decrease) September 30, (decrease)
2010 2009 2010 vs. 200! 2010 2009 2010 vs. 200!
(in millions)

Fixed maturities, available-for-sale - credit

impairments (1 $ 44 $ (68.5) $ 237 % 1779 $ (280.9) $ 103.t
Fixed maturities, availat-for-sale- other (0.7 2.7 (3.4) 7.7 45.4 (37.7)
Fixed maturities, tradin 11.¢ 15.7 (3.9 26.2 57.t (31.2)
Equity securitie— credit impairment: 0.2 (9.5) 9.7 4.0 (11.2) 15.2
Derivatives and related hedge activities 23.c 5.8 17.5 28.4 (27.%) 55.7
Commercial mortgage (11.7) (34.3) 23.2 (43.9 (88.5) 44.¢
Other gains (losse: 0.6 21.t (20.9) 22.2 19.¢ 2.4

Net realized capital loss: $ (209 $ (66.60 $ 45¢ 8 (1326 $ (285.) $ 152.F
(1) Includes credit impairments as well as losses tess# fixed maturities to reduce credit risk, oétealized credit recoveries on the

sale of previously impaired securities. Credit gain sales, excluding associated foreign currelucyuations that are included in
derivatives and related hedge activities, weretgam of $5.0 million and $38.7 million for therée months ended September 30,
2010 and 2009, respectively, and $9.9 million ab2.% million for the nine months ended Septembe2820 and 2009,
respectively.

2 Includes fixed maturities, available-for-sale impaént-related net losses of $0.5 million and $2ilion for the three and nine
months ended September 30, 2009, respectively hwirice hedged by derivatives reflected in this.IWwe did not recognize any
fixed maturities, available-for-sale impairmentateld losses in derivatives and related hedge tesivibr the three and nine months
ended September 30, 2010.

Three Months Ended September 30, 2010 Comparedhe& Months Ended September 30, 2009
Net realized capital losses on fixed maturitiesilable-for-sale eredit impairments decreased primarily due to loivgrairments o
corporate securities as a result of improved mar&atitions and lower net credit losses on sal@dirD relative to 2009, due to our decision
to reduce exposure to BBB rated securities in 2009.
Net realized capital gains on derivatives and egldtedge activities increased due to net gainsisdosses on the GMWB embedc
derivative and associated hedging instrumentstiegudtom an increase in the S&P index and chamy@gerest rates. These gains were
partially offset by losses versus gains on interatst swaps due to changes in interest rates.

Net realized capital losses on commercial mortgageseased due to a lower valuation allowance pi@viin 2010 than in 2009. F
additional information, see “Commercial Mortgageahdvaluation Allowance.”

Other net realized capital gains decreased prigndué to lower gains on certain equity securitie2010 relative to 2009.
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Nine Months Ended September 30, 2010 Compared teeNVonths Ended September 30, 2009

Net realized capital losses on fixed maturitiesilable-for-sale eredit impairments decreased primarily due to loivgrairments o
corporate securities as a result of improved mar&atitions and lower net credit losses on sal@dirD relative to 2009 due to our decision
to reduce exposure to BBB rated securities in 2p@#jally offset by increased impairments on conuizd mortgage-backed securities. Net
realized capital gains on fixed maturities, avddafor-sale -other decreased due to lower gainsabes in 2010.

Net realized capital gains on fixed maturitiesging decreased due to lower mark-to-market gainthese securities resulting from
an improvement in market liquidity during the sed@uarter of 2009 and larger credit spread tighigim 2009 as compared to 2010.

Net realized capital gains on derivatives and egldtedge activities increased as a result of gersis losses on the GMWB
embedded derivative and associated hedging instrisna@d an increase in gains on periodic settlesraamd accruals on interest rate swaps
not designated as hedging instruments, resultong f decline in the S&P index and short-term irgerates relative to 2009. These gains
were partially offset by losses versus gains oditdefault swaps due to changes in credit spraadsncreases in mark-to-market losses on
interest rate swaps due to changes in interes.rate

Net realized capital losses on commercial mortgageseased due to a lower valuation allowance pi@mviin 2010 than in 2009. F
additional information, see “Commercial Mortgageahdvaluation Allowance.”

Other net realized capital gains included an $&fllllon gain in the second quarter of 2010 resgltirom the signing of our
Shareholders Agreement with Banco pertaining toBrasilprev joint venture. This gain was offsetdry$82.8 million residential mortgage
loan loss provision for our Bank and Trust Servigesiness in 2010, which primarily related to tbattued deterioration in our home equity
portfolio resulting from sustained economic stress.

U.S. Investment Operations

Of our invested assets, $62.2 billion were heledbyU.S. operations as of September 30, 2010. Osrr idvested assets are mane
primarily by our Global Asset Management segment. @imary investment objective is to maximize afix returns consistent with
acceptable risk parameters. We seek to proteatytaliders’ benefits by optimizing the risk/retusdationship on an ongoing basis, through
asset/liability matching, reducing the credit riakpiding high levels of investments that may lemmed by the issuer, maintaining
sufficiently liquid investments and avoiding undagset concentrations through diversification. \Weexposed to three primary sources of
investment risk:

»  credit risk, relating to the uncertainty associatgtth the continued ability of a given obligor tcake timely payments of
principal and interest;

* interest rate risk, relating to the market pricd/ancash flow variability associated with changemarket yield curves and

e equity risk, relating to adverse fluctuations ipaaticular common stock, which we have limited esqoe to in our portfolio.

Our ability to manage credit risk is essential @0 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 appraweiavestment transaction exceeding $500.0 millis of September 30, 2010, there
nine members on the Investment Committee, one ofiwis a member of our Board of Directors. The remnmgi members are senior
management members representing various areas obmpany.
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We also seek to reduce call or prepayment riskngrisom changes in interest rates in individuaidstments. We limit our exposure
to investments that are prepayable without pemaltyr to maturity at the option of the issuer anel iquire additional yield on these
investments to compensate for the risk that theeiswill exercise such option. We assess optidniniall investments we make and, when
take that risk, we price for it accordingly.

Our Fixed Income Securities Committee, consistififixed income securities senior management memagzoves the credit
rating for the fixed maturities we purchase. Teafsecurity analysts, organized by industry, analgmd monitor these investments. In
addition, we have teams who specialize in residentbrtgage-backed securities (‘RMBS”), CMBS, admatked securities (“ABS”) and
below investment grade securities. Our analystsitmoissuers held in the portfolio on a continubasis with a formal review documented
annually or more frequently if material events effthe issuer. The analysis includes both fundaatemd technical factors. The fundamental
analysis encompasses both quantitative and qusditabalysis of the issuer. The qualitative analyscludes an assessment of both
accounting and management aggressiveness of ther.isés addition, technical indicators such aslsfmice volatility and credit default swap
levels are monitored.

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

e material declines in the issuer’s revenues or margi

» significant management or organizational changes;

» significant uncertainty regarding the issuer’s istdy;

» debt service coverage or cash flow ratios thatofallbw 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 inraommercial mortgage loan portfolio. When consiugthe origination of new commercial
mortgage loans, we review the cash flow fundamertththe property, make a physical assessmenteairderlying security, conduct a
comprehensive market analysis and compare agaithsstry lending practices. We use a proprietakynasing model to evaluate all new and
substantially all existing loans within the portélThe proprietary risk model is designed to sty@®jected cash flows under simulated
economic and market downturns. Our lending gui@sliare typically 65% or less loan-to-value ratiod a debt service coverage ratio of at
least 1.5 times. We analyze investments outsideesfe guidelines based on cash flow quality, tepand other factors. The weighted
average loan-to-value ratio at origination for nenek and mortar commercial mortgages, excludingb@l Asset Management segment
mortgages, in our portfolio was 43% and 52% asegft@nber 30, 2010 and December 31, 2009, resplyctilee debt service coverage ratio
at loan inception for new brick and mortar commaroiortgages, excluding Global Asset Managemennseg mortgages, in our portfolio
was 3.5 and 2.0 times as of September 30, 201@aondmber 31, 2009, respectively. The weighted aeel@an-to-value ratio for loans held
in our brick and mortar commercial mortgage poitfoéxcluding Global Asset Management segment nageg, was 67% and 69% as of
September 30, 2010 and December 31, 2009, resplyctihe debt service coverage ratio for loans relnur brick and mortar commercial
mortgage portfolio, excluding Global Asset Managehsgment mortgages, was 1.7 and 1.8 times aspté®ber 30, 2010 and
December 31, 2009, respectively.

Our investment decisions and objectives are a immatf 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 interae risk, see Item 3. “Quantitative and Qualitafisclosures About Market Risk —
Interest Rate Risk.”
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Overall Composition of U.S. Invested Assets

As shown in the following table, the major categerof U.S. invested assets are fixed maturitiescantmercial mortgage loans. T
remainder is invested in other investments, realtesresidential mortgage loans and equity seesriln addition, policy loans are includec
our invested assets. The following discussion aealyhe composition of U.S. invested assets, litiéas invested assets of the separate
accounts.

September 30, 201! December 31, 200!
Carrying amount % of total Carrying amount % of total
($ in millions)

Fixed maturities

Public $ 32,642.: 52%$% 30,952.! 52%

Private 14,831.: 24 13,533.: 23
Equity securitie: 329.2 1 388.¢ 1
Mortgage loans

Commercia 9,551.¢ 15 10,121. 17

Residentia 932.¢ 2 1,128.° 2
Real estate held for se 33.¢ — 23.¢ —
Real estate held for investme 1,043.( 2 998.4 2
Policy loans 880.t 1 881.c 1
Other investments 1,924.¢ 3 1,480.: 2

Total invested assets 62,169.: 10C% 59,508.! 10(%
Cash and cash equivalents 2,203.: 2,192.:

Total invested assets and cash $ 64,372. $ 61,701.:

Fixed Maturities

Fixed maturities consist of publicly traded andrptely placed bonds, asset-backed securities, mealde preferred stock and certain
nonredeemable preferred stock. Included in theapely placed category as of September 30, 201@acember 31, 2009, were $9.0 billion
and $7.4 billion, respectively, of securities subj® certain holding periods and resale restmstipursuant to Rule 144A of the Securities Act
of 1933. Fixed maturities include trading portfalithat support investment strategies that invdieedctive and frequent purchase and sale of
fixed maturities. We held $575.2 million and $346nillion of these trading securities as of Septen8tk 2010 and December 31, 2009,
respectively.

Fixed maturities were diversified by category @&lusr, as shown in the following table for the pasicndicated.

