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 NOTE CONCERNING FORWARD-LOOKING STATEMENTS

        This Annual Report on Form 10-K, including the Management's Discussion and Analysis of Financial Condition and Results of Operations,
contains statements which constitute forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995,
including statements relating to trends in operations and financial results and the business and the products of the Registrant and its subsidiaries,
as well as other statements including words such as "anticipate," "believe," "plan," "estimate," "expect," "intend" and other similar expressions.
Forward-looking statements are made based upon management's current expectations and beliefs concerning future developments and their
potential effects on us. Such forward-looking statements are not guarantees of future performance.

        Actual results may differ materially from those included in the forward-looking statements as a result of risks and uncertainties. Those risks
and uncertainties include, but are not limited to the risk factors listed in Item 1A. "Risk Factors."
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 PART I

 Item 1.    Business

        Principal Financial Group, Inc. ("PFG") is a leading provider of retirement savings, investment and insurance products and services with
$247.0 billion in assets under management ("AUM") and approximately 19.1 million customers worldwide as of December 31, 2008.

        Our U.S. and international operations concentrate primarily on asset accumulation and asset management. In addition, we offer a broad
range of individual and group life insurance, group health insurance, individual and group disability insurance and group dental and vision
insurance.

        We primarily focus on small and medium-sized businesses, which we define as companies with less than 1,000 employees, providing a
broad array of retirement and employee benefit solutions to meet the needs of the business, the business owner and their employees. With over
33,000 plans, we are the leading provider of corporate defined contribution plans in the U.S., according to Spectrem Group. We are also the
leading employee stock ownership plan consultant. In addition, we are a leading provider of nonqualified plans, defined benefit plans and plan
termination annuities. We are also one of the largest providers of specialty benefits insurance product solutions.

        We believe small and medium-sized businesses are an underserved market, offering attractive growth opportunities in the U.S. in retirement
services and other employee benefits. We also believe there is a significant opportunity to leverage our U.S. retirement expertise into select
international markets that have adopted or are moving toward private sector defined contribution pension systems. This opportunity is
particularly compelling as aging populations around the world are driving increased demand for retirement accumulation, retirement asset
management and retirement income management solutions.

Our Reportable Segments

        We organize our businesses into the following reportable segments:

�
U.S. Asset Accumulation;

�
Global Asset Management;

�
International Asset Management and Accumulation and

�
Life and Health Insurance.

        We also have a Corporate segment, which consists of the assets and activities that have not been allocated to any other segment.

        See Item 8. "Financial Statements and Supplementary Data, Notes to Consolidated Financial Statements, Note 19, Segment Information"
for financial results of our segments, including our operating revenues for our products and services described in each of the subsequent segment
discussions.

U.S. Asset Accumulation Segment

        Our asset accumulation activities in the U.S. date back to the 1940s when we first began providing pension plan products and services. We
now offer a comprehensive portfolio of asset accumulation products and services for retirement savings and investment:

�
To businesses of all sizes with a concentration on small and medium-sized businesses, we offer products and services for
defined contribution pension plans, including 401(k) and 403(b) plans, defined benefit pension plans, nonqualified executive
benefit plans and employee stock ownership plan ("ESOP") consulting services. For more basic investment needs, we offer
SIMPLE IRA and payroll deduction plans;

�
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To large institutional clients, we also offer investment-only products, including guaranteed investment contracts ("GICs")
and funding agreements and

�
To employees of businesses and other individuals, we offer the ability to accumulate funds for retirement and savings
through mutual funds, individual annuities and bank products.

        We organize our U.S. asset accumulation operations into six product and service categories: full service accumulation, Principal Funds (our
mutual fund business), individual annuities, bank and trust services, investment only and full service payout.

4
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Full Service Accumulation

Products

        We offer a wide variety of investment and administrative products for defined contribution pension plans, including 401(k) and 403(b)
plans, defined benefit pension plans, nonqualified executive benefit plans and ESOPs. A 403(b) plan is a plan described in Section 403(b) of the
Internal Revenue Code that provides retirement benefits for employees of tax-exempt organizations and public schools.

        Full service accumulation products respond to the needs of plan sponsors seeking both administrative and investment services for defined
contribution plans or defined benefit plans. The investment component of both the defined contribution and defined benefit plans may be in the
form of a general account, separate account or a mutual fund offering. In addition, defined contribution plans may also offer their own employer
security as an investment option.

        As of December 31, 2008, we provided full service accumulation products to 33,054 defined contribution pension plans, of which 27,195
were 401(k) plans, covering 3.3 million plan participants, and to 2,710 defined benefit pension plans, covering 351,409 plan participants. As of
December 31, 2008, approximately 72% of our full service accumulation account values were managed by our affiliated asset manager,
Principal Global Investors. Third-party asset managers provide asset management services with respect to the remaining assets.

        We deliver both administrative and investment services to our defined contribution plan and defined benefit plan customers through
annuities and mutual funds. Annuities and the underlying investment options are not required to be registered with the United States Securities
and Exchange Commission ("SEC"). Our mutual fund offering is called Principal Advantage. It is a qualified plan product based on our series
mutual fund, Principal Funds, Inc. We offer investments covering the full range of stable value, equity, fixed income, real estate and
international investment options managed by Principal Global Investors as well as third-party asset managers.

Markets and Distribution

        We offer our full service accumulation products and services to employer-sponsored pension plans, including qualified and nonqualified
defined contribution plans and defined benefit plans. Our primary target market is plans sponsored by small and medium-sized businesses,
which we believe remains under-penetrated. According to Spectrem Group, in 2007, only 21% of businesses with between 10 and 99 employees,
and 41% of businesses with between 100 and 500 employees, offered a 401(k) plan. The same study indicates that 68% of employers with
between 500 and 1,000 employees; 81% of employers with between 1,000 and 5,000 employees; and 86% of employers with 5,000 or more
employees offered a 401(k) plan in 2007.