September 30, 2010 December 31, 2009
Carrying amount % of total Carrying amount % of total
(% in millions)

U.S. government and agenc $ 831.: 2%$ 781.¢ 2%
States and political subdivisio 2,607.¢ 5 2,218.: 5
Non-U.S. government 466.2 1 462.4 1
Corporate— public 20,374, 43 19,182. 43
Corporate— private 12,610. 27 11,604. 26
Residential pa-through securitie 3,178.: 7 3,367." 7
Commercial mortga¢-backed securitie 3,818.: 8 3,602.¢ 8
Residential collateralized mortgage obligatir 1,468.( 3 1,172.¢ 3
Asset-backed securities 2,118. 4 2,092.¢ 5

Total fixed maturities $ 47,473.. 100%$ 44,485, 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 fiegres that allow cash flows to be matched to abilities.
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CMBS provide varying levels of credit protectionvetsification and reduced event risk dependinghensecurities owned and
composition of the loan pool. CMBS are predominantimprised of large pool securitizations thatdiverse by property type, borrower and
geographic dispersion. The risks to any CMBS deatatermined by the credit quality of the underdyloans and how those loans perform
over time. Another key risk is the vintage of thelarlying loans and the state of the markets duipgrticular vintage. In the CMBS market,
there is a material difference in the outlook foe performance of loans originated in 2005 andexalative to loans originated in 2006
through 2008. For loans originated prior to 200&]erwriting assumptions were more conservativerddgg required debt service coverage
and loan-to-value ratios. For the 2006 through 2dAgages, real estate values peaked and the untiegiexpectations were that values
would continue to increase, which makes those \@dmes more sensitive to market declines.

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 collat@nd the potential for prepayments. Credit risk®Ilve 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 rensatonsistent. 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 #uotdrs that impact the level of prepayment andg@mament 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. operesi fixed maturities portfolio was 22% of totakdid maturities as of both
September 30, 2010 and December 31, 2009. It ipdsed of corporate and foreign government fixedunities. The following table
presents our international exposure for our U.®ratpon’s fixed maturities portfolio for the permahdicated.

September 30, 201! December 31, 200!
Carrying amount Carrying amount
(in millions)
European Uniol $ 2,938.0 $ 2,913.:
United Kingdom 2,332.: 2,219.¢
Australia 1,310.¢ 1,127t
Asia 1,099.! 1,067.
South Americe 611.(C 523.¢
Mexico 332.7 269.1
Japar 122.: 54.€
Other countries (1) 1,895.¢ 1,494.:
Total $ 10,641.¢ $ 9,669.¢
Q) Includes exposure from 22 countries as of Septe®®e2010, and 23 countries as of December 31,.2009

All international fixed maturities held by our U.&erations are either denominated in U.S. dolatzave been swapped into U.S.
dollar equivalents. Our international investmemtsanalyzed internally by country and industry drawvestment professionals. We control
concentrations using issuer and country level esq@obenchmarks, which are based on the credittywdlihe issuer and the country. Our
investment policy limits total international fixa@daturities investments and we are within thoseriiratilimits. Exposure to Canada is not
included in our international exposure. As of Segier 30, 2010 and December 31, 2009, our investnei@anada totaled $1,757.9 million
and $1,612.7 million, respectively.

Fixed Maturities Credit ConcentrationgOne aspect of managing credit risk is through itrgugssuer and asset class diversificat
Our credit concentrations are managed to establikimits. The exposure attributed to monoline band mortgage insurers from investme
that are guaranteed by them is not included iretlduation of our top ten exposures. We are nginglon said guarantors and are directly
evaluating exposure to these investments. Thewallp table presents our top ten exposures as ae8dyer 30, 2010.

97




Table of Contents

Amortized cost

(in millions)

General Electric Cc $ 277.5
Bank of America Corp. (1 259.¢
JP Morgan Chase & C 250.1
Wells Fargo & Co 239.¢
AT&T Inc. 237.(
Berkshire Hathaway In 222.]
Export Import Bank of U.S 207.¢
Credit Suisse Group A 150.€
Westpac Banking Cor| 150.C
Prudential Financial Inc. 146.¢

Total top ten exposures $ 2,140.°

Q) Includes actual counterparty exposure.

We had exposure to monoline bond and mortgageenswith an amortized cost of $677.6 million antharying amount of $717.9
million as of September 30, 2010. The $677.6 mililncludes wrapped guarantees on $651.4 milliomnoferlying municipal bonds, corpor
credit or ABS. Our direct exposure to these insuveais $26.2 million. Of the $651.4 million in wraggpbguarantees, 44% was investment
grade municipal bonds; 39% was investment gradk parpetual preferred securities; 10% was ABS badyesub-prime or Alt-A first lien
mortgages, of which 29% was investment grade; &advas corporate fixed maturities, of which 93% wag&stment grade.

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 prediifferent financial results. See Item 1.
“Financial Statements, Notes to Unaudited Constddi&inancial Statements, Note 10, Fair Value Mesamants’for further details regardir
our pricing methodology. Once prices are determitigely are reviewed by pricing analysts for reabtareess based on asset class and
observable market data. In addition, investmenlyateawho are familiar with specific securitiesieaw prices for reasonableness through
direct interaction with external sources, revieweaafent trade activity or use of internal modelsnihly, all bonds placed on the “watch list”
are analyzed by investment analysts or analystsdhas on troubled securities (“Workout Group”hi§ group then meets with the Chief
Investment Officer and the Portfolio Managers ttedmine reasonableness of prices. The valuatiompdired bonds for which there is no
quoted price is typically based on the presenteafithe future cash flows expected to be receiddttiough we believe these values
reasonably reflect the fair value of those seasjtthe key assumptions about risk premiums, pagnce of underlying collateral (if any) and
other market factors involve qualitative and unobabkle inputs.

The Securities Valuation Office (“SVO”) of the Naiial Association of Insurance Commissioners (“NAl@ionitors the bond
investments of insurers for regulatory reportinggmses and, when required, assigns securitiesg@bsix investment categories. In 2009,
the NAIC approved an initiative to create a new elod) and assessment process for non-agency réisid@ortgage-backed securities
effective December 31, 2009. The NAIC retained POA&dvisors to undertake the modeling and assignmktite NAIC ratings for these
securities. The NAIC has agreed to continue itsti@hship with PIMCO Advisors with respect to RMBESsignations for year end 2010.
Additionally, in 2010 the NAIC extended its initiee to include CMBS. The NAIC announced in Septenitid 0 that Blackrock Solutions
has been retained to undertake the modeling amghassnt of the NAIC ratings of the more than 7,@NBS holdings by U.S. insurance
companies effective December 31, 2010. The NAlGgtesions closely mirror the NRSROs’ credit ratiigs marketable bonds. NAIC
designations 1 and 2 include bonds considered imesg grade by such rating organizations. Bondsamnsidered investment grade when
rated “Baa3” or higher by Moody'’s, or “BBB-" or Higr by Standard & Poor’s. NAIC designations 3 tigtoé are referred to as below
investment grade. Bonds are considered below imeggtgrade when rated “Bal” or lower by Moody's;BB+" or lower by Standard &
Poor’s. As of September 30, 2010, the percentaagedon fair value, of total publicly traded anivgtely placed fixed maturities that were
investment grade with an NAIC designation 1 or 293%.
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The following table presents our total fixed matias by NAIC designation and the equivalent ratiofjfhe NRSROs as of the
periods indicated as well as the percentage, baséair value, that each designation comprises.

September 30, 2010 December 31, 2009
% of total % of total
NAIC Rating agency Amortized Carrying carrying Amortized Carrying carrying
rating equivalent cost amount amount cost amount amount
(% in millions)
1 AAA/AA/A $ 26,199.. $ 27,519 58% $ 25,527. $ 25,341. 57%
2 BBB 15,693.° 16,473.( 35 15,885.: 15,726.¢ 35
3 BB 2,558." 2,257 .« 5 2,824.; 2,259.¢ 5
4 B 1,037.: 771.( 1 982.¢ 701.% 2
5 CCC and lowe 460.7 350.% 1 376.1 253.C 1
6 In or near defaul 265.¢ 102.] — 349.¢ 203.¢ —
Total fixed maturitie $ 46,215 $ 47,473. 10(% $ 45944° $ 44,485. 10C%

Fixed maturities include 18 securities with an atmed cost of $164.4 million, gross gains of $8illiam, gross losses of
$0.2 million and a carrying amount of $172.3 millias of September 30, 2010, that are still pendirgyiew and assignment of a rating by
the SVO. Due to the timing of when fixed maturitées purchased, legal documents are filed andethiew by the SVO is completed, there
will always be securities in our portfolio that anerated over a reporting period. In these instan@e equivalent rating is assigned based on
our fixed income analyst’'s assessment.

Commercial Mortgage-Backed Securities and Home BguAsset-Backed Securities Portfolio&s of September 30, 2010, basec
amortized cost, 59% of our CMBS portfolio had rgsirof A or higher and 50% was issued in 2005 ooteednd 38% of our ABS home
equity portfolio had ratings of A or higher and 868as issued in 2005 or before.

The following tables present credit quality andryefaissuance (“vintage”) for our CMBS as of theipds indicated.

September 30, 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 $ 4277 $ 4255 $ 141.¢ $ 142.¢ $ 141¢ $ 138.C $ 161.C $ 151.C $ 1145 $ 70.€ $ 986.6 $ 927.%
2004 270.t 281.] 61.1 59.¢ 52.1 40.5 52.7 28.¢ 69.4 39.5 505.¢ 449.¢
2005 420.€ 454.( 28.5 30.¢ 27.¢ 19.1 126.7 90.7 184.¢ 82.1 788.t 676.¢
2006 233.1 236.7 9.2 11.2 57.4 59.C 36.€ 29.C 160.€ 55.5 497.( 391.f
2007 418.¢ 419.¢ 37.1 394 179.¢ 190.£ 291.2 276.€ 653. 233.1 1,580.¢ 1,159t
2008 — — 15.1 16.C 32.¢ 35.7 11.7 9.8 31.1 18.4 90.7 79.¢
2009 91.¢ 97.7 — — — — — — — — 91.¢ 97.7
2010 30.C 32.C 3.2 3.E — — — — — — 33.2 35.E
Total $ 1892¢ $ 1946. $ 296.: $ 303.. $ 491.¢ $ 482.¢ $ 680.C $ 586.C $ 1,213t $ 499.2 $ 4574+ $ 3,818.C
December 31, 200!
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 $ 727. $ 722 $ 178.1 $ 170.¢ $ 173¢ $ 1512 $ 163.¢ $ 135.¢ $ 96.¢ $ 36.6 $ 1,340¢ $ 1,216.¢
2004 296.¢ 291.¢ 60.¢ 50.5 81.7 46.4 43.2 18.2 50.7 24.€ 533.2 431.2
2005 451.¢ 446.¢ 59.5 41.7 88.t 47.1 106.« 46.C 127.1 43.2 833.¢ 624.
2006 215.2 196.( 14.¢ 13.¢ 70.€ 57.2 76.2 42.1 148.5 27.1 525.7 336.2
2007 355.4 326. 48.5 422 176.€ 147.2 282.¢ 196.€ 680.1 191.3 1,543.¢ 903.7
2008 4.6 3.9 15.1 13.1 242 21.¢ 11t 4.€ 35.4 13.7 90.€ 57.2
2009 34.C 33.€ — — — — — — — — 34.C 33.€
Total $ 20857 $ 2019.¢ $ 377.C $ 331.¢ $ 615.7 $ 471.C $ 684.1 $ 4432 $ 1,138 $ 336.7 $ 4,901 $ 3,602
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The following tables present our exposure to ABBiaaquity portfolio supported by subprime firshlimortgages by credit quality
and vintage as of the periods indicated.