        We distribute our full service accumulation products and services nationally, primarily through a captive retirement services sales force. As
of December 31, 2008, approximately 325 retirement services sales representatives in over 43 offices, operating as a wholesale distribution
network, maintained relationships with over 8,208 independent brokers, consultants and agents. Retirement services sales representatives are an
integral part of the sales process alongside the referring consultant or independent broker. We compensate retirement services sales
representatives through a blend of salary and production-based incentives, while we pay independent brokers, consultants and agents a
commission or fee.

        As of December 31, 2008, we had a separate staff of over 229 service and education specialists located in the sales offices who play a key
role in the ongoing servicing of pension plans by providing local services to our customers, such as reviewing plan performance, investment
options and plan design; communicating the customers' needs and feedback to us and helping employees understand the benefits of their pension
plans. The following summarizes our distribution channels:

�
We distribute our annuity-based products through sales representatives, agents and brokers who are primarily state licensed
individuals.

�
Principal Advantage, our mutual fund-based product, is targeted at defined contribution plans through broker-dealer
distribution channels. Principal Advantage gives us access to Financial Industry Regulatory Authority-registered distributors
who are not traditional sellers of annuity-based products and broadens opportunities for us in the investment advisor and
broker-dealer distribution channels.

�
Principal Retirement Income Edge® is the latest retirement plan solution from PFG. This program is designed to create a
coordinated experience from accumulation to income management for advisors to use with their individual clients and plan
participants who are nearing or enjoying retirement. Principal Retirement Income Edge® program provides education and
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planning tools as well as a wide variety of products such as annuities, mutual funds and bank products to provide
personalized income management solutions.

�
Through our Retire Secure strategy we provide financial education and assistance to individual investors who are
participants/members of employer-based accumulation solutions to help them achieve financial security.
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        We believe that our approach to full service accumulation plan services distribution gives us a local sales and service presence that
differentiates us from many of our competitors. We have also established a number of marketing and distribution relationships to increase the
sales of our accumulation products.

Principal Funds

        We have been providing mutual funds to customers since 1969. We offer mutual funds to individuals, businesses and institutional investors
for use within variable life and variable annuity contracts, for use in employer-sponsored pension plans, as a rollover investment option, and for
general investment purposes.

Products and Services

        Principal Funds plans to grow into a top advisor sold mutual fund company with a sales force focused on multiple channels. As of
November 2008, as reported by the Financial Research Corporation, we are ranked 19 (up from 24 in August 2008) according to AUM (long
term funds and exchange traded funds only) of the top 50 advisor sold mutual funds. We provide accounting, compliance, corporate governance
and product development for all mutual funds we organize. As of December 31, 2008, our mutual fund operations served approximately
1.8 million mutual fund shareholder accounts.

        Principal Funds, Inc.    Principal Funds, Inc. is a series mutual fund, which as of December 31, 2008, offered 72 investment options. This
fund acts as the funding vehicle for Principal Advantage, the defined contribution product described above under "U.S. Asset Accumulation
Segment-Full Service Accumulation Products." This fund also offers four retail classes of shares to individuals for IRA rollovers ("J shares")
and general investment purposes (A, B and C shares) and a class of shares ("I shares") offered primarily to specified institutional investors. As of
December 31, 2008, the retail classes of shares had $20.8 billion in AUM. All other share classes of Principal Funds, Inc., including seed money,
had $17.7 billion of AUM. We report the results for this fund, excluding the retail AUM, under "Full Service Accumulation." We report the
results of the retail AUM under "Principal Funds."

        Principal Variable Contracts Funds, Inc.    Principal Variable Contracts Funds, Inc. is a series mutual fund, which, as of December 31,
2008, provided 40 investment options for use as funding choices in variable annuity and variable life insurance contracts issued by Principal Life
Insurance Company ("Principal Life") and other insurance companies. As of December 31, 2008, this fund had $4.6 billion in AUM. AUM
backing Principal Life variable annuity contracts is reported in this segment under "Individual Annuities." AUM backing Principal Life variable
life insurance contracts is reported in the Life and Health Insurance segment.

        Principal Managed Portfolio.    Principal Managed Portfolio is a wrap product offered by our registered investment advisor, Princor
Financial Services Corporation ("Princor"), which permits the client to invest only in Principal Funds, Inc. Clients are charged a quarterly
asset-based fee on this account. As of December 31, 2008, Principal Managed Portfolio had accumulated $482.3 million in assets.

        Principal Advisory Select.    Principal Advisory Select is a non-discretionary wrap product offered by our registered investment advisor,
Princor, which permits the client to invest in a broad array of investments. Clients are charged a quarterly asset-based fee on this account. As of
December 31, 2008, Principal Advisory Select had accumulated $744.9 million in assets.

        WM Advisors, Inc.    On December 31, 2006, we completed the purchase of WM Advisors, Inc. and its subsidiaries from Washington
Mutual, Inc. for a total cost of $741.1 million in cash at the time of closing. WM Advisors, Inc. was the manager of the WM Funds, a family of
40 retail and variable contract mutual funds. As of December 31, 2006, the WM Funds acquired had $22.5 billion in AUM. During 2007, the
WM Funds were integrated into the Principal Funds, Inc. and Principal Variable Contracts Funds, Inc.

Markets and Distribution

        Our markets for retail mutual funds are individuals seeking to accumulate savings for retirement and other purposes and small businesses
seeking to use mutual funds as the funding vehicle for pension plans, as well as nonqualified individual savings plans utilizing payroll
deductions. We also market our retail mutual funds to participants in pension plans who are departing their plans and reinvesting their retirement
assets into individual retirement accounts.

        Our retail mutual funds are sold primarily through our affiliated financial representatives, independent brokers registered with our securities
broker-dealer, Princor, registered representatives from other broker-dealers, direct deposits from our employees and others and Principal
Connection. Principal Connection is our direct response distribution channel for retail financial services products to individuals. Principal
Connection's services are available over the phone, on the Internet or by mail. Princor recruits, trains and supervises registered representatives
selling our products. With the WM Advisors, Inc. acquisition, we obtained established relationships with a number of marketing and outside
broker-dealer distributors to increase the sales of our mutual fund products.
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Individual Annuities

        Individual annuities offer a tax-deferred means of accumulating retirement savings, as well as a tax-efficient source of income during the
payout period.