September 30, 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 $ 34 $ 35.C $ 57.¢ $ 51.€ $ 82 % 76 $ 534 $ 45.C $ 66.5 $ 444 $ 220.< $ 183.¢
2004 28.2 26.¢ 5.C 4.¢ 25.8 21.¢ 12.1 11.5 5.€ 4.6 76.4 69.¢
2005 — — 10.7 6.2 — — 2.0 1.2 70.5 52.C 83.2 59.4
2006 — — — — — — — — 15.€ 10.5 15.€ 10.5
2007 — — — — — — — — 48.C 37.t 48.C 37.t
Total $ 63.C $ 61.c $ 73.€ $ 62.7 $ 33.€ $ 295 $ 67 $ 577 $ 206.. $ 149.C $ 444.5 $ 360.¢
December 31, 200!
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 $ 725 $ 62.2 $ 75.2 $ 55.€ $ 5C $ 33 % 40 $ 257 $ 44 $ 23C $ 238.€ $ 169.¢
2004 49.€ 37.7 13.1 8.2 9.4 7.7 10.€ 7.8 — — 82.7 61.t
2005 8.1 4.7 10.1 4.2 2.C 1.3 — — 75.1 34.C 95.¢ 44.2
2006 — — — — — — — — 16.7 7.8 16.7 7.8
2007 — — — — — — — — 53.¢ 30.€ 53.¢ 30.€
Total $ 130.2 $ 104.7 $ 98 $ 68.1 $ 164 $ 12 $ 51t $ 33E $ 190.F $ 954 $ 487.1 $ 314.(
Fixed Maturities Watch ListWe monitor any decline in the credit quality ofdtkmaturities through the designation of “problem
securities,” “potential problem securities” andstrictured securities”. We define problem secusiireour fixed maturity portfolio as

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

(i) issued by a company that went into bankrugelgsequent 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 prob&erbeing 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 etates should occur in those instances where greatmomic value will be realized under
the new terms than through liquidation or othepdsstion and may involve a change in contractuahdbows. 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 and potential problem
fixed maturities for the periods indicated.

September 30, 2010 December 31, 2009
(% in millions)

Total fixed maturities (public and private) $ 47,473.. $ 44,485
Problem fixed maturities (1) $ 322 $ 237.:
Potential problem fixed maturitie 267.( 315.¢
Restructured problem fixed maturities 18.C —
Total problem and potential problem fixed matustie $ 607« $ 553.2
Total problem and potential problem fixed matustés a percent of total fixed maturities 1.26% 1.24%

(1) The problem fixed maturities carrying amount is afedther-than-temporary impairment losses.
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Fixed Maturities ImpairmentsWe have a process in place to identify securities tould potentially have a credit impairment tis:
other than temporary. This process involves moimigpmarket events that could impact issuers’ credihgs, business climate, management
changes, litigation and government actions andratinglar factors. This process also involves mariity 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 imthg the Chief Investment Officer, our Portfolio Megers, members of our
Workout Group and representatives from Investmeaodinting review all securities to determine whetireother-than-temporary decline in
value exists and whether losses should be recaynide analysis focuses on each issuer’s abiligetwice its debts in a timely fashion.
Formal documentation of the analysis and our decis 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 tiheefair 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 and (4) our intent to sellgbeurity or whether it is more likely than not wil e required to sell the security before
recovery of its amortized cost which, in some cas®s/ extend to maturity. To the extent we deteentivat a security is deemed to be other-
than-temporarily impaired, an impairment loss sognized. For additional details, see Item 1. “Riial Statements, Notes to Unaudited
Consolidated Financial Statements, Note 4, Investsie

When it is not our intent to sell a security withreialized losses, it is not more likely than neaittive would be required to sell the
security before recovery of the amortized cost,clvhmay be maturity, and we expect to recover thertined cost basis, we would not
consider the security to be other-than-temporamilgaired. However, we do sell bonds under certasumstances, such as when we have
evidence of a significant deterioration in the &ssicreditworthiness, when a change in regulateguirements modifies what constitutes a
permissible investment or the maximum level of stugents held or when there is an increase in dapij@irements or a change in risk
weights of debt securities. Sales generate botisgaid losses.

There are a number of significant risks and unagi&s inherent in the process of monitoring créapairments and determining if
an impairment is other than temporary. These @sicsuncertainties include: (1) the risk that oseasment 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@istuer than anticipated, (3) the risk that ouestment 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 cistamces lead us to change our intent to not sBécurity prior to recovery of its amortized
cost. Any of these situations could result in argedao net income in a future period.

The net realized loss relating to other-thlamporary credit impairments of fixed maturitiessi#.88.1 million and $333.0 million 1
the nine months ended September 30, 2010 and 2&é)8ctively.

Fixed Maturities Available-for-Sale

The following tables present our fixed maturitiesigable-for-sale by industry category and the asged gross unrealized gains and
losses, including other-than-temporary impairmessés reported in AOCI, as of the periods indicated
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September 30, 201!

Gross Gross
Amortized unrealized unrealized Carrying
cost gains losses amount
(in millions)
Finance— Banking $ 4,615 $ 157.¢ $ 2741 % 4,499.;
Finance— Brokerage 453.< 28.1 2.1 479.C
Finance— Finance Companie 228.5 14.C 6.€ 235.¢
Finance— Financial Othe 601.4 57.¢ 3.1 656.2
Finance— Insurance 2,723t 161. 66.5 2,818.¢
Finance— REITS 1,231.: 43.t 32.C 1,242.¢
Industrial— Basic Industry 1,820.¢ 143.¢ 9.t 1,954.:
Industrial— Capital Good: 2,365.¢ 186.5 7.¢ 2,544
Industrial— Communication: 2,363. 222.( 9.7 2,576.(
Industrial— Consumer Cyclice 1,747.¢ 145.1 13.¢ 1,879.:
Industrial— Consumer No-Cyclical 3,264." 324.1 17.4 3,571.:
Industrial— Energy 1,980.° 207.1 4.¢ 2,182.¢
Industrial— Other 619.¢ 48.5 7.€ 660.¢
Industrial— Technology 801.t 58.¢€ 5.¢ 854.2
Industrial— Transportatior 693.: 49.1 6.€ 735.¢
Utility — Electric 2,657.: 246.¢ 7.7 2,896.
Utility — Natural Gas 1,067 . 104.5 1.8 1,170.:
Utility — Other 161.¢ 21.2 — 182.¢
FDIC guarantee 95.¢ 285 — 98.:
Government guaranteed 1,255.1 125.( 5.1 1,375.:
Total corporate securities 30,748. 2,347.: 482.1 32,613.
Residential pa-through securitie 2,837.¢ 134.% 0.8 2,971t
Commercial mortga¢-backed securitie 4,570.¢ 117.: 873.¢ 3,814.¢
Residential collateralized mortgage obligations 1,447.¢ 37.k 51.7 1,433.¢
Asse-backed securitie— Home equity (2 444 1.C 84.t 360.¢
Asse-backed securitie— All other 1,288.: 46.€ 1.1 1,333.¢
Collateralized debt obligatio— Credit 90.7 — 50.¢ 39.¢
Collateralized debt obligatio— CMBS 135.¢ 0.3 49.¢ 86.1
Collateralized debt obligatio— Loans 108.: 0.1 3 101.1
Collateralized debt obligations — ABS (3) 34.¢ 0.5 9.1 26.2
Total mortgage-backed and other asset-backed
securities 10,958.. 338.( 1,128.° 10,167.¢
U.S. government and agenc 554.i 26.C — 580.7
States and political subdivisio 2,315.: 115.¢ 4.t 2,426.¢
Non-U.S. governments 420.( 46.2 — 466.2
Total fixed maturities, available-for-sale $ 44.996.t $ 2,873.: % 1,615.0 $ 46,254
Q) Includes exposure to Alt-a mortgage loans with mordized cost of $57.6 million, gross unrealizethgaf $0.1 million, gross

unrealized losses of $6.8 million and a carryingant of $50.9 million. The Alt-a portfolio has a \gbted average rating of A and
63% are 2005 and prior vintages.

(2 This exposure is all related to sub-prime mortgages.

3) Includes exposure to sub-prime mortgage loans avittmortized cost of $19.8 million, gross unrealigains of $0.5 million, gross
unrealized losses of $9.0 million and a carryingpant of $11.3 million.
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December 31, 200!

Gross Gross
Amortized unrealized unrealized Carrying
cost gains losses amount
(in millions)
Finance— Banking $ 4,288! $ 68.z2 $ 480.. % 3,876.1
Finance— Brokerage 428.¢ 11.C 6.4 433.2
Finance— Finance Companie 265.2 9.C 18.7 255.F
Finance— Financial Othe 535.¢ 26.C 8.€ 553.(
Finance— Insurance 2,714.¢ 36.5 207.¢ 2,543t
Finance— REITS 1,327.: 14.€ 80.C 1,261."
Industrial— Basic Industry 1,921.. 74.¢ 19.1 1,977.:
Industrial— Capital Good: 2,364.( 99.1 33.C 2,430..
Industrial— Communication: 2,761.¢ 174.: 21.¢ 2,914.
Industrial— Consumer Cyclice 1,597.( 69.4 32.C 1,634..
Industrial— Consumer No-Cyclical 3,149.¢ 172.C 27.4 3,294.;
Industrial— Energy 1,933.: 108.: 19.2 2,022«
Industrial— Other 700.( 22.¢ 20.C 702.¢
Industrial— Technology 765.( 31.€ 11.2 785.4
Industrial— Transportatior 934.¢ 41.7 18.4 958.2
Utility — Electric 2,518.¢ 115.¢ 18.€ 2,615.¢
Utility — Natural Gas 1,086.: 66.C 7.4 1,144.¢
Utility — Other 122.¢ 3.2 0.€ 125.¢
FDIC guarantee 96.1 1.4 — 97.t
Government guaranteed 1,102.¢ 76.2 16.€ 1,162.;
Total corporate securities 30,613.. 1,221.¢ 1,047.¢ 30,787.!
Residential pa-through securitie 3,019.: 86.C 3.8 3,101.:
Commercial mortga¢-backed securitie 4,898.( 20.€ 1,319.. 3,599.°
Residential collateralized mortgage obligations 1,198.¢ 13.t 114.¢ 1,097.t
Asse-backed securitie— Home equity (2 487.1 — 173.1 314.C
Asse-backed securitie— All other 1,308.: 21.1 15.5 1,313."
Collateralized debt obligatio— Credit 197.2 1.t 67.C 131.7
Collateralized debt obligatio— CMBS 257.( — 129.¢ 127.€
Collateralized debt obligatio— Loans 101.4 — 21.4 80.C
Collateralized debt obligations — ABS (3) 51.¢ 0.3 21.¢ 30.3
Total mortgage-backed and other asset-backed
securities 11,518 143.C 1,866.: 9,795.¢
U.S. government and agenc 550.1 9.1 0.t 558.1
States and political subdivisio 2,008." 53.4 13.t 2,048.¢
Non-U.S. governments 421.] 42.4 1.1 462.4
Total fixed maturities, available-for-sale $ 45111.¢ $ 1,470.. $ 2,928.¢ $ 43,653.(
Q) Includes exposure to Alt-a mortgage loans with morized cost of $59.6 million, gross unrealizesskes of $18.2 million and a

carrying amount of $41.4 million. The Alt-a portfohas a weighted average rating of BBB and 66%2665 and prior vintages.
(2) This exposure is all related to sub-prime mortgages.