Products

        We offer both fixed and variable annuities to individuals and pension plans. Individual annuities may be categorized in two ways:
(1) deferred, in which case assets accumulate until the contract is surrendered, the customer dies or the customer begins receiving benefits under
an annuity payout option, or (2) immediate/payout, in which case payments begin within one year of issue and continue for a fixed period of
time or for life.

        Fixed Deferred Annuities.    Our individual fixed deferred annuities consist of both single premium deferred annuity contracts and flexible
premium deferred annuity contracts ("FPDAs"). Some FPDA contracts limit the period of time deposits are allowed (e.g., only one year). For
most contracts, the principal amount is guaranteed. We credit the customer's account with a fixed interest rate and for a specified time period,
typically one, three or five years. Thereafter, we reset, typically annually, the interest rate credited to the contract based upon our discretion,
taking into account market and other conditions. Our major source of income from fixed deferred annuities is the spread between the investment
income earned on the underlying general account assets and the interest rate credited to the contracts. We bear the investment risk because, while
we credit customers' accounts with a stated interest rate, we cannot be certain the investment income we earn on our general account assets will
exceed that rate. Principal Global Investors manages the assets supporting these contracts.

        Variable Deferred Annuities.    Individual variable deferred annuities are savings vehicles through which the customer makes one or more
deposits of varying amounts and intervals. Customers have the flexibility to allocate their deposits to investment sub-accounts managed by
Principal Global Investors, or other third-party asset managers. As of December 31, 2008, 73% of our $3.8 billion in variable annuity account
balances was allocated to investment sub-accounts and our general account, which are managed by Principal Global Investors and 27% was
allocated to investment sub-accounts managed by third-party asset managers. Generally speaking, the customers bear the investment risk and
have the right to allocate their assets among various separate investment sub-accounts. The value of the annuity fluctuates in accordance with the
experience of the investment sub-accounts chosen by the customer. Customers have the option to allocate all or a portion of their account to our
general account, in which case we credit interest at rates we determine, subject to contractual minimums. Customers may also elect an enhanced
death benefit guarantee (commonly known in the industry as a guaranteed minimum death benefit, or "GMDB") and/or a living benefit
guarantee (commonly known in the industry as a guaranteed minimum withdrawal benefit, or "GMWB"). We bear the GMDB and GMWB
investment risk. We attempt to hedge the GMWB investment risk through the use of sophisticated risk management techniques. As of
December 31, 2008, $1.0 billion of the $3.8 billion of variable annuity account value has the GMWB rider. Our major source of revenue from
variable annuities is mortality and expense fees we charge to the customer, generally determined as a percentage of the market value of the
assets held in a separate investment sub-account.

        Fixed Immediate Annuities.    Our individual fixed immediate annuities consist almost exclusively of single premium immediate annuity
contracts ("SPIAs"). SPIAs are products where the customer makes a single deposit, and from which periodic benefit payments are made.
Payments may be contingent upon the survival of one or two individuals, or payments may be fixed, meaning payments are contractually
guaranteed and do not depend on the continuing survival of any individual. Our major source of income from fixed immediate annuities is the
spread between the investment income earned on the underlying general account assets and the interest rate implied in the calculation of annuity
benefit payments. We bear the investment risk because we cannot be certain the investment income we earn on our general account assets will
exceed the rate implied in the SPIA contracts. Principal Global Investors manages the assets supporting these contracts.

Markets and Distribution

        Our target markets for individual annuities include owners, executives and employees of small and medium-sized businesses, and
individuals seeking to accumulate and/or eventually receive distributions of assets for retirement. We market both fixed and variable annuities to
both qualified and nonqualified pension plans.

        We sell our individual annuity products through our affiliated financial representatives, who accounted for 20%, 26% and 40% of annuity
sales for the years ended December 31, 2008, 2007 and 2006, respectively. The remaining sales were made through banks, brokerage general
agencies, mutual fund companies, Principal Connection and unaffiliated broker-dealer firms. Although the overall percentage of sales from
affiliated financial representatives has declined, they continued to be the primary distribution channel of our variable deferred annuities. The
overall percentage decline is a result of focused efforts to increase fixed annuity sales through non-affiliated distribution channels.
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Bank and Trust Services

        Bank and trust services include Principal Bank and Principal Trust Company. Principal Bank is a federal savings bank that began its
activities in February 1998. We market flexible banking products and services via other PFG affiliates, the telephone or Internet. Our current
products and services include a suite of consumer checking and savings accounts, money market accounts, certificates of deposit, consumer
loans, home equity loans, home equity lines of credit, credit cards, debit cards, small account rollovers from qualified retirement plans and health
savings accounts ("HSAs"). In addition, we offer deposit and loan services to small and medium-sized businesses. As of December 31, 2008,
Principal Bank had approximately 210,000 customers and approximately $2.3 billion in assets.

        We market our Principal Bank products and services to prospects and our existing customers, through Principal Connection, our affiliated
financial representatives and other PFG affiliates with a primary focus on deepening existing relationships with customers of PFG. We also
pursue asset retention strategies with our customers who seek to transfer assets from our other asset accumulation products by offering them our
banking products and services.

        Principal Trust Company is a Delaware state chartered non-deposit trust company. Principal Trust Company, chartered in 1899 as Delaware
Charter Guarantee and Trust Company, is one of the largest non-deposit trust companies in the nation. As of December 31, 2008, we served as
trustee to over 365,000 accounts and held assets of $60.6 billion. Principal Trust Company may not accept deposits and cannot make personal or
commercial loans.

        Principal Trust Company specializes in providing trust solutions directed at self-directed tax-advantaged savings accounts, such as
Individual Retirement Accounts ("IRAs"), personal trusts and a full array of employee benefit plans and accounts including 401(k) and 403(b)
plans, defined benefit pension plans, nonqualified executive benefit plans and ESOPs. We market our trust services to our customers through our
PFG affiliates and through non-affiliated brokerage firms, clearing firms, financial advisors and asset managers.