3) Includes exposure to sub-prime mortgage loans avittmortized cost of $27.4 million, gross unrealigains of $0.3 million, gross
unrealized losses of $17.9 million and a carryingant of $9.8 million.
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Of the $1,615.3 million in gross unrealized losae®f September 30, 2010, there were $0.4 millidnsses attributed to securities
scheduled to mature in one year or less, $58.3omidlttributed to securities scheduled to matuteveen one to five years, $82.0 million
attributed to securities scheduled to mature batiige to ten years, $345.9 million attributed &xsrities scheduled to mature after ten years
and $1,128.7 million related to mortgage-backedathdr ABS that are not classified by maturity yees of September 30, 2010, we were in
a $1,257.9 million net unrealized gain positiorcaspared to a $1,458.8 million net unrealized [msstion as of December 31, 2009. Of the
$2,716.7 million increase in net unrealized gaorstiie nine months ended September 30, 2010, amapmte $2.2 billion net unrealized
gain can be attributed to an approximate 110 h@msigts decrease in interest rates and the remam@hgnrealized gains related to other
market factors.

Credit Disruption.The credit disruption in the market that begarhmlast half of 2007 from concerns in the sub-pnmegkets, and
continued into 2008 and 2009 with concerns in évelaged finance markets led to reduced liquidity wider credit spreads. These credit
concerns led to widespread forced selling intorg Wanly traded market, which further strained kedrliquidity. This market disruption
lowered valuations and, as a result, we saw ae#ser in net unrealized losses in our securitiegatiorthrough the first quarter of 2009. The
losses were more pronounced in the Finance seators structured products such as collateralizdd dbligations, ABS and CMBS. The
decline in value in large part reflected the ilidjmarkets. We concluded the prices of the seegriti our securities portfolio were
temporarily depressed due to (1) the issuers’ naetl satisfaction of the securities’ obligationsaatordance with their contractual terms,
(2) the expectation the issuers will continue tiisatheir obligations given the evaluation of thimdamentals of the issuers’ financial
condition and other objective evidence and (3) rgangent not having the intent to sell these seegrdind as it is not more likely than not
we would be required to sell these securities leefioe recovery of the amortized cost. During tfemsd quarter of 2009 and continuing
through the end of 2009, a narrowing of credit agseand improvement in liquidity resulted in a @ase in the net unrealized losses in our
securities portfolio. During the nine months en@egtember 30, 2010, gross unrealized losses cewtittudecrease relative to yeard 200¢
primarily due to a decline in interest rates anosgrunrealized gains grew such that the secupitigiolio is now in a net unrealized gain
position. Future changes in the fair value of thesurities will be dependent on continued improsenin market liquidity and changes in
general market conditions, including interest rated credit spread movements.

Fixed Maturities Available-for-Sale Securities Unadized LossesNe believe that our long-term fixed maturities palit is well
diversified among industry types and between plybtraded and privately placed securities. Eachr,yea direct the majority of our net cash
inflows into investment grade fixed maturities. Tt cash inflows into investment grade fixed mitieg are less than prior years due to us
investing in more liquid investments. Our currealigy is to limit the percentage of cash flow inte$in below investment grade assets to
10% of cash flow. We are not currently increasingiavestment in available-for-sale below investimgade assets. While Principal Life’s
general account investment returns have improvedalthe below investment grade asset class, wageats growth strategically by
limiting it to no more than 10% of the total fixethturities portfolios.

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

The following table presents our fixed maturitiesigable-for-sale by investment grade and belovegtmnent grade and the
associated gross unrealized gains and lossesdinglother-than-temporary impairment losses reparteDCl, as of the periods indicated.

September 30, 2010 December 31, 2009
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 $ 28599. $ 1,930.¢ $ 419.¢ $ 30,110. $ 28,439 $ 990.¢ $ 1,015.C $ 28,415’
Private 12,334.: 853.1 264.: 12,923.: 12,159 423.C 743.2 11,839.¢
Below investment grad:
Public 1,993.¢ 47.4 356.£ 1,684." 2,233.¢ 14.4 468.5 1,779.
Private 2,069.: 42.1 574.5 1,536.¢ 2,278.t 41.t 702.2 1,617.¢
Total fixed maturities, available-for
sale $  449%. $ 2,873. $ 1615 $ 46,254! $ 45111% $ 1,470.. $ 2,928.¢ $ 43,653.(
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The following tables present the carrying amount e gross unrealized losses, including other-tearporary impairment losses
reported in OCI, on investment grade fixed matesitavailable-for-sale by aging category as of #réogs indicated.

September 30, 2010

Public Private Total
Gross Gross Gross
Carrying unrealized Carrying unrealized Carrying unrealized
amount losses amount losses amount losses
(in millions)
Three months or les $ 386.2 $ 52 $ 123¢ $ 11 $ 5101 $ 6.4
Greater than three to six mont 275.F 6.5 148.1 2.2 423.€ 8.7
Greater than six to nine mont 168.¢ 3.2 28.¢€ 0.€ 197.2 3.2
Greater than nine to twelve moni 31.¢ 1.¢ 27.C 1.2 58.¢€ 3.1
Greater than twelve to twer-four months 130.Z 19.C 129.¢ 14.¢ 259.¢ 33.¢
Greater than twen-four to thirty-six months 997.1 169.% 771.¢ 75.2 1,769.: 244 ¢
Greater than thirty-six months 1,437.¢ 214.] 1,297.: 169.1 2,734.¢ 383.2
Total fixed maturities, available-for-sale $ 3427 $ 419t $ 252584 $ 264.. $ 5,953f $ 684.1
December 31, 200!
Public Private Total
Gross Gross Gross
Carrying unrealized Carrying unrealized Carrying unrealized
amount losses amount losses amount losses
(in millions)

Three months or les $ 2367 $ 34t % 9270 % 21z $ 3,295 $ 55.7
Greater than three to six mont 139.C 9.7 39.2 1.C 178.2 10.7
Greater than six to nine mont 24.C 0.2 22.2 5.1 46.2 5.3
Greater than nine to twelve moni 75.€ 14.¢ 50.4 6. 126.C 21.¢
Greater than twelve to twer-four months 2,169." 361.2 1,596.( 207.¢ 3,765." 568.¢
Greater than twen-four to thirty-six months 1,846.¢ 415.( 1,650.: 346.2 3,496.¢ 761.2
Greater than thirty-six months 1,256. 179.5 659.4 155.2 1,916.; 334.1
Total fixed maturities, available-for-sale $ 7879.C $ 10150 $ 4,945.:. $ 743.2 $ 12,8240 $ 1,758.:

The following tables present the carrying amourmt #r@ gross unrealized losses, including other-tharporary impairment losses
reported in OCI, on below investment grade fixeduriies available-for-sale by aging category athefperiods indicated.

September 30, 201!

Public Private Total
Gross Gross Gross
Carrying unrealized Carrying unrealized Carrying unrealized
amount losses amount losses amount losses
(in millions)

Three months or les $ 40z $ 02 $ 38.5 07 $ 787 $ 0.9
Greater than three to six mon! 7.3 1.1 26.¢ 0.3 34.1 1.4
Greater than six to nine mont 32.¢ 1.€ 43.1 5.€ 75.7 7.2
Greater than nine to twelve moni — — 0.1 — 0.1 —
Greater than twelve to twer-four months 12.1 34 27.7 a5 39.¢ 8.9
Greater than twen-four to thirty-six months 468.¢ 185.: 358.¢ 216.C 827. 401.:
Greater than thirty-six months 372.1 164.¢ 326.: 346.¢ 698.4 511.k
Total fixed maturities, available-for-sale $ 932¢ % 356. % 821 % 5747 $ 1,754. $ 931.2
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December 31, 200!

Public Private Total
Gross Gross Gross
Carrying unrealized Carrying unrealized Carrying unrealized
amount losses amount losses amount losses
(in millions)

Three months or les $ 557 $ 332 % 52¢ $ 1.2 $ 108t $ 4.5
Greater than three to six mon! 34 — 14.¢ — 18.2 —
Greater than six to nine mont 12.7 0.2 0.1 0.1 12.€ 0.3
Greater than nine to twelve moni 32.€ 11.2 1.C 1.8 33.¢ 13.C
Greater than twelve to twer-four months 441.% 112.2 365.¢ 186.7 806.¢ 298.¢
Greater than twen-four to thirty-six months 609.( 314.¢ 403.t 435.¢ 1,012t 750.¢
Greater than thirty-six months 113.¢ 26.€ 84.€ 76.€ 198.4 103.¢
Total fixed maturities, available-for-sale $ 1,268. $ 468.8 $ 9224 % 7022 $ 2,191 $ 1,170.

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

September 30, 201/

Problem, potential All other fixed
problem, 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 $ 1.2 $ 2C % 68.2 $ 21 $ 69.4 $ 23.2
Greater than three to six mont 15.¢ 4.4 139.7 48.¢ 155.€ 53.:
Greater than six to nine mont — — — — — —
Greater than nine to twelve moni 0.1 — 6.2 2.C 6.3 2.C
Greater than twelve months 251.¢ 477 .2 868.¢ 690.1 1,120. 1,167.
Total fixed maturities, available-for-sale $ 269.1 $ 483.6 $ 1,082 $ 762.2 $ 1,351.¢ $ 1,246.:
December 31, 2009
Problem, potential All other fixed
problem, 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 $ 6.1 $ 2C $ 2438 % 774 % 249¢ % 79.4
Greater than three to six moni — — 31.¢ 9.2 31.¢ 9.2
Greater than six to nine mont 0.1 0.1 46.C 22.t 46.1 22.€
Greater than nine to twelve moni 28.¢ 24.¢ 49.¢ 25.4 78.7 50.z
Greater than twelve months 276.¢ 438.% 1,812.¢ 1,578.! 2,089.¢ 2,016.¢
Total fixed maturities, available-for-sale $ 3116 $ 465.2 $ 2,184 $ 1,713.( $ 2496.. $ 2,178.

Mortgage Loans

Mortgage loans consist of commercial mortgage laanseal estate and residential mortgage loansc@hging amount of our
commercial mortgage loan portfolio was $9,551.4iarland $10,121.8 million as of September 30, 2846 December 31, 2009,
respectively. The carrying amount of our residémtiartgage loan portfolio was $932.9 million and#28.7 million as of September 30, 2(
and December 31, 2009, respectively.

Commercial Mortgage LoansiVe generally report commercial mortgage loans aheastate at cost adjusted for amortization of
premiums and accrual of discounts, computed us$iagnterest method and net of valuation allowanCesamercial mortgage loans held for
sale are carried at the lower of cost or fair valess cost to sell, and reported as mortgage loathe statements of financial position.
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Commercial mortgage loans play an important roleuninvestment strategy by:

«  providing strong risk-adjusted relative value imqgmarison 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 consistprarily 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. In addition, we have a $142.8 millioi @ $174.4 million short-term high yield portfobdd mortgages held within the Global

Asset Management segment as of September 30, 2@lDecember 31, 2009, respectively.

The commercial mortgage loan portfolio is diversifioy geographic region and specific collaterapprty as shown in the following
table for the periods indicated.

September 30, 201! December 31, 200!
Carrying Percent Carrying Percent
amount of total amount of total

(% in millions)
Geographic distribution

New Englanc $ 407.1 4% $ 446.: 4.4%
Middle Atlantic 1,592.( 16.7 1,535.¢ 15.2
East North Centre 870.: 9.1 941.¢ 9.3
West North Centre 483.t 5.C 504.: 5.C
South Atlantic 2,334.( 24.4 2,641.¢ 26.1
East South Centri 255.2 2.7 300.C 3.C
West South Centr: 548.F 5.7 672.1 6.€
Mountain 684.: 7.2 835.4 8.2
Pacific 2,463.¢ 25.¢ 2,377.: 23.t
Valuation allowanct (87.9) (0.9 (132.5) (1.3
Total $ 9,551.¢ 100.(% $ 10,121.¢ 100.(%
Property type distribution

Office $ 2,608.; 27.% $ 2,782.: 27.5%
Retail 2,613t 27 .4 2,782.( 27.F
Industrial 2,393.; 25.C 2,394 23.€
Apartments 1,206.¢ 12.€ 1,415.; 14.C
Hotel 473.C 5.C 497.2 4.9
Mixed use/othe 344.] 3.€ 383.k 3.8
Valuation allowanct (87.9) (0.9 (132.5 (1.9
Total $ 9,551 .« 100.(% $ 10,121.¢ 100.(%

Commercial mortgage lending in the state of Catif@accounted for 22% and 20% of our commercialtgagre loan portfolio as of
September 30, 2010 and December 31, 2009, resplyctiVe are, therefore, exposed to potential loss&slting from the risk of catastroph
such as earthquakes, that may affect the regide. dther lenders, we generally do not require gadke insurance for properties on which
we make commercial mortgage loans. With respe@aidornia properties, however, we obtain an engiimg report specific to each
property. The report assesses the building’s despguifications, whether it has been upgraded @t iswsmic building codes and the
maximum loss that is likely to result from a vayief different seismic events. We also obtain arefhat assesses, by building and
geographic fault lines, the amount of loss our caruial mortgage loan portfolio might suffer underagiety of seismic events.

107




Table of Contents

Our commercial loan portfolio is highly diversifi&y borrower. As of both September 30, 2010 andebder 31, 2009, 31% of the
commercial mortgage loan portfolio was comprisedhoftgage loans with principal balances of lesa $#0.0 million. The total number of
commercial mortgage loans outstanding was 1,054l as of September 30, 2010 and December 89, 2&spectively. The average I¢
size of our commercial mortgage portfolio was $@ilion and $9.3 million as of September 30, 20h@ december 31, 2009, respectively.

Commercial Mortgage Loan Credit Monitoring/Ve actively monitor and manage our commercial magégloan portfolio. All loans
within the portfolio are analyzed regularly and stalntially all are internally rated, based on gopetary risk rating cash flow model, in order
to monitor the financial quality of these asse@s&l on ongoing monitoring, mortgage loans witkelihood of becoming delinquent are
identified and placed on an internal “watch ligfmong the criteria that would indicate a potenfiadblem are: imbalances in ratios of loan to
value or contract rents to debt service, majoriemacancies or bankruptcies, borrower sponsorgtaplems, late payments, delinquent taxes
and loan relief/restructuring requests.

We review our mortgage loan portfolio and analyeereed for a valuation allowance for any loan ihdelinquent for 60 days or
more, in process of foreclosure, restructured heniriternal “watch list” or that currently has duation allowance. We categorize loans that
are 60 days or more delinquent, loans in procefsretlosure and loans with borrowers or crediatéa in bankruptcy that are delinquent as
“problem” loans. Valuation allowances have been recognizedast problem loans. We categorize loans that @liaglient less than 60 da
where the default is expected to be cured and ladthsborrowers or credit tenants in bankruptcyt éa@ current as “potential problerdgans.
The decision whether to classify a performing laara potential problem involves significant subjecjudgments by management as to the
likely future economic conditions and developmenith respect to the borrower. We categorize loansvhich the original note rate has b
reduced below market and loans for which the ppiaichas been reduced as “restructured” loans. Weansider loans that are refinanced
more than one year beyond the original maturitgadrdate at below market rates as restructured.

The decrease in the level of problem, potentiablenm and restructured commercial mortgages dur@ig 2eflects loan write dowr
payoffs, loan sales and the internal refinancesgégal others at market terms. There was a sigmifimcrease in the level of problem,
potential problem, and restructured commercial gages during 2009 due to the impact of the U.Sssion on commercial real estate. The
job losses and record foreclosures in housing hagatively impacted property vacancy rates anditeates. Areas significantly impacted
the recession include the South Atlantic, Mountaid Pacific regions, which account for the majooitghe problem, potential problem and
restructured commercial mortgages as of Septenthe2®.0 and December 31, 2009. Apartment propértid®se regions, which accounted
for nearly half of the problem, potential problendaestructured commercial mortgages as of Septedth010 and December 31, 2009,
have been hit the hardest by the falling rentsawdipancies. Many of the loans sold and refinadegohg 2010 were apartments in the Sc
Atlantic and Mountain region.

The following table presents the carrying amouffifsroblem, potential problem and restructured comuiaémortgages relative to
the carrying amount of all commercial mortgagestier periods indicated.

September 30, 201 December 31, 200!
($ in millions)

Total commercial mortgages $ 9551.c $ 10,121.¢
Problem commercial mortgages $ 56.6 $ 96.5
Potential problem commercial mortgag 321.c 521.(
Restructured commercial mortgages 21.2 10.2

Total problem, potential problem and restructureshmercial mortgages $ 399.: % 627.¢

Total problem, potential problem and restructureshimercial mortgages as a percent of

total commercial mortgage 4.1&% 6.2(%

Commercial Mortgage Loan Valuation Allowanc&he valuation allowance for commercial mortgagefoimcludes a loan specific
allowance for impaired loans and a provision fasks based on past loss experience and currenttnfiactors believed to be adequate to
absorb estimated probable credit losses. The ckandbe valuation allowance are reported in nelized capital gains (losses) on our
consolidated statements of operations.
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Commercial mortgage loans on real estate are cerezidmpaired when, based on current informatiaheuents, it is probable that
we will be unable to collect all amounts due acoado contractual terms of the loan agreement. Wike determine that a loan is impaire
loss is recognized for the difference between #reying amount of the mortgage loan and the eséthaslue reduced by the cost to sell.
Estimated value is based on either the presené\aflthe expected future cash flows discountetatdan’s effective interest rate, the loan’s
observable market price or the fair value of thikateral less cost to sell.

When a valuation allowance is established, subseqaeoveries are credited to the valuation allaseaand subsequent losses may
be charged to the valuation allowance. The detetiain of the calculation and the adequacy of theigage loan loss provision based on |
experience and current portfolio statistics argesttye. Our periodic evaluation and assessmetitefidequacy of the provision for losses
and the need for mortgage impairments is basedowk and inherent risks in the portfolio, advelisgagions that may affect the borrower’s
ability to repay, the estimated value of the ungded collateral, a loan’s internal risk rating, cpasition of the loan portfolio, real estate
market fundamentals, current economic conditiarss experience and other relevant factors. Ounéilahposition is sensitive to the value of
the collateral and changes in the economic envieoririm general.

The valuation allowance for PFG decreased $45.komilor the nine months ended September 30, 2840 ,ncreased $75.5 million
for the year ended December 31, 2009. The deciedise level of valuation allowance during 201@isnarily related to loan write downs,
payoffs and loan sales and the related releasaloétion allowance, which is partially offset byr@nt period provisions. The increase in the
level of valuation allowance during 2009 was raldatethe same market factors as those causingthesise in the level of problem, potential
problem and restructured commercial mortgages gu)09. The areas most affected by the recessmyuatfor the highest level of resen
at September 30, 2010 and December 31, 2009. Tintd Bdlantic and Pacific regions account for thghast level of reserves at September
30, 2010. The South Atlantic and Mountain regioosoant for the highest level of reserves at Decerhe2009.

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

September 30, 2010 December 31, 2009
(% in millions)

Balance, beginning of peric $ 132t $ 57.C
Provision 53.€ 126.¢
Releases (98.9) (51.9
Balance, end of period $ 87.: §$ 132.5
Valuation allowance as % of carrying value bef@serves 0.91% 1.2%%

Residential Mortgage Loanslhe residential mortgage loan portfolio is compostdome equity mortgages of $759.6 million and
$912.2 million and first lien mortgages of $218.8lion and $245.2 million as of September 30, 2@h@ December 31, 2009, respectively,
primarily held by our Bank and Trust Services bass1 The home equity loans are generally seconarl@tgages made up of closed-end
loans and lines of credit. Non-performing residanortgage loans, defined as loans greater thata@ delinquent plus non-accrual loans,
totaled $29.9 million and $66.8 million as of Sepber 30, 2010 and December 31, 2009, respectiValy valuation allowance for resident
mortgage loans was $45.2 million and $28.7 milksrof September 30, 2010 and December 31, 20qs:ateely.