Investment Only

Products

        The three primary products for which we provide investment only services are: GICs; funding agreements and other investment only
products.

        GICs and funding agreements pay a specified rate of return. The rate of return can be a floating rate based on an external market index or a
fixed rate. Our investment only products contain provisions disallowing or limiting early surrenders, including penalties for early surrenders and
minimum notice requirements.

        Deposits to investment only products are predominantly in the form of single payments. As a result, the level of new deposits can fluctuate
from one fiscal quarter to another. Assets invested in GICs and funding agreements generate a spread between the investment income earned by
us and the amount credited to the customer. Our other investment only products consist of separate accounts invested in either equities or fixed
income instruments. Principal Global Investors manages the assets supporting investment only account values.

Markets and Distribution

        We market GICs and funding agreements primarily to pension plan sponsors and other institutions. We also offer them as part of our full
service accumulation products. We sell our GICs primarily to plan sponsors for funding of tax-qualified retirement plans. We sell our funding
agreements directly to institutions that may or may not be pension funds and unconsolidated special purpose vehicles domiciled either in the
U.S. or offshore for funding agreement-backed note programs. The funding agreements sold as part of these funding agreement-backed note
programs work by having investors purchase debt obligations from the special purpose vehicle which, in turn, purchases the funding agreement
from us with terms similar to those of the debt obligations. The strength of this market is dependent on debt capital market conditions. As a
result, our sales through this channel can vary widely from one quarter to another. In addition to the special purpose vehicle selling the funding
agreement-backed notes to U.S. and foreign institutional investors, the special purpose vehicle may also sell notes to U.S. retail investors
through a SEC-registered shelf debt issuance program. Due to a downturn in the credit market, we reduced the amount of medium term note and
GIC issuances in 2008. As economic conditions change, we will reassess the use of our medium term note and GIC programs.

Full Service Payout

Products

        Full service payout products respond to the needs of pension plan participants who, upon retirement or termination of their employment,
seek a guaranteed income stream. Plan participants who seek these services include those from pension plans we service, as well as pension

Edgar Filing: PRINCIPAL FINANCIAL GROUP INC - Form 10-K

13



plans other providers service. We primarily offer single premium group annuities, which are immediate or deferred annuities that provide a
current or future specific income amount, fully guaranteed by us. These are available to defined contribution and defined benefit plan
participants. We make regular
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payments to individuals, invest the underlying assets on their behalf and provide tax reporting to them. We also reinsure single premium
immediate annuities issued by another insurer.

        Single premium group annuities are traditionally used in conjunction with defined benefit plans, particularly those where the plan is being
terminated. In such instances, the plan sponsor transfers all its obligations under the plan to an insurer by paying a single premium. Increasingly,
these products are purchased by defined contribution plan participants who reach retirement age. Generally, plan sponsors restrict their
purchases to insurance companies with superior or excellent financial quality ratings because the Department of Labor has mandated that
annuities be purchased only from the "safest available" insurers.

        Premium received from full service payout products are generally in the form of single payments. As a result, the level of new premiums
can fluctuate depending on the number of retirements and large-scale annuity sales in a particular fiscal quarter. Principal Global Investors
manages the assets supporting full service payout account values.

Markets and Distribution

        Our primary distribution channel for full service payout products is comprised of several specialized home office sales consultants working
through consultants and brokers that specialize in this type of business. Our sales consultants also make sales directly to institutions. Our
nationally dispersed retirement services sales representatives act as a secondary distribution channel for these products. Principal Connection
also distributes full service payout products to participants in plans we service who are terminating employment or retiring.

Global Asset Management Segment

        Our Global Asset Management segment consists of Principal Global Investors and its affiliates. We focus on providing a diverse range of
asset management services covering a broad range of asset classes, investment styles and portfolio structures to our other segments and
third-party institutional clients.

        As of December 31, 2008, Principal Global Investors, together with its affiliates, Principal Real Estate Investors, Spectrum Asset
Management, Post Advisory Group, Columbus Circle Investors, Edge Asset Management and Morley Financial Services managed
$190.0 billion in assets. Morley Financial Services was acquired on August 31, 2007. Edge Asset Management was acquired on December 31,
2006, as part of the WM Advisors, Inc. acquisition. We have offices outside of the U.S. in Australia, Hong Kong, Japan, Singapore and the
United Kingdom.

Products and Services

Fee Mandate Business

        Our fee mandate business provides focused investment advisory services across a broad range of asset classes, investment styles and
portfolio structures. These services are provided for a fee as defined by the client mandate. We are diversified across three primary asset classes.

        Equity Investments.    As of December 31, 2008, Principal Global Investors, along with Columbus Circle Investors and Edge Asset
Management managed $41.9 billion in global equity assets. Our equity capabilities encompass large-cap, mid-cap and small-cap stocks in
developed and emerging markets worldwide. As of December 31, 2008, 38% of equity AUM was derived from our pension products, 30% from
other products of PFG and the remaining 32% from third-party institutional clients.

        Fixed Income Investments.    Principal Global Investors, along with Spectrum Asset Management, Post Advisory Group, Edge Asset
Management and Morley Financial Services managed $108.4 billion in global fixed income assets as of December 31, 2008. Collectively, we
provide our clients with access to investment-grade corporate debt, government bonds, mortgage-backed, asset-backed and commercial
mortgage-backed securities, high yield and municipal bonds, private and syndicated debt instruments and preferred securities. As of
December 31, 2008, 35% of these assets were derived from our pension products, 24% from other products of PFG, and the remaining 41%
from third-party institutional clients.