We establish the residential mortgage loan valnadibwance at levels considered adequate to alpsolable 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 FICO scores,
delinquency rates, industry condition and econaneieds. Our residential mortgage loan portfoliad anparticular our home equity loan
portfolio, has experienced an increase in lossrég\eom sustained elevated levels of unemploynaahg with continued depressed
collateral values. The deterioration has resulteahi increase in delinquencies. The change indahation allowance is composed of an
increase for a pre-tax provision for loan loss 8.8 million for the nine months ended Septembe2B800, and $31.5 million for the year
ended December 31, 2009, and a decrease for recarite downs and the related release of the vialatlowance of $66.3 million and
$15.0 million in the same periods, respectivelye Pnovision for loan loss is reported in net resdizapital gains (losses) on our consolidated
statements of operations.
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Real Estate

Real estate consists primarily of commercial equegl estate. As of September 30, 2010 and Dece®ih&009, the carrying
amount of our equity real estate investment wa@78L9 million, or 2%, and $1,022.2 million, or 268,U.S. invested assets, respectively.
Our commercial equity real estate is held in threnfof wholly owned real estate, real estate acquingon foreclosure of commercial
mortgage loans and majority owned interests in@stdte joint ventures.

Equity real estate is categorized as either “retadte held for investment” or “real estate helddale.”Real estate held for investms
totaled $1,043.0 million and $998.4 million as efp&mber 30, 2010 and December 31, 2009, resplyctivee carrying value of real estate
held for investment is generally adjusted for inmpeEnt whenever events or changes in circumstandésaite that the carrying amount of the
asset may not be recoverable. Such impairment tagguds are recorded as net realized losses anoldiregly, are reflected in our
consolidated results of operations. For the ninathmended September 30, 2010 and the year endmariber 31, 2009, there were no such
impairment adjustments.

The carrying amount of real estate held for sals $28.9 million and $23.8 million as of Septemb@yr 2010 and December 31,
2009, respectively. There were no valuation allovesrfor September 30, 2010 or December 31, 2008 @w identify a real estate property
to be sold and commence a plan for marketing tbpepty, we classify the property as held for sdle. establish a valuation allowance
subject to periodic revisions, if necessary, taistljhe carrying value of the property to refldwt tower of its current carrying value or the
value, less associated selling costs.

We use research, both internal and external, mnmetend appropriate product and geographic alloesttmd 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 geogramgions of the country with larger concentrationthe South Atlantic and West
South Central regions of the United States as pfe®eber 30, 2010. By property type, there is a entration in office, industrial, apartments
and retail that represented approximately 93% efituity real estate portfolio as of Septembe28@p.

Other Investments

Our other investments totaled $1,924.9 million BSeptember 30, 2010, compared to $1,480.2 mildief December 31, 2009.
Derivative assets accounted for $1,515.6 milliod &h,212.7 million in other investments as of Seyiter 30, 2010 and December 31, 2009,
respectively. The remaining invested assets inchgiaty method investments, which include realtegpaoperties owned jointly with venture
partners and operated by the partners.

International Investment Operations

Of our invested assets, $5.1 billion were held bylaternational Asset Management and Accumulasegment as of September 30,
2010. Our international investment operations airgfithe investments of Principal InternationdieTassets are managed by either our
Global Asset Management segment or by the locackral International affiliate. Due to the regulgtconstraints in each country, each
company maintains its own investment policies. Asven in the following table, the major categoriéénternational invested assets as of
September 30, 2010 and December 31, 2009, wer firaturities, other investments and residentialtgage loans. The following table
excludes invested assets of the separate accounts.

September 30, 2010 December 31, 2009
Carrying amount % of total Carrying amount % of total
(% in millions)

Fixed maturitie— Public $ 3,337.: 65% $ 2,767.. 62%
Equity securitie: 59.¢ 1 46.7 1
Mortgage loan— Commercial 9.3 — 7.5 —
Mortgage loan— Residentia 602.2 12 587.¢ 14
Real estat: 10.C — 12.4 —
Policy loans 23.5 1 21.2 1
Other investments 1,083." 21 985.1 22

Total invested assets 5,125.¢ 10C% 4,427 ¢ 10(%
Cash and cash equivalents 655 48.1

Total invested assets and cash $ 5,191.( $ 4,475,

110




Table of Contents

Investments in equity method subsidiaries and tfieancing leases accounted for $627.5 million $4d5.9 million, respectively,
of other investments as of September 30, 2010stnvents in equity method subsidiaries and direetrfting leases accounted for $578.7
million and $373.3 million, respectively, of othewvestments as of December 31, 2009. The remautimgr investments as of both Septen
30, 2010 and December 31, 2009, are primarilyedl&d derivative assets and other short-term invests.

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 for pags other than trading. The active managemenadfenrisk is an integral part
of our operations. We manage our overall marké&taigposure within established risk tolerance rarfyessing the following approaches:

e rebalance our existing asset or liability portfslio
« control the risk structure of newly acquired asseits liabilities or

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

Interest Rate Risk

Interest rate risk is the risk that we will inclwo@omic losses due to adverse changes in intexriest IlOne source of interest rate risk
is the inherent difficulty in obtaining assets thaiture or have their rate reset at the exact sianeeas 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. Adtsource of interest rate risk is the prepaynmgnitons embedded within asset and liability
contracts that can alter the cash flow profilesfrwhat 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 discedtio 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 wRifferences 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 prepayaitt®ut penalty prior to maturity at the
option of the issuer. We also require additionald/ion these investments to compensate for thaheskssuer 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 pfedeber 30, 2010, approximately $13.0 billion, 8#9 of our institutional guaranteed
investment contracts and funding agreements carenoddeemed by contractholders prior to maturity.

We are also exposed to interest rate risk based thgodiscount rate assumption used for purposealoing our employee pension
and other postretirement benefit obligations.

Duration-Managed. Our exposure to interest rate risk stems larg@nfour substantial holdings of guaranteed fixed liabilities
in our U.S. Asset Accumulation segment. We activenage the duration of assets and liabilitieb@&se products by minimizing the
difference between the two.
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As of September 30, 2010, the difference betweerasiset and liability durations on our primary tioremanaged portfolio was -
0.41, as compared t0.42 as of December 31, 2009. This duration gajcatels that, as of September 30, 2010, the seitsitithe fair value
of our assets to interest rate movements is lesstthat of the fair value of our liabilities. Ouraj is to minimize the duration gap. Currently,
our guidelines indicate that total duration gapneein the asset and liability portfolios should btiw +/-0.25. As of September 30, 2010,
mismatch is outside of our duration gap guideline tb temporary asset and liability spread misnestciiVe are evaluating options to reduce
this duration mismatch. However, our cash flow ssdeflect our general practice to hold assetdliabdities to maturity and indicate that
interest rate risk is sufficiently managed. Theueabf the assets in this portfolio was $27,973 lioniand $28,377.1 million as of September
30, 2010 and December 31, 2009, respectively.

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 anmgfiwe manage interest rate risk based on a mgdaiatess that considers the target ave
life, maturities, crediting rates and assumptiohgadicyholder behavior. As of September 30, 2ah@, weighted-average difference between
the asset and liability durations on these podfolvas -1.43, as compared to -0.16 as of Decembhe&089. This duration gap indicates that,
as of September 30, 2010, the sensitivity of tirevieue of our assets to interest rate movemeriessis than that of the fair value of our
liabilities. We monitor this duration gap consisteith our overall risk/reward tolerances. The eabf the assets in these portfolios was
$24,753.4 million and $22,497.1 million as of Sepber 30, 2010 and December 31, 2009, respectively.

Non Duration-Managed. We also have a block of participating general antpension business that passes most of the actual
investment performance of the assets to the custdrhe investment strategy of this block is to maize investment return to the customer
on a “best efforts” basis, and there is little orattempt to manage the duration of this portfelime there is little or no interest rate risk. The
value of the assets in these portfolios was $42#fllion and $5,745.5 million as of September 3010 and December 31, 2009,
respectively.

Using the assumptions and data in effect as ofe®dpdr 30, 2010, we estimate that a 100 basis pomediate, parallel increase in
interest rates increases the net fair value opoutfolio by approximately $469.2 million, companeith an estimated $71.1 million increase
as of December 31, 2009. The following table detié estimated changes by risk management strategytable also gives the weighted-
average duration of the asset portfolio for eadhgrmry, and the net duration gap (i.e., the weidfateerage difference between the asset and
liability durations).

September 30, 201/

Net Net
Value of Duration duration fair value
Risk Management Strategy total assets of assets gap change
(in millions) (in millions)

Primary duratio-managec $ 27,973.! 3.3C (041 $ 114.7
Duratior-monitored 24,753.« 4.3C (1.4%) 354.k
Non duratio-managed 4,940.. 4.32 N/A N/A
Total $ 57,667.. $ 469.2

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 poititease does not represent our view of futureketathanges, it is a near term reasonably
possible hypothetical change that illustrates thtemqtial impact of such events. While these faluganeasurements provide a representation
of interest rate sensitivity, they are based onpmutfolio exposures at a point in time and maylmtepresentative of future market results.
These exposures will change as a result of ongmantjolio transactions in response to new busin@ssiagement’s assessment of changing
market conditions and available investment oppatigs

Debt Issued and OutstandingThe aggregate fair value of long-term debt was $8.J million and $1,608.4 million, as of
September 30, 2010 and December 31, 2009, reselgctis of September 30, 2010, a 100 basis poinédiate, parallel decrease in interest
rates would increase the fair value of debt by axiprately $145.8 million, as compared to an estad&t132.6 million increase as of
December 31, 2009. As of September 30, 2010, &6 point immediate, parallel increase in interates would decrease the fair value of
debt by approximately $130.7 million, as comparedr estimated $114.3 million decrease as of Deeefih 2009. Debt is not recorded at
fair value on the consolidated statements of firdmpmsition.
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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 poitcitease or decrease does not represent our Viuoe market changes, it is a near term
reasonably possible hypothetical change that ikitiss the potential impact of such events. Whigséhfair value measurements provide a
representation of interest rate sensitivity, theylzased on our long-term debt obligations at atgnitime and may not be representative of
future obligations. These exposures will changa eessult of ongoing changes to our outstanding-teng 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 interesistahcluding interest rate swaps, interest rallarsp swaptions, futures and options. We use
interest rate swaps and futures contracts to helgeges in interest rates subsequent to the isswdran insurance liability, such as a
guaranteed investment contract, but prior to thelmse of a supporting asset, or during periodmlifing assets in anticipation of near term
liability sales. We use interest rate swaps prilymaoi more closely match the interest rate charesties of assets and liabilities. They can be
used to change the sensitivity to the interestoaspecific assets and liabilities as well as atire portfolio. We use interest rate collars to
manage interest rate risk related to guaranteednuain interest rate liabilities in our individualrauities contracts. We purchase swaptions to
offset existing exposures. Occasionally, we halg a@allable investment-type agreement and usétewinterest rate swaptions to
transform the callable liability into a fixed tedrability.

Derivatives in our portfolio with interest rate séivity were in a net liability position with aifavalue of $368.9 million and $130.7
million as of September 30, 2010 and December BA9 2respectively. The following table shows theeiest rate sensitivity of our
derivatives measured in terms of fair value. Theegmsures will change as a result of ongoing plioténd risk management activities.

September 30, 2010
Fair value (no accrued interest)

Weighted average -100 basis point +100 basis point
Notional amount term (years) (1) change No change change
($ in millions)
Interest rate swag $ 19,549.: 5.6¢ $ (488.7) $ (383.00 $ (284.2)
Interest rate collar 500.( 12.41 35.1 14.1 (0.3
Swaptions 68.5 1.4z — — 0.1
Futures (2) 0.1 0.2¢ — — —
Total $ 20,117. $ (453.6 $ (368.9 $ (284.%)

(1) Based on maturity date.
(2) We use U.S. Treasury futures to manage our ovegfur@mmmitment position, and our position in thesetacts 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 paiicréase or decrease does not represent our viwuoé market changes, it is a near term
reasonably possible hypothetical change that itiss the potential impact of such events. Whigséhfair value measurements provide a
representation of interest rate sensitivity, theytzased on our derivative portfolio exposurestiat in time and may not be representative
of future market results. These exposures will geaas a result of ongoing derivative 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 and foreign currency-denominated fixed nitisrand our international operations.

We estimate that as of September 30, 2010, a 10#ediate unfavorable change in each of the foreigreacy exchange rates to
which we are exposed would result in no materiaingje to the net fair value of our foreign curredepominated instruments identified ab
because we effectively hedge foreign currency démated instruments to minimize exchange rate ingadhich is consistent with our
estimate as of December 31, 2009. However, fluidngatn foreign currency exchange rates do affeetitanslation of operating earnings and
equity of our international operations into our solidated financial statements.
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For our International Asset Management and Accutimiagegment, we estimate that a 10% immediatevondible change in each
of the foreign currency exchange rates to whichweee exposed would have resulted in a $153.7 mijliikw 10%, reduction in the total equity
excluding noncontrolling interests of our interoatl operations as of September 30, 2010, as ceuiparan estimated $135.7 million, or
10%, reduction as of December 31, 2009. We estithatea 10% unfavorable change in the averagedgomirrency exchange rates to which
we were exposed through our international operatwould have resulted in a $3.6 million, or 11%luetion in the quarterly operating
earnings of our international operations for thee¢hmonths ended September 30, 2010, as compaaadetstimated $3.5 million, or 11%,
reduction for the three months ended Septembe2@1. In addition, a 10% unfavorable change inatherage foreign currency exchange
rates to which we were exposed through our intenat operations would have resulted in a $11.3oni] or 11%, reduction in the operating
earnings of our international operations for theeninonths ended September 30, 2010, as compaaedetstimated $8.7 million, or 11%,
reduction for the nine months ended September@9.2

The selection of a 10% immediate unfavorable changll currency exchange rates should not betneoed as 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 agreementsfaredl 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 $3,042.2lioin and $3,386.0 million as of
September 30, 2010 and December 31, 2009, resplyctithe notional amount of our currency swap agesgs associated with foreign-
denominated fixed maturities was $1,612.8 milliod $1,867.2 million as of September 30, 2010 anckbdoer 31, 2009, respectively.

With regard to our international operations, wemfpt 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 foreigfna@ge derivatives to economically he
the resulting risks. Our operations in Chile hadency swaps with a notional amount of $53.0 milland $31.2 million as of September 30,
2010 and December 31, 2009, respectively, whiclewsed to swap cash flows on U.S. dollar-denomihlageds to a local currency. Our
operations in Chile also utilized currency forwavdth a notional amount of $79.8 million and $9in8lion as of September 30, 2010 and
December 31, 2009, respectively, in order to miigairrency exposure related to bonds denominatedriencies other than Chilean pesos.

Additionally, from time to time we take measuresage our net equity investments in our foreigosiliaries from currency risks.
There were no outstanding net equity investmengegih 2010 or 2009.

Equity Risk

Equity risk is the risk that we will incur econoniasses due to adverse fluctuations in a particedarmon stock. As of September
30, 2010 and December 31, 2009, the fair valuauokquity securities was $389.0 million and $43&ibion, respectively. As of September
30, 2010, a 10% decline in the value of the egsgtyurities would result in an unrealized loss @&.93nillion, as compared to an estimated
unrealized loss of $43.6 million as of DecemberZI9.

We are also exposed to the risk that asset-bassdigxrease as a result of declines in assets onahesrgement due to changes in
investment prices and the risk that asset managdeesncalculated by reference to performance cbeltbwer. We estimate that an
immediate 10% decline in the Standard & Poor’s xpdellowed by a 2% per quarter increase would oedour annual operating earnings by
approximately four to six percent. The risk of d=ged asset-based and asset management feeslsoudpact our estimates of total gross
profits used as a basis for amortizing deferreécp@cquisition costs and 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&pyériable annuity contacts 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 uporadisets that support our benefit plans.
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Use of Derivatives to Manage Equity RiskWe economically hedge the fixed deferred annuibdpct by purchasing options that
match the product’s profile. We economically hetlge GMWB exposure using futures, options and isterate swaps. We economically
hedge the investment contract exposure to an etequity index using equity call options.

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 gaissjlon the change in fair value of the GMWB embéddtkrivative of $22.7 million and
$(17.4) million for the three months ended Septan3fe 2010 and 2009, respectively, and $(43.9)ioniland $(7.2) million for the nine
months ended September 30, 2010 and 2009, resplgctiVe recognized a pre-tax gain (loss) on thévdtves used to economically hedge
our GMWB market risk, which includes equity risk,%§4.3) million and $(11.3) million for the threeonths ended September 30, 2010 and
20009, respectively, and $87.3 million and $(140nd)ion for the nine months ended September 3002814d 2009, respectively. We
incorporate a spread reflecting our own creditwioghs and additional risk margins in the valuabbthe GMWB embedded derivative. The
difference between the gain (loss) on the GMWB aidkd derivative and the related derivatives usdttiye the embedded derivative
includes differences due to reflecting our own @marthiness and changes in the spread reflectingown creditworthiness.

Including the spread reflecting our own credit fiiskhe valuation of the embedded derivative haslted in the income statement
impact from the changes in fair value of the emieedderivative being different than the income stegiet impact from the changes in fair
value of the associated hedging instruments. Réitpthe actual and expected changes in valueeoGil\WB embedded derivative and the
associated hedging instruments in our estimatessgomfits resulted in a pre-tax increase (decjead@PAC amortization of $9.6 million
and $(16.9) million for the three months ended Smbier 30, 2010 and 2009, respectively, and $43lmand $(52.8) million for the nine
months ended September 30, 2010 and 2009, resplgctiv

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. “Managemend’ 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. We sell credit default swaps to offeedit protection to investors. When selling creddtpction, if there is an event of default by
referenced name, we are obligated to pay the crpartg the referenced amount of the contract anelive in return the referenced security.
For further information on credit derivatives sadége Item 1. “Financial Statements, Notes to UrtaddConsolidated Financial Statements,
Note 5, Derivative Financial Instrumer’

We economically hedged credit exposure in our pbothy purchasing credit default swaps with a ol amount of $379.5 millio
and $448.5 million as of September 30, 2010 anceBéer 31, 2009, respectively. We had credit exmoguough credit default swaps wit
notional amount of $170.0 million and $15.0 millias of September 30, 2010 and December 31, 2088 ctvely, by investing in various
tranches of synthetic collateralized debt obligadidn addition, we sold credit default swaps éneateplicated assets with a notional amount
of $1,017.9 million and $1,122.9 million as of Sapber 30, 2010 and December 31, 2009, respectively.
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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 ltheestment Committee;

»  establishing exposure limits which take into acd¢own-derivative exposure we have with the couratgypas well as derivative
exposure;

« performing similar credit analysis prior to apprbwa each derivatives counterparty that we do wbkading money on a long-
term basis;

» diversifying our risk across numerous approved tenparties;

* implementing credit support annex (collateral) agnents (“CSAs”) with the majority of counterparttesturther limit
counterparty exposures, which provide for nettihgxposures;

e limiting exposure to A+ credit or better for coumtarties without CSAs;
e conducting stress-test analysis to determine thermam exposure created during the life of a propedransaction and
« daily monitoring of counterparty credit ratingspesure 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 Statementsgllitd Unaudited Consolidated Financial Statemétdte 5, 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 $1,641.2 milliomyvkver, including collateral received our
exposure would be reduced to $1,296.5 million gt&aber 30, 2010. For further information on derxaexposure, see Item 1. “Financial
Statements, Notes to Unaudited Consolidated FinhBtatements, Note 5, Derivative Financial Inseats” under the caption, “Exposure.”

We manage our exposure on a net basis, wherebgtymaitive and negative exposures for each copantigrwith agreements in
place. Netting positive and negative exposures avgidld an exposure of $441.7 million, which isuedd to $97.0 million with pledged
collateral at September 30, 2010. As of SeptemBg310, we held total collateral of $344.7 millionthe form of cash and securities and
posted $327.0 million in cash and securities asisohl to our counterparties. We have not incueneygl material losses on derivative financial
instruments due to counterparty nonperformanceofAeptember 30, 2010, any deterioration in ouivdéve counterparties’ credit would
not materially impact our financial statements.

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 interoantrol over financial reporting.
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Disclosure Controls and Procedures

In order to ensure that the information that we thaiisclose 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 ancommunicated to our management, including our Chiefcutive Officer and our Chief Financial Officas appropriate -
allow timely decisions regarding required discl@sur

Our Chief Executive Officer, Larry D. Zimpleman,chour Chief Financial Officer, Terrance J. Lillliave reviewed and evaluated
our disclosure controls and procedures as of Sdpes0, 2010, and have concluded that our disatosomtrols and procedures are effective.

PART Il — OTHER INFORMATION
Item 1. Legal Proceedings

Disclosure concerning material legal proceedingshmfound in Part I, Item 1. “Financial Statemenlstes to Unaudited
Consolidated Financial Statements, Note 8, Contioigs, Guarantees and Indemnifications” under éptien, “Litigation and Regulatory
Contingencies,” which is incorporated here by teference.

Iltem 1A. Risk Factors

In addition to the other information set forth imstreport, consideration should be given to théois discussed in Part I, ltem 1A.
“Risk Factors” in our Annual Report on Form 10-K fbe year ended December 31, 2009. If any of tfesers were to occur, they could
materially adversely affect our business, financ@idition or future results, and could cause dctgults to differ materially from those
expressed in forward-looking statements in thiorefWith the exception of the risk factor updatetow, there have been no material
changes with respect to the risk factors discussedr Annual Report on Form 10-K for the year eh@=cember 31, 2009.