        Real Estate Investments.    Principal Global Investors, through its affiliate Principal Real Estate Investors, managed a portfolio of primarily
U.S. commercial real estate assets of $36.9 billion as of December 31, 2008. Principal Real Estate Investors provides our clients with a broad
range of real estate investment options, including private real estate equity, commercial mortgages, credit tenant debt, construction-permanent
financing, bridge/mezzanine loans, commercial mortgage-backed securities and real estate investment trusts. As of December 31, 2008, 40% of
the commercial real estate portfolio was derived from our pension products, 27% from other products of PFG and the remaining 33% from
third-party institutional clients.
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Spread and Securitization Business

        Our spread and securitization business consists of Principal Commercial Acceptance and our terminated commercial mortgage securities
issuance operation. Principal Commercial Acceptance offers commercial real estate niche financing opportunities, including bridge/mezzanine
loans and land loans. We had $0.3 billion of bridge/mezzanine loans as of December 31, 2008, and we are no longer originating new loans for
this business. During the third quarter of 2008, we made a decision to terminate our commercial mortgage securities issuance operation, which
does not qualify for discontinued operations treatment under U.S. generally accepted accounting principles ("U.S. GAAP"), but is excluded from
segment operating earnings for all time periods presented.

Markets and Distribution

        We employed 132 institutional sales, relationship management and client service professionals as of December 31, 2008, who worked with
consultants and directly with large investors to acquire and retain third-party institutional clients. As of December 31, 2008, Principal Global
Investors and its affiliates have approximately 500 third-party institutional clients with $70.3 billion of AUM in 53 countries.

International Asset Management and Accumulation Segment

        Our International Asset Management and Accumulation segment consists of Principal International, which has operations in Brazil, Chile,
China, Hong Kong Special Administrative Region ("SAR"), India, Indonesia, Malaysia, Mexico and Singapore. We focus on countries with
large middle classes, favorable demographics and growing long-term savings with defined contribution markets. We entered these countries
through acquisitions, start-up operations and joint ventures.

        The activities of Principal International reflect our efforts to accelerate the growth of our AUM by capitalizing on the international trend
toward private sector defined contribution pension systems and individual long-term savings. Through Principal International, we offer
retirement products and services, annuities, mutual funds, institutional asset management and life insurance accumulation products.

Products, Markets and Distribution

        Brazil.    In Brazil, we offer pension, retirement and asset accumulation products through a minority-held joint venture, Brasilprev Vida e
Previdencia, arrangement with Banco do Brasil, which had over a 4,000 branch network as of September 30, 2008. Brasilprev has an exclusive
agreement with Banco do Brasil in order to distribute pension, retirement and long-term asset accumulation products. Our joint venture provides
defined contribution products, complementary life protection and payout solutions such as permanent and temporary annuities for the retirement
needs of employers and individuals. Banco do Brasil's employees sell these products directly to individual clients through its bank branches. In
addition, our joint venture reaches corporate clients through two wholesale distribution channels: (1) a network of independent brokers who sell
to the public and (2) Banco do Brasil's corporate account executives selling to existing and prospective corporate clients. Based upon managed
assets, our joint venture ranked third in the private pension market as of November 2008.

        Chile.    In Chile, we offer long-term savings products, retirement annuities, mutual funds, life insurance accumulation products, mortgage
loans and institutional asset management services.

        We offer retirement annuities to individuals exiting the pre-retirement accumulation system. We distribute our annuity products through a
network of brokers and independent agents, of which we had approximately 400 as of December 31, 2008.

        We serve the individual voluntary/complementary long-term savings market by offering "APV plans" (qualified individual retirement
solutions) and "APVC plans", which are similar to the U.S. 401(k) product line. As of September 30, 2008, we ranked first in AUM for mutual
fund companies offering these plans. We distribute to retail clients through our proprietary sales force, financial advisors, brokerage houses,
alliances with financial institutions and the largest retailer in Chile, Falabella.

        In addition, we offer life insurance accumulation products (qualified and nonqualified) to individuals through brokers and financial
advisors. We originate, sell and service individual residential mortgage loans in Chile through our independent distribution network, composed
primarily of real estate brokers and developers. We also offer asset management services to pension funds, insurance companies, mutual fund
companies and investment platforms through our proprietary sales force.

        China.    In China, we offer mutual funds through a minority-held joint venture with China Construction Bank ("CCB"). We sell mutual
funds primarily through our partner bank, CCB. This bank delivers expansive distribution capabilities for the joint venture in terms of brand
awareness and the number of outlets, of which we had approximately 14,000 as of December 31, 2008.
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        Hong Kong SAR.    In Hong Kong, we sell defined contribution pension, mutual fund and institutional asset management products.

        We actively compete in the defined contribution pension plan market. The government requires both employers and employees to
contribute 5% of an employee's income to a Mandatory Provident Fund ("MPF"). We target small and medium-sized employers and distribute
products through strategic alliances with insurance companies, brokers, consultants, banks and direct marketing through our own sales
representatives. Our alliance partners distribute our MPF products and services or use our administrative and investment services in their own
products.

        We compete in the Hong Kong mutual fund market with distribution provided primarily through strategic alliances with banks to retail
customers. The institutional segment has placed an emphasis on platform sales to unit-linked insurance providers and MPF providers, with the
advantage of getting regular inflows. In an effort to grow institutional asset management, Hong Kong will leverage Principal Global Investors'
regional asset management and sales resources to jointly secure mandates.

        India.    In India, we offer mutual funds and asset management services to both retail and corporate customers.

        We compete in the mutual fund market, managing and administering funds for both individuals and corporations through a majority-owned
joint venture with Punjab National Bank and Vijaya Bank ("Banks"), two large Indian commercial banks with a combined branch network of
approximately 5,500. We sell our mutual funds through regional offices and other bank branches located throughout India. In addition to the
current mutual fund business, we are positioning ourselves to compete in the emerging pension and long-term savings market in India.

        Discussions are taking place with our partners to review the optimal ownership and organizational structure for the future.

        Malaysia.    In Malaysia, we offer conventional and Islamic mutual funds through our minority-held joint venture with CIMB Group, a
large Malaysian bank holding company with a presence in many southeast Asian countries. The company markets mutual funds through
wholesale bank channels and its own sales force of around 6,500 agents. The joint venture's main bank channel is through the approximately 400
CIMB Bank branches. As of December 31, 2008, our joint venture company ranked third in unit trust assets managed and second in Islamic unit
trust assets managed in the Malaysian asset management industry. In addition, the company manages a significant amount of institutional asset
mandates ranking second among asset management companies as of September 30, 2008. The joint venture began an asset management start-up
operation in Singapore, CIMB-Principal Asset Management (S) Pte Ltd, in 2007. Through the Malaysia joint venture, we acquired a small asset
management operation in Indonesia, PT Niaga Aset Manajemen, as well as the fund business of CIMB-GK in 2008.

        Mexico.    In Mexico, we offer defined contribution pension products, mutual funds, annuities and asset management services to
institutional clients.

        Through our private pension company, we manage and administer more than 2.9 million individual retirement accounts under the
mandatory privatized social security system for all non-government employees in Mexico. We distribute products and services through a
proprietary sales force of sales representatives, of which we had approximately 1,200 as of December 31, 2008, as well as independent brokers,
who sell directly to individuals.

        Through our mutual fund company, we distribute products and services through a sales force of approximately 100 employees and through
distribution agreements with other financial entities. We administer annuities and life products that complement these annuities, which we
previously distributed directly to customers who were exiting the pre-retirement accumulation system. We suspended sales of our annuity and
life products in Mexico beginning in 2007 due to unfavorable market conditions.

        Our focus is on both pre-retirement and post-retirement savings plans. Mexico has also initiated institutional asset management services,
offering both domestic and international products.

Life and Health Insurance Segment

        Our Life and Health Insurance segment offers individual life insurance, group health insurance and specialty benefits, which includes group
dental, group vision, group life, group long-term disability, group short-term disability and individual disability insurance throughout the U.S.
We focus on providing comprehensive insurance solutions for small and medium-sized businesses.

Individual Life Insurance

        We began as an individual life insurer in 1879. Our U.S. operations administer approximately 600,000 individual life insurance policies
with $121.3 billion of individual life insurance in force as of December 31, 2008. As of September 30, 2008, our life insurance business was
ranked 17th in the U.S. for annualized sales according to LIMRA.
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Products and Services

        We offer a variety of individual life insurance products, including universal and variable universal life insurance and term life insurance.
We target the personal insurance needs of owners and executives of small and medium-sized businesses and have an increasing focus on also
using these products for nonqualified executive benefits. In addition, we also market our products to meet traditional retail insurance needs.

        Nonqualified Executive Benefits.    Small and medium-sized companies are challenged with how to build quality benefits packages for
executives, how to transition the company's ownership to a partner or family member and how to save for retirement. In addition, executives and
other key employees often have personal insurance needs. These needs are the focus of our products within the individual life insurance arena.

        We have a growing focus and expertise in providing executive life insurance benefits to companies designated by the Internal Revenue
Service ("IRS") as S corporations, in addition to traditional C corporation clients. As a growing segment of the small and medium-sized business
market, S corporations require unique plan designs that meet very specific legal requirements.

        Universal and Variable Universal Life Insurance.    Universal and variable universal life insurance products offer life insurance protection
for which both the premium and the death benefit may be adjusted by the policyholder. Universal life insurance usually includes a cash value
account that accumulates at a credited interest rate based on the investment returns of the block of business. Variable universal life insurance is
credited with the investment returns of the various investment options selected. For the year ended December 31, 2008, 90% of individual life
insurance annualized first year premium sales have come from universal and variable universal life insurance products. Universal and variable
universal life insurance represents 61% of individual life insurance premium and deposits for the year ended December 31, 2008, and 48% of
individual life insurance in force as of December 31, 2008. Variable universal life insurance products represented 41% of our universal and
variable universal life insurance deposits for the year ended December 31, 2008.

        After a deduction for policy level expenses, we credit net deposits to an account maintained for the policyholder. For universal life
contracts, the entire account balance is invested in our general account. Interest is credited to the policyholder's account based on the earnings on
general account investments. For variable universal life contracts, the policyholder may allocate the account balance among our general account
and a variety of separate account choices. Interest is credited on amounts allocated to the general account in the same manner as for universal
life. Net investment performance on separate account investments is allocated directly to the policyholder accounts; the policyholder bears the
investment risk. Some of our universal life and variable universal life insurance contracts contain what are commonly referred to as "secondary"
or "no-lapse" guarantee provisions. A no-lapse guarantee keeps the contract in force, even if the contractholder's account balance is insufficient
to cover all of the contract charges, provided that the contractholder has continually paid a specified minimum premium.

        Traditional Life Insurance.    Traditional life insurance includes participating whole life, adjustable life products and non-participating
term life insurance products. Participating products and non-participating term life insurance products each represented 5% of our individual life
insurance annualized first year premium sales for the year ended December 31, 2008, and 25% and 27%, respectively, of individual life
insurance in force as of December 31, 2008. Adjustable life insurance products provide a guaranteed benefit in return for the payment of a fixed
premium and allow the policyholder to reset the premium and face amount combination. Term insurance products provide a guaranteed death
benefit for a specified period of time in return for the payment of a fixed premium. Policyholder dividends are not paid on term insurance.

Group Health Insurance

        We began offering group health insurance in 1941. We offer a variety of traditional group medical insurance products, consumer driven
high deductible health plans with HSAs, administrative services and wellness products. We provide administrative services on a fee-for-service
basis for medical, dental, disability, vision and wellness benefits.

Products and Services

        Our group health insurance products described below include a range of programs and services designed to meet the needs of our members
across the health care continuum. These programs include the spectrum of wellness services, utilization management, case management, disease
management and specialty programs including transplant services. Members have access to online health management resources including a
broad range of health content, symptom checkers, prescription drug information and provider information. The programs are designed to
promote informed health care consumers, advance evidence based medicine and to optimize both the quality and cost of health care received by
our members.

        Group Health Insurance.    As of December 31, 2008, we provided group medical insurance benefits to more than 16,800 employer
customers and their 449,000 employees and dependents. Our traditional group medical insurance plans

12

Edgar Filing: PRINCIPAL FINANCIAL GROUP INC - Form 10-K

20



provide reimbursement of medical expenses for insured employees and their dependents. These members are responsible for deductibles,
co-payments and co-insurance. Through our wholly owned subsidiary, HealthRisk Resource Group, LLC., we negotiate discounts with providers
on claims for which we have no other pre-arranged discount.