»  Securities Lending Program

We have not participated in a securities lendiragpam for our general account since December 266&ave no current
intention to do so in the future. Accordingly, we longer consider participation in such a prograrbé a potential liquidity or
other risk.

. Healthcare Reform

In March 2010, the Patient Protection and AfforéaBhre Act and the Health Care and Education Ré@ditn Act of
2010 were signed into law. The provisions of these laws include, among others, imposing significa@w non-deductible
federal premium taxes and other assessments ath fresirers, limiting Medicare Advantage paymem¢saand reducing the
Medicare Part D coverage gap, stipulating a prieedrminimum ratio for the amount of premium reventeebe expended on
medical costs, guaranteed coverage requiremeirtsnation of pre-existing condition exclusions aarthual and lifetime
maximum limits, restrictions on the extent to whplicies can be rescinded and additional reguiatgoverning premium rate
increase requests. Implementation of the provisidrisese new laws generally varies from as earlgiamonths from the date
of enactment to as long as 2018.

There are numerous steps required to implemeng th@s including, for example, regulation necessarnyetermine th
methodology of calculating minimum ratios for mediexpenditures. Further, various health insuraaf@m proposals are also
emerging at the state level. Because of the urdetthture of these reforms, the numerous step#reddo implement them and
our third quarter 2010 decision to exit the grougdinal insurance business over the next 36 monhgannot predict what
additional health insurance reforms will be implertegl at the federal or state level or the effeat #my future legislation or
regulation will have on our business.
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For additional information regarding Healthcare &®ef, see “Iltem 2. Management’s Discussion and Asiglgf
Financial Condition and Results of Operations —ltheare Reform.”

*  Financial Services Regulatory Reform

On July 21, 2010, the Dodd-Frank Wall Street Refarrd Consumer Protection Act of 2010 (the “DoddrKract”)
was enacted and signed into law. The Dodd-Frankweattes extensive changes to the laws regulatigdial services firms
and requires various federal agencies to adoppadarange of new implementing rules and regulatibhe federal agencies are
given significant discretion in drafting the implenting rules and regulations, and consequentlyyméthe details and much
the impact of the Dodd-Frank Act will not be knofam many months or years. In addition, the legistamandates multiple
studies and reports for Congress, which could tésaldditional legislative or regulatory action.

It is anticipated that we will receive oversightrir the Federal Reserve including various capitdllauidity
requirements. It is also anticipated that we wallabeled a “Major Swap Participant” that will ré@umore oversight of current
and future derivative transactions under the sépgueisdictions of the SEC and the CommoditiesuFeg Trading Commission.
This will include trading swaps through either riegged exchanges or approved clearinghouses, andeexfditional collateral

to support derivatives transactions.

The changes resulting from the Dodd-Frank Act duedyet to be written implementing rules and regoitest may lower
the profitability of our business activities, requchanges to certain of our business practicetherwise adversely affect our

business.

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

Average Total number of shares (or units)
Total number price shares (or units) that may yet be
of paid purchased as part purchased under
shares (or per of publicly the plans or
units) share announced programs (in
Period purchased (1) (or unit) plans or programs millions) (2)
January 1, 201— January 31, 201 9,357 $ 24.11 — 3 250.(
February 1, 201— February 28, 201 0 $ 25.2¢ — 250.(
March 1, 201(— March 31, 201( 66,94 $ 23.22 — $ 250.C
April 1, 2010— April 30, 2010 9,411 $ 25.6¢ — $ 250.C
May 1, 201C— May 31, 201( 408 % 23.2¢ — $ 250.C
June 1, 201— June 30, 201 — $ — — 3 250.(
July 1, 201(— July 31, 201( 8,792 $ 23.8¢ — $ 250.(
August 1, 201(— August 31, 201 891 $ 25.07 — 3 250.(
September 1, 201— September 30, 201 3,42¢ $ 23.21] — $ 250.(
Total 99,26¢ —
Q) Reflects the number of shares of common stockzatilito execute certain stock incentive awards 0z
(2 During November 2007, our Board of Directors auittext a share repurchase program of up to $500lméf our outstanding

common stock. As of September 30, 2010, $250.0anilemained under the November 2007 authorizatié® suspended purchas
of our common stock effective October 13, 2008,asritle existing share repurchase progt
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Item 6. Exhibits

Exhibit

Number Description

12 Statement Regarding Computation of Ratio of Eamilog-ixed Charge

31.1 Certification of Larry D. Zimplema

31.2 Certification of Terrance J. Lilli

32.1 Certification Pursuant to Section 1350 of Chap®pbTitle 18 of the United States Co— Larry D. Zimplemar

32.2 Certification Pursuant to Section 1350 of Chap®pb6Title 18 of the United States Co— Terrance J. Lillis

101 The following materials from Principal Financiald@sip, Inc.’s Quarterly Report on Form 10-Q for theader ended September

30, 2010, formatted in XBRL (Extensible Businesp®&&ng Language): (i) the Consolidated Statemehtnancial Position,
(i) the Consolidated Statements of Operationg,ttie Consolidated Statements of Stockholders'ityg(iv) the Consolidated
Statements of Cash Flows and (v) the Notes to Giolated Financial Statemen
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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: November 3, 2010

PRINCIPAL FINANCIAL GROUP, INC.

By /s/ Terrance J. Lilli:

120

Terrance J. Lillis
Senior Vice President and Chief Financial Offi

Duly Authorized Officer, Principal Financial Officeand
Chief Accounting Office
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Exhibit Index
Exhibit
Number Description
12 Statement Regarding Computation of Ratio of Eamilog-ixed Charge

31.1 Certification of Larry D. Zimplema

31.2 Certification of Terrance J. Lilli

32.1 Certification Pursuant to Section 1350 of Chap®&pbTitle 18 of the United States Co— Larry D. Zimplemar

32.2 Certification Pursuant to Section 1350 of Chap®&pbTitle 18 of the United States Co— Terrance J. Lillis

101 The following materials from Principal Financiald@sip, Inc.’s Quarterly Report on Form 10-Q for theader ended September
30, 2010, formatted in XBRL (Extensible Businesp®&&ng Language): (i) the Consolidated Statemehtnancial Position,
(i) the Consolidated Statements of Operationg,ttie Consolidated Statements of Stockholders'ityg(iv) the Consolidated
Statements of Cash Flows and (v) the Notes to Giolated Financial Statemen
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Exhibit 12

Principal Financial Group, Inc.
Computation of Earnings to Fixed Charges Ratio

12.
13.

14.

15.

For the nine months ended

September 30, For the years ended December 31,
2010 2009 2009 2008 2007 2006 2005
(in millions)

Income from continuing operations

before income taxe $ 577¢ $ 5762 $ 745¢ $ 461 $ 1,072« $ 1,351.¢ $ 1,138.¢
Interest expens 91.¢ 87.7 118.( 110.c 115.: 86.C 77.¢
Interest factor of rental expen 5.C 6.€ 6.7 8.8 12.5 11.1 7.C
Undistributed income from equity

investee: (66.0) (44.2) (69.4) (20.4) (71.€) (62.7) (34.0)
Earnings before interest credited on

investment produci 608.< 626.4 801.1 560.( 1,128.¢ 1,386.( 1,189.:
Interest credited on investment products 449.¢ 560.¢ 725.2 993.t 988.: 901.] 832.2
Earnings $ 1,057.¢ $ 11870 $ 1526.« $ 1553.! $ 2,116.0 $ 2,287.. $ 2,021.!
Interest expens $ 91t $ 877 $ 118( $ 1102 $ 115 $ 86.C $ 77.¢
Interest factor of rental expen 5.C 6.€ 6.7 8.8 12.2 11.1 7.C

. Preferred stock dividends by registran 24.7 24.7 33.C 33.C 33.C 33.C 17.7
. Fixed charges before interest credited on

investment produci 121t 119.C 157.% 152.1 160.¢ 130.1 102.t
Interest credited on investment produc 449.¢ 560.¢ 725.2 993.t 988.: 901.] 832.2
Fixed charges $ 570¢ $ 679.¢ $ 883.( $ 1,145¢ $ 1,248.¢ $ 1,031 $ 934.%
Ratio of earnings to fixed charges before

interest credited on investment

products (Line item 5/Line item 1. 5.C 5.3 5.1 3.7 7.C 10.7 11.€
Ratio of earnings to fixed charges (Line

item 7/Line item 13 1.6 1.7 1.7 14 1.8 2.2 2.2




Exhibit 31.1
CERTIFICATIONS
I, Larry D. Zimpleman, certify that:
1. | have reviewed this quarterly report on Form 10f@rincipal Financial Group, Inc.;
2. Based on my knowledge, this report does not comtajnuntrue statement of a material fact or omgitée 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 statementsodimer financial information included in this repdairly present in all materi
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 proceduresiused such disclosure controls and procedures tiesigned 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 theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions):

a) All significant deficiencies and material weaknesiethe design or operation of internal contratiofimancial reporting
which are reasonably likely to adversely affectrigistrant’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: November 3, 2010

/sl Larry D. Zimplemat
Larry D. Zimplemar
Chairman, President and Chief Executive Off




Exhibit 31.2
CERTIFICATIONS
I, Terrance J. Lillis, certify that:
1. | have reviewed this quarterly report on Form 10f@rincipal Financial Group, Inc.;
2. Based on my knowledge, this report does not comtajnuntrue statement of a material fact or omgitée 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 statementsodimer financial information included in this repdairly present in all materi
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 proceduresiused such disclosure controls and procedures tiesigned 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 theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions):

a) All significant deficiencies and material weaknesiethe design or operation of internal contratiofimancial reporting
which are reasonably likely to adversely affectrigistrant’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: November 3, 2010

/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 10-Q for the quarter ended September 30, Z0ilp,complies with the requirements of Sectior(d)3of the Securities Exchange Act of

1934 and (ii) the information contained in the FdrrQ for the quarter ended September 30, 2010y faiesents, in all material respects, the
financial condition and results of operations ahBipal Financial Group, Inc.

/sl Larry D. Zimplemau
Larry D. Zimplemar

Chairman, President and Chief Executive Off
Date: November 3, 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 September 30, 2010, fullgpdies with the requirements of Section 13(a)hef $ecurities Exchange Act of 1934 and

(i) the information contained in the Form 10-Q tbe quarter ended September 30, 2010, fairly ptesi all material respects, the financial
condition and results of operations of Principaidficial Group, Inc.

/sl Terrance J. Lilli:
Terrance J. Lillis

Senior Vice President and Chief Financial Offi
Date: November 3, 201