        Our consumer-driven health care plans offer greater flexibility for employers and more opportunity for members to take charge of their
health and health care. We offer the Principal Health Savings Account, which features a checking account with a debit card and certificates of
deposit through Principal Bank and investment options through Princor.

        Fee-for-Service.    We offer administration of group medical, dental, disability and vision benefits on a fee-for-service basis to over 310
self-insured employers and their approximately 735,000 employees and dependents as of December 31, 2008.

        Wellness Company.    We recognize the importance of promoting healthy behavior. Principal Wellness Company contributes expertise in
providing wellness screenings, counseling and services to employers and their employees, demonstrating health improvement through reduced
health insurance claim costs, reduced absenteeism and increased employee productivity. This preventative focus has been integrated into both
our fully-insured and fee-for-service offerings. We provide wellness services to over 420 employers and their 138,000 employees.

Specialty Benefits

        Specialty benefits, which includes group dental, vision and life insurance, as well as individual and group disability insurance, is an
important component of the employee benefit offering at small and medium-sized businesses. We offer traditional employer sponsored and
voluntary products for group dental, vision, life and disability. We began selling our first specialty benefit products in 1941 with group disability
and group life insurance. We began selling individual disability insurance in 1952 and group dental and group vision insurance in the late 1960s.

Products and Services

        Group Dental and Vision Insurance.    Group dental and vision insurance plans provide partial reimbursement for dental and vision
expenses. As of December 31, 2008, we had approximately 36,000 group dental and vision insurance policies in force covering over 943,000
employee lives. According to LIMRA, we were the 5th largest group dental insurer in terms of number of contracts/employer groups in force in
2007. In addition to indemnity and preferred provider organization dental offered on both an employer paid and voluntary basis, we offer a
prepaid dental plan in Arizona through our Principal Dental Services, Inc. subsidiary.

        Group Life Insurance.    Group life insurance provides coverage to employees and their dependents for a specified period. As of
December 31, 2008, we had nearly 49,600 group policies providing $121.0 billion of group life insurance in force to approximately 2.1 million
employee lives. According to LIMRA in 2007, we were ranked 3rd in the U.S. in terms of the number of life insurance contracts in force. We
currently sell traditional group life insurance that does not provide for accumulation of cash values on both an employer paid and voluntary
basis. Our group life insurance business remains focused on the traditional, annually renewable term product. Group term life and group
universal life accounted for 96% and 4%, respectively, of our total group life insurance in force as of December 31, 2008. We no longer market
group universal life insurance to new employer groups.

        Group Disability Insurance.    Group disability insurance provides a benefit to insured employees who become disabled. Our group
disability products include both short-term and long-term disability, offered on both an employer paid and voluntary basis. Long-term disability
represents 62% of total group disability premium, while short-term disability represents 38% of total group disability premium. In addition, we
provide disability management services, also called rehabilitation services, to assist individuals in returning to work as quickly as possible
following disability. We also work with disability claimants to improve the approval rate of Social Security benefits, thereby reducing payment
of benefits by the amount of Social Security payments received. As of December 31, 2008, we served approximately 1.4 million employee lives
under nearly 31,000 contracts, with our group short-term disability business being ranked 4th and our group long-term disability business being
ranked 7th in the U.S. as of December 31, 2007, in terms of number of contracts/employer groups in force, according to LIMRA.

        Individual Disability Insurance.    Individual disability insurance products provide a benefit to the insured member in the event he/she
becomes disabled. In most instances, this benefit is in the form of a monthly income. In addition to income replacement, we offer products to
pay business overhead expenses for a disabled business owner and for the purchase by the other business owners of the disabled business
owner's interests in the business. As of December 31, 2008, we served approximately 120,000 individual disability policyholders, with our
individual disability business being ranked 7th in the U.S. as of December 31, 2007, in terms of premium in force, according to LIMRA.
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Life and Health Markets and Distribution

        For each of our products, administration and distribution channels are customized to meet customer needs and expectations for that product.

        We sell our individual life and individual disability income products in all 50 states and the District of Columbia, primarily targeting
owners and executives of small and medium-sized businesses. Small and medium-sized business sales represented 83% of individual life sales
and 63% of individual disability sales for the year ended December 31, 2008, based on first year annualized premium.

        We distribute our individual insurance products through our affiliated financial representatives and independent brokers, as well as other
marketing and distribution alliances. Affiliated financial representatives were responsible for 29% of individual life insurance sales based on
first year annualized premium and 17% of individual disability sales for the year ended December 31, 2008. We had 1,050 affiliated financial
representatives in 30 offices. Although they are independent contractors, we have a close tie with affiliated financial representatives and we offer
them benefits, training and access to tools and expertise. To meet the needs of the various marketing channels, particularly the independent
brokers, we employ wholesale distributors � Regional Vice Presidents for individual life and Disability Income Regional Vice Presidents for
individual disability. A key differentiator in the nonqualified executive benefit sale is our Regional Vice Presidents-Nonqualified Plans, who are
not only wholesalers but also consultants and subject-matter experts providing point-of-sale support in closing cases.

        We market our group medical, life, disability, dental and vision insurance products to small and medium-sized businesses, primarily
targeting our sales toward owners and human resources professionals. We sell our group life, disability and dental products in all 50 states and
the District of Columbia. We sell vision coverage in 48 states, plus the District of Columbia. We sell our group medical insurance in 34 states
and the District of Columbia. We continually adapt our products and pricing to meet local market conditions. We market our fee-for-service
capabilities to employers that self-insure their employees' benefits. We sell our fee-for-service business in all 50 states and the District of
Columbia.

        Group insurance and fee-for-service products are distributed through independent benefit brokers, consultants, financial planners and the
same channels that sell our U.S. asset accumulation products. To reach these marketers, we employ three types of wholesale distributors: our
medical sales representatives, our non-medical sales representatives (for Specialty Benefits products) and an independent wholesale organization
to market group medical, life, disability, dental and vision insurance products. We have also formed a number of strategic distribution alliances
with national brokerages and regional brokerage agencies.

        The non-medical group insurance market continues to see a shift to voluntary/worksite products. In keeping with this market change, which
shifts the funding of such products from the employer to the employee, we have enhanced our focus on our voluntary benefits platform. We
believe the voluntary/worksite market presents growth opportunities, and we will continue to develop strategies to capitalize on this expanding
market.

        As of December 31, 2008, we had 132 medical and non-medical sales representatives and 124 service representatives in 38 offices. Our
medical and non-medical sales representatives accounted for 74% of our group insurance sales for the year ended December 31, 2008. The
group sales force plays a key role in the ongoing servicing of the case by providing local, responsive services to our customers and their brokers,
such as renewing contracts, revising plans and solving any administrative issues; communicating the customers' needs and feedback to us; and
helping employees understand the benefits of their plans.

Corporate Segment

        Our Corporate segment manages the assets representing capital that has not been allocated to any other segment. Financial results of the
Corporate segment primarily reflect our financing activities (including interest expense and preferred stock dividends), income on capital not
allocated to other segments, inter-segment eliminations, income tax risks and certain income, expenses and other after-tax adjustments not
allocated to the segments based on the nature of such items.

Competition

        Competition in our segments is based on a number of factors including: scale, service, product features, price, investment performance,
commission structure, distribution capacity, financial strength ratings and name recognition. We compete with a large number of financial
services companies such as banks, mutual funds, broker-dealers, insurers and asset managers. Some of these companies offer a broader array of
products, more competitive pricing, greater diversity of distribution sources, better brand recognition or, with respect to insurers, higher financial
strength ratings. Some may also have greater financial resources with which to compete or may have better investment performance at various
times.

        Competition in the retirement services market is very fragmented. Our main competitors in this market include Fidelity, ING, Mass Mutual,
Vanguard and John Hancock. We believe the infrastructure and system support needed to meet the needs of the small and medium-sized
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of our competitors in the mutual fund industry are larger, have been established for a longer period of time, offer less expensive products, have
deeper penetration in key distribution channels and have more resources than we do. There were over 8,000 mutual funds in the U.S. as of
December 31, 2007 according to the ICI 2008 Investment Company Fact Book. The institutional asset management market has grown at a rapid
pace over the last decade. Our primary competitors in this market are large institutional asset management firms, such as Black Rock, PIMCO,
J.P. Morgan Chase, Morgan Stanley Investment Management and T. Rowe Price, some of which offer a broader array of investment products
and services and are better known. The asset management business has relatively few barriers to entry and continually attracts new entrants. The
variable annuity market is also highly competitive. We will face strong competition from Lincoln Financial Group and John Hancock.
Competition in the international markets in which we operate comes primarily from local financial services firms and other international
companies operating on a stand-alone basis or in a partnership with local firms, including ING, AXA, Allianz and American International
Group, Inc. ("AIG"). In the highly competitive life and health insurance business, our competitors include other insurers and managed health
care organizations such as UNUM, Lincoln Financial Group, MetLife, Manulife, Blue Cross and Blue Shield, UnitedHealthcare, Aetna and
CIGNA. We believe we distinguish ourselves from our competitors through our:

�
full service platform;

�
strong customer relationships;

�
focus on financial performance and

�
performance-oriented culture.

Ratings

        Insurance companies are assigned financial strength ratings by rating agencies based upon factors relevant to policyholders. Financial
strength ratings are generally defined as opinions as to an insurer's financial strength and ability to meet ongoing obligations to policyholders.
Information about ratings provides both industry participants and insurance consumers meaningful insights on specific insurance companies.
Higher ratings generally indicate financial stability and a stronger ability to pay claims.

        Principal Life has been assigned the following long-term insurance financial strength ratings:

Rating Agency Financial Strength Rating Rating Structure
A.M. Best Company, Inc. A+ ("Superior") with a stable outlook Second highest of 16 rating

levels
Fitch Ratings AA- ("Very Strong") with a rating watch � negative

outlook
Fourth highest of 21 rating
levels

Moody's Investors Service Aa2 ("Excellent") with a negative outlook Third highest of 21 rating
levels

Standard & Poor's Rating
Services

AA ("Very Strong") with a credit watch � negative
outlook

Third highest of 21 rating
levels

        A.M. Best's ratings for insurance companies range from "A++" to "S". A.M. Best indicates that "A++" and "A+" ratings are assigned to
those companies that in A.M. Best's opinion have superior ability to meet ongoing obligations to policyholders. Fitch's ratings for insurance
companies range from "AAA" to "C". Fitch "AA" ratings indicate very strong capacity to meet policyholder and contractholder obligations on a
timely basis. Moody's Investors Service ratings for insurance companies range from "Aaa" to "C". Moody's Investors Service indicates that "Aa"
ratings are assigned to those companies that have demonstrated excellent financial security. Standard & Poor's ratings for insurance companies
range from "AAA" to "R". Standard & Poor's indicates that "AA" ratings are assigned to those companies that have demonstrated very strong
financial security characteristics. In evaluating a company's financial and operating performance, these rating agencies review its profitability,
leverage and liquidity, as well as its book of business, the adequacy and soundness of its reinsurance, the quality and estimated market value of
its assets, the adequacy of its policy reserves, the soundness of its risk management programs, the experience and competency of its management
and other factors. The four rating agencies referenced have placed negative outlooks on the U.S. life insurance industry. A negative outlook
means that the rating of many U.S. life insurance companies may be downgraded due to the impact of negative market conditions.

        We believe that our strong ratings are an important factor in marketing our products to our distributors and customers, since ratings
information is broadly disseminated and generally used throughout the industry. Our ratings reflect each rating agency's opinion of our financial
strength, operating performance and ability to meet our obligations to policyholders and are not evaluations directed toward the protection of
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investors. Such ratings are neither a rating of securities nor a recommendation to buy, hold or sell any security, including our common stock. For
more information on ratings, see Item 7. "Management's Discussion and Analysis of Financial Condition and Results of Operations � Liquidity
and Capital Resources �
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